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UNITED  STATES  STEEL  CORPOEATION. 


Committee  on  Investigation  of  the 

United  States  Steel  Corporation, 

House  or  Eepresentatives, 
Washington,  D.  C,  Monday,  March  11,  1912'. 
The  committee  met  at  11  o'clock  a.  m.,  Hon.  Augustus  O.  Stanley 
(chairman)  presiding. 

TESTIMONY  OF  MR.  G.  M.  FREEE. 

The  witness  was  sworn  by  the  chairman. 

The  Chairman.  Where  do  you  live,  Mr.  Freer  ? 

Mr.  Freer.  Columbus,  Ohio. 

The  Chairman.  What  is  your  business  ? 

Mr.  Freer.  I  am  a  commercial  traffic  manager;  that  is,  a  traffic 
manager  for  commercial  and  industrial  interests. 

The  Chairman.  I  believe  you  were  subpoenaed  to  appear  before 
the  committee  to-day  ? 

Mr.  Freer.  Yes. 

The  Chairman.  You  say  you  are  a  consulting  traffic  manager;  what 
is  the  nature  of  your  business  ? 

Mr.  Freer.  To  advise  shippers  and  manufacturers  as  to  the  proper 
adjustment  of  freight  rates,  and,  if  necessary,  to  assist  them  m  pre- 
paring their  cases  to  present  to  the  Interstate  Commerce  Commission. 

Mr.  Young.  Where  is  this  gentleman's  residence? 

The  Chairman.  He  stated  he  lives  in  Columbus,  Ohio. 

Mr.  Young.  Columbus,  Ohio? 

Mr.  Freer.  Yes,  sir. 

The  Chairman.  How  long  have  you  been  engaged  in  this  work  ? 

Mr.  Freer.  The  present  work  ? 

The  Chairman.  Yes. 

Mr.  Freer.  About  two  years. 

The  Chairman.  What  was  your  occupation  prior  to  that  time  ? 

Mr.  Freer.  Just  immediately  prior  to  that  time  I  was  traffic 
manager  for  the  Columbus  Chamber  of  Commerce  or  Board  of  Trade, 
for  about  a  year  and  a  half.  Prior  to  that  I  was  in  the  railroad 
business  for  about  20  years. 

The  Chairman.  You  have  had  practical  experience  in  the  railroad 
business  ? 

Mr.  Freer.  Yes,  sir;  20  years'  experience. 

The  Chairman.  Please  explain  to  the  committee  the  nature  and 
extent  of  that  employment — your  railroad  experience— what  work 
you  have  done  with  the  railroads. 

Mr.  Freer.  That  20-year  period  in  which  I  was  in  the  railroad 
business  was  in  the  traffic  department  exclusively,  starting  as  clerk 
in  the  general  freight  office,  and  going  through  the  various  grades  of 
work  in  the  office. 
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Mr.  Young.  With  what  railroad  ?  , 

Mr.  Freer.  The  Cincumati,  Washington  &  Baltimore  was  the 
raUroad  with  which  I  started  my  raihoad  work.  It  is  now  a  part  of 
the  Baltimore  &  Ohio  System. 

I  finally  became  chief  clerk  m  the  general  freight  olhce,  and  from 
that  I  was  made  a  general  agent— a  sort  of  sohcitmg  position,  sohcit- 
ing  business,  looking  after  the  traffic  mterests  on  the  outside.  I 
was  in  that  line  of  work  for  about  11  or  12  years. 

I  was  principally  with  the  Baltimore  &  Ohio  or  some  of  its  allied 
lines,  with  the  exception  of  about  three  or  four  years  when  I  was 
with  the  Pennsylvania  lines. 

The  Chairman.  In  your  business  experience  have  you  had  any- 
thing to  do  with  the  matters  of  making  rates,  of  securing  rates,  or 
in  constructing  tariff  rates  ? 

Mr.  Freer.  Yes;  I  have  had  a  good  deal  to  do  with  that. 

The  Chairman.  Explain  to  the  committee  how  you  were  engaged 
in  that  particular  phase  of  the  railroad  business. 

Mr.  Freer.  I  had  a  good  deal  to  do  with  that  when  I  was  in  the 

feneral  freight  office,  where  the  tariffs  were  made  up  and  published, 
'hen  in  my  outside  work  I  still  had  a  great  deal  of  that  kind  of 
work  to  do,  keeping  the  rates  in  line  for  the  manufacturers  and 
shippers  in  the  territory  wliich  was  under  my  charge  as  general  agent. 

The  Chairman.  Did  that  req^uire  a  study  and  understanding  of 
transportation  and  traffic  conditions  ? 

Mr.  Freer.  I  would  say  so;  yes. 

The  Chairman.  Have  you  any  special  knowledge  or  information 
which  would  enable  you  to  give  information  to  this  committee 
respecting  the  movement  of  commodities  to  and  from  Lake  ports; 
for  instance,  on  Lake  Erie?  Are  you  in  any  way  familiar  with  the 
transportation  of  ore  from  the  various  dock  ports  on  Lake  Erie  to 
the  consuming  points  where  the  ore  is  carried? 

Mr.  Freer.  I  have  recently  had  quite  a  good  deal  to  do  with  that, 
not  directly  with  ore,  but  in  connection  with  coal.  I  have  been  inter- 
ested in  several  cases  before  the  State  and  Interstate  Commerce  Com- 
missions affecting  the  rates  on  Lake  cargo  coal  as  it  is  known;  and  in 
connection  with  those  coal  cases  the  ore  movement  has  been  investi- 
gated and  mentioned  and  quite  a  little  information  has  been  gathered 
m  relation  to  ore  as  bearing  on  this  question  of  the  coal  rates  in  the 
opposite  direction. 

The  Chairman.  What  are  the  ports  on  Lake  Erie  where  the  ore  is 
received  ? 

Mr.  Feeeb.  The  ports  from  Buffalo  to  Toledo — Buffalo,  Erie, 
Conneaut,  Ashtabula,  Fairport,  Cleveland,  Lorain,  Huron,  and 
Toledo. 

The  Chairman.  You  will  notice  the  large  map  which  has  been 
placed  over  there  on  the  side  of  this  room,  and  I  wish  you  would 
explain  on  that  map  the  course  of  this  ore. 

Mr.  Freer.  Do  you  wish  me  to  go  over  there  and  point  it  out  ? 

The  Chairman.  Yes. 

The  members  of  the  committee  and  the  witness  thereupon  pro- 
ceeded over  to  the  map. 

The  Chairman.  I  will  ask  you  to  point  out  these  docks  where  the 
ore  is  received. 
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Mr.  Freer.  Starting  with  Buffalo,  there  is  Erie,  Conneaut,  Ash- 
tabula, Fairport,  Cleveland,  Lorain,  Hiu-on,  and  Toledo.  It  is  pos- 
sible there  is  a  little  ore  handled  at  Sandusky,  biit  there  would  be 
very  little. 

The  Chairman.  I  will  ask  you  to  designate  the  railroads  over  which 
that  ore  is  carried  to  its  usual  point  of  destination. 

Mr.  Freer.  There  are  various  roads  out  of  Buffalo,  the  New  York 
Central,  the  Pennsylvania — quite  a  number  of  roads  out  of  Buffalo. 

Mr.  Young.  Is  that  ore  carried  over  the  Central  to  any  extent  ? 

Mr.  Freer.  I  think  not.  I  do  not  think  there  is  very  much  ore 
out  of  Buffalo  via  the  New  York  Central. 

The  Chairman.  I  presume  that  ore  goes  to  the  Lackawanna 
Steam  Co'. « 

Mr.  Freer.  The  plants  at  Buffalo  consume  the  bulk  of  ore  that  is 
taken  there. 

Mr.  Young.  You  spoke  of  other  roads  at  Buffalo :  what  are  they  ? 

Mr.  Freer.  The  Lehigh  Valley,  the  New  York  Central,  Pennsyl- 
vania, Lackawanna,  Erie,  and  the  Buffalo,  Rochester  &  Pittsburgh. 

Mr.  Beall.  The  ore  that  goes  to  Buffalo  and  that  is  not  consumed 
there ;  to  what  other  point  is  it  carried  ? 

Mr.  Freer.  I  could  not  tell  you  that,  except  that  possibly  some  of 
that  ore  from  Buffalo  goes  down  to  the  Pennsylvania  furnaces,  but 
there  is  not  a  great  amount  of  that,  however. 

Mr.  Beall.   i  ou  mean  the  furnaces  in  the  State  of  Pennsylvania  ? 

Mr.  Freer.  Yes;  to  the  eastern  Pennsylvania  furnaces ;  there  is  a 
small  amount  of  ore,  I  think,  that  goes  from  Buffalo  down  there,  but 
how  extensive,  I  don't  know. 

The  Chairman.  Take  those  docks  as  you  come  to  them  and  explain 
the  roads  over  which  the  ore  is  carried.     I  don't  care  for  all  of  tnem. 

Mr.  Young.  You  have  not  mentioned  Erie. 

Mr.  Freer.  Erie  is  on  the  Pennsylvania. 

Mr.  Young.  That  is  the  next  one. 

Ikfr.  Freer.  The  Pennsylvania  Co.  at  Erie;  both  the  Pennsylvania 
Co.  and  the  Pennsylvania  RaUroad  reach  Erie. 

Mr.  Young.  Now  Conneaut. 

Mr.  Freer.  Conneaut,  the  Bessemer  &  Lake  Erie;  Ashtabula,  the 
Lake  Shore  &  Michigan  Southern. 

The  Chairman.  Is  the  ore  that  is  delivered  to  Conneaut  Harbor 
moved  over  any  other  road  than  the  Bessemer  &  Lake  Erie  ? 

Mr.  Freer.  No,  sir. 

Mr.  Young.  What  is  the  road  at  Ashtabula  ? 

Mr.  Freer.  The  Pennsylvania  Co.  and  the  Lake  Shore  &  Mich- 
igan Southern  Railway.  At  Fairport,  the  Baltimore  &  Ohio;  at 
Cleveland,  the  Erie  and  Pennsylvania  Co.;  at  Lorain,  the  Baltimore 
&  Ohio  and  the  Lorain  &  West  Vigrinia,  I  beHeve,  are  the  two  roads, 
that  handle  ore  out  of  Lorain.  At  Huron,  the  Wheeliog  &  Lake- 
Erie;  at  Toledo,  the  Cincinnati,  Hamilton  &  Dayton  and  Hocking 
Valley. 

The  Chairman.  Where  does  this  ore  originate  ? 
Mr.  Young.  He  has  not  got  Sandusky. 

Mr.  Freer.  At  Sandusky,  the  Baltimore  &  Ohio  and  the  Penn- 
sylvania Co.,  but  the  ore  movement  from  Sandusky  is  very  small. 
The  Chairman.  Is  there  much  ore  from  Sandusky  ? 
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Mr.  Feeer.  No;  the  large  boats  are  unable  to  get  into  the  San- 
dusky Harbor. 

Mr.  Young.  There  is  not  very  much  at  Toledo,  either,  is  there  ? 

Mr.  Freek.  Not  a  large  amount;  they  have  not  a  very  large  terri- 
tory in  which  to  distribute  the  ore  from  Toledo. 

The  Chairman.  Explain  to  the  committee  where  this  ore  originates. 

Mr.  Freer.  It  origmates  ia  the  northwest,  in  Minnesota,  and  over 
here  in  the  old  ranges  in  upper  Michigan  [indicatiog  on  map]. 

The  Chairman.  Explain  to  the  committee,  Mr  Freer,  on  the  map, 
the  route  which  the  ore  takes  from  the  Mesabi  Range  and  from  the 
VermUlion  Range  to  reach  Lake  Erie  ports.     Just  follow  its  course. 

Mr.  Freer.  From  the  Mesabi  Range  there  are  three  lines,  the 
Great  Northern  to  Superior;  the  Duluth,  Missabe  &  Northern  to 
Duluth,  and  the  Duluth  &  Iron  Range  to  Two  Harbors.  From  the 
Vermillion  Range,  the  Duluth  &  Iron  Range  Road  to  Two  Harbors — 
from  Superior  and  Duluth  and  Two  Harbors  down  the  lake  to  these 
various  ports  here  on  Lake  Erie  I  have  already  mentioned. 

Mr.  Gardner.  What  line  is  it  to  Superior,  the  Great  Northern  ? 

Mr.  Freer.  The  Great  Northern  Railway;  yes,  sir. 

Mr.  Gardner.  Has  not  the  Duluth,  Missabe  &  Northern  a  line 
running  into  Superior,  too  ? 

Mr.  Freer.  They  have  handled  their  ore  to  Duluth.  They  have 
been  building — I  don't  know  whether  that  line  is  completed — a  sort 
of  belt-line  around  here  [indicating]  which  will  come  mto  Superior. 
Whether  it  has  been  completed  or  not  I  can  not  say. 

The  Chairman.  Now,  Mr.  Freer,  you  have  explained  the  course 
that  this  ore  takes.  I  wish  you  would  show  the  committee  in  a  gen- 
eral way  to  what  point  this  ore  goes  for  consumption,  to  blast  fur- 
naces. 

Mr.  Freer.  There  is  quite  a  little  of  it  used  right  on  the  lake  front 
at  various  furnaces  in  the  Buffalo  district.  There  is  a  furnace  at 
Erie  and  at  Cleveland,  Lorain,  and  Toledo.  Then  it  moves  down  into 
the  Mahonmg  and  Shenango  Valley  territory.  That  is  right  in  here 
[mdicating].  iVlso  into  the  Pittsburgh  district,  and  down  in  the 
Wheeling  and  Steuben ville  territory;  some  little  into  ZanesviUe 
Columbus,  Wellston,  and  Jackson,  in  Ohio,  and  down  to  the  Ashland- 
Ironton  district,  along  the  river  here  [mdicatmg].  Some  comes  east 
of  Pittsburgh  to  Johnstown. 

Mr.  Young.  Some  comes  to  Cleveland,  too  ? 

Mr.  Freer.  Yes;  I  mentioned  the  different  Lake  ports. 

Mr.  \  ouNG.  I  did  not  understand  you  to  mention  Cleveland  ? 

Mr.  Freer.  I  possibly  overlooked  it.  I  said  at  the  Lake  ports,  and 
1  should  liave  said  Cleveland,  Lorain,  and  Toledo. 

The  Chairman.  Gomg  back  to  the  Mesabi  Range,  you  have 
stated  oyer  what  lines  this  ore  passes.  Which  of  these  lines  are 
subsidiaries  of  the  United  States  Steel  Corporation?  Do  vou  know 
or  do  you  not  ?  ■' 

Mr  Freer.  The  Duluth,  Missabe  &  Northern  and  the  Duluth  & 
Iron  Range. 

The  Chairman.  Have  you  any  general  knowledge  of  these  two 
Imes  of  railway  ? 
Mr.  Freer.  Yes;  I  have  a  general  knowledge  of  them. 
Air.  Gardner.  Have  you  ever  been  up  there  ? 
Mr.  Freer.  I  never  have  been;  no,  sir. 
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The  Chairman.  I  have  here  a  report  of  the  Interstate  Commerce 
Commission  on  the  Duluth,  Missabe  &  Northern  Kailway. 

Mr.  Young.  Is  that  dated  ? 

The  Chairman.  It  is  a  statement  compiled  from  the  annual 
reports  to  the  Interstate  Commerce  Commission  for  the  years  ending 
June  30,  1902,  to  1911. 

I  hand  you  this  report  of  the  Duluth,  Missabe  &  Northern.  Will 
you  look  at  it  and  tell  the  committee  what  is  the  character  of  the 
traffic  hauled,  what  commodity  constitutes  its  main  traffic,  the  average 
length  of  haul — in  other  words,  explain  this  exhibit,  taken  from  the 
reports  to  the  Interstate  Commerce  Commission,  as  to  what  it  repre- 
sents as  to  the  traffic  and  transportation  conditions  upon  this  line. 
I  want  you  to  make  an  explanation. 

Mr.  Reed.  Is  not  the  report  the  best  evidence  ? 

Mr.  Young.  The  report  shows  on  its  face  what  it  is.  I  have  no 
particular  objection  to  it,  but  it  seems  to  me  a  waste  of  time  for  the 
witness  to  explain  what  is  in  a  written  report. 

The  Chairman.  It  is  hard  for  people  generally  to  understand  a 
tabulated  statement  without  explanation. 

Mr.  Danforth.  Can  we  not  tell  the  tonnage  and  the  commodities 
that  are  carried  as  well  as  he  ? 

The  Chairman.  We  might;  but  these  reports  are  of  interest  to 
people  who  are  not  so  well  able  to  understand  technical  statements  as 
yfe  may  be.  I  believe  we  will  get  a  better  idea  of  what  the  table 
states  if  we  have  an  explanation  of  it. 

Just  explain  that  to  the  committee,  Mr.  Freer. 

Mr.  Freer.  You  want  me  to  tell  what  this  report  is  ? 

The  Chairman.  Tell  what  it  shows. 

Mr.  Freer.  It  is  a  statement  of  the  capital  stock,  funded  debt, 
mileage,  and  the  operating  revenues  and  expenses  of  the  Duluth, 
Missabe  &  Northern — its  traffic  statistics,  the  number  of  tons  car- 
ried, the  average  distance  carried,  the  average  revenue. 

Then  on  the  large  sheet  accompanying  it  is  a  classffied  statement 
of  the  tonnage  handled,  classifying  it  by  groups  of  commodities. 

You  asked  me  several  questions  in  that  one  question.  I  don't 
know  whether  I  will  keep  them  in  my  mind  or  not. 

The  Chairman.  What  is  the  character  of  traffic  over  that  road  ? 

Mr.  Freer.  And  you  want  to  know  what  the  principal  commodity 
was? 

The  Chairman.  Yes. 

Mr.  Freer.  The  principal  commodity  they  handle  is  ore,  which 
constitutes  over  90  per  cent  of  their  freight  traffic. 

The  Chairman.  What  is  the  average  length  of  haul  ? 

Mr.  Freer.  It  differs  for  different  years. 

The  Chairman.  For  1910? 

Mr.  Freer.  Practically  77  miles,  and  their  average  revenue  is 
practically  72  cents  per  net  ton. 

Mr.  Reed.  For  1910. 

Mi-.  Freer.  Yes,  sir;  for  1910. 

Mr.  Young.  That  is  for  the  net  tons  of  ore,  or  everything  ? 

Mr.  Freer.  For  everything. 

The  statement  referred  to  is  in  the  words  and  figures  following, 
to  wit: 
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The  Chaieman.  I  hand  you  another  statement  from  the  Interstate 
Commerce  Commission  reports  covering  the  operation,  the  capitaliza- 
tion, and  so  forth,  of  the  Duluth  &  Iron  Range  for  the  same  period 
and  ask  you  to  make  a  similar  explanation  concerning  it. 

Mr.  Freer.  It  is  a  simOar  report  for  the  Duluth  &  Iron  Range  Road. 
Do  you  want  the  figures  for  1910  ? 

The  Chairman.  Yes. 

Mr.  Freer.  In  1910  ore  constituted  89.11  per  cent  of  its  freight 
traffic.  The  average  distance  hauled  was  66.11  miles.  The  average 
revenue  was  7G§  cents  a  net  ton,  the  average  of  all  traffic. 

The  Chairjian.  What  was  llio  distance  the  ore  was  hauled  over 
these  roads  to  Duluth  or  Lake  Superior? 

Mr.  Freer.  The  Duluth,  MisKuljc  &  Northern  distance  was  between 
75  and  80  miles  on  an  average.  That  is  to  Duluth.  The  Duluth  & 
Iron  Range  haul  to  Two  Harbors  would  be  something  less  than  that, 
possibly  about  70  miles.     That  would  be  a  fair  average,  I  think. 

The  Chairman.  What  is  the  rate  at  which  that  ore  was  hauled  at 
the  time  these  sheets  were  made  ? 

Mr.  Freer.  I  don't  know  when  these  sheets  were  made.  The 
present  rate  is  60  cents  per  gross  ton.  It  has  been  60  cents  per  gross 
ton  since  the  30th  of  November. 

The  Chairman.  What  was  it  prior  to  that  time? 

Mr.  Freer.  It  was  80  cents  from  the  Mesabi  Range.  They  had 
two  rates,  one  90  cents  and  one  |1  from  the  Vermillion  Range. 

The  statement  referred  to  is  in  the  words  and  figures  following, 
to  wit: 
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The  Chairman.  From  your  knowledge  of  this  traffic  aiid  from  the 
exhibits  you  have  as  to  traffic  and  transportation  conditions  on  that 
road,  what  would  you  say  as  to  the  reasonableness  of  the  rates  for 
the  service  performed  ?  i        i      j 

Mr.  Reed.  That  is  objected  to  for  the  reason  the  ^vitness  has  already 
said  he  never  had  been  over  either  of  these  roads,  and  he  has  no  knowl- 
ed*^e'. 

The  Chairman.  Can  you  get  that  information  from  these  sheets? 

Mr.  Freer.  Yes;  I  can  gather  a  very  fair  idea  of  the  traffic  and 
operating  conditions;  general  conditions. 

Mr.  Young.  The  witness  would  not  be  any  better  judge  of  that 
than  we  are. 

The  Chairman.  If  he  has  made  a  study 

Mr.  Young  (interposing).  It  is  a  question  whether  we  are  getting 
too  much  condensation.  We  have  the  amount  which  they  received, 
the  business  which  they  carried.  I  don't  care  anything  about  his 
opinion,  but  I  do  not  see  it  adds  or  detracts  anything  from  what 
appears  right  there. 

The  Chairman.  Except  he  is  a  man  who  has  studied  traffic  con- 
ditions. 

Mr.  Young.  We  have  already  heard  in  this  hearing  that  the  earn- 
ings of  these  roads  were  very  heavj'. 

The  Chairman.  Yes. 

Mr.  Young.  Do  these  statements  show  anywhere  the  actual  cost 
of  these  roads  ? 

Mr.  Freer.  You  mean  the  money  that  is  invested  in  the  road,  the 
cost  of  construction  ? 

Mr.  Young.  Yes,  sir. 

Mr.  Freer.  No,  sir;  they  show  nothing  but  the  capital  stock  out- 
standing and  the  funded  debt  outstanding. 

Mr.  Young.  That  is  one  thing  it  is  short.  We  have  the  capitaliza- 
tion but  have  not  the  cost  up  to  date. 

Mr.  Gardner.  I  think  we  can  very  weU  infer  what  the  witness's 
opinion  is,  but  is  this  not  before  the  Interstate  Commerce  Commission 
at  the  present  time,  this  question  ? 

The  Chairman.  Not  as  it  is  here.  There  is  a  question  of  some  par- 
ticular rate  over  some  particular  road.  I  am  inquiring  as  to  general 
conditions. 

Mr.  Reed.  There  is  a  case  pending  before  the  Interstate  Commerce 
Commission  in  a  complaint  against  the  Great  Northern  Railroad. 

The  Chairman.  Does  it  involve  this  whole  question  ? 

Mr.  Reed.  It  involves  the  whole  question  because  if  they  reduce 
the  rates  the  Steel  Corporation  roads  will  have  to  reduce  theirs  also. 

The  Chairman.  Any  statement  he  makes  here  would  not  be  used 
as  evidence  in  the  Interstate  Commerce  Commission  anyway,  under 
the  law. 

Mr.  Gardner.  I  understand  that.  I  object  to  the  question,  Mr. 
Chairman.     I  am  incUned  to  think  the  question  is  not  competent. 

Mr.  Danforth.  Are  we  not  asking  Mm  for  an  opinion  he  has  got 
to  express  ? 

The  Chairman.  We  do  the  same  thing  at  every  trial,  where  there 
is  an  expert  on  the  stand. 

]\Ir.  Danforth.  But  you  have  your  facts  there,  if  you  will  take  the 
trouble  to  burrow. 
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Mr.  Young.  All  the  facts  except  one. 

Mr.  Danforth.  And  he  can  not  give  us  that  one.  If  we  know  how 
to  read,  and  exercise  our  knowledge,  it  seems  to  me  we  can  learn  the 
facts  from  these  reports  just  as  speedUy,  or  if  not  as  speedily,  just  as 
accurately  as  he  can.  Personally,  I  would  prefer  to- exercise  my  own 
judgment  as  to  these  questions,  if  we  have  the  facts  before  us. 

Mr.  Beall.  We  would  not  be  bound  by  any  expression  of  opinion 
from  him.  It  would  simply  be  an  aid  to  us  in  forming  an  opinion; 
and  he  being  versed  in  matters  of  that  sort,  is  in  a  better  position  to 
interpret  tables  and  to  express  an  opinion  on  them  than  we  would  be. 

The  Chaikman.  If  we  were  trying  a  question  of  the  safety  of  some 
appliance  on  a  railroad,  we  could  bring  an  expert  on  to  say  whether 
it  was  safe.  We  might  have  aU  the  facts  as  to  the  tensile  strength  of 
the  material,  as  to  the  patents  under  which  it  was  secured,  as  to  its 
cost,  and  whether  or  not  it  was  of  the  proper  material,  whether  or  not 
it  was  adequate  to  perform  the  service  for  which  it  was  intended,  and 
that  would  be  all  subject  to  an  expert  opinion. 

If  we  were  trjdng  a  case  as  to  the  skill  of  a  doctor,  we  could,  bring 
other  doctors  on  the  stand  to  state  opinions  as  to  the  facts  introduced, 
and  only  as  to  the  facts  introduced. 

In  every  case  where  an  expert  testifies,  as  I  understand,  if  we  have  a 
given  and  admitted  state  of  facts  embodied  in  a  hypothetical  question, 
and  then  he  is  asked  to  give  an  opinion  with  respect  to  those  facts  that 
are  already  in  evidence,  the  rule  that  no  man  can  give  an  opinion 
touching  the  facts  that  are  admitted  would  exclude  expert  testimony 
from  every  court  in  the  country. 

Mr.  Danfokth.  The  courts  are  supposed  to  have  experts  on  both 
sides  of  the  question.  Here  we  have  a  person  who  is  supposed  to  be, 
and  alleged  to  be  brought  forward  as  an  expert,  about  whom  I  per- 
sonally know  nothing. 

The  Chairman.  If  he  has  not  qualified  as  an  expert,  that  is  a  differ- 
ent question. 

Mr.  Young.  I  do  not  think  he  has  qualified  on  this  particular  ques- 
tion, as  to  the  reasonableness  of  this  particular  rate. 

Mr.  Gardner.  I  would  hke  to  ask  a  question  bearing  on  the  subject 
of  his  expertness. 

Do  I  understand  you  to  say  that  you  have  testified  and  prepared 
cases  for  presentation  to  the  Interstate  Commerce  Commission  and 
the  courts  ? 

Mr.  Freer.  Not  the  courts. 

Mr.  Gardner.  What  are  the  cases  you  have,  as  a  matter  of  fact, 
prepared  for  presentation  to  the  Interstate  Commerce  Commission  ? 

Mr.  Freer.  The  first  case  in  which  I  was  interested  was  a  case 
before  the  State  railroad  commission  of  Ohio.  It  was  a  coal-rate 
case. 

Mr.  Gardner.  I  asked  with  reference  to  the  Interstate  Commerce 
Commission  ? 

Mr.  Freer.  Yes.  Then,  before  the  Interstate  Commerce  Com- 
mission, the  first  case  in  which  I  participated  was  the  Advanced  Rates 
case. 

Mr.  Gardner.  In  what  capacity  did  you  participate  ? 

Mr.  Freer.  I  prepared  statistics  for  the  counsel  for  the  shippers 
in  that  case,  simply  a  financial  history  of  the  principal  railroads  east 
of  .Chicago  who  were  involved  in  that  Advanced  Rates  case. 
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Mr.  Gardner.  What  other  cases  have  you  prepared  for  the  Inter- 
state Commerce  Commission?  xt„„-c  PlinmhAr 

iMr.  Freer.  I  think  the  next  case  was  Newport  ^e^^^  Si'X.v 
of  Commerce,  Newport  News,  Va.,  agamst  the  Southern  KaUway 
and  a  number  of  other  southern  raikoads.  ^r^oT-^o? 

Mr.  Gardner.  The  Newport  News  Chamber  of  Commerce  t 

iMr.  Freer.  Yes. 

Air.  Gardner.  Against  certain  roads  ? 

Mr.  Freer.  The  Southern  Railway  and  otliers. 

Mr.  Gardner.  Wliat  other  cases  ? 

Mr  Freer.  The  Bluefield  Shippers'  Association 

Mr.  Gardner.  Before  you  go  on  with  that,  what  was  involved  in 
the  Newport  News  case ?     Wliat  question? 

Mr  Freer  In  that  case  it  was  a  question  of  rates  from  Newport 
News  into  southern  territory  being  higher  than  the  rates  from  Nor- 
folk, on  the  same  general  harbor.  The  Newport  News  people  con- 
tended that  they  should  have  the  same  rates  into  the  South  that 
Norfolk  had. 

Mr.  Gardner.  Wliat  was  the  other  case  ? 

Mr.  Freer.  The  next  case  was  the  Bluefield  Shippers'  Association 
against  the  Norfolk  &  Western  Railway. 

Mr.  .Gardner.  Wliat  did  that  involve — coal  ? 

Mr.  Freer.  No;  that  involved  rates  on  general  merchandise,  what 
we  call  the  class  rates,  into  the  coal  fields  from  the  west  and  from 
the  east. 

Mr.  Gardner.  Have  you  ever  prepared  a  case  relating  to  the  ship- 
ment of  ore,  for  the  Interstate  Commerce  Commission  ? 

Mr.  Freer.  No. 

Mr.  Gardner.  What  other  cases  besides  those  three  you  men- 
tioned have  you  prepared  for  the  Interstate  Commerce  Commission  ? 

Mr.  Freer.  I  was  interested  and  participated  in  the  Pittsburgh 
coal  rate  case,  recently  submitted  to  the  commission;  the  case  of 
John  W.  Boileau,  and  the  Pittsburgh  Coal  Co.  against  the  Pennsyl- 
vania Co.  and  the  Pittsburgh  &  Lake  Erie  RaUway. 

Mr.  Gardner.  Any  other  cases  ? 

Mr.  Freer.  Not  that  have  been  submitted. 

Mr.  Gardner.  Does  your  name  appear  in  the  record  of  any  of 
those  cases,  before  the  Interstate  Commerce  Commission  ? 

Mr.  Freer.  In  the  record  ? 

Mr.  Gardner.  In  the  presentation. 

Mr.  Freer.  It  appears  in  the  record,  not  in  the  decision  or- the 
opinion. 

Mr.  Young.  It  appears  in  the  testimony? 

Mr.  Freer.  It  would  appear  in  the  testimony;  yes,  sir. 

Mr.  Gardner.  I  think  he  qualifies  as  an  expert  on  the  general 
question  of  freight  rates.  I  am  doubtful  whether  he  qualifies  as  an 
expert  on  the  question  of  ore  rates. 

The  Chairman.  Does  the  same  condition  prevail  in  regard  to  coal 
rates  as  to  ore  rates  ? 

Mr.  Reed.  The  witness  says  he  does  not  know. 

The  Chairman.  I  am  asking  him. 

Mr.  Young.  He  said  he  never  saw  these  roads. 

Mr.  Reed.  And  it  is  in  evidence  in  this  case  that  part  of  the  service 
tendered  bv  these  railroads  is  in  the  selection  of  the  ore,  the  classifica- 
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tion  of  it,  and  the  work  on  the  docks,  which  is  all  included  in  this 
rate.  I  submit  the  witness  is  not  qualified  to  express  an  opinion  on 
the  value  of  the  service  until  he  has  at  least  seen  it. 

The  Chairman.  Have  you  ever  seen  these  docks  and  how  they  are 
operated  ? 

Mr.  Freer.  In  the  Northwest?     I  have  not. 

The  Chairman.  The  docks  down  here  ? 

Mr.  Freer.  I  have  been  on  some  of  the  docks  on  Lake  Erie;  yes, 
sir. 

The  Chairman.  Have  you  ever  appeared  as  a  witness  before  the 
Interstate  Commerce  Commission? 

Mr.  Freer.  Yes,  sir. 

The  Chairman.  Did  you  ever  testify  to  the  reasonableness  of 
rates  before  that  commission? 

Mr.  Freer.  Yes,  sir. 

Mr.  Gardner.  Did  you  ever  testify  as  to  the  reasonableness  of 
rates  when  you  have  not  seen  the  physical  property  with  regard  to 
which  you  are  testifying  ? 

Mr.  Freer.  Yes,  sir;  I  have. 

Mr.  Gardner.  And  you  quaUfied  as  an  expert  before  the 
commission  ? 

Mr.  Freer.  That,  of  course,  would  be  in  the  way  of  comparison 
of  rates,  taking  several  roads  in  the  same  territory. 

Mr.  Gardner.  That  is,  you  testified  to  reported  facts,  not  to  your 
opinion. 

I  am  stUl  of  the  opinion,  Mr.  Chairman,  that  the  witness  does  not 
qualify  as  an  expert  on  this  particular  question,  and  I  press  my 
objection  to  the  question. 

The  Chairman.  The  question  is  this:  The  witness  has  testified  as 
to  his  knowledge  generally  of  transportation  conditions,  and  he  has 
testified  he  has  appeared  before  the  Interstate  Commerce  Commission. 

Upon  those  facts,  about  which  I  have  asked  him,  I  now  ask  him, 
based  on  his  knowledge  and  experience,  whether  this  is  a  reasonable 
rate. 

Mr.  Danforth.  From  where  to  where  ? 

The  Chairman.  The  rate  I  am  now  asking  about  is  the  rate  from 
the  Messabe  Eange  to  Lake  Superior. 

Mr.  Young.  The  witness  has  not  shown  he  knows  what  they  do 
on  this  rate. 

Mr.  Danforth.  He  has  not  shown  what  the  service  is,  does  not 
know  the  raUroad,  does  not  know  the  physical  conditions  there,  and 
has  not  shown  any  expert  knowledge  on  ore  rates  at  any  time. 

Mr.  Reed.  And  his  tables  do  not  show  the  cost  of  the  road  or 
anything  that  would  give  information  on  that,  except  the  amount  of 
the  capital  and  the  funded  debt. 

The  Chairman.  We  have  information  as  to  the  cost  of  one;  that 
one  cost  $600,000. 

Mr.  Young.  Oh,  no;  we  have  no  such  testimony  as  that. 

The  Chairman.  Mr.  Merritt  testified  that  he  buUt  one  of  those 
roads. 

Mr.  Young.  I  beg  your  pardon.  The  engineer  testified  he  buUt  a 
smaU  portion  of  that  road.  There  is  other  testimony  in  the  case, 
that  after  that  the  road  was  entirely  built  and  extended,  but  we 
have  not  any  proof  of  what  it  cost. 
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Mr.  Reed.  We  have  Mr.  Cotton's  statement  that  $27,000,000  went 

into  one  of  the  roads.  .  i.     n    -i. 

The  Chairman.  We  have  the  statement  of  the  engmeer  who  built 
the  docks  and  other  construction.  The  roads  have  contmuaUy  held, 
as  I  understand,  that  the  measure  of  their  rate,  their  right  to  charge 
&  rate,  is  not  based  upon  the  physical  valuation  of  the  road  the 
appraised  physical  valuation  of  the  road.  They  have  claimed  aU 
afono'  that  the  cost  of  movmg  traffic  and  the  capitalization  of  the 
road'^and  the  fixed  charges  were  the  bases  upon  which  rates  could  be 
fixed,  and  not  the  physical  valuation  of  the  road. 

Mr.  Gardner.  And  the  chair  has  continually  disputed  that  as  a 
true  basis  for  calculation. 

The  Chairman.  I  do  not  think  the  railroads  are  estopped  trom 

objecting  to  it .      .  i    i.  u:    i  .v 

Mr.  Gardner  (interposing).  I  am  not  objectmg  on  behalt  of  the 
railroads.     I  do  not  concede  that  is  a  proper  way  of  calculatmg  the 

The  Chairman.  I  do  not  make  any  such  statement  as  that;  I  do 
not  say  you  are. 

Mr.  "Gardner.  But  I  am  not  estopped  from  objecting. 

The  Chairman.  Do  you  know  from  this  document,  an  official  docu- 
ment, approximately  what  tliat  service  is  ? 

Mr.  Freer.  Ican'deduce  that.     This  document  does  not  show  that. 

The  Chairman.  Can  you  tell  us  what  it  is  from  the  statements 
given  ? 

Mr.  Freer.  Yes,  I  can  teU  you  what  I  think  the  approximate  cost 
is  from  this  statement.  For  the  year  1910,  for  instance,  the  approxi- 
mate operating  cost  for  handling  that  ore  would  be  a  little  over  24 
cents  a  ton. 

Mr.  Gardner.  Has  the  witness  made  any  study  of  the  amount  of 
money  actually  invested  in  those  roads  ? 

Mr.  Freer.  No,  sir,  I  have  not.  I  am  simply  now  attempting  to 
say  what  my  opinion  would  be  as  to  the  operating  cost. 

Mr.  Gardner.  It  seems  to  me  impossible  for  a  man  to  declare  what 
is  a  reasonable  rate  until  he  has  made  that  study. 

The  Chairman.  The  cost  of  transporting  that  is  24  cents  ? 

Mr.  Freer.  I  will  say  that  approximately  the  operating  cost  of 
handling  that  ore  is  24  cents. 

Mr.  Young.  The  witness  says  he  deduces  that. 

The  Chairman.  Give  us  the  basis  from  which  you  deduce  that. 

Mj.  Freer.  I  deduce  that  from  the  fact  that  on  this  railroad,  as  I 
said,  in  1910  practically  93  per  cent  of  its  freight  traffic  was  ore.  It 
constituted  nearly  its  entire  traffic.  It  does  a  very  small  passenger 
business.  I  find  the  average  haul  and  the  average  receipts  of  this 
railroad  are  practically  from  its  transportation  of  ore. 

ilr.  Young.  Ninety-three  per  cent  ? 

Mr.  Freer.  That  is  the  average.  You  can  take  the  operating 
ratio  and  say  that  its  operating  ratio  represents  fairly  to  the  railroad — 
at  least  not  unfair  to  them — that  its  operating  ratio  applied  to  its 
rate  on  ore  would  give  an  operating  expense  of  handling  that  ore. 
You  are  giving  the  railroad  the  benefit  of  the  doubt  there,  because 
you  are  assuming  that  what  little  passenger  traffic  they  do  yields 
them  the  same  profit  that  their  freignt  traffic  does. 

The  Chairman.  Do  you  know  what  the  earnings  of  the  road  are  ? 
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Mr.  Freee.  This  shows  the  earnings  of  the  road. 

The  Chairman.  How  much  ? 

Mr.  Freer.  The  total  operating  revenue  was  $13,916,000  plus. 
Do  you  want  me  to  give  it  m  round  numbers  ? 

The  Chairman.  Yes. 

Mr.  Keed.  Why  do  you  take  1910? 

The  Chairman.  We  wiU  take  any  of  them.  I  just  start  with  1910. 
We  will  give  you  any  year  you  want. 

Mr.  Young.  They  are  all  there. 

The  Chairman,  rroceed  with  the  year  1910,  and  then  take  up  any 
other  year  as  you  see  fit. 

Mr.  Reed.  I  just  wondered  why  you  went  back  beyond  1911. 

The  Chairman.  Now,  explain  that  further  on. 

Mr.  Reed.  It  is  the  biggest  earning  the  road  ever  had. 

The  Chairman.  That  was  before  you  commenced  to  clean  up  those 
minima  on  the  Great  Northern. 

Mr.  Reed.  In  1909  this  same  item  was  $10,000,000  instead  of 
$13,000,000. 

The  Chairman.  Well,  we  will  take  up  any  other  year  afterwards. 
Now,  go  ahead. 

Mr.  Young.  That  is  what  we  have  been  insisting  on.  Put  the 
whole  table  in.     That  has  the  whole  story. 

The  Chairman.  The  question  is  that  this  man  is  testifying  as  an 
expert  and  is  qualified  as  an  expert.  Mr.  Gardner  can  see  that  he  is 
qualified  as  an  expert. 

Mr.  Gardner.  On  general  traffic  conditions;  but  I  think  his  state- 
ment that  he  never  saw  those  mines,  never  saw  those  railroads,  and 
that  he  has  never  investigated  the  ore  rates  certainly  takes  away 
from  him  his  qualification  as  an  expert  on  that  particular  question 
you  asked  him,  to  wit,  if,  in  his  opinion,  the  80-cent  rate  is  a  reason- 
able rate. 

Mr.  Bartlett.  May  I  ask  a  question,  Mr.  Chairman  ? 

The  Chairman.  Certainly. 

Mr.  Bartlett.  What  is  your  business  ? 

Mr.  Freer.  I  am  traffic  manager  for  industrial  and  commercial 
concerns. 

Mr.  Bartlett.  What  does  the  scope  of  your  duties  as  traffic  man- 
ager cover  ? 

Mr.  Freer.  Principally  to  advise  them  in  regard  to  transportation 
rates. 

Mr.  Bartlett.  Transportation  rates  ? 

Mr.  Freer.  Yes;  and  if  their  rates  are  out  of  line,  either  to  secure 
from  the  railroads,  or  if  unable  to  do  so  from  the  raUroads  from  the 
Interstate  Commerce  Commission  some  adjustment  of  the  rates. 

Mr.  Bartlett.  Is  it  your  duty  to  investigate  and  determine  all  the 
costs  of  carrying  freight  and  passengers  and  investigate  as  to  what  is  a 
reasonably  conipensatory  rate  for  doing  that  particular  business  ? 

Mr.  Fr^er.  Yes;  that  would  be  the  question  involved,  as  to 
whether  or  not  the  rates  which  they  were  then  paying  were  reason- 
able rates. 

Mr.  Bartlett.  And  you  arrive  at  that  by  investigating  yourself 
and  securing  information  from  others  who  are  familiar  with  such 
subjects  ? 

Mr.  Freer.  Investigation  and  inquiry. 
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Mr.  Bartlett.  Investigation  by  yourself  ? 
Mr.  Freer.  Yes. 

'Mr.  Bartlett.  How  long  have  you  been  engaged  in  such  a  j)osition 
and  determining  what  is  a  reasonable  rate  ?  i  mean  the  position  you 
occupy  or  have  occupied. 

Mr.  Freer.  I  have  been  engaged  in  the  particular  work  I  speak  of 
for  the  last  two  years.     Prior  to  that  is  was  similar  work. 
Mr.  Bartlett.  For  how  long  ? 

Mr.  Freer.  Prior  to  that,  for  a  year  and  a  half,  I  was  traffic  man- 
ager for  the  Columbus  Chamber  of  Commerce,  doing  for  that  one 
body  what  I  have  since  done  for  various  people;  and  prior  to  that 
service  I  was  in  the  railroad  business  itself  for  about  20  years. 

Mr.  Bartlett.  You  have  been  engaged  in  the  determination  of 
this  same  question  you  are  about  to  testify  to  ? 
Mr.  Freer.  The  reasonableness  of  rates;  yes,  sir. 
Mr.  Bartlett.  You  have  given  that  subject  a  good  deal  of  inves- 
tigation and  study,  not  only  from  the  facts  and  investigation  of  the 
business  of  this  railroad  but  of  other  railroads  engaged  in  similar 
business  ? 
Mr.  Freer.  Yes;  I  have  made  a  study  of  that  question. 
Mr.  Danforth.  This  particular  railroad  ? 

Mr.  Freer.  No;  not  this  particular  railroad.  There  has  been  no 
ore  rate  before  the  commission  that  I  know  of.  This  one  now  is  the 
first  one.  This  does  not  involve  the  reasonableness  of  ore  rates  at 
present,  as  I  understand  it. 

Mr.  Bartlett.  The  opinion  you  are  about  to  give  as  to  the  Reason- 
ableness of  this  rate  is  based  upon  what — your  knowledge  of  what  such 
transportation  is  worth  from  your  familiarity  with  the  business  of 
railroads  in  hauling  this  character  of  property  and  your  familiarity 
with  what  is  a  reasonable  charge  upon  railroads  similarly  situated  in 
hauling  this  particular  kind  of  property  ? 

Mr.  Freer.  That  is  one  thing,  and  then  the  comparison  of  this  rate 
with  rates  on  ore  in  other  sections. 

Mr.  Bartlett.  And  what  that  charge  is  by  other  railroads  similarly 
situated  ? 
Mr.  Freer.  Yes. 

Mr.  Young.  Do  you  know  any  roads  situated  similarly  to  this  ? 
Mr.  Freer.  Not  exactly  the  same  as  this. 

Mr.  Young.  Do  you  know  of  any  road  except  this  that  performs  the 
same  service  that  tms  road  does  in  the  handhng  of  ore  1 
Mr.  Freer.  No;  I  do  not. 

Mr.  Young.  Do  you  know  what  this  service  actually  is  that  they 
perform,  aside  from  the  mere  transportation;  do  you  know  what  they 
do  for  the  money  they  get  ? 

Mr.  Freer.  They  transport  the  ore  and  classify  it  and  dump  it  into 
the  vessels.     That  is  according  to  my  understanding. 

The  Chairman.  You  have  the  data  before  you  showing  the  cost  of 
all  of  those  transactions  ? 
Mr.  Freer.  This  cost  here  represents  the  entire  cost. 
Mr.  Littleton.  If  your  question,  Mr.  Chairman,  assumed  particular 
elements  in  reference  to  this  road  which  are  known  to  be  facts,  al- 
though they  are  not  necessarily  within  the  knowledge  of  the  witness, 
and  coupled  with  his  experience  in  traffic  matters,  could  you  not  then 
put  the  question  in  such  a  way  as  to  meet  Mr.  Gardner's  objection^ 
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that  is,  assume  that  this  railroad  hauls  this  ore  at  this  rate,  and 
coupled  with  your  knowledge  of  traffic  conditions,  would  you  say 
this  was  a  reasonable  rate  ? 

The  Chairman.  Have  you  ever  known  a  rate  to  be  fixed  by  taking 
into  consideration  the  cost  of  construction  of  the  road  ? 

Mr.  Freer.  Have  I  ever  known? 

The  Chairman.  Yes  ? 

Mr.  Freer.  No. 

The  Chairman.  Based  upon  the  cost  ? 

Mr.  Freer.  I  have  not. 

The  Chairman.  Have  you  ever  known  the  cost  of  construction  to 
be  taken  into  consideration  as  a  material  element? 

Mr.  Freer.  It  has  been  mentioned  by  the  Interstate  Commerce 
Commission,  but  they  never  have  had  that  data  themselves  in  any 
case. 

Mr.  Bartlett.  Do  they  not  have  data  as  to  the  cost  of  construction  ? 

Mr.  Freer.  No;  not  absolute  data  as  to  cost  of  construction. 

The  Chairman.  Is  the  cost  of  construction  given  on  any  of  these 
sheets  ? 

Mr.  Freer.  No,  sir. 

Mr.  Littleton.  What  elements  do  they  take  into  consideration? 

Mr.  Freer.  I  would  not  want  to  say  as  to  what  all  the  elements  are. 
They  do  consider  to  some  extent  the  cost  of  the  service,  the  value  of 
the  service,  and  they  consider  the  rates  as  compared  with  the  rates  in 
other  sections. 

Mr.  Gardner.  Do  I  understand  that  the  railroads  do  not  take  into 
account,  in  making  rates,  the  cost  ? 

Mr.  Freer.  Do  they  not  take  into  account  the  cost,  you  say  ? 

Mr.  Gardner.  The  cost  to  build  the  railroad.  Axe  you  not  speak- 
ing of  raUroads  that  are  subject  to  competition  when  you  say  that  ? 

Mr.  Freer.  What? 

Mr.  Gardner.  Are  you  not  speaking  of  raUroads  subject  to  com- 
petition when  you  say  that  ? 

Mr.  Freer.  I  do  not  know  that  I  said  the  railroads  did  not  take 
into  consideration  the  cost  of  the  service. 

Mr.  Gardner.  No  ;  the  cost  of  construction. 

Mr.  Freer.  I  do  not  think  the  railroads  take  the  cost  of  construc- 
tion into  consideration. 

Mr.  Gardner.  To  put  an  extreme  case,  take  the  railroad  that  goes 
up  to  the  top  of  Mount  Washington  in  New  Hampshire.  That  is  not 
subject  to  competition.  Do  you  not  think  the  rates  on  that  railroad 
are  based  very  largely  on  the  cost  of  the  construction  of  that  railroad? 

Mr.  Freer.  I  could  not  tell  you.  I  have  no  information  as  to 
that. 

Mr.  Gardner.  Well,  in  the  nature  of  things,  it  must  be  so,  must 
it  not  ? 

Mr.  Freer.  I  would  not  say  so ;  no,  sir. 
•  Mr.  Gardner.  Because,  inevitably,  if  they  charge  too  high  a  rate, 
that  would  be  inviting  competition,  whereas  if  they  charge  a  rate 
that  does  not  return  an  adequate  amount  on  the  cost  of  the  con- 
struction they  will  be  operatiag  at  a  loss.  It  seems  to  me  inevitable 
that  a  railroad  that  is  not  subject  to  competition  must  conside  hert 
cost  of  its  construction  in  imposing  a  rate. 
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Mr.  Fbeee.  Well,  there  are  very  few  railroads  that  are  not  subject 
to  competition. 

Mr.  Gaednee.  I  was  taking  a  railroad  that  had  no  competition. 

The  Chaieman.  I  do  not  want  to  interrupt  you,  but  some  of  the 
gentlemen  would  like  to  get  a  ruling  on  that  question  that  passed 
before. 

Now,  you  stated  that  you  had  experience  as  a  traffic  manager  and 
in  the  study  of  rates,  and  you  have  before  you  authentic  information 
showing  the  cost  of  this  service  and  the  general  character  of  it  and 
the  net  earnings  and  the  income  to  the  railroads  from  that  service. 

Mr.  Feeee.  That  is  shown  in  this  statement. 

The  CHAraMAN.  From  that  raformation  would  you  say  that  that 
rate  was  reasonable  or  unreasonable  ? 

Mr.  Reed.  The  question  is  objected  to  until  the  witness  has  had 
some  knowledge  of  the  nature  of  the  service  rendered,  the  cost  of  the 
road,  and  the  cost  of  maintenance,  and  none  of  that  information  is 
given  on  the  tables  before  him. 

The  Chairman.  The  objection  is  overruled.  Do  you  wish  to 
appeal  from  the  ruling  of  the  Chair  ? 

AIj.  Gaednee.  Mr.  Chairman,  the  question  as  put  does  not  meet 
my  objection,  and  I  appeal  from  the  decision  of  the  Chair. 

The  Chaieman.  Mr.  Clerk,  will  you  call  the  roll  ? 

Mr.  Danfoeth.  I  would  like  to  add  an  objection  which  seems  to 
go  to  the  heart  of  the  entire  matter,  and  that  is,  we  substitute  the 
judgment  of  this  gentleman  in  the  place  of  what  we  are  bound  to 
exercise  ourself,  and  that  is  our  judgment  on  these  tabulations. 

Mr.  Danfoeth.  As  I  stated  before,  we  can  read  these  just  as 
intelUgently  as  he  can,  and  this  question  is  one  for  us  to  decide  and  not 
for  him  to  decide. 

Mr.  Littleton.  In  that  connection,  so  that  the  record  will  contain 
my  view  of  it,  I  thiak  I  would  not  undertake  at  this  stage  of  this 
hearing  to  standardize  the  testimony  to  the  highest  technical  standard, 
because,  if  we  did,  we  would  have  to  undo  very  much  that  we  have 
done  heretofore.  It  may  be  that  there  is  some  force  in  the  objections 
that  have  been  made  by  Mr.  Gardiner  and  Mr.  Danforth,  but  I  take 
it  that  the  committee  can  receive  in  an  advisory  capacity,  pro  tanto, 
the  witness's  testimony  for  what  it  is  worth  and  weigh  it  in  the  bal- 
ance. For  that  reason  I  should  cast  my  vote,  when  the  time  comes, 
to  sustain  the  ruling  of  the  chairman. 

The  Chaieman.  Call  the  roll. 

The  clerk  called  the  roll  of  the  members  present,  with  the  following 
result : 

Yeas.— Mr.  Beall,  Mr.  McGUlicuddy,  Mr.  Littleton,  Mr.  Bartlett, 
Mr.  Stanley.  Nays.— Mr.  Young,  Mr.  Gardiner,  Mr.  Danforth,  Mr. 
Sterling. 

The  Clerk.  There  are  five  voting  aye  and  four  voting  no. 

The  Chaieman.  You  may  answer  the  question. 

Mr.  Feeee.  What  is  the  question  ? 

The  Chaieman.  State  whether  that  rate  is  a  reasonable  rate  or  an 
unreasonable  rate. 

Mr.  Littleton.  Before  he  answers  this  question,  I  would  like  to 
say  that  there  is  a  vote  coming  up  on  the  judiciary  bill,  and  I  would 
ask  to  be  excused. 
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Mr.  Freer.  What  was  the  question  ? 

The  Chairman.  State  whether  that  rate  was  reasonable,  in  your 
opinion. 

Mr.  Freer.  I  would  say  it  was  unreasonable. 

Mr.  Bartlett.  What  would  be  a'reasonable  rate  ? 

Mr.  Freer.  I  could  not  tell  you  what  would  be  a  reasonable  rate. 

Mr.  Bartlett.  Why  do  you  think  it  is  unreasonable  ? 

Mr.  Freer.  I  could  tell  you  what  I  would  say  would  be  the  approxi- 
mate cost  of  handling  that  business. 

Mr.  Bartlett.  Including  a  reasonable  profit  ? 

Mr.  Freer.  That  is  the  point  I  can  not  say,  as  to  what  the  return 
to  the  company  should  be,  but,  for  instance,  take  the  year  1910,  and 
the  approximate  operating  cost  of  handling  that  ore  would  be  about 
24  cents.  Now,  based  on  that,  I  would  say  that  80  cents  would  be 
unreasonable. 

Mr.  Bartlett.  Where  do  you  get  these  figures  of  24  cents  per  ton 
from  as  the  cost  of  handling  the  ore  ? 

Mr.  Freer.  From  this  report. 

Mr.  Young.  He  deduces  it. 

Mr.  Freer.  I  deduced  that  from  the  report,  that  this  average 
figure  will  apply  to  the  ore. 

Mr.  Bartlett.  Is  that  24  cents  per  ton  as  the  cost  of  handling  the 
ore  a  reasonable  cost,  in  your  opinion  ? 

Mr.  Freer.  A  reasonable  cost  ? 

Mr.  Bartlett.  Yes,  sir. 

Mr.  Freer.  Yes,  sir;  I  would  say  that  is  a  reasonable  cost. 

Mr.  Bartlett.  That  charge  is  a  reasonable  charge,  then,  for  han- 
dling the  ore — I  mean  the  cost. 

Mr.  Freer.  That  is  the  cost  ? 

Mr.  Reed.  That  does  not  include  maintenance  cost,  does  it  ? 

Mr.  Freer.  Yes,  sir;  it  does  include  maintenance — maintenance 
of  way,  maintenance  of  structure,  and  maintenance  of  equipment. 

Mr.  Young.  Does  that  appear  in  here  ? 

Mr.  Freer.  Sir? 

Mr.  YoxJNG.  Do  those  items  appaer  on  this  statement  ? 

Mr.  Freer.  No;  but  it  shows  the  total  operating  expense  here, 
and  those  items  are  included  in  the  total  operating  expense. 

Mr.  Young.  How  do  you  know,  on  this  report  ? 

Mr.  Freer.  I  do  not  know  on  that  report. 

Mr.  Young.  Well,  that  is  what  we-  are  talking  about. 

The  Chairman.  He  can  testify  to  that. 

Mr.  Freer.  I  know  the  total  operating  expense  items  of  the  Inter- 
state Commerce  Commission  report  embraces  those  items. 

Mr.  Bartlett.  In  arriving  at  what  you  said,  that  this  SO-cent 
charge  is  an  unreasonable  charge,  or  not  a  reasonable  charge,  why^is 
it  you  can  not  arrive  at  what  is  a  reasonable  charge.  If  your  busi- 
ness is  the  investigating  of  railroad  rates  in  order  to  determine  what  is 
a  reasonable  charge,  why  is  it  you  can  not  say  what  would  be  a  reason- 
able charge? 

Mr.  Freer.  I  might  say  what,  in  my  opinion,  would  be  a  reasonable 
charge,  but  without  knowing  what  the  railroad  is  entitled  to  as  a  re- 
turn on  its  investment  I  could  not  say. 

Mr.  Bartlett.  Generally,  in  your  investigation  as  an  expert  before 
railroad  commissions,  what  is  regarded  as  a  reasonable  return  upon 
investments — 5  per  cent,  4  per  cent,  6  per  cent,  or  what  ? 
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Mr.  Freer.  Well,  they  differ.  Some  ask  for  6  per  cent  and  some 
ask  for  8  per  cent. 

Mr.  Bartlett.  What  do  the  railroad  commissions  determme  as 
reasonable  ? 

Mr.  Freer.  I  do  not  know.  The  railroad  commissions  have  never 
stated. 

Mr.  Bartlett.  What  do  you  believe  to  be  a  reasonable  return? 

Mr.  Freer.  Well,  I  think  that  would  differ  in  different  territories, 
probably  in  different  sections  of  the  country. 

Mr.  Bartlett.  A  reasonable  net  return? 

Mr.  Freer.  Yes.     Six  per  cent,  I  should  think,  would  be  ample. 

Mr.  Reed.  On  property  that  would  be  valueless  in  20  years,  with 
the  exhaustion  of  the  ore.     I  beg  your  pardon,  Mr.  Bartlett. 

Mr.  Bartlett.  That  is  all  right,  sir.     What  return  does  80  cents 

ton  on  that  haul  igve  ? 

Mr.  Freer.  Well,  the  80-cent  rate  in  that  year  gave  them  a  return 
of  240  per  cent  on  their  capital  stock,  after  paying  the  interest  on  the 
funded  debt. 

Mr.  Bartlett.  And  operating  expenses  ? 

Mr.  Freer.  And  paying  all  operating  expenses;  yes   sir. 

Mr.  Bartlett.  It  would  give  a  return  of  240  per  cent,  and  that  is 
one  reason  why  you  say  it  is  unreasonable. 

Mr.  Freer.  That  is  one  one  thing  that  makes  me  think  so. 

Mr.  Young.  Do  you  know 

Mr.  Gardner.  llaA^e  you  not  overlooked  the  difference  in  the  cap- 
ital stock  and  the  amount  of  money  invested?  For  instance,  when 
the  capital  stock  exceeds  the  amount  of  money  invested,  everybody 
says  that  4  per  cent  return  is  unreasonable.  Now,  when  the  money 
invested  far  exceeds  the  capital  stock,  it  seems  to  me  it  is  unreason- 
able, without  any  knowledge  of  the  amount  of  money  that  was  in- 
vested, to  say  that  any  particular  return  is  unreasonable,  taking  into 
account  the  fact  that  you  do  not  know  how  much  is  invested,  and 
taking  into  account  the  fact  that  yovi  do  not  know  how  soon  this  rail- 
road will  be  absolutely  worthless  on  account  of  the  exhaustion  of  the 
ore.  That,  it  seems  to  me,  Mr.  Bartlett,  is  the  weak  point  in  the  gen- 
tleman's giving  an  opinion. 

Mr.  Bartlett.  And  yet,  Mr.  Gardner,  the  Supreme  Court,  in  a  case 
It  had  before  it,  Smythe  against  Ames,  a  Nebraska  case,  said  that  the 
railroads  should  not  be  permitted  to  charge  an  unreasonable  rate  for 
their  service  in  order  that  the  stockholders  might  earn  dividends. 

Mr.  Young.  That  would  seem  to  be  an  indication  that  they  would 
substitute  the  actual  cost  of  the  road  for  its  capitalization. 

Mr.  Bartlett.  No;  I  do  not  think  so. 

The  Chairman.  At  what  is  this  road  bonded  ? 

Mr.  Freer.  313,101,000. 

Mr.  Bartlett.  WTiat  is  the  capital  stock? 

Mr.  Freer.  $4,112,500. 

Mr.  Bartlett.  What  was  the  net  return  ? 

The  Chairman.  What  is  the  total  capitalization  per  mile  of  that 
road? 

Mr.  Freer.  That  is  not  shown  here.  I  will  have  to  figure  that  out 
for  you. 

Mi.  Danforth.  What  is  the  capital  stock  ? 
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Mr.  Feeer.  The  capital  stock  is  $4,112,500,  and  the  funded  debt  is 
$13,101,000.. 

Mr.  Baktlett.  "What  is  it  valued  at  ? 

Mr.  Gardner.  Which  report  have  you  there— the  Duluth  & 
Missabe  Northern  ? 

Mr.  Freer.  The  Duluth  &  Missabe  Northern;  yes,  sir.  $58,000  a 
mile. 

The  Chairman.  What  is  the  average  capitalization  for  railroads  in 
the  United  States,  including  those  ui  the  mountains  ? 

Mr.  Freer.  I  can  not  teU  you  that.  If  you  had  the  Interstate 
Commerce  Commission's  statistics  here,  I  could  get  it  for  you.  I  do 
not  hav6  it  in  my  head. 

The  Chairman.  It  would  be  about  $58,000  a  mUe,  would  it  not  ? 

Mr.  Freer.  I  would  not  like  to  say  that  without  looking  it  up. 

Mr.  Danfoeth.  Would  the  fact  th-^t  it  had  been  testified  to  here 
that  the  cost  to  reproduce  this  railroad,  with  the  equipment  which  is 
now  on  the  railroad,  was  $27,000,000,  have  any  effect  upon  your 
judgment? 

Mr.  Freer.  The  cost  of  reproducing  ? 

Mr.  Young.  Assuming  that  to  be  true. 

Mr.  Danporth.  Yes;  assuming  that  to  be  true. 

Mr.  Freer.  I  would  take  that  into  consideration.  Not  having 
that,  of  course,  and  only  having  the  capitalization— 

The  Chairman.  The  testimony  here  was  that  the  cost  of  building 
that  road,  including  the  dock,  was  $5,000,000,  by  Mr.  Eockefeller,  and 
he  spent  $2,000,000  of  that  $5,000,000  in  borrowing  the  money,  pay- 
the  interest — would  you  take  that  into  consideration? 

Mr.  Freer.  Certainly. 

The  Chairman.  That  was  the  testimony  of  the  engineer  who  built 
the  road. 

Mr.  Freer.  Yes ;  I  would  take  that  into  consideration. 

The  Chairman.  If  the  other  testimony  was  that  of  a  lawyer,  who 
said  he  did  not  know  anything  about  the  cost  of  building  the  road, 
would  you  take  that  into  consideration  ? 

Mr.  Danforth.  That  is  not  quite  true.  He  testified  as  to  what 
the  State  board  had  found. 

The  Chairman.  What  the  State  tax  commission  had  found. 

Mr.  Danfoeth.  Yes;  that  is  what  he  testified  to. 

Mr.  Young.  No  ;  that  was  not  the  tax  commission.  That  was  the 
railroad  and  warehouse  commission. 

Mr.  Danforth.  WeU 

Mr.  Young.  The  tax  commission  is  an  entirely  different  thing. 

The  Chairman.  What  did  you  find  the  total  capitalization  of  that 
road  to  be  ? 

Mr.  Feeer.  About  $58,000  a  mile. 

Mr.  Young.  How  much  is  the  total  capitalization — not  per  mile, 
but  how  much  is  the  capitalization  of  the  road  ? 

Mr.  Freer.  $17,213,500. 

Mr.  Baetlett.  And  upon  that  they  earned  how  much  in  1911  ? 

Mr.  Freer.  1911? 

Mr.  Bartlett.  Yes. 

Mr.  Freer.  On  the  four  miUions,  they  earned 

The  Chairman.  I  wiU  hand  you  this  report,  and  ask  you  what  is 
the  average  capitalization  per  mile  of  railroad  in  the  United  States. 
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Mr.  Freer.  $62,657. 

Air.  Danfoeth.  You  did  not  answer  Mr.  Bartlett's  question. 

The  Chairman.  Let  me  get  that  answer  straight.  I  beg  your 
pardon,  Mr.  Bartlett. 

Mr.  Freer.  $62,657. 

The  Chairman.  For  the  whole  United  States  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Young.  Does  that  include  double  track  ? 

Mr.  Gardner.  Is  that  the  average  for  the  railroads  built  in  the 
mountains  ? 

Mr.  Freer.  It  is  the  average  for  the  United  States. 

Mr.  Gardner.  That  is,  it  includes  all  sorts. 

Mr.  Freer.  Of  course,  it  includes  both  the  expensive 

Mr.  Young.  Does  that  include  single  track  or  double  track,  or,  ia 
the  case  of  the  Pennsylvania  Railroad,  does  it  include  four  tracks? 
Is  that  the  mileage  of  the  track  or  the  mileage  of  the  railroad  ? 

Mr.  Freer.  The  mileage  of  the  railroad. 

Mr.  Young.  And  it  would  include  a  road  with  four  tracks  ? 

Mr.  Freer.  And  one  with  a  single  track;  yes,  sir. 

Mr.  Young.  It  can  not  be  a  very  valuable  average  if  that  is  the 
way  it  is  made  up. 

Mr.  Danforth.  Do  they  not  take  four-track  mileage  as  four  times 
the  mileage  of  a  single  track  ? 

Mr.  Freer.  No,  sir. 

Mr.  Danforth.  And  treat  it  as  one  mileage  for  the  four  tracks  ? 

Mr.  Freer.  It  is  per  mile  of  line. 

Mr.  Reed.  Certainly  not  when  you  are  applying  it  to  a  railroad 
over  Muskeag  Swamp  ? 

Mr.  Freer.  You  asked  me  a  question,  Mr.  Bartlett. 

Mr.  Bartlett.  I  asked  you  what  was  the  net  return  in  1911  upon 
that  capitalization  ? 

Mr.  Freer.  The  total  capitalization  ? 

Mr.  Bartlett.  Yes. 

Mr.  Freer.  You  mean  the  stock  and  funded  debt  ? 

Mr.  Bartlett.  Well,  no ;  the  capitalization  ? 

Mr.  Freer.  You  want  to  know  what  they  earned  on  the  total 
capitalization  ? 

Mr.  Bartlett.  Yes. 

Mr.  Young.  Including  the  bonds,  do  you  mean,  Judge? 

Mr.  Bartlett.  No. 

Mr.  Freer.  You  mean  on  the  $4,000,000  ? 

Mr.  Bartlett.  Yes;  let  us  have  that.     That  is  the  capitalization. 

Mr.  Young.  And  the  net  earnings  ? 

Mr.  Freer.  They  paid  on  the  $4,000,000,  125  per  cent,  which  was 
more  than  they  earned.  In  other  words,  part  of  that  was  declared 
from  surplus,  and  not  from  the  actual  earnings  of  that  year.  They 
earned  on  the  capital  stock  a  little  over  111  per  cent,  and  they  de- 
clared a  dividend  of  125  per  cent,  the  balance,  of  course,  coming  out 
of  the  surplus. 

Mr.  Bartlett.  How  much  of  that  was  paid  upon  the  debt  ? 

Mr.  Freer.  That  does  not  appear  here. 

Mr.  Bartlett.  All  right,  you  need  not  look  for  it. 

The  Chairman.  In  that  connection,  give  us  the  total  earnings  for 
10  years.     Have  you  the  total  earnings?  . 


UNITED  STATES  STEEL  CORPORATION.  4823 

Mr.  Freer.  The  total  earnings  ? 

The  Chairman.  Yes. 

Mr.  Freer.  Not  the  total.     It  is  here,  year  by  year. 

Mr.  Young.  Have  you  the  net  and  gross,  both  ? 

Mr.  Freer.  They  have  the  total  operating  revenues  and  expenses, 
and  then  the  net  earnings.  Then  they  show  the  net  income,  which 
is  after  they  have  taken  care  of  the  funded-debt  charges. 

Mr.  YoxiNG.  Are  their  interest  charges  deducted  from  the  net 
earnings  before  that  amount  is  fixed  ? 

Mr.  Freer.  Before  what  ? 

Mr.  Young.  Before  they  fix  these  net  earnings,  is  the  interest 
charge  on  the  bonds  taken  out  ? 

Mr.  Freer.  Not  before  j^ou  reach  this  item,  which  says,  "Net 
revenue."  Net  revenue  is  simply  a  deduction  of  operating  expenses. 
Then,  below  that,  they  have  "Net  corporate  income,"  which  is  after 
taking  care  of  the  taxes  and  fixed  charges. 

Mr.  Young.  Yes. 

Mr.  Danforth.  Including  the  interest  on  the  bonds. 

Mr.  Freer.  Including  the  interest  on  the  bonds. 

Mr.  Young.  Can  you  tell  what  percentage  the  net  revenue  is  on 
the  entire  capitalization,  including  the  bonds  ? 

Mr.  Freer.  I  can  figure  that. 

Mr.  Young.  Yes. 

Mr.  Freer.  Taking  which  year — any  particular  year? 

Mr.  Young.  Take  1910,  and  then  take  1911. 

Mr.  Reed.  I  might  say  that  1910  is  not  a  fairly  representative  year. 

Mr.  Young.  We  all  know  that,  if  we  know  anything  about  the 
iron  and  steel  business.  I  have  asked  for  1910  and  1911,  as  to  what 
these  people  would  have  earned  if  they  built  a  road  with  their  own 
money,  the  entire  investment. 

Mr.  Freer.  I  can  not  give  you  that,  Mr.  Young,  from  these  figures. 

Mr.  Young.  Why  ? 

Mr.  Freer.  You  want  to  know  what  they  earned  on  the  total  capi- 
talization ? 

Mr.  Young.  Yes. 

Mr.  Freer.  You  see,  there  is  one  item  here  which  says,  "Net 
operatiag  revenue."  Now,  I  can  not  tell  you  that  because  the  taxes 
must  be  deducted.     If  I  had  the  taxes,  I  could  tell  you. 

Mr.  Young.  Take  it  as  it  is,  leaving  the  taxes  out.  We  know  the 
taxes  will  have  to  be  deducted  afterward. 

Mr.  Freer.  All  right.     A  little  over  57  per  cent. 

Mr.  Young.  What  would  it  be  on  the  $27,000,000,  assuming  that 
the  road  cost  that  ? 

Mr.  Freer.  127,000,000,  in  round  numbers  ? 

Mr.  Young.  $27,000,000  even. 

Mr.  Eeed.  Of  course,  that  $27,000,000  estimate  was  made  five 
years  ago. 

Mr.  Young.  Yes. 

Mr.  Reed.  There  has  been  a  great  deal  of  money  spent  on  it  since. 

Mr.  Freer.  Thirty-six  j)er  cent. 

Mr.  Young.  Now,  take  it  for  1911. 

Mr.  Beall.  What  is  that  answer  ? 

Mr.  Young.  Thirty-six  per  cent. 

Mr.  Danforth.  That  is  not  taking  into  consideration  taxes  ? 
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Mr.  Young.  No. 

Mr.  Freer.  That  should  be  deducted  from  the  revenue. 

The  Chairman.  Do  you  know  on  what  valuation  this  road  pays 
taxes  ? 

Mr.  Reed.  I  do  not  know  what  the  Minnesota  system  of  taxation  is. 

The  Chairman.  Do  you  know  what  it  is  valued  at  for  the  purpose 
of  any  taxation  ?  _    »• 

Mr.  Reed.  I  have  no  idea,  except  that  Mr.  Cotton  testified  to 
$27,000,000  on  June  30,  1907,  and  I  do  know  that  there  has  been  a 
very  large  amount  of  money  spent  on  the  permanent  improvement 
of  the  road  since  that  time. 

Mr.  Freer.  That  would  be  a  little  over  35  per  cent. 

Mr.  Young.  1911? 

Mr.  Freer.  1911,  on  the  $17,000,000? 

Mr.  Young.  How  much  on  the  $27,000,000  ? 

Mr.  Freer.  Twenty-two  and  one-half  per  cent. 

Mr.  Young.  Take  1908,  for  instance,  and  see  how  that  works  out. 

Mr.  Bartlett.  Do  you,  from  your  experience  as  a  railroad  traffic 
manager  or  from  your  familiarity  with  proceedings  before  the  Inter- 
state Commerce  Commission,  know  what  the  average  taxation  is  ? 

Mr.  Freer.  I  do  not;  no,  sir. 

Mr.  Bartlett.  Do  you  know  whether  it  would  exceed  2^  per  cent 
or  not  ? 

Mr.  Freer.  I  do  not  know  what  the  taxation  is. 

Mr.  Young.  I  presume  it  would  be  easy  enough  to  get  those  figures. 

Mr.  Freer.  Yes;  very  easy. 

Mr.  Gardner.  Mr.  Chairman,  I  would  like  to  ask 

Mr.  Young.  Let  me  get  these  figures  first. 

Mr.  Freer.  I  can  give  you  the  facts  right  here  now,  if  you  want 
them. 

Mr.  Young.  He  says  he  can  give  you  the  facts  now. 

Mr.  Bartlett.  AU  right. 

Mr.  Freer.  I  think  I  can,  at  least.  On  the  Duluth,  Missabe  & 
Northern  in  1910,  the  taxes  were  $19,384. 

The  Chairjian.  On  the  $27,000,000  worth  of  property  ? 

Mr.  Freer.  No;  I  have  the  wrong  line  there — $650,275. 

Mr.  Bartlett.  On  the  $27,000,000  of  stock  ? 

The  Chairman.  Do  they  value  the  property  ? 

Mr.  Freer.  They  do  not  value  the  property  here;  no,  sir. 

The  Chairman.  Do  you  know  what  per  cent  that  is  ? 

Mr.  Freer.  No,  I  do  not. 

The  Chairman.  Do  you  know  what  per  cent  they  paid  in  taxes  1 

Mr.  Freer.  Do  you  want  me  to  tell  what  per  cent  that  would  be  on 
$27,000,000? 

The  Chairman.  No;  I  want  to  know  if  they  give  the  per  cent  there. 

Mr.  Freer.  No,  sir. 

Mr.  Bartlett.  $650,000. 

The  Chairman.  Is  that  on  the  range  and  on  the  road,  or  is  it  on  the 
road  by  itself  ? 

Mr.  Freer.  It  is  on  the  railroad,  I  assume.     I  could  not  tell  you. 

Mr.  Young.  It  is  the  railroad.  The  Interstate  Commerce  Com- 
mission would  not  have  anything  to  do  with  anything  else. 

Mr.  Freer.  There  is  another  question  that  you  asked  me. 
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Mr.  Young.  I  asked  you  about  those  figures  for- 


The  Chairman.  Putting  it  at  2  per  cent,  that  represents  a  capitali- 
zation on  what  amount,  or  2^  per  cent  ? 

Mr.  Feeee.  Two  per  cent  ? 

The  Chairman.  Yes. 

Mr.  Feeee.  That  would  represent  thirty-two  and  a  half  million 
dollars  at  2  per  cent. 

Mr.  Young.  I  presume  that  is  not  based  on  the  valuation.  It  is 
probably  based  on  the  earnings,  or  something  of  that  kind. 

Mr.  Feeek.  I  do  not  know  what  the  basis  of  taxation  is. 

The  Chaieman:  We  will  have  to  get  that  from  the  Minnesota  Tax 
Commission.  The  tax  in  Minnesota  is  5  per  cent  on  the  gross  earn- 
ings, is  it  not  ? 

Mr.  Reed.  I  do  not  know. 

The  Chaieman.  I  was  going  to  call  your  attention  to  this  fact.  I 
am  pretty  sure  Mr.  Cotton  and  these  other  people  testified  that  in 
Minnesota  they  taxed  the  gross  earnings  of  railroads.  I  think  it  is 
the  gross  earnings,  but  I  know  it  is  the  earnings.  That  has  been 
testified  to. 

Mr.  Young.  Now,  if  you  will  go  back  and  get  that  1908  figure 

Mr.  Feeee.  The  capitahzation  was  different  in  1908.  It  was 
$13,000,000  instead  of  $17,000,000. 

Mr.  Young.  Yes. 

Mr.  Feeee.  Do  you  want  me  to  assume  that  the  $27,000,000  still 
stood  at  that  time?. 

Mr.  Young.  Yes. 

Mr.  Reed.  The  $27,000,000  estimate  was  made  in  1907. 

Mr.  Feeee.  1907. 

Mr.  Young.  Yes. 

Mr.  Feeee.  In  1908,  Mr.  Young,  that  figure  was  44.4  per  cent. 

Mr.  Young.  On  the  $13,000,000? 

Mr.  Feeee.  On  the  thirteen  mUhon  and  some  odd  thousands  of 
capitalization.     Now,  on  the  $27,000,000  it  is  21.6  per  cent. 

Mr.  Reed.  Mr.  Stanley,  I  can  give  you  the  information  as  to  what 
property  these  bonds  are  hens  on.  The  $1,174,000  of  first-mortgage 
lives  is  a  hen  on  64  miles  of  road;  the  $2,326,000,  consolidated  sixes, 
is  a  lien  on  anything  that  was  owned  in  1893. 

The  Chaieman.  By  the  Duluth,  Missabe  &  Northern  Railroad  ? 

Mr.  Reed.  By  the  Duluth,  Missabe  &  Northern  Railroad,  and  then 
there  is  a  general  mortgage  of  $9,601,000.  It  is  not  stated  what  that 
is  a  hen  on. 

The  Chaieman.  When  do  those  bonds  mature  ? 

Mr.  Reed.  The  first  mortgage  fives  were  dated  January  1,  1892, 
and  are  due  January  1,  1922.  The  consolidated  sixes  are  dated 
January  1, 1893,  and  are  due  January  21,  1923.  The  general  fives  are 
dated  January  1,  1906,  and  are  due  January  1,  1941. 

The  Chairman.  What  was  the  amount  of  those  ? 

Mr.  Reed.  $9,601,000. 

Mr.  Baetlett.  Now,  Mr.  Witness,  as  to  this  question.  I  notice  in 
a  report  of  the  Interstate  Commerce  Commission  that  the  railways 
were  taxed  in  Minnesota  amounting  to  $461  per  mile  on  all  railroads — 
not  on  this  road,  but  on  aU  railroads. 

Mr.  Feeee.  In  Minnesota  ? 
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Mr.  Baktlett.  In  Minnesota.  It  amounts  to  that,  $461  a  mfle. 
Can  you  ascertain  how  much  the  percentage  would  be  on  this  road  ? 

Mr.  Freee.  Assuming  that  that  $461  average  applies  to  this  road, 
do  you  mean  ? 

Mr.  Bartlett.  Yes;  assuming  that. 

Mr.  Feeee.  I  do  not  see  that  that  is  any  more  valuable  than  the 
$650,000  actual  figures  which  we  had. 

Mr.  Young.  We  have  the  actual  amount  paid  in  one  year. 

Mr.  Feeee.  And  those  give  the  average  on  aU  the  roads  per  mile? 

Mr.  Baetlett.  Yes. 

Mr.  Feeee.  Well,  we  had  there  the  actual  figures  paid  for  m  1910 
on  this  particular  road. 

Mr.  Baetlett.  Did  you  arrive  at  what  the  per  cent  of  taxation 
was? 

Mr.  Freee.  No;  I  could  do  that,  though.  You  want  to  know  on 
what  basis  of  capitalization,  and  then  on  the  basis  on  $27,000,000. 

Mr.  Baetlett.  Give  us  the  $27,000,000  first. 

Mr.  Feeee.  I  have  given  those  figures.     I  think  it  was  $650,000. 

Mr.  Young.  Six  hundred  and  fifty  thousand  and  some  odd 
dollars. 

Mr.  Feeee.  It  is  a  httle  over  2.4  per  cent  on  $27,000,000. 

Mr.  Beall.  Assuming  that  you  paid  $650,000  taxes,  how  much 
would  that  be  per  mile  tor  that  year  on  this  road  ? 

Mr.  Feeee.  It  would  be  about  $2,180  a  mUe. 

Mr.  Baetlett.  For  taxes  ? 

Mr.  Feeee.  Yes,  sir;  on  that  road  in  1910. 

Mr.  Beall.  It  would  be  a  great  deal  more  than  the  average  for 
the  State  ? 

Mr.  Feeee.  Yes. 

Mr.  Beall.  And  if  it  is  based  on  the  income,  that  would  indicate 
that  the  income  of  this  road  per  mile  was  a  good  deal  above  the 
average  income  of  the  State. 

Mr.  Feeee.  If  it  were  based  on  the  income;  yes,  sir. 

The  Chaieman.  Is  there  anything  in  the  operation  of  these  roads 
that  makes  the  cost  of  moving  this  traffic  unusually  expensive  ? 

Mr.  Freer.  No,  sir;  the  cost  of  moving  the  trafiic  is  unusually 
low. 

The  Chairman.  Explain  that.    Why  is  it  low  ? 

Mr.  Baetlett.  What  is  the  ratio,  ordinarily,  of  railroad  operation  ? 

Mr.  Feeee.  It  is  over  60  per  cent.     I  think  about  66  per  cent. 

Mr.  Baetlett.  What  is  this  ? 

Mr.  Feeee.  It  varies  in  different  years. 

Mr.  Baetlett.  Since  1910. 

Mr.  Freee.  1910  is  a  little  over  30  per  cent. 

Mr.  Baetlett.  1911  ? 

Mr.  Feeee.  A  httle  over  40  per  cent. 

Mr.  Young.  Mr.  Chairman,  I  find  on  page  80  of  this  Interstate 
Commerce  Commission  report  for  the  year  1910,  a  table  with  this 
heading:  "Statement  No.  54.  An  analysis  of  taxes  by  States  and 
Territories,  showing  bases  of  payment  according  to  the  various 
Unes  under  which  railways  are  taxed."  Then  comes  a  list  of  the 
rest  of  the  States.  Under  Minnesota,  I  find  that  there  is  a  tax  of 
$2,482  on  the  value  of  real  and  personal  property,  a  tax  of  $3,684,- 
804  on  gross  or  net  earnings,  revenue  and  dividends,  and  a  tax  of 
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$90,775  on  property  owned  and  not  used  in  operation;  so  it  seems 
that  nearly  the  whole  tax  is  on  earnings  either  net  or  gross  or  divi- 
dends. 

The  Chairman.  That  is,  for  that  Missabe  road. 

Mr.  Young.  No  ;  on  all  the  roads  in  Minnesota.  I  assume  that  is 
the  law. 

The  Chairman.  What  is  the  total  amount  of  tax  there  ?  It  is  over 
$600,000,  is  it  not  ? 

Mr.  Young.  $3,864,000. 

Mr.  Baetlett.  That  is  on  the  income. 

Mr.  Young.  That  is  on  the  gross  or  net  earnings,  and  the  other 
amounts  are  very  smaU. 

The  Chairman.  Based  on  the  earnings  ? 

Mi.  Young.  Based  on  earnings  of  some  sort,  or  dividends. 

The  Chairman.  All  right,  Mr.  Gardner. 

Mr.  Gardner.  You  expressed  the  opinion,  Mr.  Freer,  that  the 
percentage  of  dividends  on  capital  stock  was  one  of  your  reasons  for 
saying  that  the  rate  is  unreasonable.  Are  you  famiUar  with  the  way 
the  Bessemer  &  Lake  Erie  Railroad  was  financed  ? 

Mr.  Freer.  Familiar  with  the  way  in  which  it  is  financed  ? 

Mr.  Gardner.  Yes. 

Mr.  Freer.  No,  sir. 

Mr.  Gardner.  It  is  a  raUroad  which  has  an  exceedingly  small 
capital  stock. 

Mr.  Freer.  I  know  that,  sir. 

Mr.  Gardner.  And  an  enormous  bonded  indebtedness. 

Mr.  Freer.  I  know  that ;  yes,  sir. 

Mr.  Gardner.  Just  for  the  sake  of  stating  it  once  for  all,  I  want  to 
make  it  perfectly  clear  why,  to  my  mind,  the  return  on  the  capital 
stock  of  a  raUroad  is  no  indication  at  all  of  the  reasonableness  of  the 
rates  charged,  and  I  am  going  to  ask  you  a  succession  of  questions 
to  biing  out  my  point.  Now,  suppose  a  railroad  that  is  owned  by 
one  person  or  one  interest  chooses  to  capitalize  itself  with  $10,000 
worth  of  capital  stock  and  $1,000,000  worth  of  bonds.  Then  the 
railway  would  have  available  for  investment  $1,010,000,  would  it  not  ? 

Mr.  Freer.  $1,010,000  ? 

Mr.  Gardner.  Yes. 

Mr.  Freer.  I  thought  you  said  $10,000,000  in  one  place  and 
$1,000,000  in  another. 

Mr.  Gardner.  $10,000  in  capital  stock  and  $1,000,000  in  bonds. 
It  would  have  available  for  investment  $1,010,000  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Gardner.  Now,  you  estimate  that  6  per  cent  is  a  fair  return, 
we  will  say,  on  an  investment.  The  earnings  on  that  railroad  then 
might  reasonably  be  $60,600  per  annum.  Now,  putting  those  bonds 
at  4  per  cent,  out  of  those  net  earnings  of  $60,600  per  annum,  $40,000 
would  be  applicable  to  the  interest  on  the  bonds,  leaving  a  balance  of 
$20,600,  which  would  be  apphcable  to  dividends  on  that  stock. 

Mr.  Freer.  Yes,  sir. 

Mr.  Gardner.  In  other  words,  a  dividend  of  206  per  annum  on  the 
capital  stock.  Now,  does  it  not  all  depend  upon  how  a  road  is  capital- 
ized as  to  whether  or  not  an  apparent  gigantic  return  on  the  capital 
stock  represents  a  gigantic  return  on  the  whole  investment  ? 

Mr.  Freer.  Yes,  sir;  it  does. 
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Mr.  Gardner.  That  is  the  reason  why  I  say  that  the  return  on  the 
capital  stock  is  not  an  indication  of  the  reasonableness  of  a  rate  or  the 
reasonableness  of  profits  on  an  investment,  unless  we  first  find  out 
what  the  actual  investment  was. 

Mr.  Freer.  But  in  the  absence  of  the 

Mr.  Gardner.  You,  by  the  way,  agree  with  my  line  of  reasoning? 

Mr.  Freer.  I  do;  yes,  sir;  but  in  the  absence  of  the  capital  invest- 
ment we  tried  this  to  see  what  it  would  give,  for  what  it  is  worth. 

Mr.  Gardner.  It  seems  to  me  it  is  not  worth  very  much.  I  heard 
the  same  argument  applied  other  than  to  the  case  of  the  Bessemer  & 
Lake  Erie,  and  it  was  by  no  means  convincing  to  me.  I  do  not  mean 
to  say  by  that  I  was  unconvinced  that  the  Bessemer  &  Lake  Erie  were 
earning  a  very  large  return  on  the  investment,  but  I  was  not  con- 
vinced that  it  was  the  proper  way  of  calculating  what  return  they 
were  earning. 

The  Chairman.  Suppose  you  had  two  railroads,  between  two  dif- 
ferent points,  one  runnmg  over  a  mountainous  territory  and  the  other 
following  water.  One  is  buUt  at  a  cost  of  $10,000  a  mile  and  the 
other  at  a  cost  of  $50,000  a  mile.  Would  the  road  that  was  built  at  a 
cost  of  $50,000  a  mile  be  justified  in  charging  five  times  as  much  as  the 
road  which  was  built  at  a  cost  of  $10,000  per  mile? 

Mr.  Freer.  Would  it  be  justified  ? 

The  Chairman.  Yes ;  before  the  Interstate  Commerce  Commission, 
under  the  laws. 

Mr.  Freer.  Why,  if  it  cost  it  five  times  as  much  to  construct  its 
road  and  five  times  as  much  to  haul  its  freight,  I  would  say  yes. 

The  Chairman.  I  am  speaking  now  simply  of  the  cost  of  con- 
struction. 

Mr.  Freer.  I  would  not  say  that,  from  that  one  thing  alone ;  no,  sir. 

Mr.  Bartlett.  If  that  was  true,  the  road  that  could  charge  10 
cents  for  what  the  other  one  charged  50  cents  would  get  all  the 
business  ? 

Mr.  Freer.  If  they  were  competing  roads.  That  was  not 
ernbraced  in  his  question.  I  understood  him  to  say  between  diiferent 
points. 

The  Chairman.  I  said  between  the  same  points. 

Mr.  Freer.  Oh,  between  the  same  points. 

The  Chairman.  When  this  ore  reaches  Duluth,  it  is  transshipped 
in  vessels  and  carried  over  the  Great  Lakes  to  Erie,  is  not  that  true  ? 

Mr.  Freer.  To  where  ? 

The  Chairman.  When  this  ore  reaches  Duluth,  it  is  transshipped  to 
Lake  Erie  ports,  is  it  not  ? 

Mr.  Freer.  Yes,  sir;  and  some  Lake  Michigan  ports,  I  think. 

The  Chairman.  What  line  of  steamers  transports  this  ore  ? 

Mr.  Freer.  There  are  various  lines. 

The  Chairman.  Do  you  know  what  the  rate  is  on  ore  for  Lake'car- 
riers  between  Duluth,  say,  and  Conneaut  and  Erie  and  those  ports  in 
Ohio  ? 

Mr.  Freer.  My  information  is  that  the  rate  was  65  cents  per  gross 
ton  from  the  Superior  ports  to  Lake  Erie  ports. 

The  Chairman.  What  line  of  steamers  transports  this  ore  ? 

Mr.  Freer.  There  are  various  fines  of  steamers. 

The  Chairman.  I  believe  you  stated  what  the  rate  is. 
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Mr.  Feeek.  Sixty-five  cents  is  the  open  rate,  as  I  understand  it. 
The  -contract  rates  are  different. 

The  Chairman.  Do  you  know  the  percentage  of  this  ore  that  is 
carried  by  the  Pittsburgh  Steamship  Co  ? 

Mr.  Freee.  The  percentage  of  ore  carried  by  the  Pittsburgh 
Steamship  Co  ? 

The  Chairman.  Well,  if  you  have  to  figure  that 

Mr.  Feeee.  I  could  give  it  to  you  approximately. 

The  Chaieman.  I  was  going  to  say  that  it  is  about  time  for  us  to 
adjourn,  and  we  can  take  this  examination  up  when  we  come  back. 

Mr.  Bartlett.     Mr.  Gardner  has  not  finished. 

Mr.  Gardner.  Yes ;  I  had  finished. 

Mr.  Freer.  I  could  tell  you,  Mr.  Stanley,  approximately  for  the 
year  1910.     For  the  year  1910  it  was  approximately  33  per  cent. 

The  Chairman.  How  much  ? 

Mr.  Freer.  Approximately  33  per  cent  in  1910. 

Mr.  Bartlett.  I  want  to  ask  you  a  question,  Mr.  Witness.  You 
were  asked  by  Mr.  Gardner  if  a  railroad  had  a  capital  stock  of  $10,000 
invested,  and  issued  $1,000,000  worth  of  bonds,  what  sort  of  finan- 
ciering of  a  concern  would  you  call  that?  Would  that  commend 
itself  to  business  people,  that  a  corporation  should  only  put  $10,000 
in  its  capital  stock,  and  then  proceed  to  develop  the  property  and 
charge  the  public  with  $1,000,000  worth  of  bonds? 

Mr.  Gardner.  That  was  not  my  question.  I  instanced  the  case, 
first,  of  the  Bessemer  &  Lake  Erie,  where  precisely  that  thing  was 
done.  I  instanced  this  in  a  case  where  it  was  all  owned  by  one 
concern,  and  there  was  no  question  of  the  public  taking  up  the 
indebtedness,  where,  for  their  own  convenience,  it  was  capitalized 
in  that  way.  As  a  matter  of  fact,  it  was  the  Bessemer  &  Lake  Erie, 
unless  I  am  mistaken. 

Mr.  Reed.  A  half  milhon  dollars;  yes,  sir. 

Mr.  Gardner.  A  half  milHon  dollars,  and  then  assuming  the  very 
large  debt  which  the  constituent  railroads  could  not  pay. 

Mr.  Bartlett.  While  they  called  it  capital  stock  and  bonds,  the 
$1,010,000  worth  of  capital  stock  and  bonds  would  really  be  regarded 
as  part  of  the  capital  stock,  would  it  not  ? 

Mr.  Gardner.  Certainly. 

Mr.  Freer.  It  is  a  part  of  the  capitahzation. 

Mr.  Bartlett.  Well,  capitahzation. 

Mr.  Freer.  Yes,  sir. 

Mr.  Bartlett.  What  would  be  the  advantage  to  the  people  who 
owned  the  property,  the  stockholders,  to  do  such  a  thing  as  that,  to 
put  a  capital  stock  of  only  $10,000    in  a  property  that  is  worth 
$1,010,000? 
Mr.  Gardner.  May  I  answer  that  question  ? 
Mr.  Bartlett.  Certainly. 

Mr.  Gardner.  Suppose  a  railroad  is  a  complete  failure,  and  that 
its  stock  has  gone  down  to  be  worth  only  a  nominal  amount,  we  will 
say,  $5  a  share,  but  it  still  has  this  large  outstanding  debt  which  it 
can  not  pay,  and  is  in  the  hands  of  the  receivers.  Along  come  you 
and  I  and  say,  "We  will  buy  you  out;  we  wiU  assume  all  your  bonded 
indebtedness,  but  we  will  only  give  you  what  your  stock  is  worth  in 
the  market."     That  is  precisely  what  was  done  in  the  case  of  the 
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Bessemer  &  Laka  Erie.  They  said,  "We  will  invest  $500,000,  be- 
cause your  equity  is  only  worth  $500,000.  That  will  be  our  capital 
stock,  and  our  bonded  indebtedness  will  be  your  indebtedness,  wnich 
we  wiU  assume" 

Mr.  Baktlett.  Which  was  greater  than  the  value  of  the  propeiPty. 

Mr.  Gakdner.  The  value  of  the  stock,  which  was  nothing  but  an 
equity,  had  entirely  disappeared,  and  the  new  company  capitalized 
simply  the  equity,  and  assumed  the  very  large  debt,  which  was  satis- 
factory to  everybody,  as  the  evidence  showed,  because  the  persons 
who  held  the  indebtedness  were  only  too  glad  to  have  it  taken  up  by 
responsible  parties,  and  the  men  who  held  the  stock,  having  discovered 
it  was  worthless,  and  having  this  obligation  which  they  could  not 
meet,  were  only  too  glad  to  sell  it  at  a  very  small  figure. 

Mr.  Babtlett.  And  took  a  chance  of  utilizing  the  property  by 
improvements  so  as  to  meet  the  debt  and  make  the  stock  valuable 
after  a  while. 

Mr.  Gardner.  That  was  exactly  what  happened,  and  they  issued 
bonds  for  further  improvements. 

Mr.  Bartlett.  I  did  not  understand  you  stated  it  that  way. 

Mr.  Young.  I  take  it,  Judge  Bartlett,  that  there  were  a  good  many 
roads  some  time  ago,  that,  if  they  had  been  honestly  capitalized  at 
what  went  into  the  situation,  the  situation  would  have  been  just 
about  what  Mr.  Gardner  has  suggested.  They  were  built  out  of 
bonds.     The  stock  represented  the  hopes. 

Mr.  Bartlett.  The  hope  and  local  patriotism. 

Mr.  Young.  Yes. 

The  Chairman.  And  water. 

Mr.  Young.  I  prefer  to  have  it  called  hope. 

The  Chairman.  The  committee  will  stand  adjourned  until  2  o'clock. 

Whereupon,  at  12.50  o'clock  p.  m.,  the  committee  took  a  recess 
until  2  o'clock  p.  m. 

AFTER   recess. 

The  committee  reassembled  at  2  o'clock  p.  m.,  pursuant  to  the 
taking  of  recess. 
The  Chairman.  The  committee  will  resume  its  session. 

STATEMENT  OF  Q.  M.  FEEER— Continued. 

The  Chairman.  Before  we  adjourned,  Mr.  Freer,  they  were  asking 
you  some  questions  about  your  knowledge  as  to  the  rates  charged. 
Do  you  know  anythmg  about  what  the  freight  rates  were,  charged  for 
the  transportation  of  ore  on  other  roads  for  that  haul  ? 

Mr.  Freer.  You  mean  in  the  Northwest  or  below  the  Lakes?  I 
nave  mformation  in  regard  to  both  sections. 

The  Chairman.  Give  us  the  mformation  for  both  sectiona,  if  you 
know.  '      •' 

Mr  Freer.  The  information  that  I  have  given  covers  the  Missabe 
and  VermiUion  range  rates.  The  rate  from  the  New  Baraboo  dis- 
trict m  Wisconsm  down  to  Chicago,  is  70  cents  a  gross  ton,  being  a 
180-mile  haul.  The  rate  from  the  Crystal  FaUs  range  into  Escaiiata 
and  Menominee  is  40  cents  a  gross  ton. 

Mr.  Eeed.  How  many  nules  ? 
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Mr.  Freer.  Down  to  Menominee  it  ranges  100  miles  and  over. 

Mr.  Young.  To  where  ? 

Mr.  Freer.  To  Menominee  from  Crystal  FaUs. 

Mr.  Young.  They  do  not  haul  anything  to  Menominee  ? 

Mr.  Freer.  They  publish  a  rate  to  Menominee,  but  haul  it  to 
Escanaba.  I  am  not  positive  as  to  the  distance  to  Escanaba,  but  I 
should  say  it  was  about  70  miles — 65  or  70  nules. 

Mr.  Young.  Crystal  FaUs  is  pretty  near  the  extreme  end  of  the 
line? 

Mr.  Freer.  It  is  at  the  upper  section. 

Mr.  Young.  The  great  bulk  of  that  ore  is  hauled  from  Iron  Moun- 
tain and  Norway  ? 

Mr.  Freer.  I  think  it  is  42  or  43  mUes. 

Mr.  Young.  Something  like  that. 

Mr.  Freer.  It  ranges,  I  should  say,  from  40  mUes  to  about  65 
miles  into  Escanaba.  They  publish  the  same  rate  to  Menominee, 
although  it  is  simply  a  paper  rate,  as  I  understand  it. 

Mr.  Young.  There  is  no  ore  hauled  there. 

Mr.  Freer.  It  is  a  considerably  greater  distance. 

Mr.  Young.  There  are  no  ore  docks  at  Menominee  and  no  ore  is 
handled  there  ? 

Mr.  Freer.  No. 

The  Chairman.  Can  you  give  us  the  ore  rates  at  this  side  of  the 
Lakes  ? 

Mr.  Freer.  I  can  give  you  some  of  them.  The  rate  to  the  Pitts- 
burgh district  is  96  cents,  and  to  the  valleys  it  is  56  cents. 

The  Chairman.  Give  us  the  distances  when  you  give  us  the  rates. 

Mr.  Freer.  The  Pittsburgh  district  would  be  an  average  from  128 
to  145  miles  by  the  different  routes.  Into  the  valleys  I  would  say  65 
miles  from  Cleveland  down  to  Youngstown.  It  is  probably  65  or 
70  miles  from  Cleveland  and  Ashtabula  to  the  valleys. 

It  is  a  60-cent  rate  from  the  Lakes  to  Wheehng.  The  short  Hne 
distance  from  Cleveland  to  Wheehng  would  be  130  miles,  at  60  cents 
per  gross  ton.  It  is  50  cents,  Toledo  to  South  Columbus.  That  is 
about  123  miles.  It  is  90  cents  from  Toledo  to  Hanging  Kock, 
Ashland,  and  Ironton  district,  the  Ohio  River  district.  That  is 
260  miles. 

The  Chairman.  I  beheve  I  asked  you  the  percentage  of  ore  carried 
by  the  Pittsburgh  Steamship  Co. 

Mr.  Freer.  I  said  it  was  approximately  33J  per  cent,  something 
in  that  neighborhood. 

Mr.  Young.  You  mean  aU  of  the  ore  brought  down  to  the  Lakes  ? 

Mr.  Freer.  Yes. 

Mr.  Reed.  What  year  is  that  ? 

The  Chairman.  1910,  he  said. 

Mr.  Freer.  I  did  not  have  the  figures  at  that  time.  I  have  some 
figures  here  now,  which  show  it  to  be  about  30  per  cent. 

The  Chairman.  What  are  those  figures  ? 

Mr.  Freer.  The  iron  ore  tonnage  handled  by  the  Pittsburgh  Steam- 
ship Co.  in  1910  was  13,430,000  tons. 

The  Chairman.  By  the  way,  I  wish  you  would  show  that  statement 
to  Mr.  Reed.     He  is  quoting  now,  Mr.  Reed,  from  the  statements 
made  up  by  the  Steel  Corporation. 
31572— No.  64^12 4 
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Mr.  Freer.  I  did  not  have  those  figures  this  morning,  and  I  simply 
estimated  it  at  about  one-third.  The  total  tonnage  in  1910  was  in 
round  numbers  43,000,000,  and  this  shows  the  Pittsburgh  Steamship 
Co.  handled  13,400,000  tons. 

The  Chairman.  This  steamship  company  is  a  subsidiary  of  the 
United  States  Steamship  Co.  ? 

Mr.  Freer.  That  is  the  way  I  understand  it;  yes,  sir. 

The  Chairman.  Is  the  shipment  of  ore  controlled  to  any  extent 
and  to  what  extent,  by  the  United  States  Steel  Corporation,  or  this 
steamship  company  ? 

Mr.  Freer.  Is  it  controlled  by  them  ? 

The  Chairman.  Yes. 

Mr.  Freer.  They  control  it  to  the  extent  they  carry  it. 

The  Chairman.  Do  you  know  anything  about  the  return  shipments 
of  coal  and  the  hke  ? 

Mr.  Freer.  Well,  the  same  vessels  which  carry  the  ore  carry  the 
coal  from  the  lower  lake  ports  back  to  Superior  and  Lake  Michigan 
ports. 

The  Chairman.  Do  you  know  whether  aU  of  the  Steel  Corporation 
tonnage  is  carried  in  its  own  bottoms  or  not  ? 

Mr.  Freer.  I  understand  not. 

The  Chairman.  Do  you  know  what  per  cent  is  not  carried  iu  iU 
own  bottoms,  from  those  figures  ? 

Mr.  Freer.  From  these  figures  ? 

The  Chairman.  Yes. 

Mr.  Freer.  About  34  per  cent  of  this  tonnage  is  not  carried  by 
the  steamship  company.     That  is  in  the  year  1910. 

The  Chairman.  Do  these  vessels  carrying  ore  load  back  with  coal 
to  the  Northwest  ? 

Mr.  Freer.  Yes,  they  handle  the  coal  back — not  the  same  quantity 
of  coal  back  as  ore  coming  down,  however.  In  other  words,  the 
vessel  does  not  always  have  coal. 

The  Chairman.  How  does  the  ore  movement  down  compare  with 
the  coal  movement  back,  in  volume  ? 

Mr.  Freer.  Well,  there  is  over  twice  as  much  ore  down.  Taking 
the  year  1910,  the  latest  year  for  which  I  have  any  figures,  there  were 
about  20,000,000  tons  of  coal  moved  up  the  lake  as  against  43,000,000 
tons  of  ore  coming  down. 

The  Chairman.  Is  this  coal  for  the  lake  movement  received  at  the 
same  ports  as  the  ore  ? 

Mr.  Freer.  Coal  is  handled  at  the  same  ports  as  the  ore;  yes,  sir. 

The  Chairman.  Do  you  know  what  the  rate  on  coal  is  from  Lake 
Erie  ports,  for  instance,  to  Lake  Supreior  docks  ? 

Mr.  Freer.  There  are  varying  rates.  The  open  rate  has  been  35 
cents  a  ton.  There  have  been  contract  rates  that  ran  below  that  and 
some  rates  that  were  higher  than  that. 

The  Chairman.  How  long  has  that  approximate  rate  of  35  cents 
a  ton  been  in  effect  ? 

Mr.  Freer.  Several  years;  three  or  four  years. 

The  Chairman.  I  believe  you  stated  the  charge  on  ore  down  was 
65  cents. 

Mr.  Freer.  Sixty-five  cents,  as  I  understand  the  rate  to  be,  down. 

The  Chairman  Is  this  coal  rate  a  net  rate  or  is  there  something  to 
come  out  of  it  for  loading  and  unloading  ? 
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Mr.  Feeee.  That  is  net  to  the  vessel. 

The  Chaieman.  Are  there  any  deductions  from  the  ore  rate  of  65 
cents  a  ton  ? 

Mr.  Feeee.  There  is  an  unloading  charge  of  15  cents  to  the  dock 
company  out  of  that  rate. 

The  Chaieman.  Explain  to  the  committee  what  these  deductions 
are,  in  your  own  way. 

Mr.  Feeee.  The  35-cent  rate  is  net  to  the  vessel,  and  out  of  the  ore 
rate  they  pay  the  dock  company  at  the  Lake  Erie  p^ort  15  cents  a  ton 
for  unloading. 

The  Chaieman.  Then  the  net  rate  on  coal  to  the  vessel  is  how  much  ? 

Mr.  Feeee.  On  the  35-cent  rate  it  would  be  35  cents  net;  on  the 
30-cent  contract  rate  it  would  be  30  cents.  It  ranges  from  30  to  35 
cents  net  to  the  vessel. 

The  Chaieman.  Have  you  any  information  which  would  show  or 
tend  to  show,  for  the  benefit  of  the  committee,  anything  as  to  the 
reasonableness  of  the  rates  charged  on  this  water  carriage  of  ore  ? 

Mr.  Feeee.  All  I  have  on  that  is  the  report  showing  what  profit 
there  is  in  the  transporation  of  the  ore. 

Mr.  Reed.  I  object  to  that  for  the  same  reasons  I  objected  to  the 
opinion  of  this  same  witness  this  morning. 

The  Chaieman.  It  is  the  same  question. 

Mr.  Reed.  Yes. 

The  Chaieman.  I  do  not  suppose  we  need  another  vote  on  it,  as  we 
have  already  passed  on  it.     You  may  proceed,  Mr.  Freer. 

Mr.  Feeee.  This  is  the  statement  of  profit  and  loss  of  the  Pitts- 
burgh Steamship  Co.'s  business  for  the  year  1910. 

"me  Chaieman.  Right  at  that  point,  show  those  figures  to  Mr.  Reed, 
please.  Those  are  the  figures  furnished  by  the  Steel  Corporation  as 
to  its  operations,  and  are  now  in  Mr.  MacRea's  report.  That  is  true, 
is  it  not,  Mr.  Reed? 

Mr.  Reed.  I  presume  so,  if  they  furnished  them. 

The  Chaieman.  They  are  the  figures  that  were  furnished.  I 
thought  maybe  you  might  recognize  the  exhibit.     Go  ahead,  Mr.  Freer. 

Mr.  Feeee.  That  shows  for  the  year  1910  the  earnings 

The  Chaieman.  State  what  the  exhibit  shows,  so  that  the  stenog- 
rapher can  catch  it  and  that  it  may  be  put  into  the  record. 

Mr.  Feeee.  It  is  an  exhibit  showing  the  profit  and  loss,  Pittsburgh 
Steamship  Co.,  for  the  year  1910. 

The  statement  referred  to  is  in  the  words  and  figures  following, 
to  wit: 

Pittsburgh  Steamship  Co.  profit  and  loss  statement  for  1910. 

Gro88  earnings  from  operations: 

Ore  freights $9, 862, 138.  39 

Coal  freighte 506, 400.  50 

Sundry  freights 1, 572.  50 

10, 370, 211.  39 
Operating  expenses 6,  710,  898. 16 

Balance 3, 659,  313.  23 

Miscellaneous  gains  and  losses 431,  111.  18- 

Other  income 77,  688.  37 


Total  income 4, 168, 112.  78 
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Interest  charges ;--:•-  $648, 899.  86 

Depreciation  and  extinguishment  funds,  bond  sinking 
funds,  extraordinary  replacements,  etc 993, 729.  99 

Net  earnings,  as  stated 2, 525, 482. 93 

Capital  stock... ■■  ,l'l^^'^-^ 

Bonded  mortgages  and  other  capital  debt 12,  704, 000. 00 

The  Chairman.  You  have  also  another  statement  there  as  to 
tonnage. 

Mr.  Freer.  You  vash.  that  to  go  into  the  record,  also  ? 

The  Chairman.  Yes. 

Mr.  Freer.  This  is  a  letter  from  D.  A.  Reed,  giving  a  statement  of 
the  tonnage  of  the  Pittsburgh  Steamship  Co.  for  the  year  1910. 

The  Chairman.  Just  read  it  into  the  record. 

Mr.  Freer,  (reading) : 

Pittsburgh,  March  $,  191i. 
Hon.  A.  0.  Stanley, 

Washington,  D.  C. 

Dear  Sir:  I  am  advised  to-day  by  the  Pittsburgh  Steamship  Co.  that  the  total  ton- 
nage carried  by  its  vessels  during  the  season  of  1910  was  as  follows: 

Iron  ore       gross  tons. .  13, 430, 100 

Coal  net  tons..     1,470,781 

Coke do ... .  25 

No  miscellaneous  freight. 

Very  truly,  yours,  D.  A.  Reed. 

The  Chairman.  You  may  proceed  and  give  the  deductions  from 
those  figures  I  asked  for. 

Mr.  Freer.  From  this  report  of  the  Pittsburgh  Steamship  Co.  as  to 
its  profit  and  loss  for  the  year  1910,  applying  to  that  the  tonnage 
shown  in  this  letter  which  has  just  been  read,  I  figure  that  there  was  a 
profit  of  24^  cents  a  ton  to  the  steamship  company  in  the  handling  of 
the  ore. 

The  Chairman.  Explain  how  you  reach  that  conclusion. 

Mr.  Freer.  I  have  simply  taken  the  net  earnings  of  the  company 
and  divided  it  by  the  number  of  tons  handled  of  iron  ore.  That  is 
assuming  there  is  no  profit  on  the  coal  and  coke. 

The  Chairman.  Thirty-five  cents  a  ton  ? 

Mr.  Freer.  That  the  coal  and  coke  is  handled  without  profit.  The 
profit  in  handling  the  coal  and  coke  of  course  is  in  the  fact  it  reduces 
the  operating  expense  which  would  otherwise  be  chargeable  to  the 
ore,  if  aU  the  vessels  went  back  fight. 

Mr.  Young.  By  the  profit  you  mean  the  profit  over  operating 
expenses  ? 

Mr.  Freer.  The  profit  over  operating  expenses;  yes,  sir. 

Mr.  Reed.  And  that  profit  which  you  speak  of  is  about  10  per  cent 
or  12  per  cent  of  the  total  capitafization,  is  it  not  ? 

Mr.  Freer.  Total  capitalization  ?  Let  me  see.  The  total  capital- 
ization is  twenty  and  a  half  million.     No,  it  is  much  over  that. 

The  Chairman.  A  httle  louder,  please. 

Mr.  Freer.  I  say  it  is  over  10  per  cent. 

Mr.  Reed.  What  per  cent  is  it  ?  The  chairman  will  pardon  my 
interjecting. 

The  Chairman.  All  right.  Ordinarily  I  would  prefer  the  commit- 
tee to  examine,  but  those  are  matters  of  arithmetic. 
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Mr.  Reed.  That  will  come  out  as  we  go  along. 

The  Chairman.  And  it  is  better  to  get  them  straight  in  the  record. 

Mr.  Freek.  It  is  16  per  cent  which  that  would  figure  on  the  entire 
capitahzation,  both  the  capital  stock  and  the  bonds. 

Mr.  Young.  What  was  the  rate  paid  on  that  ore,  the  rate  per  ton  ? 

Mr.  Freer.  About  73  cents,  figured  from  their  statement,  as  to  the 
number  of  tons  handled  and  the  receipts  from  ore. 

Mr.  Gardner.  That  is  from  the  western  ports  of  Lake  Superior  and 
the  lower  lake  ports  ? 

Mr.  Freer.  Yes. 

Mr.  Young.  That  is  all  the  ore  they  handle,  is  it  not  ? 

Mr.  Freer.  That  is  aU  the  ore  they  handled. 

Mr.  Young.  That  would  include  the  ore  from  Two  Harbors,  from 
Duluth,  from  Superior,  from  Ashland,  and  Marquette  ? 

Mr.  Freer.  Yes,  sir;  it  includes  all  the  ore. 

Mr.  Young.  Does  it  include  any  Escanaba  ore  ? 

Mr.  Freer.  I  can  not  tell  from  this  statement.  It  included  all  the 
ore  that  was  handled  by  the  Pittsburgh  Steamship  Co. 

The  Chairman.  Have  you  any  other  information  besides  the  figures 
which  have  been  handed  you  there,  furnished  the  committee  by  the 
United  States  Steel  Corporation,  which  confirm  your  opinion  in  this 
respect  ? 

Mr.  Reed.  Mr.  Chairman,  the  witness  has  not  expressed  any  opin- 
ion on  this  rate. 

The  Chairman.  Well,  on  these  estimates,  and  as  to  the  profits  on 
the  transportation  of  this  ore. 

Mr.  Gardner.  But  the  witness  has  not  expressed  any  opinion  on 
the  profits  in  the  transportation  of  ore  by  water,  as  yet,  has  he,  Mr. 
Chairman  ? 

The  Chairman.  Yes. 

Mr.  Gardner.  I  have  not  heard  it. 

Mr.  Reed.  I  have  not  heard  it. 

The  Chairman.  He  said  how  much  it  cost  and  how  much  profit 
was  made. 

Mr.  Young.  Oh,  yes;  those  were  figures  taken  from  this  statement. 

Mr.  Gardner.  I  would  like  to  have  the  question  of  the  chairman 
read. 

The  stenographer  read  as  follows : 

The  Chairman.  Have  you  any  other  information  besides  the  figures  which  have 
been  handed  you  there,  furnished  to  the  committee  by  the  United  States  Steel 
Corporation,  which  confirm  your  opinion  in  this  respect? 

Mr.  Gardner.  What  opinion  ? 

The  Chairman.  As  to  the  cost  of  transportation  and  as  to  the 
profit.    I  am  not  wedded  to  the  word  "opinion" — his  conclusion. 

Mr.  Gardner.  I  wanted  to  know  whether  it  was  his  opinion  as  to 
the  reasonableness  of  the  rate,  or  whether  it  was  his  opinion  as  to 
whether  this  was  a  fair  estimate  of  the  cost  and  whether  it  was  a  fair 
estimate  of  the  profits.  That  he  may  not  have  expressed  an  opinion 
concerning,  but  in  regard  to  his  opinion  as  to  the  reasonableness  of 
the  rate,  I  have  not  heard  him  express  an  opinion.  I  have  heard 
him  express  what  are  the  costs  and  what  may  correctly  be  the  profits, 
but  I  have  not  heard  him  express  an  opinion  as  to  whether  they  were 
reasonable  or  not. 

The  Chairman.  Have  you  any  other  information  as  to  the  cost  of 
transportation  and  as  to  the  profit  made,  and  what  other  commodities 
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can  be  or  are  transported  over  this  same  course,  this  same  water 
way, 

Mr.  Freer.  The  only  other  commodity,  of  course,  is  coal,  and  the 
coal  is  not  considered  to  be  a  tonnage  on  which  they  expect  to  make 
a  profit.  It  is  simply  tonnage  to  reduce  the  expense  which  would 
otherwise  accrue  against  the  ore,  so  that  the  30  or  35  cent  rate  which 
is  made  on  the  coal  for  the  north-bound  movement  would  not  be  a 
rate  with  which  it  would  be  fair  to  compare. 

The  Chairman.  Do  you  know  what  the  charge  on  other  tonnage 
is,  on  wheat  or  other  commodities  ? 

Mr.  Freer.  No.  I  have  had  information  a  number  of  years  ago 
from  some  of  the  vessel  people  as  to  the  ore,  but  I  would  not  care  to 
put  it  in  the  record  because  I  was  not  particularly  interested.  It 
was  just  given  me  in  conversation.  I  do  not  know  how  accurate  it 
was. 

Mr.  Gardner.  Who  carries  the  other  two-thirds  of  that  ore  that  is 
carried  on  the  lakes  ? 

Mr.  Freer.  There  are  a  number  of  lake  transportation  companies. 

Mr.  Gardner.  Do  they  charge  the  same  rates  as  this  Pittsburgh 
Steamship  Co.  ? 

Mr.  Freer.  I  don't  know  as  to  that.  The  rates  vary.  I  had  a 
statement  some  time  ago  as  to  the  ore  rate.  And  the  coal  rates,  the 
same ;  they  fluctuate  from  day  to  day.  There  is  a  contract  rate,  and 
then  there  is  an  open  rate  which  changes  throughout  the  season, 
depending  on  the  offerings. 

Mr.  Gardner.  You  never  made  any  comparison  to  see  whether 
the  rates  charged  by  the  Pittsburgh  Steamship  Co.  were  higher  or 
lower  than  those  that  were  charged  by  their  competitors  ? 

Mr.  Freer.  No,  sir;  I  have  assumed  that  the  rates  are  about 
the  same — that  they  would  necessarily  be  about  the  same. 

Mr.  Gardner.  It  would  seem  to  me  so. 

Mr.  Reed.  May  I  suggest  to  the  committee  also  that  practically 
all  the  competitors  of  tlie  Steel  Corporation  own  their  own  vessels, 
just  as  the  corporation  does. 

Mr.  Gardner.  That  is,  the  corporation  does  not  carry  any  appre- 
ciable amount  of  ore  for  its  competitors? 

Mr.  Reed.  I  believe  not. 

Mr.  YoTJNG.  It  does  not  carry  all  the  ore  it  produces  itself. 

Mr.  Reed.  I  understand  it  does  not  carry  any  for  other  parties, 
.uid  that  the  Lackawanna,  Jones  &  Laughlin,  the  Republic,  and 
the  other  companies  aU  have  their  own  fleets. 

Mr.  Gardner.  Then  so  far  as  Lake  transportation  is  concerned  it 
does  not  seem  to  me  that  the  United  States  Steel  Corporation  gets 
any  advantage  from  owning  that  transportation  that  is  not  open  to 
its  conipetitors  as  well.     Is  that  your  view  of  the  case,  Mr.  Freer  1 

Mr.  Freer.  That  would  be  true  if  all  its  competitors  owned  their 
own  fleets. 

The  Chairman.  How  about  the  Republic  Iron  &  Steel  Co.  ? 

Mr.  Freer.  How  about  the  Republic  Iron  &  Steel  Co.  ? 

The  Chairman.  Yes. 

Mr.  Young.  We  had  their  general  manager  here  a  moment  ago; 
he  could  teU  you  that. 

Mr.  Freer.  I  could  not  teU  you  what  percentage  do  own  their 
own  fleets;  I  do  not  know.  I  know  that  some  of  them  do,  but  how 
many  I  do  not  know. 
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Ml.  Gardner.  Etcii  if  they  do  not  all  own  their  own  fleets,  if 
they  have  access  to  two-thirds  of  the  carrying  capacity  of  the  Lakes, 
and  they  are  not  charged  any  higher  rates  by  that  two-thirds  of  the 
carrying  capacity,  outside  of  that  controlled  by  the  Steel  Corporation, 
so  far  as  the  water  transportation  is  concerned  there  is  no  advantage 
to  them  over  their  competitors. 

Mr.  Freer.  On  the  rates  they  pay? 

Mr.  Gardner.  On  the  water  rates.  I  mean  to  say,  one  of  the 
things  that  is  working  in  our  minds  is  to  find  out  whether  the  trans- 

Eortation  rates  charged  by  the  subsidiaries  of  the  Steel  Corporation 
y  being  put  high  give  an  undue  advantage  to  the  Steel  Corporation 
over  their  competitors.  But  it  does  not  seem  to  me  from  your  state- 
ment of  the  case  that  there  is  any  unfair  advantage  so  far  as  water 
transportation  is  concerned.  Whether  there  is  an  unfair  advantage 
on|,land  would  depend  on  whether  the  land  rates  were  or  were  not 
reasonable  because  in  a  great  many  cases  they  are  noncompetitive  rates 

Mr.  Freer.  I  would  not  say  there  is  an  unfair  advantage,  but  if 
the  Steel  Corporation  handles  the  bulk  of  its  own  ore  in  its  own 
vessels  and  makes  a  profit,  there  is  an  advantage  to  the  extent  that 
somebody  else  does  not  make  that  proft. 

Mr.  Gardner.  That  might  be  so.  But  if  one  concern  makes 
knives  and  another  concern  makes  the  kinves  and  the  steel  out  of 
which  the  Icnives  are  made,  that  means  a  greater  investment  but  it  is 
not  what  I  would  call  an  unreasonable  advantage. 

Mr.  Freer.  I  would  not  say  that  is  an  unfair  advantage,  but  it  is 
an  advantage  to  that  extent,  of  course. 

Mr.  Gardner.  There  is  an  advantage  perhaps  to  a  livery  stable  in 
Washington  if  they  raise  their  own  hay. 

The  Chairman.  To  the  extent,  as  I  understand  it,  that  other  con- 
cerns than  the  Steel  Corporation  own  vessels,  they  are  relieved  from 
the  effect  of  any  excessive  charge  by  the  vessels  of  the  Steel  Corpora- 
tion. It  is  only  of  course  those  concerns  that  either  have  to  transport 
their  ore  in  vessels  of  the  Steel  Corporation,  or  transport  their  ore  in 
vessels  charging  a  similar  rate  that  are  affected  by  this  rate. 

Mr.  Freer.  If  I  gather  your  full  question,  I  understand  that  that 
is  correct;  yes,  sir. 

The  Chairman.  No  matter  if  they  charge  a  rate  of  $5  a  ton,  if  some 
other  fellow  was  operating  a  boat  and  hauling  his  own  ore,  he  would 
not  be  affected  by  this  rate,  of  course. 

Mr.  Freer.  No. 

Mr.  Gardner.  Nor  would  enybody  else  if  the  rates  were  uniform, 
and  there  were  plenty  of  competitors  he  could  go  to. 

Mr.  Young.  You  are  familiar  with  this  Lake  situation,  are  you  ? 

Mr.  Freer.  I  am  not  very  familiar  with  it,  Mr.  Young.  The  infor- 
mation I  have  has  come  to  me  incidentally  in  these  coal  investigations. 

Mr.  Young.  Do  you  know  who  the  large  shippers  are  out  there,  be- 
sides the  Steel  Corporation  ? 

Mr.  Freer.  I  could  name  some  of  them.  I  would  not  attempt  to 
name  them  in  order. 

Mr.  Young.  I  will  ask  you,  for  instance,  do  not  Corrigan,  McKin- 
ney  &  Co.  own  their  own  fleet  ? 

Mr,  Freer.  I  understand  they  do. 

Mr.  Young.  Do  not  the  Cleveland-Cliffs  Co.  own  their  own  fleet  ? 

Mr.  Freer.  I  understand  so. 

Mr.  Young.  Do  not  Jones  &  Laughlin  own  their  own  fleet  ? 
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Mr.  Freer.  I  am  not  certain;  I  think  they  do. 

Mr.  YoTJNG.  Well,  they  built  some  new  boats  this  last  season.  Do 
not  Pickands,  Mather  &  Co.  own  some  boats  in  which  to  handle  their 
own  ore? 

Mr.  Feeee.  I  understand  so. 

Mr.  YotiNG.  Do  not  M.  A.  Hanna  &  Co.  own  some  boats  ? 

Mr.  Feeee.  I  think  so. 

Mr.  Young.  So  practically  all  those  ore  companies  own  boats, 
do  they  not,  in  which  to  carry  all  or  a  part  of  their  ore  ? 

Mr.  Feeee.  Practically  all  the  ore  companies  do,  I  understand. 

Mr.  Young.  Is  it  not  a  fact  that  the  Steel  Corporation  carries  sub- 
stantially no  ore  for  anybody  else,  and  that  it  does  not  even  carry  all 

of  its  own  ?  ■  1  • 

Mr.  Feeee.  It  carries  about  two-thirds  of  its  own  ore,  and  practi- 
cally none  for  any  outside  interests. 

There  is  a  httle,  I  understand,  that  they  occasionally  handle  for 
other  people. 

Mr.  Young.  Do  these  outside  companies  own  their  own  docks,  too ! 

Mr.  Feeee.  Some  of  them  do — that  is,  some  of  them  operate  docks. 

The  Chaieman.  Right  there,  does  any  outside  company  own  docks 
at  Superior  or  Duluth  and  Two  Harbors  ? 

Mr.  Feeee.  Not  that  I  know  of. 

Mr.  Young.  That  is  aU  charged  Lq  the  rail  freight  ? 

Mr.  Feeee.  Yes,  sir. 

The  Chaieman.  Do  you  know  about  the  operation  of  those  docks, 
whether  they  have  the  privilege  or  not  of  designating  what  boats  fihall 
take  its  cargo,  and  when  ? 

Mr.  Feeee.  The  docks  in  the  Northwest  ? 

The  Chairman.  Yes. 

Mr.  Feeee.  I  assume  that  would  be  so;  that  they  would  have  to 
have  that  in  order  to  regulate  their  own  business. 

The  Chaieman.  What  is  the  tonnage  of  a  vessel,  do  you  know? 

Mr.  Feeee.  Oh,  it  varies.  I  think  these  new  boats  are  from  twelve 
to  fourteen  thousand  tons — these  recent  ones  that  were  built. 

Mr.  Young.  Only  two  of  those  would  run  up  to  14,000  tons. 

The  Chaieman.  Who  operates  the  ore  docks  on  Lake  Erie  ? 

Mr.  Feeee.  They  are  operated  by  various  companies.  Some  are 
operated  directly  by  the  railroads  and  some  are  operated  by  the  coal 
and  ore  people. 

The  Chaieman.  Who  operates  the  dock  at  Conneaut  ? 

Mr.  Feeee.  That  is  operated  by  the' Pittsburgh  &  Conneaut  Co. 

The  Chaieman.  That  is  a  subsidiary  of  the  Steel  Corporation  ? 

Mr.  Feeee.  I  understand  so. 

The  Chairman.  Is  that  a  large  dock  ? 

Mr.  Feeee.  That  is  quite  a  large  dock.  It  handles  quite  a  large 
tonnage  there. 

The  Chaieman.  Do  you  know  the  tonnage  of  ore  passing  over  that 
dock? 

Mr.  Reed.  In  what  year  ? 

The  Chaieman.  In  1910. 

Mr.  Feeee.  About  six  and  a  half  million,  I  think,  possibly. 

Mr.  Reed.  Seven  million. 

Mr.  Feeee.  Six  million  three  hundred  and  nine  thousand  gross 
tons. 

Mr.  Reed.  Where  do  you  get  those  figures  ? 
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The  Chairman.  He  is  now  about  to  quote  from  some  exhibits,  part 
of  which  are  filed  in  Mr.  MacRae's  report,  that  were  furnished  by  your 
various  companies. 

Mr.  Reed.  I  notice  your  plan  shows  7,000,000  tons  in  1910  ? 

The  Chaieman.  Yes,  that  is  net  tons.  Those  are  Mr.  Boileau's 
figures.    I -know  nothing  about  them. 

Mr.  Freer.  Possibly  the  difference  may  be  between  the  gross  and 
net.  In  the  Bessemer  &  Lake  Erie  report  it  shows  the  ore,  6,441,000 
gross  tons  and  7,214,000  net  tons.  It  shows  it  both  ways.  I  do  not 
know  what  this  report  is.  Do  you  want  me  to  read  this  ?  This  is 
from  a  report  of  the  Pittsburgh  &  Conneaut  Dock  Co.,  Conneaut  Har- 
bor, Ohio,  a  statement  showing  the  tonnages  handled  during  the  year. 

The  statement  referred  to  is  in  the  words  and  figures  foUowing,  to 
wit: 

The  Pittsburgh  &  Conneaut  Dock  Co.,  Conneaut  Harbor,  Ohio. 

Statement  showing  tonnages  handled  during  the  year  ended  Dec.  SI.  1910. 

Tons. 

Ore  unloaded  from  vessels 6, 309, 548 

Ore  loaded  on  cars  direct  from  vessels 5,375,275 

Ore  loaded  on  cars  from  dock 1, 066, 248 

Total  ore  loaded  on  cars 6, 441, 523 

Cement  loaded  on  vessels 18, 962 

Cargo  coal  loaded  on  vessels 616, 429 

Cargo  coke  loaded  on  vessels 204 

Steel  rails  loaded  on  vessels 21, 907 

Structviral  steel  loaded  on  vessels 1,991 

Coal  sold  to  vessels  for  fuel 136,505 

Profit  and  loss  statement  for  1910. 

Gross  earnings  from  operations: 

Unloading  ore  from  vessels $1, 344, 455.  25 

Loading  ore  on  cars 276,518.14 

Loading  cars  on  vessels 25, 912. 42 

Loading  steel  rails,  etc.,  on  vessels 15,  620. 04 

$1, 662, 505. 85 

Operating  expenses 772, 136. 51 

Balance 940, 369. 34 

Miscellaneous  gains  and  losses 91, 699. 82 

Other  income 9, 603. 28 

Total  income 1,041,672.44 

Less  extinguishment  fimds,  extraordinary  replacements,  etc 100, 000. 00 

Net  earnings  as  reported 941, 672. 44 

Capital  stock 100, 000. 00 

The  Chairman.  What  are  the  charges  made  at  present  by  the  dock 
company  for  handling  ore,  from  the  vessel  to  the  cars  ? 

Mr.  Young.  Which  dock  company  ? 

The  Chairman.  This  Conneaut  Company. 

Mr.  Freer.  As  I  understand  it,  the  vessel  company  pays  the  dock 
company  15  cents  a  ton.  Then  the  railroad  pays  to  the  dock  com- 
pany 2  cents  additional  per  ton  for  ore  that  is  loaded  direct  into  the 
car  and  10  cents  per  ton  in  addition  to  the  vessel  payment  on  ore 
which  is  put  on  the  dock  and  reloaded  to  the  car. 

The  Chairman.  There  is  an  additional  charge  then  for  the  handling 
of  ore  from  the  dock  to  the  car  ? 
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Mr.  Freer.  Yes.  That  is  if  first  put  on  the  dock,  it  is  8  cents 
more. 

The  Chairman.  Do  you  know  what  is  the  cost  per  t6n  or  handling 
this  ore  from  the  vessel  to  the  car,  or  from  the  vessel  to  the  dock  and 
then  from  the  dock  to  the  car  ? 

Mr.  Freer.  Only  as  I  can  gather  that  information  from  this 
report  which  I  have  here. 

The  Chairman.  Well,  those  are  figures  furnished  by  the  Steel 
Corporation. 

Mr.  Freer.  This  report  of  the  Pittsburg  &  Conneaut  Dock  Co., 
profit  and  loss  statement  for  the  year  1910,  in  connection  with  the 
other  statement  of  tonnage  handle'd  for  the  year  1910 — from  them  I 
figure  there  was  a  profit  of  about  14f  cents  a  ton. 

The  Chairman.  Wliat  is  the  charge  made  for  that  service? 

Mr.  Freer.  I  will  have  to  figure  that,  because  the  charge  differs  on 
the  direct  ore  and  on  the  ore  mat  is  put  on  the  dock. 

The  charge  was  in  the  neighborhood  of  about  19  cents,  as  near  as  I 
can  tell  from  these  figures. 

The  Chairman.  What  charge  is  made  for  the  handling  of  ore  to  the 
dock  for  storage  ? 

Mr.  Freer.  To  the  dock  for  storage  ? 

The  Chairman.  Yes. 

Mr.  Freer.  There  is  a  charge  paid  to  the  vessel  which  is  uniform, 
and  then  the  ore  whith  is  put  on  the  dock  for  storage,  when  it  is  re- 
loaded, 10  cenis  a  ton  charge  is  made  against  that. 

The  Chairman.  That  is,  when  it  is  taken  from  the  pile  on  the  dock 
and  put  into  the  car  there  is  a  charge  of  10  cents  a  ton? 

Mr.  Freer.  Yes.  If  it  is  loaded  direct  into  the  car  without  going 
on  the  dock,  it  is  2  cents  a  ton. 

Mr.  Reed.  Might  I  suggest  you  ask  the  witness  whether  in  figuring 
on  these  earnings  he  allows  anything  for  depreciation  of  machinery  or 
items  of  that  sort. 

The  Chairman.  Is  there  a  depreciation  charge  figured  in  there? 

Mr.  Freer.  Yes;  it  is  shown  on  their  statement. 

Mr.  Reed.  I  notice  you  figure  this  on  the  net  earnings  before  de- 
duction of  depreciation. 

Mr.  Freer.  But  you  have  an  item  in  here  for  extinguishment  funds 
and  extraordinary  replacements.  That  offsets  your  miscellaneous 
gains  and  losses,  so  that  your  net  amount  here  agrees  practically  with 
the  net  amount  above.  You  have  $940,369  up  there  [mdicating],  and 
you  have  $941,000  down  here  [indicating],  after  allowing  for  your 
extinguishment  funds. 

Mr.  Reed.  Yes;  but  you  figure  in  the  miscellaneous  gains  as  part 
of  the  profit  on  ore. 

Mr.  Freer.  That  is  true;  I  have  done  that. 

The  Chairman.  Have  you  a  report  there  of  the  Pennsylvania  & 
Ohio  Dock  Co.  ? 

Mr.  Young.  The  witness,  I  take  it,  wants  to  make  a  correction  there 
in  liis  last  statement. 

Mr.  Freer.  There  is  1100,000  in  there  which  should  come  out.  I 
have  figured  the  one  hundred  thousand  would  offset  the  other  hun- 
dred thousand. 

Mr.  Young.  That  would  make  quite  a  difference  on  13,000,000  tons, 
would  it  not? 

Mr.  Reed.  It  makes  a  difference  of  10  or  15  per  cent. 
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Mr.  Freer.  How  many  tons  did  you  say  ? 

Mr.  Young.  I  should  nave  said  6,300,000  tons. 

Mr.  Reed.  In  addition  to  that,  Mr.  Freer  is  counting  in  the  income 
that  the  dock  company  makes  from  handling  cement,  coal,  and  fin- 
ished steel.  He  is  adding  all  that  in  and  dividing  it  by  the  number 
of  tons  of  ore  that  were  handled. 

Mr.  Young.  If  you  don't  look  out  you  will  make  a  loss  there  when 
you  make  those  deductions. 

Mr.  Freer.  Deducting  the  one  hundred  thousand  makes  a  differ- 
ence of  a  little  over  a  cent;  that  is  all. 

The  Chairman.  What  is  this  item  of  $941,000  ? 

Mr.  Freer.  $941,672  gives  the  net  earnings.  They  are  specified 
as  net  earnings,  but  they  are  not  exactly  net  earnings,  because  out  of 
that  they  have  allowed  for  extinguishment  funds  and  extraordinary 
replacements,  etc. 

Mr.  Young.  How  much  ? 

Mr.  Freer.  $100,000. 

Mr.  Young.  Do  they  show  how  much  income  ?  There  was  some 
other  business  besides  the  ore  business. 

Mr.  Freer.  They  show  miscellaneous  gains  and  losses — but  it  is 
gains — $91,699;  then  miscellaneous  income,  $9,600,  making  $100,000, 
which  I  just  deducted  from  this  to  make  $841,000  instead  of  $941,000, 
which  I  first  used. 

Mr.  Young.  There  are  two  items,  Mr.  Chairman — loading  cars  on 
vessels  and  loading  steel  rails,  and  so  forth.  That  is  stuff  going  the 
other  way.    That  ought  not  to  be  figured  in  this. 

Mr.  Freer.  That  reduces  it  to  an  even  $800,000. 

Mr.  Young.  How  does  that  figure  out  per  ton  ? 

Mr.  Freer.  It  would  be  12.7  cents,  deducting  everything  else. 

The  Chairman.  What  is  that  12.7  cents?    A  profit? 

Mr.  Freer.  A  profit. 

The  Chairman.  What  is  the  charge  for  that  service  per  ton  ? 

Mr.  Freer.  I  can  not  tell  you  exactly.  It  would  be  approximately 
18^  or  19  cents  a  ton;  that  is,  on  the  average.  That  includes  a  part 
of  it  which  was  put  on  the  dock  and  a  part  of  it  which  was  loaded 
directly  into  the  cars. 

The  Chairman.  Does  it  show  how  much  was  put  into  the  docks  ? 

Mr.  Freer.  Yes;  practically  one-sixth  of  it  on  the  dock  and  five- 
sixth  loaded  direct  into  the  cars. 

Mr.  Reed.  I  might  say  at  this  point  that  this  matter  is  also  under 
consideration  now  by  the  Interstate  Commerce  Commission.  Com- 
missioner Lane  has  just  finished  making  a  study  of  this  whole  subject. 

The  Chairman.  Is  this  the  dock  company  that  was  indicted? 

Mr.  "Reed.  This  is  one  of  the  dock  companies  that  were  indicted. 

THie  Chairman.  For  what  ? 

Mr.  Reed.  On  the  cheapest  technicality  that  was  ever  preferred 

The  Chairman.  What  was  the  charge  ? 

Mr.  Reed.  The  charge  was  that  it  had  refunded  to  consignees  a  part 
of  this  allowance  that  was  made  by  the  railroad.  Every  other  dock 
company  along  the  Lakes  has  done  it  for  the  last  10  or  15  years. 
Just  because  it  was  not  published  in  the  tariff  they  all  were  indicted 

for  it.  .JO 

The  Chairman.  The  consignee  in  this  case  was  the  Umted  States 
Steel  Corporation  ? 
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Mr.  Reed.  In  this  particular  case  it  was,  but  every  other  con- 
signee in  the  iron  business  got  the  same  allowance. 

The  Chairman.  YvTiat  was  dock  charge  in  1899  for  unloading! 

Mr.  Freer.  "What  was  it  in  1899  ? 

The  Chairman.  Yes;  for  the  unloading. 

ilr.  Freer.  In  1899  ? 

The  Chairman.  Yes. 

Mr.  Freer.  I  could  not  tell  you. 

The  Chairman.  No? 

Mr.  Freer.  No,  sir. 

Mr.  Young.  1899? 

Mr.  Freer.  1899 — I  am  not  certain  whether  it  was  or  not. 

The  Chairman.  ^^Tiat  is  the  dock  charge  for  loading  at  this  time— 
20  cents  a  ton? 

Mr.  Freer.  Fifteen  cents  plus  2  cents,  and  15  cents  plus  10  oenis. 

The  Chairman.  Do  you  know  what  the  rate  was  in  1899  ? 

Mr.  Freer.  I  do  not;  no,  sir. 

The  Chairman.  Is  a  dock  company  like  a  plant  facility  or  like  any 
other  terminal  facility  or  freight  station  in  its  operation  ? 

Mr.  Gardner.  I  think,  before  you  ask  that  question,  you  ought  to 
ask  the  mtness  if  he  knows  what  is  meant  by  a  "plant  facility. ' 

The  Chairman.  I  assumed  he  did.  Do  you  know  what  is  meant 
by  a  plant  facility  ? 

Mr.  Freer.  There  has  been  a  good  deal  of  talk  about  a  plant 
facility.  I  do  not  know  whether  I  know  what  it  means  or  not.  _  I 
have  my  own  idea  of  what  it  means.  I  have  never  seen  a  description 
as  to  what  it  actually  does  mean. 

Mr.  Gardner.  That  is  all  I  wanted  to  find  out. 

The  Chairman.  Do  you  know  what  is  meant  by  a  "plant  facility" 
in  common  parlance? 

Mr.  Freer.  I  think  I  know  what  is  commonly  meant  by  a  "plant 
facility;"  yes,  sir. 

The  Chairman.  Explain  to  the  committee  whether  or  not  a  dock 
is  a  terminal  facility. 

Mr.  Freer.  It  is  a  terminal  facility;  yes,  sir. 

Mr.  Gardner.  Would  the  witness  consider  a  railroad  which  went 
from  Lake  Erie  to  the  neighborhood  of  Pittsburgh  a  plant  facility  ? 

Mr.  Freer.  Would  I  consider  that  ? 

Mr.  Gardner.  Yes. 

Mr.  Freer.  I  can  conceive  extraordinary  circumstances  under 
which  it  might  be,  but  I  do  not  know  of  any  railroad  to-day  that  I 
would  consider  a  plant  facility,  running  from  Lake  Erie  to  Pittsburgh. 
If  I  should  find  a  railroad  that  was  not  handling  any  other  business 
except  the  business  of  one  particular  plant,  and  that  plant  owned  it, 
I  might  say  that  was  a  case  where  it  was  a  plant  facility;  but  I  do  not 
know  of  any  such  railroad. 

The  Chairman.  Did  these  charges  for  loading  and  unloading  go 
into  the  railroad  earnings?  I  mean,  were  they  tabulated  with  the 
earnings  of  the  railroad — these  dock  charges  ? 

Mr.  Freer.  No,  sir;  I  understand  not.  That  is  a  separate  com- 
pany entirely. 

The  Chairman.  Would  the  traffic  sheet  which  has  been  explained 
here  not  include  these  docking  charges  that  I  have  been  talking 
about  and  about  which  you  have  been  testifying  ? 
Mr.  Freer.  What  will  not  include  that  ?     I  did  not  get  that. 
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The  Chairman.  These  dock  charges  for  loading  and  unloading  at 
Conneaut. 

Mr.  Feeer.  Are  not  included  in  what  ? 

The  Chairman.  In  the  tabulations  showing  their  earnings. 

Mr.  Freer.  Of  the  railroads  ? 

The  Chairman.  Yes,  sir. 

Mr.  Freer.  No,  sir;  they  would  not  be  embraced  in  the  railroad's 
earnings. 

The  Chairman.  Does  any  other  concern  unload  at  Conneaut  except 
the  Steel  Corporation  ? 

Mr.  Freer.  Does  any  other  concern  unload  ore  except  the  Steel 
Corporation  ? 

The  Chairman.  Yes. 

Mr.  Freer.  At  Conneaut  ? 

The  Chairman.  Yes. 

Mr.  Freer.  No,  sir. 

The  Chairman.  Are  the  charges  the  same  as  at  the  other  docks  ? 

Mr.  Freer.  I  understand  they  are  uniform  at  all  the  Lake  Erie 
ports. 

The  Chairman.  Over  what  line  is  ore  transported  from  Conneaut 
Harbor  to  Pittsburgh,  say  ? 

Mr.  Freer.  The  Bessemer  &  Lake  Erie. 

The  Chairman.  What  points  does  the  Bessemer  &  Lake  Erie  serve 
with  ore  ? 

Mr.  Freer.  The  Pittsburgh  district  only. 

The  Chairman.  What  is  the  rate,  or  what  are  the  rates,  on  ore  to 
Pittsburgh  over  this  rail  ? 

Mr.  Freer.  Ninety-six  cents  on  the  direct  ore  and  $1.04  on  the 
dock  ore,  making  a  net  charge  to  the  railroad  of  94  cents  on  aU 
the  ore. 

The  Chairman.  Do  you  know  the  distance  of  this  haul  by  the 
Bessemer  &  Lake  Erie  from  Conneaut  to  the  Pittsburgh  district  ? 

Mr.  Freer.  I  could  not  tell  you  accurately.  It  is  about  140 
miles.     That  is  the  approximate  distance. 

The  Chairman.  I  hand  you  a  statement  prepared  by  the  Inter- 
state Commerce  Commission  from  the  report  of  the  Bessemer  &  Lake 
Erie  Kailroad  for  the  years  ending  June  30,  1911,  to  1902.  I  will 
ask  you  to  look  at  that  statement  and  inform  the  committee  what 
that  report  shows  with  respect  to  traffic  and  transportation  condi- 
tions and  revenues  of  the  railroad. 

Mr.  Freer.  This  is  a  statement  similar  to  the  ones  we  had  this 
morning.  It  shows  the  capital  stock,  funded  debt,  mileage,  oper- 
ating revenues  and  expenses,  and  net  income  and  dividends;  also  the 
traffic  statistics  as  to  the  number  of  tons  handled,  the  average  haul, 
and  the  average  revenue.  Attached  to  that  is  a  classified  statement 
of  the  tonnage,  classified  by  commodities. 

The  Chairman.  What  per  cent  is  iron  ore  ? 

Mr.  Freer.  It  is  not  figured  out  here.  I  can  get  it  very  quickly, 
I  guess — a  little  over  60  per  cent. 

The  Chairman.  How  much  are  the  net  earnings  of  that  road  ? 

Mr.  Freer.  The  net  earnings  ? 

The  Chairman.  For  1910? 

Mr.  Freer.  For  1910  the  net  earnings  were  $3,728,000.  That  is, 
the  net  revenue. 

The  statement  referred  to  is  as  follows : 
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The  Chairman.  Do  you  know  what  the  operatmg  cost  of  trans- 
porting ore  is  ?  .  „  -r    ^     -r^  ■ 

llr.  Freer.  I  have,  for  instance,  the  Bessemer  &  Lake  il^ne  report 

here. 

The  Chairman.  Please  explain  what  that  report  is. 

Mr.  Freer.  This  report  to  which  you  were  just  referring  is  one 
furnished  by  the  Interstate  Commerce  Commission.  Now,  I  have 
here  the  Bessemer  &  Lake  Erie  general  manager's  report  for  the  year 
ending  December  31,  1910. 

The  Chairman.  Note  the  page  there,  so  that  the  stenographer  can 

get  it.  J.  1       11- 

Mr.  Freer.  Page  4.  It  shows  the  average  cost  of  handlmg  eacn 
ton  of  freight  during  the  year  1910  over  the  Bessemer  &  Lake  Erie 
was  30.94  cents  per  ton. 

The  Chairman.  How  was  that  ?     I  did  not  catch  that. 

Mr.  Freer.  I  say  the  average  cost  per  ton  was  30.94  cents. 

The  Chairman.  That  is  for  aU  freight  ? 

Mr.  Freer.  That  is  for  all  freight. 

The  Chairman.  Now,  would  the  cost  of  transporting  ore  be  greater 
or  less  than  that  total  cost  ?  How  does  the  ore  in  cost  of  transporta- 
tion compare  with  the  total  cost  ? 

Mr.  Freer.  The  cost  of  transporting  ore  should  be  less  than  the  cost 
of  transporting  all  the  freight. 

The  Chairman.  Whj  ? 

Mr.  Freer.  It  moves  in  much  heavier  trains.  This  is  based  on  an 
average  train  tonnage,  for  instance,  of  1,000  tons,  while  their  ore 
moves  in  trains  of  at  least  2,000  tons,  and  with  heavy  freight  of  the 
character  of  ore  moving  in  the  quantities  that  it  does,  and  in  the 
heavy  train  loads  that  it  does,  it  should  cost  less  than  the  average  of 
aU  their  traffic.  This  average  includes  high-class  freight  and  every- 
thing else. 

The  Chairjman.  The  cost  of  transporting  ore,  then,  would  be  con- 
siderably less  than  the  cost  of  transporting  freight  generally  ? 

Mr.  Freer.  Yes,  sir. 

The  Chairman.  Do  you  know  what  the  net  earnings  of  this  rail- 
road amounted  to  for  the  year  1910 1     Is  it  given  there  ? 

Mr.  Freer.  I  gave  you'that,  I  thmk,  $3,728,357. 

The  Chairman.  Do  you  understand  that  the  Bessemer  &  Lake 
Erie  Railroad  is  operated  indirectly  by  and  in  the  interests  of  the 
United  States  Steel  Corporation  and  as  its  subsidiary  ? 

Mr.  Freer.  I  understand  that;  yes,  sir. 

The  Chairman.  I  will  ask  you  to  look  at  the  division  sheets  which 
I  will  hand  you,  and  ask  you  how  a  shipment  of  raUs  or  other  steel 
parts  originatmg  in  the  miUs  of  the  Steel  Corporation  at  Pittsburgh, 
and  destined  to  points  in  the  Carolinas,  would  be  routed. 

Mr.  Reed.  Ai'e  you  asking,  Mr.  Chairman,  what  the  traffic  agent 
of  the  steel  company  would  do  ? 

The  Chairman.  I  am  asking  him  to  state  by  the  division  sheets 
how  the  rails  could  be  routed. 

Mr.  Reed.  How  they  could  be  routed  ? 

The  Chairman.  Wliat  provision  is  made  for  their  routing  by  these 
division  sheets  ? 
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Mr.  Fkeek.  There  is  nothing  here  that  would  indicate  that;  that  is, 
these  papers  you  have  just  handed  me  do  not  show  the  routing  on 
business  from  Pittsburgh  to  the  Carolinas. 

The  Chairman.  No,  just  pass  that  for  the  present.  I  wiE  ask  you 
from  your  knowledge  of  railroads,  if  you  have  any  information  as  to 
how  this  rate  of  96  cents  on  ore  from  Conneaut  to  the  Pittsburgh 
district  is  made,  or  ore  rates  generally  ? 

Mr.  Feeee.  How  it  is  made  ? 

The  Chairman.  Yes  how  is  this  rate  made?  Explain  that  fully 
to  the  committee. 

Mr.  Feeee.  It  is  made  by  conference  between  the  railroads  leading 
from  the  various  ports.  This  rate  has  been  in  effect  for  a  number  of 
years,  but  when  it  was  estabUshed  it  was  necessary  for  the  different 
railroads  to  have  a  conference  to  discuss  the  matter,  because  the  rates 
must  necessariy  be  uniform  by  the  different  roads  into  the  same 
district. 

The  Chaieman.  What  roads  would  send  representatives  to  this  con- 
ference to  fix  this  ore  rate  ? 

Mr.  Freee.  What  roads  would  send  them  ? 

The  Chairman.  Yes. 

Mr.  Feeee.  AU  roads  interested  in  the  traffic — the  roads  from  the 
different  Lake  ports. 

Mr.  Reed.  It  has  already  been  testified  by  the  freight  agent  of  the 
Bessemer  &  Lake  Erie  Railroad  that  that  road  did  not  participate 
in  such  a  conference,  but  simply  followed  the  rate  that  was  fixed  by 
the  other  carriers.  I  want  to  know  if  the  chairman  will  ask  the  ques- 
tion whether  Mr.  Freer  means  that  he  knows  that  they  absolutely 
participated  in  the  conference,  or  whether  he  infers  that  they  prob- 
ably would. 

The  Chairman.  I  did  not  ask  him  whether  the  Bessemer  &  Lake 
Erie  did.     I  asked  him  how  these  rates  were  fixed  generally. 

Mr.  Reed.  Oh. 

Mr.  Young.  It  might  be  well  to  bring  that  out. 

The  Chairman.  Do  you  know  whether  any  representative  of  the 
Bessemer  &  Lake  Erie  participated  in  this  conference  or  not  ? 

Mr.  Freer.  I  do  not,  sir. 

The  Chairman.  What  have  you  to  say  with  respect  to  the  rates  on 
ore  from  Conneaut  to  Pittsburgh,  as  compared  with  the  rates  on  ore 
from  Pittsburgh  to  Youngstown,  Ohio,  and  West  Virginia  points  ? 

Mr.  Reed.  Do  you  mean  from  the  Lakes  to  Youngstown  ? 

The  Chairman.  Yes. 

Mr.  Freer.  From  the  Lakes  to  Youngstown  ? 

The  Chairman.  Yes. 

Mr.  Freer.  Well,  I  stated  those  rates  sometime  ago.  The  rate  to 
the  Youngstown  district  is  56  cents,  as  compared  with  the  96-cent 
rate  to  Pittsburgh;  60  cents  into  the  Wheeling  district,  as  compared 
with  the  96-cent  rate,  practically  the  same  haul  to  Pittsburgh;  50 
cents  to  Columbus,  for  122-mile  haul,  as  compared  with  the  96-cent 
rate  to  Pittsburgh,  for  a  140-mile  haul;  90-cent  rate  to  the  southern 
Ohio  and  Ashland-Ironton  district,  for  about  a  260-mile  haul,  as  com- 
pared with  96  cents  into  Pittsburg  for  about  half  that  haul. 

The  Chairman.  I  will  ask  you  to  state  some  of  the  more  important 
lines  operated  by  the  United  States  Steel  Corporation. 
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Mr.  Freer.  Operated  by  them  ? 

The  Chairman.  Yes;  owned,  operated,  or  controlled — their  sub- 
sidiaries. 

Mr.  Freer.  The  two  Duluth  roads  we  spoke  of  this  morning,  this 
Bessemer  &  Lake  Erie,  the  line  we  have  just  mentioned,  the  Birming- 
ham Southern,  the  Union  Raihoad,  the  Newburgh  &  South  Shore, 
Lake  Terminal,  and  the  Elgiu,  JoHet  &  Eastern.  Those  are  the  more 
important  hnes  that  I  can  recall. 

The  Chairman.  I  hand  you  a  statement  covering  the  Elgin,  JoHet 
&  Eastern.  What  is  the  mileage  of  that  road  and  the  general  char- 
acter of  its  busiuess  ? 

Mr.  Freer.  It  has  main-line  mileage  of  130  miles.  It  has  a  total 
mileage  of  840  miles. 

Mr.  Young.  Eight  hundred  ? 

Mr.  Freer.  Eight  hundred  and  forty  miles,  total  mileage.  The 
maiu  hne  is  130  miles. 

Mr.  Young.  What  does  that  mileage  not  maia  line  mileage  consist 
of? 

Mr.  Freer.  That  consists  of  additional  tracks,  sidings,  and  spurs. 
It  has  a  belt  extending  around  Chicago.  That  is  about  130  miles 
from,  say,  Gary  on  the  eastern  end  to  Waukegan  on  the  northwestern 
end.  That  would  be  the  130  miles  which  is  shown'  as  main-line  mile- 
age. The  balance  is  spurs  and  yard  traclis  and  additional  main 
tracks. 

The  Chairman.  Are  the  track  facilities  of  these  railroads  at  Gary, 
Joliet,  and  Waukegan? 

Mr.  Freer.  Well,  there  would  be  those  yards,  yes;  the  industrial 
tracks  at  Gary,  South  Chicago,  Johet,  Waukegan,  and  other  places. 

The  Chairman.  What  is  the  principal  source  of  revenue  of  this 
road? 

]\Ir.  Freer.  The  revenue  is  entirely  derived  from  freight — that  is, 
practically  entirely.  The  passenger  business  is  so  small  it  is  not 
noticeable.     The  passenger  service  revenue  in  1910  was  S990. 

The  Chairman.  What  was  the  freight  revenue  ? 

Mr.  Freer.  The  freight  revenue  was  eight  miUion  six  hundred 
some  odd  thousand  doUars. 

The  Chairman.  Does  this  road  operate  any  other  roads,  or  lease 
them  or  control  them,  in  any  way  ? 

Mr.  Freer.  Yes,  sir;  it  leases  the  Chicago,  Lake  Shore  &  Eastern. 

The  statement  referred  to  is  as  follows : 
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The  Chairman.  Please  state  the  general  character  of  the  Chicago, 
Lake  Shore  &  Eastern. 

Mr.  Freer.  Of  course,  the  Chicago,  Lake  Shore  &  Eastern  is 
now  merged  in  the  E.,  J.  &  E.  The  Chicago,  Lake  Shore  &  Eastern 
was  a  short  line  running  along  the  lake  front  from  South  Chicago, 
with  a  mileage  of  about  13  miles  when  it  was  operated  independently, 
main  line  mileage.  Then  it  was  taken  over  and  leased  to  the  Elgin, 
Joliet  &  Eastern. 

The  Chairman.  This  road  was  formerly  owned  by  the  Illinois 
Steel  Corporation,  which  is  now  a  subsidiary  of  the  United  States 
Steel  Corjioration  ? 

Mr.  Freer.  The  Illinois  Steel  Co.;  yes,  sir. 

The  Chairman.  That  is,  it  was  owned  by  the  Illinois  Steel  Corpora- 
tion, and  subsequently  by  the  Federal  Steel  Corporation,  and  now 
by  the  United  States  Steel  Corporation. 

Mr.  Freer.  I  do  not  know  the  different  changes,  but  it  was 
controlled  by  the  Illinois  Steel  Co.,  and  is  now  controlled  by  the 
United  States  Steel  Corporation. 

The  Chairman.  How  long  has  the  Elgin,  Joliet  &  Eastern  operated 
the  Chicago,  Lake  Shore  &  Eastern? 

Mr.  Freer.  Since  May,  1909,  I  think. 

The  Chairman.  I  hand  you  a  copy  of  the  report  of  the  Chicago, 
Lake  Shore  &  Eastern  RaLrway  Co. 

Mr.  Freer.  The  Chicago,  Lake  Shore  &  Eastern  Railroad  has 
been  operated  by  the  Elgin,  Joliet  &  Eastern  since  June  1,  1909. 

The  statement  referred  to  is  as  follows: 
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The  Chairman.  Please  explain  the  traffic  and  transportation  con- 
ditions of  the  Chicago,  Lake  Shore  &  Eastern  Railroad. 

Mr.  Freer.  It  makes  no  report  as  to  traffic,  because  its  traffic  is  all 
included  in  the  Elgin,  Joilet  &  Eastern  statement.  The  Chicago, 
Lake  Shore  &  Eastern  RaUroad  simply  makes  a  financial  report  as  a 
leased  company,  and  the  El^,  Joilet  &  Eastern  makes  an  operation 
report,  as  it  operates  the  entire  line. 

The  Chairman.  Do  you  know  whether  the  question  of  terminal 
allowances  to  the  Chicago,  Lake  Shore  &  Eastern  was  investigated 
by  the  Interstate  Commerce  Commission  in  1904? 

Mr.  Freer.  They  were  investigated  by  the  Interstate  Commerce 
Commission  in  1903  or  1904.     I  can't  tell  you  the  date. 

Mr.  Reed.  I  am  somewhat  surprised  that  the  committee  should  go 
into  this  matter  of  rates  on  the  E.,  J.  &  E.,  for  the  reason  that  when 
Mr.  Banks,  the  president  of  the  road,  was  subpoened,  he  came  before 
the  committee  and  brought  with  him  the  fullest  information  on  that 
subject,  and  I  understood  then  that  the  committee  had  decided  not 
to  go  into  the  question. 

The  Chairman.  This  is  simply  to  illustrate  the  question  of  terminal 
allowances.     For  that  purpose,  I  want  it  in. 

Mr.  Freer.  Yes,  sir;  that  investigation  was  made  in  1904. 

The  Chairman.  What  was  ascertained  with  reference  to  those 
terminal  charges  at  that  time  ? 

Mr.  Freer.  There  is  quite  a  lengthy  report  here.  It  treats  both  of 
the  International  Harvester  Co.'s  terminal  railroad  properties  and  the 
Chicago,  Lake  Shore  &  Eastern  of  the  steel  corporation. 

Mr.  Young.  Was  the  steel  corporation  operating  it  at  that  time — ■ 
1904  ? 

Mr.  Freer.  Yes,  sir;  they  so  state  in  the  opinion.  They  say  in 
writing  the  opinion  that  the  stock  was  entirely  owned  by  the  Illinois 
Steel  Co.  previous  to  the  absorption  of  the  Ilhnois  Steel  Co.  by  the 
United  States  Steel  Corporation,  and  it  is  now  exclusively  owned  by 
the  latter. 

The  Chairman.  Just  what  was  the  finding  of  the  commission  in 
that  case  ? 

Mr.  Freer.  The  finding  of  the  commission  in  that  case  was  that 
the  divisions  or  proportions  or  allowances  made  to  these  terminal 
roads  were  excessive,  "grossly  excessive,"  as  they  expressed  it. 

Mr.  Young.  What  was  done  in  response  to  that  opinion  ? 

The  Chairman.  Explain  what  road  that  was. 

Mr.  Freer.  The  Chicago,  Lake  Shore  &  Eastern,  and  also  the 
International  Harvester  Co.'s  road,  the  Illinois  Northern. 

The  Chairman.  What  were  the  allowances  to  the  Chicago,  Lake 
Shore  &  Eastern  at  that  time  ? 

Mr.  Freer.  It  is  different  from  different  territories.  It  is  specified 
Lq  here. 

The  Chairman.  What  on  coke? 

Mr.  Freer.  They  specified  coke — they  took  that  up  particularly — 
the  70  cents  per  ton  aUowance  on  coke  into  South  Chicago  for  a  six  or 
seven  mUe  haul. 

The  Chairman.  What  did  the  commission  find  as  to  that  matter  of 
coke  allowances? 
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Mr.  Freer.  They  say  as  to  the  coke  allowance.  [Reads:] 

The  Chicago,  Lake  Shore  &  Eastern  would  receive  $840  for  hauling  this  trainload 
from  Indiana  Harbor  to  its  destination. 

They  say  that  to  South  Chicago  $3  per  car  would  be  ample  com- 
pensation. 

The  Chairman.  What  would  $3  per  car  amount  to  ? 

Mr.  Freer  (reading) : 

The  cost  of  moving  a  trainload  of  coke  from  Indiana  Harbor  to  South  Chicago  and 
moving  the  empty  cars  back  again,  for  which  the  Lake  Shore  &  Eastern  receives  $840, 
would  not  probably  exceed  $40. 

The  Chairman.  Now,  will  you  incorporate  in  the  record  so  much 
of  that  report  as  touches  on  this  allowance?  Just  indicate  to  the 
stenographer  what  he  should  copy  in. 

Mr.  Freer.  It  is  pretty  hard  to  do  that. 

Mr.  Young.  Why  not  let  the  whole  opinion  go  in  ? 

The  Chairman.  Well,  let  the  whole  opmion  go  in. 

Mr.  Freer.  I  was  going  to  say  that  tnere  is  a  part  of  it  about  the 
International  Harvester  Co.  road  and  about  the  Steel  Corporation 
road. 

Mr.  Young.  Are  they  separated  ? 

Air.  Freer.  They  are  separated  in  the  beginning  of  their  investi- 
gation. They  tell  what  they  found  about  the  Illinois  Southern,  which 
is  owned  by  the  Harvester  Co.,  and  then  go  to  the  Chicago,  Lake 
Shore  &  Eastern,  but  when  they  come  to  the  conclusion  they  treat 
them  together. 

The  Chairman.  Just  put  the  whole  thing  in  as  an  exhibit,  and  let 
it  be  copied  in. 

The  opinion  of  the  Interstate  Commerce  Commission  referred  to  is 
as  follows: 

Before  the  Interstate  Commerce  Commission. 

No.  735,  IN  THE  Matter  op  Divisions  op  Joint  Rates  and  Other  Allowances 
TO  Terminal  Railroads. 

[Decided  November  3,  1904.] 

REPORT  AND   OPINION    OP  THE   COMMISSION. 

1.  While  there  may  be  great  objections  to  allowing  shippers  to  build  and  operate  rail- 

roads over  which  their  traffic  moves,  such  action  is  not  prohibited  by  the  act  to 
regulate  commerce;  and  the  mere  fact  that  the  property  of  a  common  carrier  is 
owned  by  the  largest  individual  shipper  over  it,  or  that  it  was  originally  con- 
structed for  the  purpose  of  doing  the  work  of  that  shipper,  furnishes  no  reason  why 
it  can  not  make  joint  rates  and  agree  upon  joint  divisions  with  other  railroads. 

2.  The  act  to  regulate  coinmerce  prohibits  a  difference  in  charges  as  between  shippers 

"by  any  special  rate,  rebate,  drawback  or  other  device"  and  the  granting  of  any 
tmdue  preference  to  any  individual  or  species  of  traffic  "in  any  respect  what- 
soever," and  the  Elkins  amendment,  requiring  the  pulication  of  tariffs  in  all 
cases,  prohibits,  under  severe  penalty,  any  practice  on  the  part  of  the  carrier 
"whereby  any  such  property  shall  by  any  device  whatever  be  transported  at  a 
less  rate  than  that  named  in  the  tariffs  *  *  *  or  whereby  any  other  advantage  u 
given  or  discrimination  is  practiced."  The  manifest  intention  of  the  act  to  regulate  , 
commerce,  especially  as  expressed  in  the  Elkins  amendment,  is  to  strike  through 
all  pretense,  all  ingenious  device,  to  the  substance  of  the  transaction  itself;  and 
where  excessive  divisions  of  rates  are  granted  by  a  carrier  to  another  carrier  owned 
and  controlled  by  a  shipper,  for  the  purpose  of  obtaining  the  traffic  of  that  shipper, 
they  benefit  the  shipper  and  operate  as  a  rebate  or  other  device  to  cut  the  tariS 
charge  in  violation  of  the  law. 
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3.  The  International  Harvester  Co.  owns  the  capital  stock  of  the  Illinois  Northern 

Raihoad  Co.  and  a  controlling  interest  in  the  Chicago,  West  Pullman  &  Southern 
Railroad  Co.,  operating  as  terminal  connecting  roads  in  and  about  the  city  of 
Chicagobetween  the  plant  of  the  Harvester  Co.  and  various  other  industries  and 
connecting  roads  leading  to  the  Missouri  River  and  other  sections  of  the  country. 
Until  recently,  the  charge  received  for  services  by  these  terminal  roads  was  a 
switching  charge  amounting  to  from  $1  to  $3.50  per  car  for  the  Illinois  Northern 
and  13  per  car  for  the  Chicago,  West  Pullman  &  Southern.  These  lines  now  receive 
in  many  instances  a  division  of  the  rate,  which  on  lines  reaching  the  Missoiu-i 
River  is  20  per  cent,  with  the  Missouri  River  division  as  the  maximum.  This 
amounts,  on  farm  machinery,  to  $12  per  car  of  20,000  pounds  as  against  the  former 
maximum  of  $3.50  per  car.  A  charge  of  $3.50  per  car  by  the  Illinois  Northern 
and  $3  per  car  by  the  Chicago,  West  Pullman  &  Southern  would  be  reasonable 
for  these  switching  services,  and  charges  for  such  services  in  excess  of  these  sums 
amount  to  unlawful  preference  in  favor  of  the  International  Harvester  Co. 

4.  The  Chicago,  Lake  Shore  &  Eastern  Railroad  Co.,  owned  by  the  United  States 

Steel  Corporation,  is  a  terminal  road  operated  between  the  Illinois  Steel  Co.'s 
works,  near  Chicago,  and  connecting  with  roads  leading  east,  west,  and  south. 
It  receives  a  division  of  10  per  cent  of  the  rate  to  the  seaboard;  15  per  cent  to  Buf- 
falo and  Pittsburgh,  and  20  per  cent  to  the  Missoiui  River  and  beyond,  and  in 
some  cases  obtains  special  divisions.  These  divisions  are  found  to  be  grossly 
excessive  for  the  service  rendered  and  to  afford  unlawful  preference  to  the  United 
States  Steel  Corporation  which  owns  and  controls  the  Illinois  Steel  Co. 

Peoutt,  Commissioner: 

In  consequence  of  information  that  preierences  were  being  granted  to  certain  indus- 
tries, by  means  of  excessive  divisions  allowed  terminal  lines  owned  and  operated  by 
those  industries,  an  investigation  was  undertaken  into  that  sub.]ect  in  the  spring  of 
1904.  The  scope  of  that  investigation  embraces  such  operations  in  various  localities. 
The  first  hearing  was  held  in  Chicago  in  May,  1904,  and  had  reference  merely  to  condi- 
tions obtaining  in  and  around  that  city.  Subsequent  hearings  will  have  further  refer- 
ence to  other  localities,  but  inasmuch  as  conditions  found  to  exist  there  are,  without 
doubt,  fairly  typical  of  those  prevailing  elsewhere,  it  seems  proper  at  this  time  to  make 
some  report  on  the  facts  developed,  and  to  state  our  opinion  touching  those  facts. 

The  International  Harvester  Co.  was  organized  in  1902,  apparently  for  the  piir- 
pose  of  consolidating  under  one  management  several  concerns  previously  engaged  in 
the  manufacture  of  farm  machinery.  It  took  over  and  is  now  operating  the  Deering 
Harvester  Co.,  the  McCormick  Harvester  Co.,  the  Piano  Co.,  the  South  Chicago 
Furnace  Co.,  and  perhaps  others.  In  this  discussion  the  McCormick  division  of 
the  International  Harvester  Co.  will  be  known  as  the  McCormick  Co.  and  the  Piano 
division  as  the  Piano  Co.  The  International  Harvester  Co.  now  has  the  same  interest 
in  the  Illinois  Northern  Raihoad  and  the  Chicago,  West  Pullman  &  Southern  Rail- 
road which  the  McCormick  Co.  and  the  Piano  Co.  formerly  had,  respectively. 

The  IlHnois  Northern  Railroad  Co.  was  incorporated  in  1901,  under  the  laws  of 
the  State  of  Illinois,  with  a  capital  stock  of  $500,000.  While  this  capital  stock  did 
originally,  and  perhaps  does  to-day,  stand  in  the  names  of  various  individuals,  it 
was  entirely  paid  for  by  cash  furnished  by  the  McCormick  Co.,  was  entirely  owned 
by  that  company  down  to  tite  time  of  its  absorption  by  the  International  Harvester 
Co.,  and  is  to-day  the  property  of  the  latter  company. 

What  may  be  called  the  main  line  of  the  Illinois  Northern  Railroad  extends  from 
the  works  of  the  McCormick  Co.  at  Twenty-sixth  Street,  in  the  city  of-Chicago,  to 
Forty-ninth  Street,  a  distance,  as  we  understand  the  testimony,  of  approximately 
5  miles.  It  also  has  trackage  rights  over  the  Chicago  Union  Transfer  Railway  from 
Forty-ninth  Street  to  the  Stickney  Yard,  so  called,  at  Seventy-fifth  Street.  It  owns. 
11  locomotives  and  a  few  flat  cars  and  employs  in  the  operation  of  its  property  an 
entire  force  of  from  85  to  100  men.  It  maintains  a  freight  station,  at  which  a  force 
of  from  8  to  11  men  are  employed,  through  which  it  handles  less  than  carload  traffic 
for  the  general  public,  although  its  principal  business  is  the  handling  of  carloads, 
as  hereinafter  set  forth.  It  waybills  both  carload  and  less  than  carload  freight  to 
destination. 

The  McCormick  Co.  at  the  time  of  the  organization  of  this  railroad^  company  was 
operating  an  extensive  plant  at  Twenty-sixth  Street.  As  a  part  of  this  plant  it  had 
constructed  and  was  maintaining  within  the  limits  of  its  own  grounds  some  17  miles 
of  railroad  track.  It  used  two  steam  locomotives  and  several  electric  motors  upon 
these  tracks  in  the  various  operations  connected  with  its  business. 

Three  railroads  made  direct  connection  with  these  tracks  at  Twentjr-sixth  Street, 
namely,  the  Santa  Fe  System,  the  Burlington  System,  and  the  Chicago  Junction 
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Railway,  one  of  the  switchmg  lines  in  Chicago.  These  three  railroads  received 
freight  from  and  delivered  freight  to  the  McCormick  Co.  at  Twenty-sixth  Street,  and 
in  receiving  and  delivering  such  freight  performed  without  charge  over  the  switch 
tracks  of  that  company  certain  switchirig  services,  the  extent  of  winch  did  not  plainly 
appear.  This  arrangement,  involving  as  it  did  the  operation  of  the  engines  of  three 
distinct  companies  besides  its  own  locomotives  upon  these  switchirig  tracks,  was 
found  unsatisfactory  and  inefficient  by  the  McCormick  Co.,  and  the  primary  purpose 
in  organizing  the  Illinois  Xorthern  Co.  seems  to  have  been  to  take  over  these  tracks 
and  ttierebv  maintain  and  operate  them  under  a  single  management. 

The  first  tracks  acquired  by  that  railroad  company  were  these  private  tracks  of  the 
McCormick  Co.  The  contract  under  which  these  tracks  were  acquired  and  are 
operated  was  put  in  evidence  by  one  of  the  witnesses  having  custody  of  the  same, 
but  hasjiot  been  fm-nished  the  commission.  It  would  appear  from  the  testimony 
that  at  the  present  time  the  Illinois  Northern  Co.  owns,  maintains,  and  operates 
these  tracks  without  any  charge  whatever  to  the  McCormick  Co.,  except  in  some 
cases  where  a  car  is  moved  from  one  portion  of  the  yard  to  another,  when  $1  per 
car  is  collected  for  that  service.  No  witness  was  able  to  state  what  the  expense 
of  maintaining  and  operating  these  switch  tracks  had  been  to  the  McCormick  Co. 
before  they  were  acquired  by  the  Illinois  Northern  Railroad  Co.  At  the  present 
time  it  is  entirely  relieved  of  all  expense  in  that  connection,  save  what  arises  from 
the  payment  of  the  $1  per  car,  as  abo"\'e,  the  amount  of  which  did  not  appear. 

The  Santa  Fe  connection  with  the  McCormick  switch  tracks  was  over  a  switch  track 
running  from  Forty-ninth  Street  to  Twenty-sixth  Street.  It  appeared  that  formerly 
this  track  had  been  owned  by  the  Grand  Trunk  Railway  Co.  and  leased  to  the  Santa  Fe 
upon  condition  that  deli^'eries  to  or  from  the  Grand  Trunk  Railway  from  industries 
along  this  track  should  be  made  by  the  Santa  Fe  for  $1  per  car.  The  Santa  Fe  now 
leased  this  track  to  the  Illinois  Northern  upon  condition  among  others  that  the  Illinois 
Northern  should  assume  the  obligation  of  the  Santa  Fe  to  the  Grand  Trunk  in  the 
making  of  deliveries,  and  should  also  make  delivery  on  accoimt  of  the  Santa  Fe  itself 
at  the  same  charge  of  $1  per  car.  This  switch  track  which  is  leased  from  the  Santa  Fe 
is  now  its  main  line  from  Twenty-sixth  Street  to  Forty-ninth  Street,  and  in  addition 
to  this  it  has  trackage  rights  over  the  Chicago  Union  Transfer  Railway  from  Forty- 
ninth  Street  to  Seventy-fifth  Street.  By  virtue  of  its  own  line  and  its  trackage  rights 
it  makes  connection  with  many  of  the  most  important  railway  systems  entering  the 
city  of  Chicago. 

Numerous  industries  are  located  along  the  line  of  the  Illinois  Northern  between 
Forty-ninth  and  Twenty-sixth  Streets  which  are  dependent  upon  this  line  for  access 
to  the  various  railroads  by  which  their  shipments  are  sent  and  received.  These 
industries  are  perved  by  the  Illinois  Northern  both  in  handling  carload  and  less  than 
carload  freight  in  and  out.  It  appears  that  in  case  of  all  such  industries  except  the 
McCormick  plant,  the  switch  tracks  within  the  private  limits  of  each  industry  are 
owned  by  that  industry  itself.  These  various  plants  are  allowed  to  route  their  traffic, 
the  Illinois  Northern  making  whatever  delivery  is  indicated  by  them,  and  are  charged 
simply  the  Chicago  rate,  paying  nothing,  as  we  understand  the  testimony,  in  the 
nature  of  a  switching  charge,  and  receiving  no  part  of  the  charges  made  by  the  Illinois 
Northern  Co.  It  was  said  that  something  over  200  different  industries  were  served  by 
this  railroad  as  above. 

The  Chicago,  West  Pullman  &  Southern  Railroad  is  located  in  West  Pullman,  a 
part  of  the  city  of  Chicago.  It  is  about  4  miles  in  length,  extending  from  the  works 
of  the  Piano  Co.  to  a  connection  with  several  important  railway  systems  entering  the 
city  of  Chicago,  among  which  are  the  Wisconsin  Central  and  the  Rock  Island.  It  was 
originally  constructed  by  a  real-estate  syndicate  for  the  purpose  of  affording  railway 
accommodations  to  industries  which  might  locate  upon  the  land  of  that  syndicate, 
having  been  incorporated  under  the  laws  of  Illinois  in  1900,  and  built  soon  afterwards. 
At  first  it  was  not  well  maintained  or  operated,  and  when  the  Piano  Co.  located  there 
in  1903  it  was  thought  necessary  to  devise  some  means  for  the  improvement  of  the 
service  obtainable  on  this  road.  Some  other  industries  had  been  established  along 
its  line,  and  the  capital  stock  of  the  company,  which  was  $50,000  in  all,  was  now 
bought  up  by  these  different  industries.  The  greater  part  of  the  stock  seems  to  have 
been  acquired  by  the  Piano  Co.,  but  a  portion  of  it  is  owned  by  some  of  the  other 
industrial  companies. 

This  road  at  the  present  time  has  an  equipment  of  one  locomotive  and  a  few  flat  cars. 
It  employs  only  about  20  men.  It  maintains  a  freight  station,  at  which  it  handles 
for  the  general  public  less  than  carload  freight,  but  its  principal  business  is  in  switching 
carload  freight  from  its  connections  with  various  railroads  to  industries  located  along 
its  line,  and  ^^ce  versa.  It  owns,  maintains,  and  operates  the  tracks  within  the 
private  grounds  of  the  Piano  Co.  without  expense  to  that  company  except  that  for 
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certain  movements  a  charge  per  car  is  perhaps  made.  It  does  not  appear  whether  it 
performs  a  similar  service  for  any  of  the  other  industries  along  its  We,  nor  does  it 
appear  whether  any  of  those  industries  are  of  such  a  character  as  to  require  the 
performance  of  such  service. 

There  seems  to  be  in  and  around  the  city  of  Chicago  a  district  more  or  leas  accu- 
rately defined,  which  is  known  as  the  "switching  limits."  Within  this  territory 
deliveries  are  made  and  cars  moved  between  various  points  for  a  switching  charge, 
and  this  applies  not  only  to  belt  lines  and  switching  Imes  proper  but  to  the  simSar 
operations  of  other  railroads  within  those  limits.  If  the  Rock  Island  System,  for 
example,  were  to  move  a  car  from  some  industry  located  upon  its  line  to  the  tracks  of 
the  Burlington  System,  it  would  receive  for  that  service,  not  a  division  of  the  through 
rates,  but  a  switching  charge  measured  usually  by  the  car.  These  switching  charges 
vary  from  $i  per  car  as  a  minimum  to  a  maximum  of  $10.25  per  car,  the  latter  charge 
being  made  by  the  Chicago  Terminal  Transfer  Co.  for  the  local  haul  between  the 
extremities  of  its  line,  the^exact  distance  not  appearing.  Instances  were  given  where 
a  charge  of  $7.80  per  car  was  imposed  for  a  distance  of  40  miles.  The  ordinary  charge 
for  a  movement  of  from  2  to  10  miles  seems  to  be  in  the  vicinity  of  $3  per  car,  although 
this  depends  upon  a  variety  of  conditions  and  is  governed  by  no  rule  of  uniform 
application. 

Until  recently  the  Illinois  Northern  Raihoad  and  the  Chicago,  West  Pullman  & 
Southern  Railroad  have  both  performed  the  service  rendered  by  them  upon  this 
same  basis.  The  maximum  distance  over  which  cars  are  handled  by  the  latter  com- 
pany is,  as  already  seen,  not  in  excess  of  4  miles,  and  the  charge  of  that  company 
was,  until  recently,  $3  per  car.  The  road  has  handled  from  ten  to  twelve  thousand 
carloads  per  year,  in  addition  to  some  less  than  carload  business,  and  upon  a  $3  basis 
has  been  able  to  pay  its  operating  expenses  and  show  a  net  profit  of  about  $4,000  per 
year.  It  was  said  in  testimony  that  since  its  organization  it  had  declared  three  divi- 
dends of  10  per  cent  each  upon  its  capital  stock.  We  think  and  find  that  $3  per  car 
for  the  service  rendered  by  this  company  is  enough,  and  that  anything  above  that  is 
clearly  exorbitant. 

The  charges  imposed  by  the  Illinois  Northern  Co.  have  varied  from  $1  per  cai',  the 
price  named  in  its  contract  with  the  Santa  Fe,  to  a  maximum  of  $3.50  per  car.  The 
operations  of  this  company  have  uniformly  shown  a  deficit.  A  statement  filed  upon 
the  hearing  covering  the  period  between  July  1,  1903,  and  February  29,  1904,  showed 
a  deficit  of  $12,000.  It  must  be  remembered,  however,  that  this  company  was  organ- 
ized for  the  purpose  of  acquiring  and  operating  the  17  miles  of  track  within  the  private 
grounds  of  the  McCormick  Co.,  that  these  tracks  form  much  the  larger  part  of  its  total 
mileage,  and  that  the  expense  of  their  maintenance  and  operation  must  be  very  con- 
siderable. There  is  nothing  to  show  what  the  financial  result  from  its  operations 
would  be  if  the  McCormick  Co.  paid  the  same  sum  for  this  service  which  it  had 
previously  expended  when  the  tracks  were  owned  and  operated  by  it.  Judging  from 
the  experience  of  the  Chicago,  West  Pullman  &  Southern,  and  from  the  charges 
which  are  ordinarily  imposed  for  the  performance  of  similar  service  under  similar 
conditions  in  the  vicinity,  we  think  and  find  that  $3.50  per  car  is  a  reasonable  charge 
for  the  performance  of  these  switching  services,  and  that  anything  above  that  is 
unreasonable. 

At  the  present  time  both  of  these  railroads  receive  in  many  instances  not  a  switching 
charge,  but  a  division  of  the  through  rate.  Over  nearly  all  lines  reaching  the  Mis- 
souri River  these  divisions  apply,  and  are  20  per  cent  of  the  rate,  with  the  Missouri 
River  as  a  maximum.  The  rate  on  the  farm  machinery  manufactured  by  the  Inter- 
liational  Harvester  Co.  to  the  Missouri  River  is  30  cents  per  hundred  pounds,  with  a 
minimum  of  20,000  pounds  or  at  least  $60  per  car.  The  proportion  of  the  Illinois 
Northern  upon  this  traflSc  when  intended  for  the  Missouri  River  or  beyond  would, 
therefore,  be  $12  per  car,  as  against  a  former  maximum  charge  of  $3.50  per  car.  When 
the  destination  is  such  that  the  rate  is  less  than  30  cents  per  hundred  pounds  the  divi- 
sion would  be  correspondingly  less,  and,  upon  the  other  hand,  when  more  than  the 
minimum  weight  is  loaded,  the  division  might  be  greater.  These  divisions  are  allowed 
upon  all  traffic,  both  in  and  out,  over  the  Illinois  Northern  and  from  other  industries 
located  upon  its  line,  as  well  as  the  McCormick  Co.,  although  it  appears  that  in  some 
cases  the  movement  is  still  on  a  switching  basis,  and  it  might  well  follow  that  with 
other  commodities  where  the  loading  is  heavy  the  division  received  by  the  Illinois 
Northern  would  be  greater  than  $12  per  car.  Whatever  has  been  said  with  respect 
to  the  Illinois  Northern  applies  equally  to  the  Chicago,  West  Pullman  &  Southern. 

The  International  Harvester  Co.  owns  these  two  railroads.  Its  officials  are  the 
officials  of  those  roads  in  most  instances.  It  absolutely  controls  the  operations  of  the 
roads,  as  well  as  the  routing  of  its  own  traffic.  A  large  portion  of  its  traffic  is  shipped 
to  competitive  points;  that  is  to  say,  to  points  which  may  be  reached  from  Chicago 
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over  more  than  one  line  of  rail'wav,  and  usually  by  several.  While  there  was  some 
little  attempt  at  evasion,  the  testimony  plainly  shows  that  under  ordinary  circum- 
stances the  competitive  traffic  of  the  international  Harvester  Co.  and  of  these  two 
railroads  would  not  be  given  to  a  line  which  did  not  allow  these  divisions  so  long  as 
any  line  was  available  which  did  allow  ttem.  In  other  words,  if  one  line  granted 
the  division  other  lines  must  follow  or  they  could  not  obtain  the  business. 

It  appeared  that  these  divisions  were  first  granted  to  the  Chicago,  West  Pullman  & 
Southern  by  the  "Wisconsin  Central  Railway  in  September,  1903.  The  freight  traffic 
manager  of  that  company  testified  that  they  were  granted  by  him  as  a  matter  of  jus- 
tice; that  it  was  a  universal  rule  observed  between  connecting  railroads  to  allow  the 
originating  line  a  division  of  the  through  rate,  which  was  never  less  than  25  per  cent; 
and  that  since  he  know  of  no  reason  why  this  originating  line  should  not  have  the 
benefit  of  that  rule  he  had  granted  the  20  per  cent  division  in  question. 

We  are  unable  to  accept  this  statement  as  representing  the  exact  situation.  There 
is  in  our  opinion  no  analogy  whatever  between  the  Illinois  Xorthem  Railroad  and  the 
Chicago,  West  Pullman  &  Southern  Railroad,  and  the  connecting  line  which  origi- 
nates traffic  under  ordinary  conditions.  WTiile  these  railroads  may  be  railroaSs 
within  the  technical  meaning  of  that  term,  while  they  may  even  fall  within  the  defi- 
nition of  the  act  to  regulate  commerce,  they  have  none  of  the  incidents  of  a  railroad 
proper.  They  were  constructed  for  the  sole  purpose  of  mo^'ing  cars  from  various 
mdustries  to  railroads  which  may  be  termed  railroads  proper.  That  service  is  essen- 
tially a  switching  service.  It  has  been  performed  for  years  by  these  railroads  upon 
that  basis.  It  is  performed  by  most  other  railroads  in  this  vicinity  under  similar  con- 
ditions upon  that  basis.  If  the  Chicago,  West  Pullman  &  Southern  delivers  a  car  to 
the  Rock  Island  for  delivery  to  the  Burlington  System,  the  Rock  Island  receives  for 
that  service  a  switching  charge  of  $3  per  car,  although  it  transports  the  car  some  10 
miles,  as  against  a  haul  of  3  or  4  miles  by  the  AYest  Pullman  road.  Vhj  should  that 
road  be  allowed  a  division  of  $12  per  car,  leaving  $9  for  its  service  after  payment  to  the 
Rock  Island  ?  The  only  diSerence  which  exists  between  the  case  of  these  two  railroads 
and  the  ease  of  other  switching  roads  in  Chicago  arises  from  the  circumstance  that  the 
International  Harvester  Co.  is  the  owner  of  these  roads.  AMien  the  Wisconsin  Centi&l 
substituted  the  division  for  the  switching  charge  it  increased  the  compensation  paid 
by  it  to  the  Chicago,  West  Pullman  &  Southern  from  two  to  three  times.  We  find 
nothing  in  the  location  of  the  West  Pullman  which  calls  for  this;  we  find  nothing  in 
the  financial  condition  of  that  road  which  required,  nor  in  the  financial  condition  of 
the  Wisconsin  Central  which  justified,  any  such  gratuity.  We  do  not  for  a  moment 
believe  that  it  was  a  gratuity.  We  think  and  find  that  this  act  sprang,  not  from 
motives  of  generosity  or  the  dictates  of  justice,  but  from  the  desire  and  expectation  to 
thereb)' obtain  from  the  International  Harvester  Co.  traffic  not  otherwise  obtainable. 
Corresponding  divisions  were  siibsequently  granted  by  other  competitive  lines, 
because  otherwise  competitive  business  could  not  be  obtained.  We  think  and  find 
that  these  divisions  are  not  regarded  by  the  carriers  which  grant  them  as  a  legitimate 
charge  for  the  performance  of  this  service,  and  that  they  do,  in  fact,  in  so  far  as  they 
exceed  a  reasonable  compensation  for  the  performance  of  the  service  amount  to  a  direct 
preference  in  favor  of  the  International  Harvester  Co. 

The  El^n,  Joliet  &  Eastern  Railway  and  the  Chicago,  Lake  Shore  &  Eastern  Railway 
were  considered  together  for  the  reason  that  the  management  of  these  two  properties 
is  identical.  In  fact,  as  related  to  this  investigation,  there  seems  to  be  no  analogy 
between  the  railroads  themselves.  The  Elgin,  Joliet  &  Eastern  is  properly  a  beltrcwd 
extending  entirely  around  the  city  of  Chicago  from  Waukegan  upon  the  north  to 
Porter,  Ind.,  upon  the  east.  It  has  20.5  miles  of  main  track,  owns  58  locomotives,  and 
nearly  3,000  cars.  Its  capital  stock  is  .f6,000,000,  and  its  bonds  .?8.50O,0OO.  It  is  not 
owned  by,  so  far  as  it  appears,  nor  does  it  especially  serve,  any  particular  industry.  It 
is  not  apparently  involved  in  this  proceeding,  unless  it  may  be  by  reason  of  its  rela- 
tions to  the  Chic^o,  Lake  Shore  &  Eastern  and  its  owners.  \^Tiatever  the  fact  may 
be,  nothing  of  that  sort  appears  upon  this  record,  and  it  is  unnecessary  to  state  the  facta 
with  reference  to  that  property. 

The  Chicago,  Lake  Shore  &  Eastern  Railway  is  a  creature  of  the  Illinois  Steel  Co. 
Its  stock  was  entirely  owned  by  that  compay  previous  to  the  absorption  of  the  Illinois 
Steel  Co,  by  the  United  States  Steel  Corporation,  and  it  is  now  exclusivelv  owned  by 
the  latter  company.  The  present  Chicago,  Lake  Shore  &  Eastern  Co.  seems  to  be  the 
result  of  a  consolidation  of  previous  companies,  and  the  properties  operated  by  it  are 
partly  owned  and  partly  leased.  Neither  its  pre\'ious  history  nor  its  present  status  in 
this  respect  very  clearly  appears,  nor  do  they  seem  material.  Its  connection  with  the 
Illinois  Steel  Co.  is  best  understood  by  considering  the  extent  and  location  of  its  vwious 
tracks,  which  are  as  follows:  At  South  Chicago,  62  miles;  at  Joliet,  18  miles;  at  the 
Union  Works  of  the  Illinois  Steel  Co.,  10  miles;  at  the  north  works  of  that  company, 
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4  miles;  and  at  Day  Viow,  a  huImiiI)  of  Milwaukiio,  18  milcH.  All  l-.ho  Uircffiing  tracks 
are  within  thd  iirivafo  liniM.H  of  t?io  iiliuits  of  tho  IIlincjlH  Kldi^l  (Jo.  al,  thoHc  various 
pointB.  Jn  addil.ion  to  tlxwo  priviilo  Hwil.oh  traokw  it  haH  a  jnain  track  extending  from 
South  Ohicai^'o  to  Indiana  lliu'ljor,  a  diHliuii<!  of  (i  or  7  niiloH,  wliirli  connoct  with  vari- 
ous railroad  HyBtonm.  II,  also  liaH  Hhort  linoH  oxlondinj;  from  il.H  various  pliinl-H  to  a  con- 
nection with  the  iilgirj,  .foliol.  &  l';afll(trn  at  varioUH  pcjinl.H.  It  loaHoH  certain  l.rackago 
rights  from  the  latter  com  pany,  by  which  itobta  inn  a  connection  with  HuhHtaolially  all 
the  railroads  on  tor  inn  Chicaf^o,  and  l)otw(«!n  all  its  various  plants,  cxci^pttluMinc  at  Bay 
VieWj  botwoon  which  and  ilH  other  tracks  tliero  is,  appaniiitly,  no  connection  over  its 
own  iron.  It  has  ,I,2IH  onipl(]yc(iH,  4,ri:!It  curs,  and  70  locomotives.  It  will  bo  seen, 
therefore,  that  a  very  larf^o  part,  probably  tho  larf^'csl,  part  of  the  oporal  ions  of  this  com- 
pany, iMjiiHists  in  maintainin^!  and  o])oral  iuf;  thi!  I  facks  within  tho  various  plants  of  the 
lUinoiB  Stoel  Oo. 

The  t(«l,iinony  indicates  that  tho  Chicago,  Lake  Slioro  &  Eastern  Railway  has  track- 
aee  rights  over  other  railroads  besides  the  lOl^in,  .loliet  &  Kaslern.  In  the  exerciuc  of 
Uiese  trackligo  rij^'hts  it  ha.ndles  largo  qiiaiiLilicH  of  traffic  bet\ve<'n  the  several  plants 
of  tho  Illinois  Steel  (!o.  and  also  from  the  points  of  origin  to  those  plants;  as,  for  example, 
coal  from  Ihe  mine  to  the  furnace.  It  was  said  that  the  quanlity  of  Irallic  handled  by 
this  coni[)any  from  point  of  origin  to  de.Mlinalion  was  very  largo.  In  so  far  as  this  trallic 
is  interstate,  tho  railway  company  publislics  a  tariff,  and  the  IllinoiH  SUh'I  Co.  pays  to 
tile  railway  coin[)any  tlu^  tariff  rate  so  lllod.  l''or  switching  cars  to  and  from  tho  various 
plants  of  tlie  lllinoiB  Steel  Oo,  which  arrive  or  dejiart  ovcir  connecting  lines,  (he  rail- 
way company  Hooms  to  receive  in  nearly  all  cases  a  division  of  (he  through  rate.  Wo 
have  seen  that  the  railroads  of  the  lulernational  llarvcHlcr  (!o.  hud  no  divisions  with 
onatem  lines;  but  (he  railway  of  (he  Illinois  Steel  Co.  s(M^ins  to  be  more  favored  in 
this  respect.  Its  division.s  wilii  all  eastern  connections  are  10  per  cent  on  tralllc  to  IJii^ 
seaboard,  IT)  per  cent  when  the  doHtination  is  Huffalo  and  Pittsburgh,  and  20  per  cent 
on  business  to  the  Miasouri  River  and  beyond.  It  does  not  clearly  appear  what 
division  it  receives  upon  trallic  dcHliiKMl  lo  the  South.  It  further  appears 'that  in  some 
cases  it  onioys  special  divisions.  'Plie  testimony  shows,  for  example,  that  the  lialti- 
uioro&  Ohionasin  the])asl.,  and  does  now,  accord  to  the  t!hica|ro,  Lake  Shore  &  Eastern 
a  division  of  70  cents  per  ton  on  coke  from  the  Connellsvilh!  rcf^ion. 

These  divisions  are  plainly  excessive.  The  rale  from  Chica,gc)  to  New  York  on  iron 
articles  is  27J  cents  per  100  pouiuls,  with  a  minimum  (jf  :U),000  pounds.  Assuniini,' 
that  a  car  contained  only  l;he  minimum  loading,  the  aggregate  freight  would  be  .fKli.no 
por  (!ar,  of  which  tho  Lake  Shore  ct  Hastern  would  rocoivo  $8.2.'i  for  moving  thocar  to 
a  connection  with  tho  (uiHl.<^rn  lino  at  Indiana  Harbor.  Counnodilios  taking  this  rate 
usually  load  considerably  above  30,000  pounds,  so  that  the  amount  acl-ually  receivctd 
per  car  would  bo  considerably  more  than  that  above  given.  Other  destinations  would 
show  on  tho  avera^;o  a  division  fully  (Hpud  to  this.  Coke  from  the  C'oiniellsville  region 
moves  in  trairdoads,  in  cars  nspcK'ially  designed  for  that  purpose.  While  the  testi- 
mony in  liiis  casedoosnotshoweither  ihe  car  loading  or  the  number  of  cars  in  the  train, 
it  is  safe  to  say  that  the  carloail  woidd  e(|ual  30  tons  at  least,  and  that  the  trainload 
would  be  -10  cars.  Tho  Chicago,  Lake  Sliore  &  10as(,eni  wcuild  r(!ceive  $840  for  hauling 
this  trainload  from  Indiana  ifarbor  to  its  desluialion. 

While  it  can  be  conlidcMitly  allirmed  that  these  dixisions  are  grossly  excessive,  the 
exact  amount  of  that  excess  can  not  be  doterminod  with  the  same  conlidence  that  it 
could  bo  in  case  of  the  Illinois  Nortliorn  and  tho  Chicago,  Wiwt  Pullman  &  Southorii 
Railroads,  for  the  reason  (hat  tho  services  nMidereil  by  the  Lake  Shore  &  lOashiin 
differs  greatly  in  different  casi^,  according  as  the  movement  may  be  to  one  or  the 
other  ofils  viu-ious  plants.  Ks  piiucipul  plani,  is  ovideutly  al  South  Chicago,  and  the 
distance  which  it  ordinarily  moves  a  car  to  or  fr(jin  (hat  plant  would  not  exceed  (i  or 
7  milos.  Por  the  rondiliou  of  this  service,  under  the  conditions  provailiug,  13  por 
car  would  bo  ample  conipensation.  Tho  cost  of  moving  a  trainload  of  coke  horn 
Indiana  Harbor  to  South  Chicago  and  moving  the  empty  ears  back  again,  for  which 
tho  Lake  Shore  &  Enateru  receives  ,1840,  would  not  probably  exceed  $40.  If,  how- 
ever, the  movomeiit  is  to  .loliet,  a  distance  of  30  miles,  or  some  of  its  otluir  plants,  in 
case  of  which  Uie  distance  does  not  appear,  it  is  evident  (hat  the  cost  of  the  service 
would  be  greater. 

That  tJioso  charges  are  extravagant  is  at  leas(.  indicalcnl  by  tho  financial  report  which 
this  coiupany  niakes  to  the  Inters(a(.o  Couunerce  Commission,  although  tnat  rt^port 
may  be  misleading,  and  we  do  noir  base  our  eouclusious  upon  it.  The  capital  stock  of 
the  Chicago,  T-ake  Shore  ct  ICastern  is  ,|650,000,  and  ita  bonded  indebtedness  Ifl 
13  200  000,  u])ou  which  tho  interest  aggregates  $168,700  annually.  Tho  conijiaiiy 
earned  from  operations  during  the  year  ending  Juno  30,  litOI,  $3,134,550,  and  i(H 
operating  expenses  wei'O  $l,()'.lS,:!r)(i,  leaving  the  income  from  operation  $L43(J,ll)t. 
Its  taxes  for  (hat  year  were  $111, '233,  and  its  rentals  paid  $221,780.  Apparently,  there- 
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fore,  after  deducting  its  fixed  charges  and  its  taxes  there  woiild  remain  as  a  net  result 
a  sum  equal  to  more  than  150  per  cent  upon  its  capital  stock.  No  dividend  was  paid. 
The  company  expended  $195,000  in  permanent  improvements,  '^'hat  became  of  the 
balance  me  report  does  not  show. 

It  wiU  be  noticed  that  out  of  these  operating  expenses  the  Lake  Shore  &  Eastern 
maintains,  without  expense  to  the  Illinois  Steel  Co.,  the  miles  of  track  within  its 
private  yards  above  set  forth.  When  it  is  remembered  that  the  South  Chicago  divi- 
sion of  the  International  Harvester  Co.  has  within  the  Umita  of  its  plant  at  South 
Chicago  6  or  7  miles  of  track,  upon  which  it  uses  three  locomotives,  all  of  which  it  con- 
structs and  maintains  without  assistance  from  the  railways,  it  will  be  readily  under- 
stood that  the  construction  and  maintenance  of  all  these  private  tracks  of  the  United 
States  Steel  Corporation  in  and  about  Chicago  must  cost  a  large  sum  annually.  Indeed, 
it  is  fairly  inferable  that  the  greater  part  of  the  operatiag  expenses  of  this  company 
are  incurred  in  that  manner.  It  should,  perhaps,  be  said  m  this  connection  that 
under  certain  circumstances  the  Illinois  Steel  Co.  pays  the  Lake  Shore  &  Eastern 
Railway  Co.  a  certain  charge  for  the  movement  of  cars  within  the  private  limits  of 
these  plants. 

We  are  of  the  opinion  in  this  case,  as  in  the  case  of  the  Illinois  Northern  and  the 
Chicago,  West  Pullman  &  Southern  Railroads,  that  the  only  service  for  which  the 
railways  transporting  the  traffic  of  the  Illinois  Steel  Co.  to  and  from  Chicago  can 
properly  charge  is  the  switching  service  to  and  from  the  plants  of  that  company;  that 
the  divisions  in  question  are  much  in  excess  of  any  fair  charge  for  that  service;  that 
they  are  intended  and  understood  to  be  in  excess  of  what  would  be  a  reasonable  charge; 
that  they  are,  in  fact,  paid  to  secure  the  traffic  of  the  Illinois  Steel  Co.  and  that  they 
do,  in  fact,  amount  to  a  preference  in  favor  of  that  company  by  whatever  amount  they 
exceed  a  fair  compensation  for  the  service  rendered.  What  that  amount  is  can  not  be 
determined  upon  this  record.  It  is  clear  that  it  annually  aggregates  what  to  the  ordi- 
nary apprehension  is  an  enormous  sum. 

Some  testimony  was  taken  with  reference  to  certain  other  enterprises  of  this  char- 
acter, most  of  which  are  still  in  a  somewhat  embryonic  state.  Ite  chief  value  is  to 
illustrate  the  tendency  to  seek  preferences  by  this  means,  and  it  does  not  seem  neces- 
sary to  go  into  details  here. 

CONCLtrSIONS. 

The  International  Harvester  Co.  owns  the  Illinois  Northern  Railroad.  Whatever 
profit  accrues  to  that  railroad  inures  to  the  benefit  of  the  harvester  company,  its  owner, 
alone.  When  any  one  of  these  lines  leading  from  Chicago  to  the  Missoun  River  pays 
to  the  Illinois  Northern  Railroad  Co.  $12  for  the  performance  of  a  switching  service, 
which  is  worth  reasonably  but  $3,  it  gives  to  the  International  Harvester  Co.,  the  ship- 
per of  that  carload  of  merchandise,  $9.  If  these  divisions  which  have  been  in  effect 
since  January,  1904,  are  legal,  there  is  no  practical  limit  to  the  extent  to  which  the 
lines  granting  them  may  prefer  the  Intrenational  Harvester  Co.  over  other  shippers. 
It  is  therefore  a  matter  of  great  consequence  to  determine  how  far  such  practices  are 
lawful.  That  preferences  of  this  kind  will  be  granted  as  a  matter  of  fact,  if  they  can 
be  as  a  matter  of  law,  abimdantly  appears  from  this  investigation. 

It  must  be  assumed  that  the  Illinois  Northern  Railroad  is  a  common  carrier  within 
the  provisions  of  the  first  section  of  the  act  to  regulate  commerce.  It  is  incorporated  as 
arauroad  company  under  the  laws  of  Illinois.  It  actually  owns  and  operates  a  line  of 
railroad.  It  maintains  a  freight  station,  at  which  it  receives  and  delivers  for  the  gen- 
eral public  considerable  quantities  of  less  than  carload  freight.  Ite  main  business  ia 
the  moving  of  loaded  cars  to  and  from  various  industries  along  its  line,  and  in  this 
capacity  it  serves  more  than  200  plants,  besides  that  of  the  International  Harvester 
Co.  Manifestly  there  is  no  reason  in  law  why  this  railroad  may  not  make  joint  rates, 
file  joint  tariffs,  and  agree  upon  joint  divisions,  aa  other  railroads  do.  We  are  not  called 
upon  to  decide  what  the  situation  might  be  if  this  road  were  a  private  carrier  main- 
taining switching  tracks  and  switching  cars  to  and  from  the  McCormick  works 
exclusively. 

The  mere  fact  that  this  road  is  to-day  entirely  owned  by  the  largest  individual 
shipper  over  it,  or  that  it  was  originally  organized  and  bmlt  for  the  purpose  of  doing  the 
work  of  that  shipper,  is  not,  in  our  opinion,  controlling  against  the  legality  of  the  trans- 
action before  us.  While  there  may  be  grave  objections  to  allowing  shippers  to  build 
and  operate  raUroads  over  which  their  traffic  moves,  the  Interstate  Commerce  act  con- 
tains no  prohibition  of  that  kind.  This  was  so  ruled  by  us  in  Central  Yellow  Pine 
Asso.  V.  Vicksburg,  S.  &  P.  R.  Co.  (10  I.  C.  C.  Rep.,  193).  We  also  held  In  re  Allow- 
ances to  ElevatoiB  by  the  Union  P.  R.  Co.  flO  I.  C.  C.  Rep.,  309),  that  the  Union 
Pacific  Co.  might  pay  an  elevator  company  for  transferring  grain  from  its  cars  to  the 
cars  of  its  connections  at  Council  Bluffs,  so  long  as  the  transaction  was  in  good  faith, 
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even  though  the  greater  part  of  the  grain  so  transferred  belonged  to  the  elevator  com- 
pany receiving  the  compensation. 

The  vice  in  the  present  case  is  to  be  found  in  the  thing  done,  not  in  the  manner  of 
doing  it.  A  cardinal  purpose  of  the  act  to  regulate  commerce  is  to  prohibit  all  prefer- 
ences between  shippers,  and  the  framers  of  that  act  and  its  amendments  have  evi- 
dently attempted  to  make  the  language  sufficiently  comprehensive  to  render  every 
sort  of  preference,  by  whatever  means  attempted,  unlawful.  The  second  section  of 
the  original  act  provides  that  no  greater  compensation  shall  be  collected  of  one  shipper 
than  of  another  "by  any  special  rate,  rebate,  drawback,  or  other  device."  The  third 
section  provides  that  it  shall  be  unlawful  for  a  common  carrier  subject  to  the  act  to 
grant  any  undue  preference  to  any  individual  or  any  species  of  traffic  "in  any  respect 
whatsoever."  The  amendment  of  the  act^  approved  February  19,  1903,  commonly 
known  as  the  Elkins  bill,  requires  carriers  m  all  cases  to  publish  their  tariffs,  and  pro- 
hibits under  severe  penalty,  any  practice  upon  the  part  of  the  carrier  "whereby  any 
such  property  shall,  by  any  device  whatever,  be  transported  at  a  less  rate  than  that 
named  in  the  tariff,  *  *  *  or  whereby  any  other  advantage  is  given  or  discrimi- 
nation is  practiced.'' 

We  think  these  divisions,  if  not  in  violation  of  the  express  language  of  the  second 
section  of  the  original  act,  are  plainly  within  the  prohibition  of  the  Elkins  bill.  When 
the  Santa  Fe  Railways  pays  to  the  Illinois  Northern  Railroad  |12  for  the  moving  of  a 
car  loaded  with  the  traffic  of  the  International  Harvester  Co.  from  the  McC!ormick 
works  to  its  Oorwith  yard,  a  service  which  it  might  exact  under  its  contract  for  $1,  for 
the  performance  of  which  $3  is  a  reasonable  compensation,  which  was  never  intended 
previous  to  January  1,  1904;  and  when  it  does  this  in  order  to  obtain  the  traffic  of  the 
International  Harvester  Co.,  it  thereby  grants  that  company  in  effect  a  rebate  of  $9 
upon  that  carload  of  freight.  It  certainly  is  guilty  of  an  act  by  which  an  advantage 
is  given  and  a  discrimination  is  produced  in  favor  of  the  International  Harvester  Co. 
As  already  said,  if  such  a  proceeding  is  not  in  violation  of  law,  there  is  no  limit  tOj.the 
granting  of  preferences  to  whatever  shipper  has  the  means  of  building  and  operating  a 
railroad. 

It  is  urged  that  all  this  is  simply  an  arrangement  between  two  connecting  railroads; 
that  there  is  no  negotiations  with  the  shipper  and  no  payment  to  the  shipper.  '  This 
is  a  mere  play  upon  words.  The  Illinois  Northern  Railroad  Co.  and  the  International 
Harvester  Co.  are  one  and  the  same  thing.  It  is  entirely  immaterial  whether  this 
money  goes  in  the  &st  instnace  into  the  Seasury  of  the  International  Harvester  Ho. 
or  that  of  its  creature,  the  Illinois  Northern  Railroad  Co.  That  subterfuges  of  this 
sort  can  not  avail  has  been  often  decided,  and  was  affirmed  within  the  year  by  the 
Supreme  Court  of  the  United  States  in  Interstate  Commerce  Commission  v.  Baird 
(194  U.  S.,  25,  48  L.  ed.  860,  24  Sup.  Ct.  Rep.  563),  in  which  it  was  held  that  it  made 
no  difference  whether  certain  contracts  were  entered  into  with  a  railroad  company 
itself  or  with  a  coal  company  the  stock  of  which  was  entirely  owned  by  the  railroad 
company. 

It  is  said  that  competition  necessitates  the  allowance  of  these  divisions,  and  that 
they  are  not  of  unusual  amount.  It  is  undoubtedly  true,  that  many  instances  may  be 
foxmd  in  which  divisions  as  great,  or  greater,  than  those  imder  investigation  are  allowed 
by  one  connecting  road  to  another  for  the  performance  of  no  greater  service  than  is  here 
involved;  it  is  quite  probable  that  the  files  of  the  commission  may  afford  such  illustria- 
tions;  but  such  cases  are  not  in  point.  There  the  railroads  are  principals.  The 
division  is  granted  to  obtain  traffic  which  the  railroad  controls,  or  to  gain  a  correspond- 
ing advantage  at  some  other  point  of  connection,  or  in  some  other  respect.  Here  the 
International  Harvester  Co.  is  the  principal,  not  the  Illinois  Northern  Railroad  Co. 
It  is  to  obtain  the  traffic  of  that  company,  a  shipper,  not  a  carrier,  that  these  divisions 
are  allowed;  and  it  is  because  all  parties  understand  that  the  Harvester  Co.  is  the 
ultimate  beneficiary  that  four  times  the  sum  which  has  in  the  past  been  accounted 
as  reasonable  is  to-day  paid  for  the  performance  of  these  switching  services. 

In  a  certain  view,  competition  does  not  force  the  allowance  of  these  divisions.  In 
the  same  sense,  competition  compels  the  ^nting  of  most  rebates  and  the  allowance  of 
most  preferences.  II  one  grants  these  divisions,  all  must  grant  them  or  lose  the  traffic. 
If  one  line  pays  the  rebate  all  must  follow;  but  this  does  not  make  the  act  lawful. 

The  manifest  intention  of  the  act  to  regulate  commerce,  especially  as  expressed^  in 
the  Elkins  bill,  is  to  strike  through  all  pretense,  to  the  substance  of  the  transaction 
itself.  So,  viewing  this  transaction,  there  is  not  the  slightest  doubt  that  the  granting 
of  these  divisions  is  the  allowance  of  a  preference  to  the  International  Harvester  Co., 
which  is  in  violation  of  law.  There  is  no  substantial  distinction  between  this  case  and 
that  of  Re  Transportation  of  Salt  from  Hutchinson,  Kansas  (10  I.  C.  C.  Rep.,  1). 

It  has  been  seen  that  the  Illinois  Northern  Co.  handles  much  traffic  aside  from  that 
orieinating  at  the  McCormick  plant,  and  that  divisions  are  allowed  upon  much  of  this 
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traffic.  The  question,  therefore,  arises:  Does  a  divisioa  granted  with  respect  to  traffic 
not  received  from  the  International  Harvester  Co.  amount  to  an  unlawful  concession 
in  favor  of  that  company?  In  our  opinion,  it  does.  While  it  might  in  a  sense  be  held 
that  a  division  paid  for  the  handling  of  a  carload  of  traffic  from  the  International 
Harvester  Co.  was  a  rebate  or  a  preference  with  respect  to  that  particular  car,  still  it  is 
more  correct  to  say  that  the  whole  arrangement  is  m  the  nature  of  a  discrimination  in 
favor  of  this  shipper,  and  that  discrimination  is  created  by  the  allowance  of  divisions 
upon  traffic  not  originating  with  it,  just  as  really  as  upon  traffic  which  it  furnishes. 
The  essential  thing  is  that  all  divisions  are  allowed  because  the  International  Ha> 
vester  Co.  owns  this  railroad,  and  as  a  concession  to  that  company.  A  general  payment 
to  a  shipper  or  the  performance  of  a  general  service  for  a  shipper  might  be  unlawful  even 
though  it  were  impossible  to  apply  it  to  any  particular  traffic. 

The  question  presented  by  the  operations  of  the  Chicago,  West  Pullman  &  Southern 
Railroad  differs  from  that  involved  in  those  of  the  Illinois  Northern  in  that  the  Inter- 
national Harvester  Co.  owns  a  controlling  interest  of  the  West  Pullman  Co.,  but  hag 
not  the  entire  ownership.  Other  industries  along  its  line  are  stockholders  to  some 
extent — just  how  far  does  not  appear.  This  does  not,  however,  in  our  opinion,  change 
the  situation.  The  fact  that  these  shippers  obtain  by  their  part  ownership  of  this  road 
an  advantage  which  inures  to  them  in  proportion  to  their  ownership  does  not  divest 
the  transaction  of  its  illegal  character.  A  joint  payment  to  two  shippers  may  work  a 
preference,  if  so  understood  and  intended.  In  the  case  before  us,  while  other  parties 
are  in  reality  interested,  the  International  Harvester  Co.,  is,  without  doubt,  the 
overshadowing  factor. 

In  our  opinion,  then,  the  payment  of  anything  in  excess  of  $3  per  car  in  case  of  the 
Chicago,  West  Pullman  &  Southern,  and  of  13.50  per  car  in  case  of  the  Illinois  Northern, 
under  the  circumstances  developed  in  this  case,  is  an  illegal  concession  to  the  shippere 
owning  those  railroads.  Of  course,  the  compensation  allowed  these  roads  may  be 
either  by  an  arbitrary  switching  charge  or  by  a  division  of  a  joint  rate,  the  one  being 
as  legal  as  the  other.  We  have  stated  what  would  in  our  opinion  amount  to  a  reason- 
able charge  in  dollars  per  car,  because  that  has  in  the  past  been  the  usual  method 
followed  in  arriving  at  the  compensation  allowed. 

The  Chicago,  Lake  Shore  &  Eastern,  as  found,  is  the  creature  of  the  United  States 
Steel  Corporation.  The  questions  presented  by  its  operations  differ  from  those  already 
discussed,  chiefly  in  that  the  practices  are  of  longer  continuance  and  of  wider  scope. 
The  International  Harvester  Co.,  through  the  medium  of  its  railroads,  obtains  no 
division  whatever  from  eastern  lines;  but  the  United  States  Steel  Corporation,  -with 
its  greater  power,  has  been  able  to  force  from  eastern  connections  divisions  on  all  busi- 
ness. The  International  Harvester  Co.  has  not  yet  been  able  to  compel  the  railroads 
which  handle  its  traffic  to  maintain  its  tracks  or  perform  its  switching  service  within 
its  iron  working  plant  at  South  Chicago;  but  the  Illinois  Steel  Co.  has  for  the  last 
eight  years  obtained  from  the  railways  transporting  its  traffic  compensation  for  the 
maintenance  and  operation  of  the  miles  of  track  which  are  located  within  its  private 
works.  In  this  respect  the  Steel  Trust,  to  use  the  popular  expression,  is  as  far  in 
advance  of  the  Harvester  Trust  as  the  latter  company  is  ahead  of  the  ordinary  shipper. 
^  It  has  been  seen  that  the  Chicago,  Lake  Shore  &  Eastern,  by  virtue  of  its  trackage 
rights,  is  enabled  to  handle  large  quantities  of  traffic  from  point  of  origin  to  destiuar 
tion.  Whenever  this  movement  is  interstate,  a  tariff  is  filed  with  the  commission 
and  the  rate  paid  by  the  United  States  Steel  Corporation.  In  these  operations  there 
seems  to  be  no  violation  of  law,  although  there  may  be  an  advantage  to  that  corpora- 
tion. If  the  Steel  Trust  can  build  and  operate  a  railroad  cheaper  than  it  can  hire 
transportation  from  some  other  railroad,  that  is  its  privilege,  assuming  that  it  acts 
within  the  limitations  of  its  charter. 

This  railroad  also  handles  large  quantities  of  traffic  between  connecting  roads  and  the 
various  plants  which  formerly  belonged  to  the  Illinois  Steel  Co.  With  respect  to  that 
traffic,  it  l)eai-s  exactly  the  same  relation  to  the  United  States  Steel  Corporation  that  the 
Illinois  Northern  does  to  the  International  Harvester  Co.  It  is  entirely  owned  by  that 
corporation,  and  an  excessive  charge  paid  to  it  inures  entirely  to  the  advantage  of  that 
corporation.  These  extravagant  divisions  are  allowed  because  it  is  owned  by  that 
corporation.  To  the  extent  that  they  exceed  a  reasonable  charge  for  the  perform- 
ance of  the  .service,  they  are,  in  our  opinion,  an  unlawful  preference  in  favor  of  that 
corporation.  Just  how  far  they  do  exceed  what  is  reasonable  can  not  be  determined 
upon  this  record ;  but  while  we  can  not  affirm  the  exact  amount  by  which  the  Illinois 
Steel  Co.  has  profited  through  these  illegal  practices  in  the  past,  or  just  how  far 
the  United  States  Steel  Corporation  is  profiting  to-day,  the  amounts  are  certainly 
enormous;  sufficient,  unquestionabI>-,  for  the  payment  of  dividends  upon  millions 
of  capitalization. 
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t|,i ,  This  being  a  general  investigation  in  which  no  specific  charges  have  been  formulated 
»Hi,againBt  particular  defendants,  no  order  can  be  made,  nor  would  any  order  apparently 
teliadd;  to  the  prohibition  of  the  statute  itself.  The  inquiry  will  be  continued  mto  other 
ill,  Bunilar  practices,  and  whatever  means  the  law  aTfords  employed  to  stop  those  above 
1,^' referred  to. 

JJ*     Mr.  Eeed.  Of  course,  you  understand  that  that  rate  was  reduced 

i,;  from  70  cents  to  40  cents  ?     The  present  rate  is  40  cents. 

k:     The  Chairman.  That  is  what  we  are  trying  to  get  at  now.     Do  you 

'l;;  know  whether  that  rate  was  actually  reduced  or  not  ? 

*«     Mr.  Feeek.    The  International  Harvester  Co.   reduced  its   rate 

Sj,  to  10  cents — that  is,  its  allowance  was  reduced  to  10  cents  a  ton; 

I:  the  allowance  to  the  Chicago,  Lake  Shore  &  Eastern  was  reduced 

\i  from  70  cents  to  40  cents  on  coke.     That  is  what  you  are  talking 

:  about? 

Ij      The  Chairman.  Yes. 

Mr.  Freer.  It  was  reduced  from  70  cents  to  40  cents. 
¥      Mr.  Young.  Was  that  done  by  the  commission  ? 
•      Mr.  Freer.  That  was  done  by  the  railroad,  following  tliis  report  of 

■  the  commission. 

The  Chairman.  What  did  the  commission  say  would  be  a  sufficient 

■  coropensation  for  that  service. 

I  Mr.  Freer.  Well,  they  say  as  to  South  Chicago  $3  a  car  would  be  a 
'  sufficient  compensation. 

The  Chairman.  How  much  would  that  be  a  ton  ? 

Mr.  Freer.  That  would  be  practically  10  cents  a  ton  at  that  time. 

The  Chairman.  Do  you  know  whether  when  they  reduced  this  rate 
from  70  cents  to  40  cents  they  also  changed  the  through  rate  in  such 
a  way  as  to  leave  the  railroad  receiving  the  same  remuneration  for 
the  haul  as  previously  received  ? 

Mr  Freer.  That  is  correct. 

The  Chairman.  Explain  that  to  the  committee. 

Mr.  Freer.  At  the  time  of  this  70-cent  allowance,  the  rate  on  coke 
from  the  ConnelsvUle  district  to  South  Chicago  was  $2.65,  out  of 
which  the  Chicago,  Lake  Shore  &  Eastern  was  allowed  70  cents,  giv- 
ing a  net  rate  to  the  trunk  lioe  railroad  of  $1.95.  Following  this 
report  of  the  commission,  the  allowance  to  the  Chicago,  Lake  Shore 
&  Eastern  was  reduced  to  40  cents,  and  the  rate  on  furnace  coke  was 
reduced  from  $2.65  to  $2.35;  so  that  the  $2.35,  less  the  40  cents 
reduced  allowance,  stiU  left  the  trunk  line  with  $1.95  per  net  ton  on 
coke,  the  same  as  it  had  formerly  received. 

Mr.  Young.  Who  made  the  complaint  ? 

Mr.  Freer.  That  was  investigated  by  the  commission  on  its  own 
motion,  and  there  was  no  order  entered.  They  simply  reported 
what  they  found. 

The  Chairman.  Did  the  commission  at  that  time  have  the  power 
to  make  an  order  ? 

Mr.  Freer.  The  commission  had  no  power  at  that  time  to  make  a 
rate  or  establish  divisions  of  rates.  The  power  they  had  was  to  con- 
demn discrimraation.  That  is  what  they  treated  this  to  be — a  dis- 
crimination. 

The  Chairman.  Can  you  give  the  committee  the  divisions  which 
the  E.  J.  &  E.  now  receives  as  the  successor  of  the  Chicago,  Lake 
Shore  &  Eastern  ? 
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Mr.  Freer.  They  get  40  cents  a  ton  on  that  coke  to-day,  which 
formerly  paid  them  70  cents;  .35  cents  a  ton  on  coal  to  the  old  Chicago, 
Lake  Shore  &  Eastern  stations.  They  get  20  per  cent,  I  think,  of  me 
through  rate  on  business  from  those  points  to  the  Missouri  River, 
25  per  cent  of  the  through  rate  to  St.  Paul  and  Minneapolis,  and  15 
per  cent  of  the  rate  to  New  Orleans  and  MobUe. 

Mr.  Reed.  I  would  suggest  it  would  be  Tery  interesting  to  find  out 
if  Mr.  Freer  laiows  when  these  divisions  were  established.  My  infor- 
mation is  that  both  of  them  were  initiated  when  the  E.  J.  &  E.  was 
owned  by  outside  parties  altogether. 

The  Chairman.  Do  you  know  when  those  were  established? 

Mr.  Freer.  I  do  not  know. 

The  Chairman.  Were  these  divisions  made  to  the  Chicago,  Lake 
Shore  &  Eastern  before  the  Chicago,  Lake  Shore  &  Eastern  became  a 
part  of  the  Elgin,  Joliet  &  Eastern  ? 

Mr.  Freer.  Yes;  that  is  mentioned  in  this  report.  I  did  not  read 
that.  This  report  mentions  the  fact  that  the  Chicago,  Lake  Shore  & 
Eastern,  with  all  its  eastern  connections,  receives  10  per  cent  on 
traffic  to  the  seaboard,  15  per  cent  to  Buffalo-Pittsburgh  territory, 
and  20  per  cent  of  business  to  the  Missouri  River  and  beyond. 

Mr.  Danforth.  When  was  that?    Does  that  report  state? 

Mr.  Freer.  That  was_  1904. 

Mr.  Danforth.  That  is  a  recommendation  in  that  report  ? 

Mr.  Freer.  No;  this  is  a  statement  of  what  the  other  railroads 
were  allowing  the  Cliicago,  Lake  Shore  &  Eastern  Railroad  at  that 
time. 

The  Chairman.  What  was  the  extent  of  that  railroad  at  that  time? 

Mr.  Freer.  The  report  does  not  state  what  the  mileage  was.  Pos- 
sibly this  large  report  will  show  it.  In  1904,  when  that  report  was 
made,  the  single-track  mileage  of  the  Chicago,  Lake  Shore  &  Eastern, 
main-line  mileage,  was  97  miles.  That  is  evidently  an  error,  because 
1905  shows  11  miles  as  main  line  and  98  miles 

The  Chairman.  There  is  a  decimal  in  the  wrong  place  there,  is 
there  not  ?     It  is  a  mistake  in  the  decimal. 

Mr.  Freer.  1905  says  single  track  mileage,  main  line,  11.35,  and 
branches  and  spurs,  98.52.  The  previous  year  then  shows  97.24,  and 
does  not  divide  it  between  the  main  line  and  branches  and  spurs. 

The  Chairman.  Explain  to  the  committee  what  those  percentages 
were. 

Mr.  Freer.  That  is  the  proportion  of  the  through  rate  which  is 
allowed  to  this  railroad  for  its  share  of  the  haul. 

Mr.  Danforth.  Does  that  Interstate  Commerce  Commission  report 
show  for  how  long  they  have  been  allowing  this  percentage  to  the 
Chicago,  Lake  Shore  &  Eastern  Railway  ? 

Mr.  Freer.  I  tliink  not.  It  says  that  "  the  allowances  made  at  the 
present  time  and  for  some  time  in  the  past"  and  they  do  not  indicate 
the  length  of  time.  The  only  intimation  of  that  is  by  comparison 
with  the  International  Harvester  Co.  They  simply  say  that  the  allow- 
ances to  the  Chicago,  Lake  Shore  &  Eastern  have  been  of  longer  con- 
tinuance and  wider  scope  than  the  allowances  to  the  International 
Harvester  Co's.  road;  but  they  do  not  say  how  long  they  have  been  in 
«ffect. 

The  Chairman.  Mr.  Freer,  the  Indiana  Harbor  Belt  Railway  Co. 
03  simply  a  terminal  railroad  to  the  E  J  &  E,  is  it  not  ? 
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i5'  r^?^^^'  '^^®  Indiana  Harbor  Belt  has  a  line  which  is  similar 
to  the  Chicago,  Lake  Shore  &  Eastern  portion  of  the  E  J  &  E,  then 
they  have  an  outer  belt  hne  which  is  somewhat  sunilar  to  the  E  J  &  E 
proper. 

The  Chairman.  Do  those  roads  practically  parallel  each  other  ? 

Mr.  Freer.  The  inner  belt  of  the  Indiana  Harbor  parallels  the  old 
Chicago,  Lake  Shore  &  Eastern  from  Gary  to  South  Chicago.  The 
outer  belt  of  the  Indiana  Harbor  is  much  closer  to  the  city  of  Chicago 
than  the  E  J  &  E.  The  E  J  &  E  is  a  longer  road  and  farther  out 
from  the  center  of  the  city. 

The  Chairman.  This  hne,  however,  extending  along  the  Lake  front 
from  South  Chicago  to  Dune  Park,  parallels  the  Chicago,  Lake  Shore 
&  Eastern  ? 

Mr.  Freer.  That  is  correct. 

The  Chairman.  Does  the  Indiana  Harbor  Belt  receive  similar  pro- 
portions as  those  received  by  the  Elgin,  Johet  &  Eastern  on  similar 
traffic  ? 

Mr.  Freer.  It  does  not;  no,  sir. 

The  Chairman.  Is  the  service  of  the  Indiana  Belt  similar  to  that  of 
the  E  J  &  E  ? 

Mr.  Freer.  Yes,  sir. 

The  Chairman.  What  does  the  Indiana  Harbor  Belt  receive  for 
this  service  ? 

Mr.  Freer.  The  Indiana  Harbor  Belt;  that  is,  I  am  now  speaking 
of  the  inner  belt 

The  Chairman.  Yes;  the  one  that  parallels  the  E  J  &  E. 

Mr.  Freer  (continuing).  Parallels  the  Chicago,  Lake  Shore  & 
Eastern.  They  are  parties  to  what  is  called  the  Chicago  Switching 
Tariff,  and  they  accept  a  switching  rate  on  traffic  interchanged  with 
connections,  instead  of  getting  a  percentage  proportion  of  the  through 
rate.  For  instance,  on  traffic  hke  coke,  where  the  Chicago,  Lake 
Shore  &  Eastern,  owned  by  the  E  J  &  E,  would  receive  40  cents  from 
Gary  into  South  Chicago,  the  Indiana  Harbor  Belt  would  receive  10 
cents. 

The  Chairman.  Is  that  service  identical  ? 

Mr.  Freer.  Practically  identical. 

The  Chairman.  And  one  road  receives  40  cents  a  ton  and  the  other 
road  10  cents  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Eeed.  The  Indiana  Harbor  road  does  not  do  any  terminal 
work  at  the  plant,  does  it  ? 

Mr.  Freer.  Of  course  it  does  not  handle  the  business. 

Mr.  Reed.  Yes. 

Mr.  Freer.  It  would  do  the  terminal  work  if  it  handled  the  busi- 
ness. 

Mr.  Reed.  I  might  suggest  to  the  committee  that  the  Indiana  Har- 
bor Belt  Line  is  handled  by  the  Lake  Shore  and  Michigan  Central 
jointly.  It  is  simply  taking  it  from  one  pocket  and  putting  it  in  the 
other  in  giving  it  a  larger  division  of  these  through  rates. 

The  Chairman.  You  say  that  the  rate  on  coal  from  the  Pittsburgh 
district  to  Conneaut,  Cleveland,  and  Ashtabula  was  hauled  at  80  or 
88  cents  ? 

Mr.  Freer.  The  coal  from  the  Pittsburgh  district » 

The  Chairman.  Yes. 
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Mr.  Freer.  Lake  coal  ? 

The  Chairman.  Yes. 

Mr.  Freer.  Eighty-eight  cents. 

The  Chairman.  Do  the  cars  that  cany  this  coal  from  the  lake 
load  with  ore  ? 

Mr.  Freer.  To  a  large  extent  they  do ;  not  all  of  them. 

Mr.  Reed.  Mr.  Chairman,  I  think  that  rate  is  only  83  cents  on  the 
Bessemer,  is  it  not  ? 

Mr.  Freer.  Eighty-three  or  eighty-five  cents,  I  am  not  sure  which. 
It  is  lower  on  the  Bessemer  than  on  the  other  lines.  It  is  88  cents 
from  the  Pittsburgh  district.  I  am  not  certain  whether  it  is  83  cents 
or  85  cents  on  that  road. 

Mr.  Young.  Which  way  is  there  the  most  traific,  east  or  west  ? 

Mr.  Freer.  Do  you  mean  from  the  lake  front  or  to  the  lake  front  1 

Mr.  Young.  Yes. 

Mr.  Freer.  There  is  a  larger  movement  from  the  lake  front  than 
there  is  to  the  lake  front;  that  is,  the  ore  moving  from  the  lake  is 
greater  than  the  coal  moving  to  the  lake. 

Mr.  Young.  So  that  the  railroads  are  anxious  to  get  the  freight 
back? 

Mr.  Freer.  They  are  anxious  to  handle  coal  to  the  lake  front  or 
otherwise  they  would  be  handling  the  cars  in  there  empty. 

Mr.  Young.  They  would  have  to  go  back  empty  ? 

Mr.  Freer.  Yes,  sir. 

The  Chairman.  What  did  you  say  was  the  distance  on  this  haul, 
approximately  ? 

Mr.  Freer.  The  distance  on  the  haul  of  the  coal  you  are  speaking 
of  now  ? 

The  Chairman.  Yes;  to  Conneaut,  Cleveland,  Ashtabula,  and  so 
forth. 

Mr.  Freer.  In  the  recent  rate  case  before  the  Interstate  Commerce 
Commission  Ashtabula  was  taken  as  the  objective  point,  and  the  dis- 
tance from  Pittsburgh  to  Ashtabula  Harbor  was  figured  at  148  mUes. 
The  average  distance  to  all  the  ports,  I  think,  the  railroads  claimed 
would  be  160  miles.     That  would  be  the  average  to  the  various  ports. 

The  Chairman.  What  is  the  rate  on  coal  from  the  Fairmont  dis- 
trict in  West  Virginia,  say  from  Clarksburg  to  Lake  ports,  such  as 
Lorain  ? 

Mr.  Freer.  The  rate  has  been  96|  cents  from  the  Fairmont  dis- 
trict, which  includes  Fairmont  and  Clarksburg. 

The  Chairman.  What  is  the  rate  from  the  Pocahontas  district  in 
West  Virginia  to  Sandusky  ? 

Mr.  Freer.  From  the  Pocahontas  district  to  Sandusky,  $1.12. 

The  Chairman.  Is  the  volume  of  business  from  Connellsville  and 
other  districts  greater  or  less  than  that  from  Fairmont  and  the 
Pocahontas  districts  ? 

Mr.  Freer.  It  is  greater  from  the  Pittsburgh  district. 

The  Chairman.  Is  there  any  back  haul  from  West  Virginia  to  the 
Lake  ports  ? 

Mr.  Freer.  Very  little. 

The  Chairman.  Is  ore  hauled  from  the  Lake  ports  to  Fairmont 
and  Pocahontas,  W.  Va.  ? 

Mr.  Freer.  Is  ore  hauled  to  those  districts  ? 

The  Chairman.  Yes. 
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Mr.  Fkeek.  Not  to  those  districts.  For  instance,  on  the  Fairmont 
haul  there  is  some  ore  that  moTes  down  into  the  Wheeling  district. 
It  is  part  way  on  the  return  haul,  and  there  is  some  ore  moving  over 
the  Norfolk  &  Western  down  to  Ironton  and  Hanging  Rock,  which  is 
en  route  to  the  Pocahontas  field. 

The  Chairman.  Is  the  volume  of  business  anything  like  as  great 
as  it  is  between  Ashtabula,  Coimeaut,  Cleveland,  and  Pittsburgh  ? 

Mr.  Fkeee.  No  ;  I  would  say  not. 

The  Chairman.  What  is  the  rate  on  coke  and  coal  from  Connells- 
ville  to  Youngstown,  Ohio  ? 

Mr.  Freer.  The  rate  on  coke  is  $1.35.  I  think  the  coal  rate  is  75 
cents  or  85  cents.     I  could  not  be  positive  about  that. 

The  Chairman.  What  is  the  distance  of  that  haul  ? 

Mr.  Freer.  From  Connellsville  district  to  Youngstown  it  is  134 
miles. 

The  Chairman.  What  is  the  rate  on  coal  and  coke  by  rail  from 
ConneUsvUle  to  Gary  and  South  Chicago  ? 

Mr.  Freer.  Connellsville  to  Gary  and  South  Chicago,  on  coke,  is 
S2.50  to-day;  on  coal,  $2.05. 

The  Chairman.  The  net  rate  to  the  railroad  is  how  much  ? 

Mr.  Freer.  $2.10  on  coke  and  $1.70  on  coal. 

The  Chairman.  What  is  the  distance  from  Connellsville  to  Gary 
and  South  Chicago  ? 

Mr.  Freer.  About  530  miles. 

The  Chairman.  What  is  the  net  rate  per  ton  per  mile  to  the  car- 
rier to  Youngstown  ? 

Mr.  Freer.  The  rate  per  ton  per  mile  ? 

The  Chairman.  Yes. 

Mr.  Freer.  A  little  over  1  cent  per  ton  per  mile. 

The  Chairman.  What  is  the  net  rate  per  ton  per  mile  to  the 
carrier  to  Gary  and  South  Chicago  ? 

Mr.  Freer.  On  coke  ? 

The  Chairman.  Yes. 

Mr.  Reed.  Mr.  Chairman,  this  also  is  a  matter  pending  before  the 
Interstate  Commerce  Commission,  this  coke  rate  from  Connelsville 
to  Youngstown. 

Mr.  Freer.  $2.50  rate  to  Gary  and  South  Chicago  would  be  4.67 
mills  per  ton  per  mile. 

The  Chairman.  Now,  can  you  give  me  the  net  rate  per  ton  per 
mile  on  coke  between  Youngstown  and  Gary?  Subtracting  the 
charge  from  Connellsville  to  Youngstown,  can  you  say  what  it  would 
cost  to  transport  that  coke  from  Youngstown  to  Gary  ? 

Mr.  Reed.  Mr.  Chairman,  the  jails  are  full  of  traffic  men  who  got 
there  by  dividing  the  long  haul  into  two  short  ones. 

The  Chairman.  That  is  a  very  interesting  conclusion. 

Mr.  Freer.  Mr.  Chairman,  do  you  want  me  to  deduct  $1.35  from 
the  $2.50  ? 

The  Chairman.  Yes. 

Mr.  Freer.  And  apply  the  $1.15  for  the  balance  of  the  haul  from 
Youngstown  to  Gary  ? 

The  Chairman.  Yes. 

Mr.  Freer.  Deducting  $1.35  from  $2.50  leaves  $1.15,  and  deduct- 
ing  134   miles  from  Connellsville   to   Youngstown  from  the   total 


4888  UNITED  STATES   STEEL   COBPOEATION. 

mileage  leaves  a'balance  of  400  miles,  and  dividing  the  $1.15  by  400 
miles  would  make  it  2.88  mills  per  ton  per  mile. 

The  Chairman.  Youngstown  to  Chicago  ? 

Mr.  Freer.  To  Chicago;  jes,  sir. 

Mr.  Keed.  Did  you  ever  m  your  life  figure  a  freight  rate  that  way 
before  ? 

Mr.  Freer.  I  never  did;  no,  sir. 

The  Chairman.  Now,  does  that  include  the  terminal  charge 
allowed  to  the  Elgin,  Joliet  &  Eastern,  in  case  it  receives  it  ? 

Mr.  Freer.  Yes,  sir;  that  includes  the  40  cents. 

The  Chairman.  Well,  exclude  that  40  cents;  that  is  what  I  want 
to  get  at.  Taking  out  that  40  cents,  how  much  does  the  railroad 
get  out  of  that  haul  from  Youngstown  to  the  point  where  it  dehvers 
this  coke  to  the  Steel  Corporation's  railroad  ? 

Mr.  Freer.  1.87  mills. 

The  Chairman.  I  can  probably  shorten  this  examination  by 
several  hours  by  having  a  chance  to  confer  about  this.  There  are 
a  lot  of  questions  here  that  I  would  like  to  ask,  and  I  have  not  had  a 
chance  to  talk  these  over. 

The  committee  wiU  adjourn  until  to-morrow  morning  at  10.30 
o'clock. 

Whereupon,  at  4.30  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Tuesday,  March  12,  1912,  at  10.30  o'clock  a.  m. 
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Committee  on  Investigation  of  the 

United  States  Steel  Corporation, 

House  of  Eepresentatives, 
Washington,  D.  C,  Tuesday,  MarcJi  12,  1912. 
The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Augustus  0. 
Stanley  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order. 

TESTIMONY  OF  ME.  GEORGE  M.  FREER— Continiied. 

The  Chairman.  Mr.  Freer,  we  were  asking  you  yesterday  about 
these  dock  allowances  at  Conneaut,  and  there  was  sometlung  said 
about  that  dock  being  in  the  hands  of  the  Interstate  Commerce 
Commission.  Do  you  know  whether  there  is  any  question  about 
dock  allowances  up  before  the  Interstate  Commerce  Commission  now 
or  not  ? 

Mr.  Freer.  Not  that  I  know  of  at  the  present  time ;  no,  sir. 

Mr.  Eeed.  I  have  some  information  on  that,  if  the  committee 
wants  it. 

The  Chairman.  Yes;  we  want  it. 

Mr.  Reed.  On  February  24  of  this  year  Commissioner  Lane,  of 
the  Interstate  Commerce  Commission,  held  a  meeting  with  the  rep- 
sentatives  of  all  of  the  railroads  engaged  in  carrying  ore,  and,  among 
other  things,  it  was  arranged  that: 

The  railroad  companies  are  to  take  over  their  docks,  where  they  own  the  property 
and  operate  the  same  as  their  facilities,  either  through  employees  or  contractors. 
If  a  contractor  is  employed,  he  is  to  receive  cost  plus  some  moderate  profit.  Where 
the  dock  property  is  owned,  as  at  Fairport  and  Conneaut,  by  independent  companies, 
these  companies  are  to  receive  the  same  allowances  as  though  they  were  contractors, 
plus  a  reasonable  interest  on  their  investment. 

It  was  assumed  that  the  rates  charged  vessels  for  unloading  would  be  reduced  by 
the  railroad  companies,  and  that  this  would  naturally  affect  amount  charged  vessels 
by  independent  docks. 

The  Chairman.  What  is  that  you  are  reading  ? 

Mr.  Reed.  This  is  a  memorandum  of  a  meeting  Jield  by  Commis- 
sioner Lane,  of  the  Interstate  Commerce  Commission,  with  representa- 
tives of  the  different  ore-carrying  railroads.  The  meeting  was  held 
on  Saturday,  February  24,  last. 

The  Chairman.  Those  are  the  general  principles  laid  down  by  the 
commission.  Do  you  know  whether  any  particular  rate  is  up  for 
adjudication  before  the  commission  now  ? 

Mr.  Reed.  There  is  no  complaint  on  any  particular  rate  charged 
by  the  dock  companies,  except  the  general  complaint  made  by  Com- 
missioner Lane. 
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The  Chairman.  I  understand  that  the  Interstate  Commerce  Com- 
mission has  repeatedly  held  that  a  mere  plant  facility  is  only  to  be 
reimbursed  for  the  cost  of  the  service,  with  a  fair  interest  charge  upon 
the  money  invested.  It  is  not  entitled  to  divisions  of  rates,  or  any- 
thing of  that  kind.  A  trunk  line  has  certain  rights  and  certain  privi- 
leges; it  is  a  public-service  corporation  to  an  extent  that  the  plant 
facility  is  not,  and  the  Interstate  Commerce  Commission  has  there 
laid  down  the  broad  general  principle  that  these  docks  are  essentially 
plant  facilities,  although  the  Government  spends  vai'ious  sums  of 
money  to  keep  them  in  condition. 

Mr.  Young.  No  ;  the  Government  spends  no  money. 

The  Chairman.  Has  not  the  Government  dredged  the  Conneaut 
Harbor  ? 

Mr.  Young.  It  improves  the  harbor,  but  it  does  not  improve  the 
dock. 

The  Chairman.  As  Mr.  Carnegie  said,  he  owns  all  the  land  around 
the  harbor. 

Mr.  Young.  The  Government  has  never  spent  any  money  on  that. 

Mr.  Reed.  That  dock  is  used  for  a  great  many  different  purposes 
by  the  ore-carrying  concerns. 

The  Chairman.  Are  there  any  other  vessels  coming  into  that  har- 
bor except  those  of  the  United  States  Steel  Corporation  ? 

Mr.  Reed.  Of  course. 

The  Chairman.  What  are  those  ? 

Mr.  Reed.  Lots  of  independent  lines  carrying  steel  company  ore. 

The  Chairman.  Mi-.  Carnegie  testified  that  he  bought  all  the  land 
around  the  harbor  that  was  available,  and  had  practical  control  of  the 
shipping  facHities  there. 

Mr.  Weed.  The  point  I  want  to  make  is  that  the  harbor  is  used  for 
cement  shipments,  coal  shipments 

The  Chairman.  Do  they  not  all  have  to  go  over  the  Conneaut 
docks? 

Mr.  Rbed.  No. 

The  Chairman.  If  it  is  unloaded  in  Conneaut  Harbor  1 

Mr.  Reed.  No;  a  good  deal  of  it  goes  direct  to  the  ferries  from  the 
railroad  track.  The  Pere  Marquette  and  Bessemer  Railroad  jointly 
operate  a  ferry  serA'ice. 

The  Chairman.  Are  there  any  docks  that  receive  the  benefit  from 
the  Conneaut  Harbor  except  the  docks  of  the  United  States  Steel 
Corporation  or  its  subsidiaries  ? 

Mr.  Rbed.  It  is  the  only  concern  that  owns  ore  docks;  yes,  sir. 

The  Chairman.  That  is  what  I  am  talking  about. 

Now,  what  I  want  to  ^et  at  is,  if  you  know  of  any  case  now  being 
adjudicated  before  the  Interstate  Commerce  Commission  in  which 
these  rates  are  at  issue? 

Mr.  Freer.  I  do  not;  no,  sir. 

The  Chairman.  This  dock  has  been  the  subject  of  investigation 
by  the  Interstate  Commerce  Commission.  Was  that  question  of  the 
reasonableness  of  the  rates  or  the  legality  of  the  way  in  which  they 
were  distributed  involved  there  1 

Mr.  Freer.  The  latter  question  was  the  question  involved  at  that 
time. 


UNITED   STATES   STEEL   GOBPOBATION.  4891 

Mr.  Eeed.  You  do  not  mean  the  Interstate  Commerce  Commission 
do  you?  Are  you  not  speaking  now  of  the  indictments  in  Cleve- 
land« 

Mr.  Feeer.  My  understanding  is  that  the  Interstate  Commerce 
Commission  made  the  investigation,  from  which  the  indictments 
followed. 

The  Chairman.  The  Interstate  Commerce  CommisSon  was  then 
investigating  the  manner  in  which  the  proceeds  from  this  dock  were 
distributed,  and  that  information  was  such  as  to  result  in  the  indicting 
of  them. 

Mr.  Freer.  It  was  not  a  question  of  the  reasonableness  of  the 
charge,  as  I  understand  it. 

Mr.  Baetlett.  A  matter  of  discrimination  ? 

Mr.  Freer.  A  rebate,  they  claim. 

Mr.  Reed.  But  not  a  discrimination  ? 

Mr.  Bartlett.  I  do  not  know. 

Mr.  Reed.  I  explained  it  at  yesterday's  hearing. 

Mr.  Bartlett.  I  will  read  it. 

The  Chairman.  Do  you  know  whether  the  question  of  the  reason- 
ableness or  unreasonableness  of  the  rates,  the  60  cents  now  charged 
by  the  ore-carrying  road  form  the  Mesabi  Range  is  now  before  the 
Interstate  Commerce  Commission  ? 

Mr.  Freer.  Not  that  I  know  of;  no,  sir. 

The  Chairman.  What  is  the  question  before  the  Interstate  Com- 
merce Commission  ? 

Mr.  Freer.  The  only  question  that  I  know  of  that  is  now  before 
the  Interstate  Commerce  Commission  on  the  ore  rate  is  the  complaint 
of  a  party  named  Lum  against  the  Great  Northern  Railway.  His 
complaint  is  not  as  to  the  reasonableness  of  the  existing  rate,  but  is 
directed  to  the  fact  that  the  Great  Northern  has  refused  to  apply  that 
rate  to  his  prospective  shipping  point.  They  refused,  as  I  understand 
it,  to  apply  the  rate  because  he  was  not  in  shape  to  ship  any  ore. 

Mr.  Young.  Mr.  Chairman,  if  it  is  important  to  find  out,  would  it 
not  be  the  better  way  to  get  the  record  ?  It  is  a  very  simple  thing, 
and  then  we  will  know  just  what  it  is. 

The  Chairman.  I  thought  Mr.  Reed  misapprehended  the  exact 
nature  of  this.     Have  you  the  record  there  [addressing  the  witness]  ? 

Mr.  Freer.  I  have  the  record  here. 

The  Chairman.  Will  you  put  that  in  the  record  of  these  proceed- 
ings? 

Mr.  Young.  Yes. 

The  opinion  in  the  case  referred  to  (No.  3716,  Leon  E.  Lum  v. 
Great  Northern  Railway  Co.)  is  as  follows: 

Opinion  No.  1658. 

Before  the  Interstate  Commerce  Commission. 

No.  3716.     Leon  E.  Ltjm  v.  Great  Northbbn  Eailway  Co. 

Submitted  October  18,  1911.     Decided  November  7,  1911. 

Upon  motion  of  defendant  to  dismiss  the  complaint  without  further  hearing: 

Held,  That  the  commission  does  not  regard  as  material  the  allegation  that  com- 
plainant could  not  possibly  ship  ore  within  two  years  of  the  effective  period  of  an 
order  of  this  commission.  If  the  commission  prescribes  a  reasonable  rate  to-day  for 
the  movement  of  traffic  which  possibly  may  not  move  within  two  years,  and  the  rail- 
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way  company  voluntarily  to  continue  that  rate  for  a  period  longer  than  two  years, 
it  becomes  the  plain  duty  of  the  commission  to  institute  a  new  investigation  at  the 
proper  time  and  prescribe  a  rate  which  shall  be  just  and  reasonable  under  the  cir- 
cumstances and  conditions  prevailing  at  such  time.  Any  man  who  is  situated  as  ia 
this  complainant  has  a  right  to  know  what  the  lawful  published  rate  on  his  proposed 
product  IS  and  will  be  for  a  reasonable  period  of  time  in  the  future.  The  conmusEiion 
can  not  deny  the  right  of  the  complainant  to  secure  the  publication  of  a  rate  in  advance 
of  far-reaching  and  consequential  business  arrangements  which  can  be  profitably 
made  when  predicated  upon  one  rate,  and  which  can  not  possibly  be  made  on  a 
commercial  basis  when  predicated  upon  a  higher  rate.  The  motion  is  overruled 
and  the  case  will  proceed  to  a  determination  in  accordance  with  the  act. 

Leon  E.  Lum  for  complainant  in  person. 

E.  0.  Lindley  for  Great  Northern  Railway  Co. 

REPORT   OF  THE   COMMISSION   ON   MOTION   TO    DISMISS. 

Meter,  Commissioner: 

The  complaint  alleges  the  publication  of  an  unreasonable  rate  for  the  transportation 
of  iron  ore  from  Grand  Rapids,  Minn. ,  to  Allouez  Bay,  in  the  city  of  Superior,  Wis.  A 
partial  hearing  was  had  at  Superior  on  July  11,  1911,  at  which  time  the  testimony  of 
complainant  was  submitted.  Upon  the  conclusion  of  complainant's  testimony  the 
counsel  for  defendant  made  a  motion  to  dismiss  the  complaint,  in  support  of  which 
the  following  propositions  were  advanced; 

(1)  The  commission  has  no  jurisdiction  on  the  record  before  it  to  enter  an  order 
prescribing  a  just  and  reasonable  rate  for  the  transportation  of  ore  over  the  line  of  the 
Great  Northern  Railway  Co.  from  Grand  Rapids,  Minn.,  to  Allouez  Bay,  Wis.,  and 
requiring  the  Great  Northern  Railway  Co.  to  publish  and  maintain  such  a  rate  for  a 
period  of  two  years. 

(2)  The  defendant  alleges  in  substance  that  the  complaint  is  filed  for  an  ulterior 
purpose  and  that  the  commission  should  decline  to  lend  assistance  to  the  furtherence 
of  the  purpose  which  the  complainant  desires  indirectly  to  accomplish. 

(3)  The  petition  seeks  the  establishment  of  a  rate  from  a  point  within  a  common- 
rate  territory.  Thirty  million  tons  of  ore  move  annually  from  other  points  in  the 
common-rate  territory.  No  actual  shipper  has  appeared  to  complain  of  the  present 
rate  from  the  common-rate  territory.  It  is  the  duty  of  the  commission,  in  the  absence 
of  any  complaint  from  any  party  actually  interested  in  the  common-rate  adjustment 
and  in  the  absence  of  any  evidence  tending  to  show  the  unreasonableness  of  the  present 
rate,  to  dismiss  the  complaint. 

The  motion  to  dismiss  was  argued  before  the  presiding  commissioner,  but  because 
of  the  importance  and  novelty  of  some  of  the  questions  raised  it  was  deemed  desirable 
to  hold  the  decision  in  abeyance  and  to  have  the  motion  argued  before  the  commission 
en  banc.  The  matter  was  set  for  argument  on  October  18,  1911,  but  because  of  the 
unavoidable  absence  of  the  complainant  counsel  for  defendant  refrained  from  making 
oral  argument  and  the  matter  was  thereupon  submitted  to  the  commission  for  its 
decision. 

Briefly  described,  and  disengaged  from  legal  terminology,  the  situation  seems  to  be 
substantially  as  follows: 

Grand  Rapids  is  a  town  of  about  2,300  people,  situated  on  the  so-called  ore  line  of  the 
Great  Northern  Railway  in  the  Mesabi  ore  district.  The  ore  lands  of  the  complainant 
are  located  approximately  3J  miles  from  the  station  at  Grand  Rapids.  Other  ore  lands 
lie  between  the  complainant's  and  the  station  as  well  as  beyond  the  same. 

The  rate  at  present  in  effect  from  Grand  Rapids  to  Allouez  is  8.1  cents  per  100 
pounds — minimum,  50,000  pounds — this  being  the  regular  class  D  rate  provided  by 
western  classification,  and  is  published  in  Great  Northern  Tariff,  I.  C.  C.  No.  3385. 
A  commodity  rate  of  80  cents  per  ton  prevails  from  points  in  the  territory  in  which 
Grand  Rapids  is  situated  to  the  head  of  the  lake.  The  defendant  has  heretofore 
refused  to  publish  a  commodity  rate  applicable  to  Grand  Rapids  and  apparently  takes 
the  position  that  it  can  not  be  required  to  publish  such  a  rate  until  ore  shall  actually  be 
offered  tor  shipment.  In  defendant's  brief  the  statement  is  made  that  it  is  willing  to 
publish  and  maintain  a  rate  for  the  transportation  of  iron  ore  from  Grand  Rapids  fliat 
will  be  in  line  with  its  rates  for  similar  transportation  from  other  points  on  the  Mesabi 
Range.  This  commodity  rate  of  80  cents  per  ton,  applicable  from  points  other  than 
Grand  Rapids,  is  published  in  Great  Northern  Tariff,  G.  F.  0.  22252, 1.  C.  C.  No.  A-3303. 

The  complainant  is  one  of  a  number  of  owners  of  ore  lands  and  of  leases  of  ore 
lands  in  the  vicinity  of  Grand  Rapids,  Minn.  Together  with  his  associates  he  has 
s^ent  about  $50,000  in  work  preliminary  to  the  opening  of  the  mines.    The  actual 
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opening  and  operation  of  them,  it  is  stated,  will  require  an  expenditure  of  some  hun- 
dreds of  thousands  of  dollars.  The  investment  in  the  lands  owned  and  leased,  and 
upon  which  the  preliminary  work  has  been  done,  can  yield  no  return  unless  addi- 
tional money  is  invested  and  the  properties  are  put  into  actual  operation,  so  that  ore 
can  be  shipped  in  relatively  large  quantities.  Much  of  the  ore  is  of  a  low  grade,  and 
approximately  2,000,000  tons  are  said  to  be  of  a  higher  grade.  For  present  purposes 
we  do  not  believe  it  to  be  necessary  to  determine  the  definite  quantities  and  qualities 
of  the  ores  which  complainant  believes  he  can  ship  under  reasonably  favorable  con- 
ditions. The  burden  of  his  complaint  is  that  the  published  distance-tariff  rate  of  8.1 
cents  per  100  pounds  depresses  the  value  of  his  lands  so  that  it  is  impossible  for  him 
and  his  associates  to  sell,  lease,  or  develop  the  same. 

Every  prudent  man  informs  himself  regarding  freight  rates  before  he  establishes  a 
business  of  any  kind,  especially  one  involving  a  heavy  fixed  investment.  It  is  ob- 
vious that  it  may  be  profitable  to  mine  ore  when  the  rate  is  80  cents  per  ton,  while  it 
may  be  absolutely  impossible  to  secure  money  for  the  development  of  a  mine  when 
the  only  available  published  rate  is  $1.60  per  ton.  It  is  fmther  possible  that  if  a  rate 
of  80  cents  per  ton  does  not  make  it  profitable  to  develop  certain  lands,  a  lesser  rate 
might  accomplish  this  end.  In  other  words,  a  difference  in  the  rate  of  transportation 
may  determine  whether  certain  ore  lands  have  commercial  value  or  not,  whether 
they  shall  be  developed  or  lie  idle. 

Without  in  the  least  questioning  the  good  faith  of  the  statement  the  promise  of  the 
defendant  to  publish  a  rate  in  line  with  the  then  established  rate  from  common  terri- 
tory when  complainant's  mine  shall  have  actually  been  opened  and  ore  offered  for 
shipment  can  scarcely  be  regarded  as  sufiiciently  definite  and  certain  to  warrant 
hundreds  of  thousands  of  dollars  being  invested  upon  the  strength  of  it.  If  it  is  neces- 
sary under  the  act  to  regulate  commerce  to  have  the  freight  actually  upon  the  ground 
before  the  Interstate  Commerce  Commission  can  assume  jurisdiction  and  prescribe  a 
just  and  reasonable  rate,  what  is  to  prevent  a  railway  company,  if  its  agent  should  see 
fit  to  resort  to  such  perversity,  from  refraining  to  publish  a  rate  on  potatoes,  for  instance, 
until  the  potatoes  are  actually  within  sight  and  from  refusing  to  publish  such  a  rate 
before  the  potatoes  are  planted,  or  while  they  are  being  cultivated  and  growing,  and 
after  they  have  been  dug  but  not  yet  brought  to  the  station?  What  is  there  to  prevent 
a  railway  company  from  refusing  to  publish  a  rate  on  grain,  not  before  the  grain  land 
is  purchased  and  plowed,  not  before  the  grain  is  ripe,  nor  before  it  is  harvested  and 
threshed,  but  not  until  after  it  has  been  sacked  and  stands  at  the  side  of  the  car  ready 
to  be  loaded?  In  other  words,  the  weakness  of  defendant's  position  in  this  i-espect  seems 
to  lie  in  its  denial,  as  a  matter  of  principle,  of  the  right  of  a  complainant  to  secure  the 
publication  of  a  rate  in  advance  of  far-reaching  and  consequential  business  arrange- 
ments, which  can  be  profitably  made  when  predicated  upon  one  rate,  and  which  can 
not  possibly  be  made  on  a  commercial  basis  when  predicated  upon  a  higher  rate.  In 
our  opinion  any  man  who  is  situated  as  is  this  complainant  has  a  right  to  know  what  the 
lawful  published  rate  on  his  proposed  product  is  and  will  be  for  a  reasonable  period  of 
time  in  the  future. 

Defendant  lays  much  stress  upon  the  allegation  that  complainant  could  not  possibly 
ship  ore  within  the  two  years  of  the  effective  period  of  an  order  of  this  commissioner. 
We  do  not  believe  that  this  is  a  material  point.  If  the  commission  prescribes  a  rea- 
sonable rate  to-day  for  the  movement  of  traffic  which  possibly  may  not  move  within 
two  years,  and  the  railway  company  refuses  volimtarily  to  continue  that  rate  for  a 
period  longer  than  two  years,  it  becomes  the  plain  duty  of  the  commission  to  institute 
a  new  investigation  at  the  proper  time  and  prescribe  a  rate  which  shall  be  just  and 
reasonable  under  the  circumstances  and  conditions  prevailing  at  such  time.  It  is  to 
be  noted,  however,  that  the  complainant  believes  that  he  can  make  sufficient  progress 
in  developing  certain  of  his  properties  to  ship  ore  within  about  eight  months. 

With  respect  to  the  contention  of  defendant  that  complainant  is  not  qualified  to 
make  a  complaint  and  that  in  the  absence  of  any  complaint  froni  any  party  actually 
interested  this  proceeding  should  be  dismissed,  we  call  attention  to  the  last  sen- 
tence of  section  13  of  the  act  to  regulate  commerce: 

No  complaint  shall  at  any  time  be  dismissed  because  of  the  absence  of  direct  damage 
to  the  complainant. 

The  fact  that  all  of  the  carriers  operating  in  the  Mesabi  district  and  all  of  the  car- 
riers and  parties  interested  in  the  ore  rates  are  not  made  parties  to  this  proceeding  is 
immaterial  in  its  bearing  upon  the  legality  of  this  complaint.  A  compla,inant  can 
not  be  expected  to  search  public  and  private  records  with  the  view  of  discovering 
all  parties  that  may  be  interested  in  a  certain  proceeding.  Full  publicity  attends 
every  step  of  all  proceedings  before  the  commission,  and  it  must  be  assumed  that 
parties  interested  will  take  notice  of  what  is  going  on.  Other  parties  interested  may 
intervene  in  the  present  proceeding  if  they  so  desire. 
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Quite  a  little  is  said  in  defendant's  brief  to  the  efiect  that  complainant  does  not 
come  before  the  commission  with  clean  hands.  There  are  cases  in  which  "tainted 
hands"  unquestionably  justify  and  compel  peremptory  dismissal.  We  are  not 
advised  to  what  extent,  if  any,  it  may  be  possible  to  associate  moral  obliquities  with 
this  proceeding.  It  is  the  duty  of  the  Interstate  Commerce  Commission  to  inquire 
into  the  vital  point  at  issue,  to  wit,  the  reasonableness  of  the  published  rate  on  ore 
between  Grand  Rapids  and  AUouez.  In  our  opinion,  the  complainant  in  the  present 
proceeding  was  clearly  within  his  legal  rights  when  he  filed  his  complaint,  and  it  la 
the  duty  of  the  commission,  after  full  hearing  and  investigation,  to  render  a  decision 
with  reference  to  the  reasonableness  of  the  rate  under  attack.  If  the  complainant 
has  ulterior  motives  or  hopes  for  indirect  benefits  not  directly  arising  out  of  the  rate 
in  controversy,  that  is  a  matter  which  should  not  restrain  this  commission  from  per- 
forming its  plain  duty  under  the  law.  We  express  no  opinion  with  reference  to  the 
merits  of  controversies  which  may  have  arisen  in  the  past  between  the  contending 
parties,  nor  do  we  consider  it  our  duty  to  inquire  into  the  equities  of  transactions 
not  connected  with  the  issues  before  us. 

The  motion  to  dismiss  is  overruled,  and  the  case  will  proceed  to  a  determination 
in  accordance  with  the  act. 

The  Chairman.  Do  you  know  whether  any  entry  has  been  made 
in  the  case  docketed  before  the  Interstate  Commerce  Commission  on 
the  question  involving  doclcs  in  the  distribution  of  rates  that  led  to 
these  indictments  ? 

Mr.  Freer.  Whether  there  has  been  any  answer  made  ? 

The  Chairman.  Whether  any  entry  has  been  made. 

Mr.  Freer.  I  do  not. 

Mr.  Young.  What  is  this  ?     Is  this  a  petition  ? 

Mr.  Reed.  This  is  a  report  of  the  commission  on  a  motion  to  dis- 
miss this  Lum  case.  They  refused  to  dismiss  it  and  ordered  them  to 
proceed  to  a  final  hearing. 

Mr.  Young.  Do  they  set  out  there  what  the  issues  are  ? 

Mr.  Reed.  That  is  what  I  am  trying  to  find. 

The  Chairman.  Can  you  advise  &ii.  Young  in  that  matter  ? 

Mr.  Freer.  Yes,  sir;  they  state  what  the  issue  is. 

The  Chairman.  What  is  the  issue  ? 

Mr.  Freer.  The  issue,  as  I  stated  a  while  ago,  is  that  he  asked 
that  the  rate  which  was  in  effect  be  extended  to  another  point  not 
included  in  their  tariff. 

The  Chairman.  Mr.  Freer,  what  proportion  of  a  rate  on  shipments 
from  Pittsburgh  to  New  England  points,  routing  by  way  of  the 
Bessemer  &  Lake  Erie  and  Union  Railroad,  is  allowed  these  roads? 

Mr.  Freer.  Do  you  mean  from  the  Pittsburgh  district  ? 

The  Chairman.  Yes. 

Mr.  Young.  To  what  point? 

The  Chairman.  To  Xew  England  points. 

Mr.  Reed.  Here  is  the  issue  in  this  Lum  case,  if  I  may  inject  it,  so 
that  it  will  go  in  in  connection  with  the  last  question. 

The  Chairman.  Well,  the  whole  opinion  goes  in  as  an  exhibit. 

Mr.  Reed.  Then  the  stenographer  does  not  need  to  take  this, 
with  the  permission  of  the  committee. 

The  Chairman.  No. 

Mr.  Reed  thereupon  read  from  the  opinion  in  the  Lum  case. 

Mr.  Young.  Maybe  that  is  the  80  cent  rate. 

Mr.  Freer.  It  is  the  $1.60  rate.     He  asked  for  the  80-cent  rate. 

The  Chairman.  He  was  simply  asking  for  the  rate  allowed  other 
people  to  be  applied  to  him. 

Mr.  Freer.  That  is  it. 
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The  Chaieman.  And  they  were  charging  him  $1.60. 

Mr.  Freer.  They  were  not  charging  anything,  but  that  was  the 
pubhshed  rate.  There  was  no  ore  moving,  and  that  was  the  reason 
they  did  not  apply  the  rate. 

Mr.  Young.  My  Lum  is  located  at  Grand  Rapids  ? 

Mr.  Freer.  He  is  located  at  Grand  Eapids. 

The  Chairman.  The  rate  we  have  been  discussing  here  was  not 
under  discussion  before  the  Interstate  Commerce  Commission  at  all  ? 

Mr.  Freer.  Not  at  all. 

Mr.  Reed.  I  do  not  see  how  the  Commission  can  establish  any 
rate  on  ore  without  determining  what  is  a  reasonable  rate.  The 
fact  that  80  cents  is  charged  from  some  other  shipping  points  will 
not  limit  them  to  80  cents. 

The  Chairman.  Determining  whether  $1.60  is  a  reasonable  rate 
would  not  throw,  any  light  on  this  question;,  but,  as  I  suggested, 
the  whole  record  will  go  in. 

Mr.  Reed.  Yes. 

The  Chairman.  What  is  the  proportion  to  New  York 

Mr.  Freer.  I  have  not  given  you  those  Boston  figures  yet. 

The  Chairman.  Give  us  those. 

Mr.  Freer.  Now,  by  that  route  through  Butler  and  the  Buffalo, 
Rochester  &  Pittsburgh,  the  Union  Railroad  gets  1  cent  per  hundred 
arbitrary.  The  Bessemer  &  Lake  Erie  ^et  15  per  cent.  By  the 
route  through  Erie  and  the  Lake  Shore  Railroad,  the  Union  Railroad 
gets  1  cent  arbitrary  and  the  Bessemer  &  Lake  Erie  22.4  per  cent. 

Mr.  Beall.  One  cent  per  hundred  pounds  ? 

Mr.  Freer.  One  cent  per  hundred  pounds ;  20  cents  per  net  or  gross 
ton,  as  the  freight  may  be  rated. 

The  Chairman.  What  is  the  proportion  to  New  York  ?  How  are 
these  rates  divided  ? 

Mr.  Freer.  To  New  York  via 

The  Chairman.  Just  explain  to  the  committee  the  cost  of  shipment 
and  the  division  of  the  through  rate. 

Mr.  Freer.  New  York,  via  Butler,  the  Union  Railroad  gets  1  cent 
arbitrary  and  the  Bessemer  &  Lake  Erie  15  per  cent.  Via  the  route 
through  Erie,  Pa.,  and  the  Lake  Shore  Railroad,  the  Union  Railroad 
gets  it  1  cent  arbitrary  and  the  Bessemer  &  Lake  Erie  24.1  per  cent. 

Mr.  Beall.  I  notice  that  one  of  those  allowances  is  m  percentage 
and  the  other  is  an  arbitrary  allowance. 

Mr.  Freer.  Yes,  sir;  that  1  cent  is  deducted  from  the  rate;  then 
the  balance  is  pro  rated  on  percentages. 

Mr.  Beall.  Can  you  reduce  that  1  cent  per  hundred  pounds  to 
any  percentage  basis,  so  that  we  can  form  an  idea  as  to  what  propor- 
tion of  the  total  rate  it  is  ? 

Mr.  Freer.  Of  course,  the  1  cent  would  be  a  percentage  of  any 
given  rate,  but  it  would  be  different  on  different  rates. 

Mr.  Beall.  I  understand. 

Mr.  Young.  That  is  1  cent  per  what  ? 

Mr.  Freer.  One  cent  per  hundred  pounds;  20  cents  per  ton. 

The  Chairman.  Now,  if  the  Union  Railroad  and  the  Bessemer  & 
Lake  Erie  Railroad  were  one  road,  could  that  be  done  ? 

Mr.  Freer.  It  could  be  done;  yes,  sir. 

The  Chairman.  They  could  make  two  allowances  to  one  road  ;' 
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Mr.  Freer.  They  could  make  two  allowances  to  one  road.  I  do 
not  know  whether  this  shows  it,  but  at  New  York  quite  frequently 
the  division  sheets  provide  for  a  deduction  of  the  terminal  arbitrary 
at  New  York  City,  which  is  added  to  the  proportion  of  the  eastern 
road. 

Mr.  Reed.  How  much  ? 

Mr.  Freer.  Three  cents  as  a  rule. 

Mr.  Reed.  Per  hundred  ? 

Mr.  Freer.  Three  cents  per  hundred.  That  is  to  cover  the  light- 
erage and  other  charges  in  the  deUverv  at  New  York  City. 

The  Chairman.  That  is  a  situation  peculiar  to  New  York  ? 

Mr.  Freer.  That  is  a  situation  pecuhar  to  New  York;  yes,  sir.  I 
think  the  reason  this  1  cent  is  allowed  the  Union  Railroad  on  the 
eastern  percentages  is  to  allow  the  Union  Railroad  to  offset  the  arbi- 
traries  which  are  demanded  at  the  eastern  end. 

The  Chairman.  What  are  the  proportions  to  Buffalo  ? 

Mr.  Freer.  To  Buffalo  by  the  route  through  Butler  and  the 
Buffalo,  Rochester  &  Pittsburgh  Railroad,  the  Bessemer  &  Lake  Erie 
gets  55  per  cent.  That  is  a  case  where  there  is  no  separate  division 
for  the  Union  Railroad.  Via  the  road  through  Wallace  Junction  and 
the  New  York,  Chicago  &  St.  Louis  Railroad,  the  Bessemer  &  Lake 
Erie  and  the  Union  Railroad  combined  get  64.9  per  cent. 

The  Chairman.  What  is  the  proportion  to  Cliicago  ? 

Mr.  Freer.  Chicago,  via  that  same  route,  through  Wallace  Junc- 
tion and  the  New  York,  Chicago  &  St.  Louis  Railway,  the  Bessemer  & 
Lake  Erie  &  Union  Railroad  combined  get  33. .3  per  cent. 

The  Chairman.  What  is  the  proportion  to  East  St.  Louis  ? 

Mr.  Freer.  Via  Wallace  Junction,  the  New  York,  Chicago  &  St. 
Louis  Railway,  and  the  Cleveland,  Cincinnati,  Chicago  &  St.  Louis 
Railway,  the  Bessemer  &  Lake  Erie,  and  Union  Railroad  receive  24.2 
per  cent. 

The  Chairman.  Going  now  to  the  Elgin,  JoUet  &  Eastern  Railway, 
what  is  the  rate  on  rails  and  fastenings  from  Chicago  to  Kansas  City? 

Mr.  Freer.  $2.75  a  ton. 

The  Chairman.  How  is  that  rate  fixed  'i 

Mr.  Freer.  That  rate  is  based  on  a  rate  of  $1.75  from  the  Missis- 
sippi River  to  Kansas  City,  with  a  differential  of  $1  a  ton,  $1  above 
the  Mississippi  River,  to  make  the  through  rate  from  Chicago. 

The  Chairman.  What  proportion  of  the  rate  paid  to  Kansas  City 
and  i\Cssouri  River  points  is  allowed  the  E.  J.  &  E.  ?  What  is  the 
proportion  of  the  rate  paid  to  Kansas  City  ? 

Mr.  Freer.  Of  the  $2.75  rate  from  Kansas  City? 

The  Chairman.  Yes. 

Mr.  Freer.  From  what  point  ? 

The  Chairman.  Chicago. 

Mr.  Freer.  Twenty-five  per  cent. 

The  Chairman.  What  proportion  of  the  rate  paid  to  St.  Louis  and 
Mississippi  River  points  is  allowed  to  the  E.  J.  &  E.  from  Chicago; 
from  Chicago  I  am  speaking  about  now. 

Mr.  Reed.  I  would  suggest  that  the  value  of  this  information  is 
considerably  impaired  by  the  fact  that  the  witness  does  not  state  what 
proportion  of  the  mileage  these  roads  carry  it.     For  example,  if  the 
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mileage  of  the  E.  J.  &  E.  is  25  per  cent  of  the  haiil,  it  can  hardly  be 
an  offense  if  they  are  able  to  get  25  per  cent  of  their  rate. 

The  Chairman.  Well,  I  will  show  the  nuleage. 

Mr.  Freer.  To  East  St.  Louis,  20  per  cent. 

The  Chairman.  What  proportion  of  the  rate  paid  to  East  St. 
Louis  and  Mississippi  River  points  is  allowed  the  E.  J.  &  E.  1 

Mr.  Freer.  Twenty  per  cent,  I  think. 

Mr.  Bartlbtt.  Mr.  Chairman,  may  I  inquire  here  whether  or  not 
the  witness  has  a  tabulated  statement  as  to  the  various  rates  before 
him,  to  these  various  points;  have  you? 

Mr.  Freer.  I  have  not;  no,  sir.  That  is,  I  do  not  know  just  what 
all  those  points  are.     I  have  some  of  them  here. 

Mr.  Bartlett.  What  have  you  there  ? 

Mr.  Freer.  I  have  East  St.  Louis,  St.  Paul,  and  the  Missouri  River 
points,  which  he  has  already  covered,  and  New  Orleans  and  Mobile. 

Mr.  Bartlett.  Have  you  it  in  such  form  that  it  could  go  into  the 
record  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Danforth.  Have  you  the  mileage  in  those  same  statements? 

Mr.  Freer.  The  mileages  are  not  here.     I  can  furnish  those. 

Mr.  Danforth.  You  have  not  those  in  the  statements  at  all  ? 

Mr.  Freer.  I  have  not  the  mileages ;  no,  sir. 

Mr.  Danforth.  Only  the  charges  ? 

Mr.  Freer.  That  is  all. 

Mr.  Young.  Do  those  figures  come  from  the  Interstate  Commerce 
Commission  ? 

Mr.  Freer.  No;  these  come  from  the  division  sheets  of  the  rail- 
roads.    They  are  not  filed  with  the  Interstate  Commerce  Commission. 

The  Chairman.  They  are  pubhshed  by  the  railroad  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Danforth.  Where  are  we  going  to  get  the  mileages  ?  You  say 
we  will  come  to  that,  Mr.  Chairman. 

The  Chairman.  Just  take  those  maps  and  file  them  right  now. 

The  maps  referred  to  are  attached: 
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p.  M. 

2.00 

1.45 

1.20 

12.20 

12.05 

11.55 

11.50 

11.45 

11.20 

*11.15 

A.  M. 

p.  M. 

10.60 
10.35 
10.00 
9.05 
8.45 
8.36 
t8.30 
P.  M. 

8.35 
8.50 
9.06 
9.16 
9.26 
9.30 

P.  M. 

' 

Minooka § 

Divine § 

1 

' 

Carbon  Hill 

1 

Coal  City § 

Centerville 

30.39 
31.41 
32.72 

Mazonia § 

Coster § 

South  Wilmington § 

AEEIVE)                              (LEAVE 

1 i 

GEIFFITH  AN] 

3  SOUTH  CmCAQO— FEEIGHT  Si 

EVICE  ONLY. 

14 

2 

Mis. 

June  1,1909. 

7 

13 

P.  M. 

til.  55 
12.05 
12.10 
12.15 
12.20 
12.26 
12.35 

Night 

A.  M. 

*8.00 
8.10 
8.15 
8.20 
8.26 
8.30 
8.35 
8.50 
9.00 

A.  M. 

■""d"" 

1.61 
3.61 
4.60 
5.61 
6.61 
8.57 
11.88 
13.10 
19.28 

LEAVE)                              [AEEIVE 

GrilBth § 

Eidge 

A.M. 

4.20 
4.10 
4.00 
3.55 
3.50 
3.46 
113.30 
A.  M. 

A.  M. 

11.00 
10.60 
10.40 
10.36 
10.30 
10.26 
10.20 
10.10 
*10.00 

A.  M. 



'.'.'.'.'.'.'. 

Sand  Pit § 

TvanhnA 

Cavanaugh 8 

Shearson § 

Hammond | 

State  Line                            S 

Ninety-eighth  Street § 

ARErVE]                              [leave 

(Soutli  Chicago.) 

1 

SHEARSON 

AND  WmnNG— FEEIGHT  SEEV 

ICE  ONLY. 

14         Mis. 

1 

June  1,1909. 

7 

Niglit 

tl2.36 

1.00 

A.  M. 

"  o" 

3.32 

LEAVE]                              [AREIVE 

Shearson § 

Whiting § 

AERrVE]                              [leave 

A.  M. 

3.30 
112.45 
A.  M. 

Trains  marked*  run  daily;  t  daily,  except  Sunday;  K  daily,  except  Monday.    §  Telegraph  station  . 
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Elgin,  Joliet  &  Eastern  Railway — Continued. 
JOLIET  DIVISION— Continued. 

CONNECTIONS. 

A.,  E.  &C  Ry At  Electric  Junction  and  Wayne,  111. 

A.,T.&S.F.Ry AtJollet.Ill. 

B.  &0.  R.  K At  McCool  and  Curtis,  Ind. 

BeltRy At  South  Chicago,  111.,  and  Ninety-eighth  Street. 

C.,C.  &L.  R.B At  Griffith,  Ind. 

C.  &A.  R.  E At  Joliet,  III. 

C.  &  E.  I.  R.  E At  Chicago  Heights,  111. 

C,  B.  &  Q.  E.  E At  Aurora,  111. 

C.  &  N.  W.  Ry At  Weat  Chicago,  Barrington,  Upton,  and  Waukegan,  II 

C.  a.  W.Ey At  Ingalton,  111. 

C,  I.  &  L.  Ey At  Dyer,  Ind. 

C,  M.  &St.  P.  Ey At  Spaulding  and  Eondout,  111. 

C.,M.  &  G.  Ey At  Joliet  and  Aurora,  111. 

C.,E.  I.  &P.Ey At  Joliet  and  Minooka,  111. 

C.  T.  T.  Ry At  Whiting  and  Hammond,  Ind. 

C,  C. ,  C.  &  St.  L.  Ry At  Coster,  111. 

Erie  R.  E At  Griffith,  Ind. 

Grand  Trunk  Ey.  System At  Griffith,  Ind. 

Illinois  Central  R.  E At  Matteson  and  Hunger,  111. 

Indiana  Harbor  E.  E At  Hammond  and  Indiana  Harbor,  Ind. 

h.  S.  &M.  S.  Ey At  Porter  and  Pine,  Ind. 

M.  C.  R.  R At  Hartsdale,  Ind.,  and  Joliet,  111. 

M.,  St.  P.  &  Sit.  Ste.  M.  Ry...At  Leithton,  111. 

N.  Y.  C.  &  St.  L.  Ey At  Hobart,  Ind. 

P.,  Ft.  W.  &  C.  Ry At  Hobart  and  Clarke,  Ind. 

P.,  C.,C.  &  St.  L.Ry At  Hartsdale,  Ind. 

P.  M.  R.  E At  Porter,  Ind. 

Wabash  E.  E At  Crocker,  Ind.,  and  Brisbane,  111. 

Mr.  Freer.  I  will  file  the  mileages.  I  have  here  the  E.  J.  &  E. 
mileages  to  various  junction  points,  but  I  wUl  have  to  take  the  Guide 
and  figure  the  mileage  from  connecting  lines  from  there  on  to  Kansas 
City  or  whatever  destination  is  selected. 

Mr.  Reed.  Just  give  us  a  few  E.  J.  &  E.  mileages  now,  if  the  chair- 
man will  permit.  For  instance,  to  St.  Louis,  we  get  20  per  cent  of 
the  rates 

Mr.  Bartlett.  I  was  trying  to  find  if  he  had  it  all  in  the  paper. 
We  could  ascertain  it  better  by  a  tabulated  statement  than  from  an 
oral  statement. 

Mr.  Freer.  I  wUl  take  the  Chicago  &  Alton  at  Joliet  and  give  the 
mileages  from  South  Chicago  to  Joliet.     Is  that  what  you  mean  ? 

Mr.  Reed.  That  is  a  fair  illustration  of  it.     That  would  be  fair. 

Mr.  Freer.  I  think  that  would  be  fair.  That  is  about  the  center 
of  the  line.  The  mileage  from  South  Chicago  to  Joliet  is  65  miles,  in 
round  figures. 

The  Chairman.  What  is  the  other  distance  ? 

Mr.  Freer.  I  have  not  that  here.  I  can  give  you  that.  If  you 
will  give  me  all  those  points  you  want  the  divisions  to,  I  can  give  you 
that  information. 

The  Chairman.  I  will  ask  j-ou  to  put  in  the  record,  in  connection 
with  these  points  that  I  have  given  you,  the  relative  mileage  of  the 
roads  over  some  feasible  route. 

Mr.  Young.  I  suppose  what  the  chairman  wants  is  not  the  feasible 
route,  but  the  way  it  would  actually  go. 

The  Chairman.  Well,  yes;  the  rates  by  routes,  as  indicated  on  the 
published  rate  sheets.  Of  course  they  have  to  go  that  way  or  they 
would  not  be  published. 

Mr.  Freer.  You  want  that  for  the  E.  J.  &  E.  division  and  the  divi- 
sions which  I  gave  you  some  time  ago  on  the  Bessemer  division? 

The  Chairman.  Yes. 
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Mr.  Young.  And  give  the  mileage  of  each. 

Mr.  Freer.  And  the  proportion  they  received  of  the  rate  ? 

Mr.  Young.  Yes. 

Mr.  Freer.  I  can  figure  that  out  and  furnish  it  a  little  later. 

The  Chairman.  I  have  prepared  a  map  of  the  E.  J.  &  E.  and  its 
connections.  That  is  a  matter  of  general  knowledge,  but  it  is  very 
well  to  put  it  into  the  record. 

Mr.  Reed.  There  are  thousands  of  these  divisions,  and  I  think  it 
might  be  interesting  to  know  whether  the  witness  simply  picked  out 
a  few  that  he  thought  were  unfair,  or  whether  he  has  taken  fair  exam- 
ples. 

The  Chairman.  So  far  I  have  simply  asked  him  about  the  divisions 
to  various  cities.  This  gentleman  did  not  pick  these  out  at  all. 
These  questions  were  prepared  by  Mr.  Wooley  and  Mr.  Mannington 
and  myself,  and  the  witness  was  not  consulted  about  them. 

Mr.  Reed.  Then,  may  I  ask  whether  you,  in  preparing  the  question, 
picked  out  these  cities  at  random,  or  whether  you  took  those  you 
thought  might  show  one  thing  or  another  ? 

The  Chairman.  Representative  cities  and,  I  wiU  say,  highly  rep- 
resentative. In  fact,  you  can  tell  from  the  character  of  the  city.  It 
would  hardly  be  said  that  routes  to  New  York,  Buffalo,  Chicago,  and 
St.  Louis,  in  the  North  and  East  and  West,  were  not  representative, 
because  they  are  enormous  consuming  points,  I  believe,  of  the  United 
States  Steel  Corporation.  I  will  give  you  one  little  cross-road  sta- 
tion, for  example,  if  you  want  it.  Take  the  rate  on  rails  and  fasten- 
ings to  Jaudon,  Mo.,  a  flag  station. 

Mr.  Freer.  That  is  $2.75  to  Jaudon. 

The  Chairman.  That  is  the  first  case  in  which  I  have  taken  a  flag 
station. 

Mr.  Reed.  Does  the  chairman  consider  this  a  live  issue  ? 

The  Chairman.  I  do  consider  it  a  very  live  issue.  On  what  road 
is  Jaudon  located  ? 

Mr.  Freer.  The  Kansas  City  Southern. 

The  Chairman.  Is  the  mileage  from  South  Chicago  to  Jaudon  less 
or  greater  than  it  is  to  Kansas  City  ? 

Mr.  Freer.  About  30  to  35  miles  beyond  Kansas  City  on  the  Kansas 
City  Southern — 33  miles,  I  think. 

Mr.  Bartlett.  You  say  the  rate  to  Jaudon  is  less  than  it  is  to 
Kansas  City  ? 

Mr.  Freer.  The  same  as  it  is  to  Kansas  City. 

Mr.  Bartlett.  And  they  haul  it  30  miles  beyond? 

Mr.  Freer.  Thirty-three  miles  beyond,  and  they  take  the  same 
rate  as  Kansas  City — $2.75. 

Mr.  Bartlett.  Is  that  being  done  now,  since  1910? 

Mr.  Freer.  Yes;  there  is  nothing  unusual  about  that. 

The  Chairman.  There  is  nothing  unusual  about  that;  they  are 
not  complaining  about  that. 

Mr.  Bartlett.  Well,  but  the  provision  of  the  interstate-commerce 
law  prohibits  the  charging  of  the  same  or  less  for  a  longer  than  for  a 
shorter  haul. 

Mr.  Young.  No;  charging  more  for  a  shorter  haul.  They  do  not 
prohibit  charging  the  same.     They  prohibit  charging  less. 

Mr.  Bartlett.  I  meant  to  say  charging  more  for  a  shorter  than  for 
a  longer  haul.     They  do  not  charge  more;  they  charge  the  same  here. 
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The  Chairman.  What  proportion  of  the  rate  on  steel  rails,  cross- 
ties,  and  fastenings  does  the  Chicago  &  Alton  make  to  Kansas  City 
when  billed  by  way  of  Kansas  City  and  Jaudon  ? 

Mr.  Freer.  The  Elgin,  Joilet  &  Eastern  and  the  Chicago  &  Alton 
together  receive  $1.50  to  Kansas  City,  out  of  the  $2.75  rate  to  Jaudon. 

The  Chairman.  What  proportion  of  this  rate  is  allowed  to  the 
E.J.  &E.« 

Mr.  Freer.  Forty  cents. 

The  Chairman.  Do  you  know  of  any  other  division  similar  to  this 
one? 

Mr.  Freer.  Not  exactly  similar  to  that.  There  are  some  similar, 
differing  in  degree,  that  is  all. 

The  Chairman.  I  will  get  you  to  explain  to  the  committee  the 
difference  between  this  rail  and  fastenings  shipment  I  have  asked  you 
about  and  an  ordinary  shipment  over  that  route  to  Jaudon. 

Mr.  Freer.  The  regular  divisions  from  South  Chicago  to  Jaudon 
allow  the  Kansas  City  Southern  30  per  cent  of  the  through  rate, 
which  would  be  82^-  cents,  and  the  balance  up  to  Missouri  fiiver  or 
Kansas  City  divides  on  the  regular  Kansas  City  percentages,  which 
would  allow  the  Elgin,  Joilet  &  Eastern  25  per  cent  or  forty-eight  and 
a  fraction  cents.  The  Chicago  &  Alton  would  receive  under  the 
regular  division  $1.54  and  a  fi'action.  Now,  under  this  special 
division  basis  the  Elgin,  Joilet  &  Eastern  receives  8  cents  less  than 
its  regular  division  and  the  Chicago  &  Alton  receives  44.4  cents  less. 
The  Kansas  City  Southern  receives  42.5  cents  in  excess  of  its  ordinary 
divisions. 

The  Chairman.  In  the  event  that  the  Kansas  City  Southern  were 
the  consignee  of  its  own  rails,  how  much  would  it  receive  for  hauling 
its  rails  the  distance  from  Kansas  City  to  Jaudon,  Mo.  ? 

Mr.  Freer.  $1.25. 

The  Chairman.  It  would  receive  $1.25  for  hauling  its  own  rails 
over  its  own  track  33  miles  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Young.  Under  the  regular  division  or  under  the  special  divi- 
sion ? 

Mr.  Freer.  Under  the  special  division.  Under  the  regular  divi- 
sion it  would  receive  82^  cents. 

The  Chairman.  Under  this  division  it  receives  $1.25  for  hauling 
its  own  rails  over  its  own  tracks  a  distance  of  33  miles  ? 

Mr.  Freer.  Yes,  sir. 

The  Chairman.  How  much  does  the  Chicago  &  Alton  get  out  of 
this  through  rate,  under  this  special  arrangement  ? 

Mr.  Freer.  $1.10. 

The  Chairman.  For  hauling  it  how  far,  approximately  ? 

Mr.  Freer.  I  think  it  is  500  and  some  miles. 

Mr.  Bartlett.  What  do  you  mean  by  receiving  so  much  for  haul- 
ing its  own  rails  over  its  own  line  ? 

Mr.  Freer.  He  is  assuming  that  these  rails  are  for  use  on  the  Kan- 
sas City  Southern. 

Mr.  Bartlett.  Yes. 

Mr.  Freer.  And  they  are  consigned  to  a  point  on  its  .own  lines  and 
delivered  to  it  at  Kansas  City.  The  regular  rate  is  applied  to  final 
destination,  out  of  which  it  receives  a  proportion  of  the  rate  for  its 
31572°— No.  55—12 2 


4904  UNITED   STATES   STEEL   COEPOEATION. 

haul,  just  as  it  would  if  the  raUs  were  consigned  to  John  Jones  at 
the  destination,  or  somebody  else. 

Mr.  Baetlett.  Taking  it  out  of  one  pocket  and  putting  it  in  the 
other  8 

Mr.  Freer.  They  receive  the  division,  which  of  course  simply 
means  that  that  is  an  advantage  to  them  in  the  purchase  of  their 
rails. 

The  Chairman.  What  is  the  effect  of  this  special  rate  that  is  made 
on  rails  ? 

Mr.  Freer.  You  are  assuming  that  these  are  Kansas  City  Southern 
raUs? 

The  Chairman.  Yes.  What  would  be  the  effect  of  that  special 
arrangement  ? 

Mr.  Freer.  I  would  assume  that  the  effect  would  be  to  reduce  the 
price  of  rails  to  the  Kansas  City  Southern. 

The  Chairman.  From  where?  What  rail  plants  could  take  ad- 
vantage of  that  special  rate? 

Mr.  Freer.  Well,  this  is  published  only  from  South  Chicago  and 
Gary. 

The  Chairman.  Axe  there  any  rails  made  there  by  anybody  except 
the  United  States  Steel  Corporation  ? 

Mr.  Freer.  Not  so  far  as  I  know. 

The  Chairman.  If  rails  are  only  made  at  those  poiats  by  the  United 
States  Steel  Corporation,  this  special  rate  amounts  to  an  advantage 
of  how  much  to  the  Kansas  City  Southern  Railroad  ? 

Mr.  Freer.  It  amounts  to  an  advantage  of  42^  cents  a  ton  ,over 
their  regular  divisions. 

The  Chairman.  If  purchased  from  the  Gary  plant,  in  other  words, 
it  is,  in  effect,  a  rebate  of  42^  cents  a  ton  on  rails  shipped  over  that 
particular  road  from  that  particular  plant,  over  rails  shipped  from  any 
other  point  ? 

Mr.  Freer.  Well,  it  is  an  advantage  to  them  to  that  extent  on 
raUs  from  those  points. 

Mr.  Reed.  Is  the  chairman  of  the  opinion  that  the  corporation 
ought  to  adhere  to  a  fixed  price  for  rails  to  all  consumers  through  all 
seasons  ? 

The  Chairman.  The  chairman  is  of  the  opinion  that  a  rate  made 
in  this  way,  which  expires  with  that  shipment,  is  a  rate  fixed  while 
you  wait,  for  the  purpose  of  giving  a  special  advantage  to  the 
recipient. 

Mr.  Reed.  In  other  words,  they  sell  rails  cheaper  to  that  particular 
customer  on  that  shipment  ? 

The  Chairman.  No,  sir;  they  make  a  rate  which  nobody  else  can 
meet,  which  is  applicable  on  a  particular  commodity  in  a  particular 
Une,  and  is  operated,  as  far  as  the  shipment  between  that  rate  and 
the  ordinary  rate  is  concerned,  as  a  pure  rebate. 

Mr.  Reed.  The  witness  has  not  shown  that  aU  the  other  steel 
makers  do  not  work  the  same  scheme,  if  you  want  to. call  it  a  scheme. 

The  Chairman.  If  they  do,  they  will  be  caught  in  the  same  trap. 
Here  is  a  rate  made  lower  than  the  ordinary  rate,  by  40  or  60  cents  a 
ton,  on  a  shipment  of  raUs,  and  that  rate  is  to  expire  with  that  ship- 
ment.    It  is  a  rate  made  overnight. 

Mr.  Reed.  Does  the  rate  expire  with  that  shipment  ? 

The  Chairman.  Yes,  sir. 

Mr.  Reed.  I  did  not  understand  the  witness  to  say  so. 
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The  Chairman.  Would  not  that  be  a  violation  of  the  law  ? 

Mr.  Danfoeth.  Is  what  you  call  this  special  rate,  which  gives  the 
supposed  benefit  to  the  Kansas  City  Southern,  made  for  that  one 
shipment  ? 

Mr.  Freer.  It  is  not  so  stated.  It  may  be  in  effect  year  in  and 
year  out.     I  do  not  know. 

Mr.  Reed.  What  is  the  date  of  the  tariff,  Mr.  Freer  ? 

The  Chairman.  I  will  put  the  division  sheets  in  evidence.  It  is 
stated  on  the  division  sheets. 

Mr.  Freer.  Effective  June  10,  1911. 

Mr.  Young.  Is  it  still  in  force  ? 

Mr.  Freer.  As  far  as  I  know,  it  is. 

The  Chairman.  The  division  sheet,  as  I  said,  so  states. 

Mr.  Bartlett.  Have  you  the  division  sheet  there  ? 

Mr.  Freer.  Yes,  sir;  I  have. 

Mr.  Bartlett.  Is  there  any  memorandum  there  which  showsjit 
was  a  mere  temporary  rate  ? 

Mr.  Freer.  This  division  sheet  reads,  as  it  must  read,  "Expiring 
with  the  tariff."  Of  course,  the  question  is,  When  does  the  tariff 
expire  ?    The  division  sheet  would  have  to  expire  with  the  tariff. 

Mr.  Danforth.  Is  that  the  division  sheet  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Danforth.  When  does  the  tariff  expire  ? 

Mr.  Freer.  I  understand  it  is  still  in  effect,  so  far  as  I  know. 

The  division  sheet  is  as  follows : 

Division  Sheet  No.  2  to  Tarefp  No.  2527-C. — The  Chicago  &  Alton  Railroad 
Co.  IN  Connection  with  Elgin,  Joliet  &  Eastern  Railway,  Kansas  City 
Southern  Railway. 

Division  sheet  for  joint  freight  tariff  W.  T.  L.  18-D,  I.  C.  C.  No.  A-198,  applying  on 
rails,  new  crossties,  steel  and  trach  fastenings,  carloads. 

Issued  June  10,  1911. 

Effective  June  10,  1911. 

Expires  with  tariff  unless  sooner  withdrawn  or  canceled. 


From— 


To— 


Divisions  in  dollars  and  cents  per 
gross  ton  on  rails,  new,  and 
crossties,  steel,  and  per  net  ton 
on  rail  and  track  fastenings. 


Elgin, 

Joliet  & 

Eastern 

Ey. 


Chicago  & 
Alton  E.  E. 


Kansas 

City 

Southern 

Ey. 


Gary,  Ind 

Joliet,  111 

South  Chicago,  I.. 


Jaudon,  Mo. 


I.'IO 
1.60 
1.10 


Balance. 
Do. 
Do. 


Route  via  Joliet,  111.,  C.  &  A.  R.  R.,  and  Kansas  City. 

C.  A.  King, 
PTM,  C.  &  A.  R.  R.,  Chicago,  III. 
B.  0.  Stevenson, 
AFTM,  C.  &  A.  R.  R.,  Chicago,  III. 
Issued  by — 

J.  W.  Graham, 
AFOA,  C.  &  A.  R.  R.,  Chicago,  III. 
(46)  AJN  (100). 
Division  sheet  No.  2  to  tariff  No.  2527-C. 
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Mr.  Danforth.  Then  anybody  who  had  a  mill  in  that  neighborhood 
could  use  those  same  rates  ? 

Mr.  Freer.  At  Gary,  South  Chicago,  or  JoUet. 

Mr.  Danforth.  Are  there  any  mills  at  Gary  or  South  Chicago 
except  those  of  the  United  States  Steel  Corporation? 

Mr.  Freer.  I  understand  not. 

Mr.  Danforth.  Do  you  know  of  any  ?     [Addressing  Mr.  Reed.] 

Mr.  Reed.  I  do  not  know  of  any,  but  I  do  not  know  that  this  same 
division  is  not  in  force  from  all  other  steel  mills. 

The  Chairman.  All  other  steel  mills  can  not  avail  themselves  of 
that  route.     They  can  not  ship  that  way. 

Mr.  Reed.  I  did  not  know  that  all  other  routes  would  have  the 
same  division. 

Mr.  Danforth.  Do  you  know  whether  other  mills  on  other  roads 
could  get  the  benefit  of  a  similar  division  ? 

Mr.  Freer.  I  do  not  know  as  to  that.  I  do  not  know  anything 
to  the  contrary. 

The  Chairman.  I  will  ask  you  to  explain  to  the  committee  the 
difference  between  this  rate  on  rails,  which  expires  with  that  tariff, 
and  a  rate  on  other  commodities  over  those  roads,  charged  by  them 
between  Chicago  and  Jaudon,  Mo. 

Mr.  Freer.  There  is  nothing  unusual  at  all  about  the  rate.  The 
only  thing  unusual  is  the  fact  that  they  have  provided  special  divi- 
sions for  it.  On  other  traffic  going  into  Jaudon,  the  Kansas  City 
Southern  would  take  30  per  cent  of  the  rate  from  Chicago. 

Mr.  Bartlett.  How  much  do  they  take  of  this? 

Mr.  Reed.  It  seems  to  be  just  the  opposite  of  a  rebate.  This  is  a 
case  where  the  railroad  gets  the  benefit. 

Mr.  Young.  It  works  the  other  way. 

The  Chairman.  The  effect  of  it  is  to  give  the  rail  maker  at  Gary 
a  rate  on  rails,  and  have  his  rails  shipped  in  to  Jaudon,  Mo.,  at  cost 
to  the  receiving  carrier,  ^^ith  nothing  else.  He  gets  the  benefit  of  it. 
The  advantage  of  so  much  a  ton  to  the  consuming  carrier,  to  the 
railroad  that  uses  these  raUs,  reduces  the  price  of  rails  to  that  rail- 
road by  this  40  or  50  cents  a  ton. 

Mr.  Reed.  Yes;  and  the  Steel  Corporation  gets  less  for  its  product 
than  it  otherwise  would. 

The  Chairman.  Make  your  explanation,  Mr.  Freer. 

^h\  Freer.  I  wiU  answer  your  question.  Judge. 

Mr.  Bartlett.  If  you  please. 

Mr.  Freer.  The  regular  division,  as  I  stated,  would  be  30  per  cent; 
under  this  special  division  they  receive  45.4  per  cent  beyond  Kansas 
City. 

Mr.  Bartlett.  How  does  that  benefit  the  rail  maker? 

Mr.  Freer.  I  do  not  know  that  it  benefits  the  rail  maker. 

Mr.  Bartlett.  Whom  does  it  benefit  ? 

Mr.  Freer.  I  would  say,  on  the  face  of  it,  it  benefits  the  purchaser 
of  rails — the  railroad  company. 

Mr.  Danforth.  It  benefits  the  railroad? 

Mr.  Freer.  The  purchaser  of  the  raUs,  which  we  assume  to  be  the 
Kansas  City  Southern  Railway. 

Mr.  Young.  If  anybody  else  purchases  them,  it  would  be  no  benefit 
to  the  purchaser? 
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Mr.  Freer.  Because  they  would  payS2.75  to  Jaudon — the  through 
rate. 

Mr.  Young.  The  benefit  is  to  the  Kansas  City  Southern  in  either 
instance,  whether  their  own  rails  or  those  of  somebody  else  ? 

Mr.  Freer.  Yes,  sir;  that  is  true. 

Mr.  Bartlett.  Taking  it  for  granted  that  the  Steel  Corporation 
is  the  sole  maker  of  rails  at  Joliet  and  Chicago  and  Gary,  would  that 
enable  them  to  sell  rails  cheaper  to  the  railroad  ? 

Mr.  Freer.  By  the  reduction  of  the  price  to  the  railroad  it  would, 
of  course,  induce  the  railroad  to  place  the  order  there. 

Mr.  Bartlett.  Why  ? 

Mr.  Freer.  Provided  they  could  not  get  a  similar  advantage  from 
other  shipping  points. 

Mr.  Bartlett.  In  what  way  would  the  purchaser  of  the  rails  get 
the  advantage  of  such  an  arrangement  as  that  ? 

Mr.  Freer.  Simply  by  a  reduction  in  the  cost  of  the  rails  de- 
livered to  it  at  Kansas  City.  Of  course,  the  rate  to  Kansas  City  is 
$2.75 

Mr.  Bartlett.  Yes. 

Mr.  Freer.  Now,  this  $2.75  rate  from  the  mill  applies  to  a  point 
30  miles  beyond  Kansas  City. 

Mr.  Bartlett.  Yes. 

Mr.  Freer.  Now,  to  the  extent  that  they  can  get  a  proportion  of 
that  $2.75,  the  greater  proportion  that  they  can  get  out  of  that  $2.75, 
the  less  the  cost  of  delivery  to  them  at  Kansas  City  is. 

The  Chairman.  If  this  railroad  could  not  get  other  connecting 
carriers  to  cut  their  rates  in  order  to  give  that  railroad  an  undue 
proportion  of  the  rate,  then  it  would,  by  this  device,  get  its  rails  that 
much  cheaper  from  Gary  than  it  would  anywhere  else  ? 

Mr.  Freer.  Yes,  sir;  that  is  correct. 

Mr.  Danforth.  If  there  werp  no  other  rates  from  other  mills  to 
Kansas  City  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Danforth.  Do  you  know  about  that  ? 

Mr.  Freer.  I  do  not  know. 

The  Chairman.  Not  other  rates,  but  other  devices  of  this  kind. 

Mr.  Freer.  Other  divisions  of  rates. 

The  Chairman.  If  these  rails  had  been  shipped  under  the  same 
tariffs,  the  same  divisions,  as  wheat  and  corn  and  other  commodities 
are  shipped  from  Chicago  to  Jaudon,  what  would  have  been  the  differ- 
ence to  the  receiving  railroad,  the  Kansas  City  Southern  ? 

Mr.  Freer.  The  difference  between  the  30  per  cent  they  ordinarily 
receive  and  this  special  division,  which  allows  them  about  45.4  per 
cent  of  the  rate. 

The  Chairman.  What  advantage  is  it  to  the  Chicago  &  Alton  to 
cut  itself  out  of  its  usual  per  cent  of  this  haul  ? 

Mr.  Freer.  The  advantage  to  the  Chicago  &  Alton  was  to  secure 
the  traffic. 

The  Chairman.  Why  would  it  not  make  that  rate,  then,  on  all 
other  commodities  to  secure  the  traffic  ? 

Mr.  Freer.  Well,  they  might,  if  it  were  a  volume  of  business  that 
they  were  particularly  anxious  to  secure. 

Mr.  Danforth.  There  were  no  other  commodities  going  to  this 
flag  station  besides  the  rails  ? 
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Mr.  Freer.  None  that  I  know  of.  This  particular  division  sheet 
refers  to  that  particular  traffic. 

Mr.  Danforth.  The  only  commodity  that  could  be  carried  over 
the  Chicago  &  Alton,  in  connection  with  these  other  roads,  on  this 
ratio  to  tms  flag  station  was  rails  ? 

Mr.  Freer.  On  this  tariff. 

Mr.  Danforth.  As  a  matter  of  fact,  there  were  no  other  commod- 
ities ? 

Mr.  Freer.  I  do  not  know  as  to  that. 

The  Chairman.  Would  this  flag  station  be  such  a  point  as  you 
would  expect  rails  to  be  distributed  from  ? 

Mr.  Freer.  It  is  a  local  station  on  the  Kansas  City  Southern. 

The  Chairman.  Is  it  usual  to  ship  vast  quantities  of  rails  to  a  flag 
station  ? 

Mr.  Freer.  Yes;  I  would  say  it  is  not  unusual  for  railroad  com- 
panies to  consign  their  material  to  some  outlying  station. 

Mr.  Reed.  As  a  receiving  yard  ? 

Mr.  Freer.  As  a  receiving  yard,  for  that  very  purpose. 

The  Chairman.  What  purpose  is  that  ? 

Mr.  Freer.  To  secure  a  proportion  of  the  rate. 

The  Chairman.  Whenever  a  railroad — I  do  not  care  what  railroad 
it  is — consigns  vast  shipments  of  rails  to  a  flag  station,  or  to  some  ob- 
scure point  like  that,  when  they  are  really  destined  to  some  other 
point,  they  do  it  for  the  purpose  of  securing  a  division  of  a  rate  that 
they  do  not  want  to  make  public?  Is  not  that  the  purpose  of  the 
road  in  doing  that  sort  of  thing  ? 

Mr.  Freer.  One  purpose  undoubtedly  is  to  secure  a  division  of  the 
rate.  It  is  not  always  consigned  to  an  obscure  flag  station.  It  may 
sometimes  be  consigned  to  a  central  point  for  distribution,  so  that 
they  not  only  get  a  division  of  the  rate,  but  they  get  shipments  at  a 
point  from  which  they  can  distribute  very  conveniently. 

The  Chairman.  It  is  a  device  for  manipulating  the  rates  above  or 
below  the  usual  and  customary  rate  on  commodities  generally,  is  it 
not? 

Mr.  Freer.  Well,  it  is  a  scheme  to  secure  the  biggest  share  of  the 
rate  that  they  can,  and  reduce  the  cost  to  themselves  to  that  extent. 

Mr.  Gardner.  Is  that  the  only  motive  ? 

Mr.  Freer.  Is  that  the  only  motive  ? 

Mr.  Gardner.  Yes. 

Mr.  Freer.  That  is  the  only  motive  that  I  could  think  of. 

Mr.  Young.  Do  you  loiow  whether  these  rails  would  be  used  in  an 
extension  from  this  flag  station,  or  do  you  know  where  they  went  to 
after  they  got  there  ? 

Mr.  Freer.  I  do  not;  no,  sir. 

Mr.  Young.  For  all  you  know,  they  were  used  at  that  point  ? 

Mr.  Freer.  They  may  have  been  for  all  I  know  to  the  contrary. 

Mr.  Young.  You  do  not  know  anything  about  it  ? 

Mr.  Freer.  No,  sir. 

Mr.  Young.  So  that  no  conclusion  can  be  based  upon  it  ? 

Mr.  Danforth.  How  vast  are  these  shipments  that  these  rates 
were  made  for,  or  these  divisions  ? 

Mr.  Freer.  I  know  nothing  about  the  quantity  at  all  that  moved 
on  these  diAasions. 
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Mr.  Reed.  Right  in  that  connection  I  want  to  call  attention  to 
Opinion  No.  1772  of  the  Interstate  Commerce  Conunission,  where  they 
passed  on  this  matter  of  railroad  materials  and  their  transportation 
on  different  systems  or  divisions  of  rates  as  opposed  to  the  general 
commercial  shipments,  and  that  question  is  now  pending  before  the 
Supreme  Court  on  appeal  from  this  opinion  of  the  Interstate  Com- 
merce Commission. 

Mr.  Young.  What  was  the  opinion  of  the  commission? 

Mr.  Reed.  It  was  opposed  to  a  different  division  of  rates. 

The  Chairman.  It  denounces  this  very  practice. 

Mr.  Reed.  Denounces  this  practice  of  the  railroads,  and  on  appeal 
of  the  Pennsylvania  Railroad  and  the  Baltimore  &  Ohio  the  question 
is  now  pending  before  the  Supreme  Court  of  the  United  States.  It 
seems  to  me,  Mr.  Chairman,  that  it  is  not  fair  to  the  Steel  Corpora- 
tion to  work  up  an  elaborate  conspiracy  of  rebates  based  on  the 
hypothesis  that  other  steel  companies  no  not  ship  according  to  the 
same  division  of  rates.  This  witness  admits  that  he  does  not  know 
what  the  divisions  of  rates  are  from  other  steel  mills. 

The  Chairman.  Mr.  Reed,  if  a  dozen  men  were  shot  down  on 
the  street  by  a  score  of  others  and  one  of  those  men  would  get  into 
the  clutches  of  the  law,  would  you,  as  a  lawyer,  before  a  court,  argue 
that  there  were  19  other  men  just  as  guilty,  who  had  never  been 
indicted,  and  ask  to  have  that  case  dismissed  because  the  others  had 
not  been  apprehended  ? 

Mr.  Reed.  No;  but  I  doubt  whether  I  would  hold  him  up  and 
compare  him  to  his  disadvantage  with  the  other  19. 

The  Chairman.  I  am  not  comparing  anybody;  I  am  not  saying 
that  the  other  companies  do  not  do  this.  They  may.  There  are 
many  things  that  tins  committee  has  investigated  with  respect  to 
the  United  States  Steel  Corporation  to  which  other  concerns  are 
addicted.  There  are  practices  of  the  United  States  Steel  Corpora- 
tion, I  would  say,  without  designating  the  practices,  that  I  would 
regard  as  reprehensible,  to  which  it  is  less  addicted  than  other  con- 
cerns, but  the  purview  of  our  inquiry  confines  us  to  the  operations 
of  the  United  States  Steel  Corporation,  and  to  that  extent  it  possibly 
is  to  be  regretted  that  we  have  not  time  or  authority  to  investigate 
the  steel  industry  as  a  whole  instead  of  taking  this,  the  largest  con- 
cern in  it,  as  an  example;  but  we  are  investigating  the  practices  of 
the  Steel  Corporation  just  as  the  acts  of  an  individual  are  investigated 
without  regard  to  the  acts  of  others. 

Mr.  Reed.  Quite  true;  but  I  understood 

The  Chairman.  If  this  device  is  wrong,  and  if  such  a  device  is 
being  practiced  by  industrials  owning  common  carriers,  Congress 
ought  to  know  it,  and  you  will  suffer  no  injustice  in  the  long  run, 
because  we  can  not  inflict  any  penalty.  All  we  can  do,  if  we  find 
these  things  are  reprehensible,  is  to  recommend  laws  that  will  oper- 
ate upon  your  competitors  in  the  same  way. 

Mr.  Reed.  That  is  true;  but  awhile  ago  you  told  me  in  answer  to 
a  question  that  you  thought  this  was  a  rebate  or  device  by  which  the 
Steel  Corporation  got  an  advantage  over  its  competitors.  You  do 
not  say  what  its  competitors  are  doing. 

The  Chairman.  I  will  explain  that,  but  I  do  not  care  to  go  into  a 
discussion.     I  do  not  believe  you  could  have  induced  the  Chicago  & 
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Alton  to  cut  its  rate  as  mercilessly  as  it  did  in  this  case  unless  you 
had  behind  it  the  power  and  enormous  tonnage  of  jour  works  at 
Gary  and  at  JoUet  and  the  force  or  power  of  this  great  trunk  line 
system  unless  you  had  owned  these  common  carriers.  Unless  you 
had  this  enormous  tonnage  you  would  never  have  secured  this  rate. 

Mr.  Reed.  I  do  not  think  there  is  any  evidence  that  we  did  secure 
the  rate.     The  Kansas  City  Southern  secured  the  rate. 

The  Chairman.  It  conceded  the  rate. 

Mr.  Reed.  We  have  nothing  to  do  with  the  divisions. 

The  Chairman.  The  Chicago  &  Alton  made  divisions  by  which  it 
was  a  loser,  a  heavy  loser,  and  it  did  not  take  that  money  out  of  its 
pocket  for  fun.     But,  let  us  get  back  to  this  question — — 

Mr.  Baetlett.  May  I  ask  a  question? 

The  Chairman.  Certainly. 

Mr.  Bartlett.  Did  anything  appear  to  show  that  this  rate  was 
made  by  the  seller  of  the  rails  ?  In  other  words,  did  they  sell  the 
rails  f.  o.  b.  or  were  they  to  be  delivered  to  point  of  destination? 

Mr.  Freer.  I  could  not  tell  you  that,  sir. 

Mr.  Bartlett.  It  might  be  to  the  benefit  of  the  Steel  Corporation 
as  the  seller  of  the  rails  if  they  paid  the  freight. 

Mr.  Reed.  I  do  not  see  how  it  could.  They  had  to  pay  the  rate 
and  it  is  none  of  their  affair  how  it  was  divided. 

Mr.  Danforth.  Is  there  any  evidence  that  this  rate  was  used  in 
the  case  ? 

Mr.  Freer.  No,  sir. 

Mr.  Danforth.  No  shipment  by  any  shipper  was  ever  made  under 
this  division  of  the  rate  ? 

Mr.  Freer.  No,  sir;  there  is  no  evidence  that  I  know  of.  All  I 
have  is  the  sheet  itself. 

Mr.  Gardner.  Was  there  some  e^ddence  presented  before  the  In- 
terstate Commerce  Commission  in  this  case,  Mr.  Reed? 

Mr.  Young.  That  was  not  this  case.  It  was  a  case  involving  a 
similar  question. 

Mr.  Bartlett.  Do  you  know  anything  about  that  case  ? 

The  Chairman.  The  case  to  which  ISh.  Reed  refers. 

j\lr.  Freer.  I  assumed  that  he  was  speaking  about  the  rail  fuel 
rate,  but  I  did  not  recognize  tlic  case  by  the  number  he  gave. 

Mr.  Bartlett.  Do  you  know  anytliing  about  the  restricted  rate 
case  ? 

Mr.  Freer.  That  was  the  one  I  had  in  mind.  Whether  that  is  the 
one  to  which  1k^  referred  or  not,  I  do  not  know. 

Mr.  Bartlett.  Did  it  apj)ear  in  that  case  that  the  rates  had  ever 
been  used  ? 

Mr.  Freer.  That  was  a  case  involving  the  rates  on  coal  for  railway 
fuel  where  the  commission  held  tliat  tlie  same  rate  should  be  paid  by 
the  railroad  as  was  paid  by  anyone  else. 

]Mr.  Reed.  We  will  get  those  for  you  and  give  you  the  exact  dates. 

The  Chairman.  Do  you  know  whether  a  similar  rule  was  made  by 
the  commission  in  the  Hichman  case  ? 

]\Jr.  Freer.  In  the  Hichman  case  they  criticized  the  existing 
practice.     They  made  no  order  at  that  time. 

The  Chairman.  When  wns  that  case  decided  ? 

Mr.  Freer.  I  could  not  tell  you  definitely.     About  three  years  ago. 
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The  Chairman.  As  I  understand,  this  is  what  Mr.  Reed  speaks  of. 
It  is  a  device  used  among  railroads,  occasionally  at  least,  when  they 
are  the  consignees  of  coal  or  rails  or  ties,  to  ship  those  ties,  raUs,  or 
coal  to  some  other  point  on  their  own  hne  and  then  to  transport  them 
a  short  distance  and  get  an  inequitable  division  of  the  rate. 

Mr.  Freer.  That  is 

The  Chairman.  And  all  the  roads  carrying  this  commodity  make 
a  cheaper  rate  to  other  railroads  in  order  to  get  the  carriage,  and 
what  would  be  a  rebate  to  an  ordinary  consignee  becomes  a  division,  a 
device,  when  practiced  by  a  carrier,  who,  in  that  case,  is  the  con- 
signee ;  is  not  that  true  ? 

Mr.  Freer.  That  is  true  on  some  material.  That  is  not  the  case  on 
the  coal.  On  the  coal,  instead  of  making  a  division,  they  simply 
pubhshed  a  special  rate  to  this  junction  point  lower  than  the  rate 
which  apphed  on  coal  for  other  people — commercial  coal. 

The  Chairman.  That  was  a  more  naked  violation  of  the  law. 

Mr.  Freer.  Instead  of  making  a  division  it  reduced  the  rate. 

The  Chairman.  Which  made  a  rebate. 

Mr.  Freer.  And  restricted  that  rate  to  coal  for  consumption  by 
steam  railways. 

The  Chairman.  The  same  result  was  obtained  in  that  case  and  in 
the  case  you  have  mentioned,  but  the  device  was  proved. 

Mr.  Freer.  The  same  result. 

Mr.  Reed.  The  chairman  does  not  blame  the  farmer  that  grows  the 
timber  or  the  Steel  Corporation  or  coal  company  for  that 

The  Chairman.  Not  unless  he  is  a  party  to  it,  unless  he  is  in  the  tie 
business  and,  to  a  great  extent,  also  in  the  railroad  business. 

Mr.  Bartlett.  Do  you  say  that  this  is  a  general  practice  among  the 
railroads  that  the  chairman  has  been  talking  about  ? 

Mr.  Freer.  It  has  been  quite  general. 

Mr.  Bartlett.  Do  you  know  anything  about 

Mr.  Freer.  Not  only  on  rails,  but  on  crossties  and  other  material, 
such  as  lumber. 

'Mt.  Bartlett.  Do  you  know  of  an  instance  where  these  roads 
owned  by  the  Steel  Corporation  engaged  in  that  practice  ? 

Mr.  Freer.  I  do  not  know  that  they  do.  As  it  has  been  quite  a 
general  practice,  I  would  assume  that  they  have  done  it,  possibly  to 
the  same  extent  as  other  roads.     I  do  not  know  that  to  be  a  fact. 

Mr.  Reed.  Assuming  them  guilty  until  proved  innocent.  I  think 
that  is  the  basis  on  which  we  are  proceeding. 

j\Ir.  Bartlett.  I  do  not  tMnk  you  could  justify  that  from  any- 
tliing  that  I  said. 

Mr.  Reed.  Nothing  that  you  suggested;  no,  sir. 

Mr.  Bartlett.  On  tlic  contrary,  my  mind  is  always  open. 

^Ir.  Reed.  I  was  spealdng  of  tliis  matter  of  the  rebate  of  the 
Kansas  City  Southern. 

The  Chairman.  On  a  shipment  of  rails  or  other  steel  products 
from  South  Cliicago  or  Garj^  to  New  Orleans,  what  proportion  is 
allowed  the  E.  J.  &  E.  ? 

Mr.  Freer.  Fifteen  per  cent. 

The  Chairman.  How  great   a   distance   does  its  road  haul   the 
shipment?     Give  me  the  mileatce  in  that  case,   as  an  illustration. 
The  route  is  over  the  Illinois  Central. 
Mr.  Freer.  Over  the  lUinois  Central  ? 
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The  Chairman.  For  the  purposes  of  this  examination,  give  us 
the  mileage,  approximately. 

Mr.  Freer.  Forty-four  miles,  approximately. 

The  Chairman.  Over  the  Elgin,  Johet  &  Eastern  ? 

Mr.  Freer.  Yes,  sir. 

The  Chairman.  How  far  over  the  other  carriers  ? 

Mr.  Freer.  I  have  not  that  figure. 

The  Chairman.  Do  you  know  approximately  how  far  ? 

Mr.  Freer.  I  would  not  like  to  guess. 

The  Chairman.  How  far  would  it  be  over  the  Elgin,  Joliet  & 
Eastern  if  routed  over  the  Chicago  &  Easter^i  Illinois  ? 

Mr.  Freer.  About  4  miles  less ;  about  40  miles,  probably. 

The  Chairman.  Have  you  any  information,  Mr.  Freer,  which  would 
be  helpful  to  the  committee  in  respect  to  terminal  allowances  on  indus- 
trial lines  when  the  same  are  owned  by  the  shippers  ? 

Mr.  Freer.  The  only  information  I  have  is  this  statement  of  the 
Interstate  Commerce  Commission  in  its  last  report  to  Congress,  which 
you  undoubtedly  have,  where  they  mention  that  specifically. 

The  Chairman.  Just  read  that.  It  is  short.  Just  read  it  into  the 
record. 

Mr.  Freer.  This  is  in  the  report  to  Congress  of  December,  1911, 
page  12: 

The  evils  most  difficult  to  detect  and  to  prove  to-day  are  those  arising  out  of  the  com- 
munity of  interest  of  certain  carriers  and  industrial  corporations.  The  ownership  of  in- 
dustrial corporations  by  carriers  and  of  carrier  corporations  by  industrials  is  frequently 
taken  advantage  of  to  defeat  that  equality  between  shippers  which  the  act  contem- 
plates. This  is  accomplished  by  unreasonable  divisions  of  joint  rates  forced  upon 
the  carrier  by  powerful  shippers  who  control  industrial  railroads.  Such  arrange- 
ments may  be  legal  in  form,  although  certainly  illegal  in  effect.  We  find  that  a  cer- 
tain number  of  large  industrial  concerns  control  tracks  and  terminal  facilities  nom- 
inally owned  by  small  railroad  corporations  which  do  not  rise  to  the  dignity  of  common 
carriers,  but  which  are  treated  as  such  by  the  connecting  carriers.  As  a  result,  the 
connecting  carriers  make  a  switching  allowance  or  a  division  of  the  joint  rate  to  sucli 
terminal  lines,  which  practice  unquestionably  results  in  discrimination  and  places 
the  industrial  at  an  advantage  in  the  market.  Another  form  of  discrimination  is 
found  in  the  leasing  of  property  by  carriers  to  shippers  for  a  nominal  consideration, 
with  a  further  agreement  that  all  shipments  made  by  the  lessee  shall  be  routed  over 
the  lines  of  the  lessor. 

It  becomes  increasingly  evident  that  entire  freedom  from  discrimination  can  be 
secured  only  by  a  complete  separation  of  the  business  of  transportation  from  every 
form  of  commercial  or  industrial  enterprise. 

Mr.  Bartlett.  Right  there.  Congress,  in  1906,  I  believe,  under- 
took to  take  Ciirc  of  that  by  providing  an  amendment  to  the  interstate 
commerce  act,  what  was  known  as  the  commodities  clause,  I  believe. 
The  Supreme  Court  passed  on  it,  although  not  very  definitely.  It 
went  back  for  retrial.  It  has  been  retried,  and  is  now  pending  in  the 
Supreme  Court  again. 

Mr.  Freer.  I  did  not  know  it  is  pending  in  the  Supreme  Court.  I 
knew  it  was  passed  back  for  retrial. 

Mr.  Bartlett.  As  I  understood,  it  is  pending  in  the  Supreme  Court 
of  the  United  States. 

Mr.  Reed.  That  is  the  Lehigh  Valley  case  ? 

Ut.  Bartlett.  I  do  not  know  the  name  of  that. 

Mr.  Freer.  Of  course,  that  is  the  other  end  of  the  proposition. 
That  is  where  you  attempt  to  prohibit  the  carrier,  but  you  fail  to  cover 
the  converse  situation. 
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Mr.  Baktlett.  Yes,  sir;  that  is  what  we  are  trying  to  do— to  find 
out  what  to  do  about  it. 

Mr.  Gardner.  I  will  ask  you  to  explain  the  case  in  point,  the  Lehigh 
Valley  case.  I  am  not  a  lawyer,  and  I  would  like  to  have  that 
explanation. 

Mr.  Freer.  I  am  not  a  lawyer,  and  I  would  not  like  to  attempt  to 
explain  it. 

Mr.  Gardner.  Perhaps  Mr.  Reed  will  make  a  short  statement. 

Mr.  Reed.  I  am  not  ramihar  enough  with  the  facts. 

Mr.  Sterling.  Was  the  constitutionality  of  that  law  in  question 
in  that  case  ? 

Mr.  Reed.  I  understand  that  was  considered  to  have  been  settled 
in  the  prior  case. 

Mr.  Bartlett.  I  do  not  think  that  prior  case  settled  anything. 

Mr.  Gardner.  Perhaps  Mr.  Bartlett  might  help  me  to  follow  this 
discussion. 

Mr.  Bartlett.  It  was  discussed  in  the  Senate  and  by  lawyers  in 
the  House.  It  is  beheved  that  nothing  was  settled  in  that  case, 
except  that  Congress  hap  not  gone  beyond  its  conbtitutional  poweis, 
if  the  court  construed  the  intention  of  Congress  to  mean  what  it  did, 
and  that  decision-  -I  do  not  say  it  with  any  disrespect- — was  very 
hazy  indeed.  It  is  now  up  again  for  argument,  to  determine  whether 
Congress  can  effectually  prohibit  the  railroads  from  owning  coal  or 
things  of  that  sort,  and  dealing  in  it  and  transporting  it  over  the 
roads  at  different  rates  than  charged  to  other  people  engaged  in  like 
business. 

Mr.  Gardner.  Why  it  it  called  the  commodities  clause  ? 

Mr.  Bartlett.  Because  it  provided  that  no  railroad  should,  after 
a  certain  time — it  was  the  Elkins  amendment  to  the  act  of  1906 
which  provided  that  railroads  engaged  in  interstate  commerce  should 
not  also  engage  in  the  production  and  sale  and  manufacture  of  com- 
modities to  be  hauled  over  its  own  fines.  It  undertook  to  separate 
railroads  from  engaging  in  the  business  of  mining  coal 

Mr.  Gardner.  Irrespective  of  whether  those  materials  were  to  be 
used  on  its  own  fine  or  not  ? 

Mr.  Bartlett.  No. 

The  Chairman.  No  mention  of  that  was  made. 

Mr.  Bartlett.  That  was  not  the  law,  but  when  it  undertook  to 
engage  in  the  business  of  seUing  coal  to  the  public,  which  was  to  be 
transported  over  its  own  line,  in  competition  with  other  people  who 
did  not  have  that  advantage 

Mr.  Gardner.  When  was  that  case  tried  ? 

Mr.  Bartlett.  The  case  that  was  tried  was  the  Reading  Railway 
case.  Mr.  Reed  thought  it  was  the  Lehigh  VaUey  case.  I  think  it 
was  the  Reading.  The  case,  as  I  understand  it,  went  back  and  was 
retried  and  is  now  awaiting  final  decision  by  the  Supreme  Court.  It 
has  been  argued  and  reargued,  so  that  we  do  not  know  what  the  law 
is;  at  least  I  do  not  know.  There  are  some  amendments  offered  to 
the  act  of  1910  and  a  number  of  biUs  introduced  along  that  line.  I 
was  on  the  Interstate  Commerce  Committee  of  the  House  in  1910, 
when  we  reported  this  amendment  to  the  Interstate  Commerce  act  out. 
Mr.  Wanger  of  Pennsylvania  offered  quite  an  elaborate  amendment 
in  an  endeavor  to  meet  some  of  the  suggestions  of  the  Supreme  Court, 
and  it  was  voted  down  in  the  committee  and  not  reported,  because  of 
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the  fact  that  the  case  was  still  m  the  courts.  I  think  Mr.  Wanger 
offered  the  same  amendment  on  the  floor  of  the  House,  and  Mr.  Mann, 
the  chairman  of  the  Interstate  Commerce  Committee,  as  well  as  the 
minority  members,  called  attention  to  the  fact  that  the  decision  was 
in  such  an  unsettled  condition  that  before  enacting  further  legislation 
upon  it  we  had  better  await  the  case  which  was  before  the  courts  at 
that  time. 

Mr.  Gardner.  When  will  that  be  decided  ? 

Mr.  Baetlett.  It  has  been  reargued  and  it  ought  to  be  handed 
down  some  time  during  the  present  session  of  the  court. 

Tlie  Chairman.  Mr.  Freer,  I  a\t11  get  you  to  cite  the  committee  to 
any  roads  that  are  subsidiaries  of  the  Steel  Corporation,  which  in 
their  operations  perform  the  functions  of  a  plant  facihty  and  enjoy 
the  powers  and  privileges  of  common  carriei-s  in  a  broader  sense. 

Mj.  Reed.  Ought  it  not  to  appear  first  that  the  witness  has  made 
some  examination  of  these  roads  ? 

The  Chairman.  If  you  have. 

Mr.  Freer.  The  oiuy  examination  I  have  made  is  of  these  tonnage 
reports  which  the  railroads  themselves  have  filed  here. 

Mr.  Young.  Can  not  the  fatness  define  what  he  means  by  a  plant 
facility  ?  There  is  a  good  deal  of  confusion  about  what  a  plant  facility 
really  is. 

Mr.  Freer.  A  railroad  that  I  would  consider  as  a  plant  facility  is  a 
railroad  that  is  built  and  maintained  primarily  for  the  economical 
operation  of  the  plant  which  buUt  it,  and  whose  outside  business  is 
merely  incidental  to  a  small  amount. 

Mr.  Young.  How  smaU  ? 

Mr.  Freer.  That  is  where  I 

Mr.  Young  (interposing).  That  is  where  they  all  get  into  trouble. 

Mr.  Gardner.  After  all,  is  it  not  a  question  of  convenience  en- 
tirely? None  of  these  alleged  plant  facilities  that  have  been  cited  are 
exclusively  engaged  in  the  business  of  their  plants.  They  all  accept 
common-carrier  business  naturally.  Is  not  that  a  case  where  the 
question  of  what  is  and  what  is  not  a  plant  facility  is  to  be  decided  by 
the  Interstate  Commerce  Commission,  or  the  courts,  on  each  case  as  it 
arises,  because  to  the  extent  they  supply  themselves  they  are  plant 
facilities,  and  to  the  extent  tliey  supply  the  public  they  are  common 
carriers;  and  you  can  not  say  a  thmg  is  either  a  plant  facility  or  a 
common  carrier  when  it  performs  both  functions.  You  can  say  it 
is  principally  a  plant  facility  or  principally  a  common  carrier,  but  it 
seems  to  me  that  you  can  not  give  any  absolute  definition  of  a  plant 
facility  unless  you  saj'  such  and  such  is  an  exclusive  plant  facility, 
another  class  of  railroad  is  practically  a  plant  facility,  and  a  third 
class  of  railroad  is  substantially  a  plant  facility. 

]\Ir.  Freer.  Another  difficulty,  of  course,  Mr.  Gardner,  would  be 
that  you  might  determine  it  was  a  plant  facility  to-day  and  next  year 
it  would  be  an  entirely  difi'erent  proposition. 

The  Chairman.  As  I  understand  it,  there  is  a  distinct  difference 
between  a  common  carrier  and  a  plant  facihty,  where  the  common 
carrier  performs  its  normal  functions  and  where  the  plant  facility  is 
used  exclusively  for  the  convenience  of  the  industrial  concern  hold- 
ing it. 

Mr.  Freer.  There  would  be  a  difference. 
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The  Chaieman.  These  two  distinct  things  are  separated  by  twiUght 
zones,  and  you  only  get  into  trouble  in  drawing  these  nice  distinctions 
between  the  two;  it  is  only  when  you  begin  to  say  where  one  begins 
and  the  other  begins,  that  you  have  trouble. 

Mr.  Feeee.  I  think  that  is  correct. 

The  Chaieman.  I  will  ask  you  to  give  the  committee  the  tonnages 
of  some  of  the  roads  of  the  United  States  Steel  Corporation  which 
partake  of  the  nature  of  a  common  carrier  and  a  plant  f  acihty. 

Mr.  Gaednee.  That  is  a  very  correct  way  of  putting  the  question; 
that  is  exactly  the  way  to  put  it. 

The  Chaieman.  I  am  deeply  grateful,  Mr.  Gardner,  to  hear  your 
expression  that  you  agree  with  me  this  one  time. 

Mr.  Feeee.  Here  is  one  sheet  of  figures  relating  to  the  Lake  Ter- 
minal Railroad,  which  operates  at  Lorain,  Ohio. 

Mr.  Young.  Owned  by  whom  ? 

Mr.  Feeee.  It  is  a  subsidiary  of  the  United  States  Steel  Corporation. 

Mr.  Young.  Will  you  please  state  the  source  of  those  figures? 

Mr.  Feeee.  The  chairman  will  have  to  state  that. 

The  Chaieman.  Those  are  figures  furnished  by  the  United  States 
Steel  Corporation,  or  by  the  Interstate  Commerce  Commission.  They 
are  all  furnished  either  by  the  Interstate  Commerce  Commission  or 
by  the  Steel  Corporation. 

Mr.  Reed.  These  particular  figures  were  furnished  by  the  company 
itself. 

Mr.  Young.  You  mean  by  "the  company,"  the  Steel  Corporation? 

Mr.  Reed.  They  were  furnished  by  the  different  railroads  that 
are  mentioned. 

Mr.  Young.  Those  are  Steel  Corporation  subsidiaries  ? 

Mr.  Reed.  Yes,  sir. 

The  sheet  referred  to  is  in  the  words  and  figures  following,  to  wit : 

The  Lake  Terminal  Railroad  Co.  classified  statement  of  tonnage  handled  July  1,  1909,  to 

June  SO,  1910. 

United  States  Steel  Corporation: 
Raw  materials — 

Outbound 1, 898,  775 

Inbound 1,735,106 

Local 1, 363,  220 

4,  997, 101 

Semifinished  and  finished  materials — 

Outbound 528,385 

Inbound 81,929 

Local 1, 804,  776 

2, 410,  089 


Corporation  total 7,  407, 190 

Other  business: 

Inter-line 4,  666 

Local 7,004 

11, 670 


Grand  total 7, 418, 860 

Mr.  Feeee.  On  this  particular  railroad,  the  Lake  Terminal  Railroad 
at  Lorain,  according  to  this  statement  of  tonnage  furnished  for  the 
year  ended  June  30,  1910,  98.4  per  cent  of  the  total  tonnage  handled 
by  that  railroad  was  United  States  Steel  Corporation  tonnage,  and 
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99.8  per  cent  of  its  total  inter-line  business  was  Steel  Corporation 
tonnage;  that  is,  the  business  which  it  handled  to  or  from  other 
railroads.  The  first  was  the  total  business,  including  business  which 
originated  and  ended  right  on  that  railroad. 

Mr.  Young.  Does  it  do  any  passenger  business  at  all? 

Mr.  Freer.  I  understand  not;  no,  sir. 

Mr.  Gardner.  Does  it  get  a  division  of  rates  on  through  business? 

Mr.  Freer.  Yes,  sir;  it  gets  an  arbitrary  division. 

Mr.  Bartlett.  What  is  the  per  cent  of  the  division  on  through 
business  ? 

Mr.  Freer.  I  think  it  is  10  cents  on  what  are  called  the  raw 
materials,  and  15  cents  on  the  finished  products;  that  is,  per  ton. 
I  am  not  certain  of  that. 

Mr.  Gardner.  That  is  outside  of  the  switching  charge,  that 
10  cents. 

Mr.  Freer.  That  includes  switching.  If  another  railroad  would 
deliver  them  a  car  going  into  one  of  these  plants,  of  raw  material  like 
limestone,  they  would  allow  the  Lake  Terminal  Railroad  10  cents  a 
ton  for  handling  the  car  from  the  point  of  connection  to  the  place  of 
delivery. 

Mr.  Gardner.  What  I  wanted  to  get  at  was  the  net  amount  of 
advantage  in  having  a  division  of  rates.  Presumably  if  they  had 
no  division  of  rates  there  would  be  a  switching  charge. 

Mr.  Freer.  If  they  had  no  division  of  rates  you  say  there  would  be 
a  switching  charge  ? 

Mr.  Gardner.  Yes;  would  there  not?  I  mean  to  say  if  the  tracks 
of  the  Lake  Terminal  Co.  were  within  the  plant  of  the  United  States 
Steel  Corporation  there  would  be  some  charge  for  handling  the  cars, 
for  switching  them;  would  there  not? 

Mr.  Freer.  I  would  understand  not;  no,  sir.  They  would  be 
simply  performing  their  o\vn  business  for  themselves.  I  do  not  under- 
stand they  would  make  a  charge  if  they  were  not  getting  some  allow- 
ance from  the  other  railroads. 

Mr.  Gardner.  It  would  depend  on  where  the  freight  was  delivered. 

Mr.  Young.  If  they  did  not  perform  this  service,  if  the  receiving 
industrial  company  did  not  perform  this  service,  when  serving  a  dif- 
ferent plant,  that  would  have  to  be  done  by  the  railroad  company, 
and  they  would  have  to  build  those  tracks. 

Mr.  Freer.  The  raUroad  would  have  to  perform  part  of  this  service, 
at  least,  which  is  now  being  performed  by  the  Lake  Terminal  Road. 
The  railroad  would  at  least  have  to  deliver  the  car  to  the  plant.  It 
might  not  do  all  the  switching  inside  of  the  plant. 

Mr.  Gardner.  How  much  in  excess  of  what  a  reasonable  charge 
would  be  for  switching  service — what  we  will  call  the  delivery  at  the 
plants — is  this  division  of  rates,  of  10  and  15  cents  ? 

Mr.  Freer.  I  would  not  attempt  to  say,  Mr.  Gardner. 

Mr.  Gardner.  I  wanted  to  get  into  my  mind  how  much  of  an  ad- 
vantage that  gave  them  which  their  competitors  would  not  have,  if 
they  had  no  little  connecting  railroad. 

Mr.  Freer.  The  Interstate  Commerce  Commission  is  now  wrest- 
ling with  that  subject.  It  is  quite  a  serious  question,  I  think,  both 
for  the  coinmission  to  settle,  and  I  think  the  railroads  are  very  anx- 
ious to  get  it  determined. 
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The  Chairman.  Eight  at  that  point,  it  has  been  decided,  in  these 
milling  in  transit  cases — this  very  same  question,  has  it  not  ? 

Mr.  Freer.  Not  ia  the  milling  in  transit  cases,  as  I  understand  it. 
They  decided  some  time  ago  the  case  of  the  Manufacturers'  Railway 
at  St.  Louis. 

The  Chairman.  That  is  the  Budweiser  case  ? 

Mr.  Freer.  That  was  the  Anheuser-Busch  Brewing  Co.'s  railroad. 
There  the  majority  of  the  commission  decided  there  was  nothing  im- 
proper in  an  allowance  to  the  manufacturers'  railway,  and  they  set 
the  case  down  for  further  hearing  to  determine  the  amount  of  allow- 
ance. There  was  a  minority  opinion  which  held  it  was  not  proper  to 
make  an  allowance ;  so  that  the  commission  itself  I  think  has  not  been 
unanimous  in  its  views  as  to  what  shall  be  done  with  these  terminal 
railroads. 

Mr.  Bartlett.  Will  you  give  me  the  tonnage  each  of  the  10  cents 
per  ton  and  the  15  cents  per  ton  division,  the  amount  of  tonnage  on 
those  divisions? 

Mr.  Freer.  The  total  tonnage  handled  by  the  railroad  was  7,418,- 
860  gross  tons. 

Mr.  Bartlett.  Does  it  give  a  division  between  the  10-cent  and 
15-cent  allowance? 

Mr.  Freer.  Yes,  sir. 

Mr.  Reed.  While  Mr.  Freer  is  figuring  that  out,  I  might  mention 
that  about  three  or  four  months  ago  the  Interstate  Commerce  Com- 
mission had  a  case  very  much  like  this  in  the  Buffalo  Union  Furnace 
Co.,  in  South  Buffalo.  In  that  case  they  decided  that  that  company's 
railroad  was  a  bona  fide  railroad  and  entitled  to  a  switching  allow- 
ance. Then  after  the  decision  had  come  down,  a  week  or  so  later,  the 
commission  rescinded  or  recalled  its  decision,  and  it  has  not  reissued 
it.  So  that  there  is  a  good  deal  of  uncertainty  in  everybody's  mind 
as  to  just  what  its  attitude  is  going  to  be  on  that  question. 

"The  Chairman.  In  that  case  I  believe  the  decision  was  changed 
not  because  the  former  holding  was  not  abstractly  right,  but  because 
other  railroads  were  engaged  in  the  same  practices. 

Mr.  Reed.  I  think  that  was  the  substance  of  it,  that  there  was  a 
discrimination  against  the  Buffalo  Union  Furnace  Co.,  and  then  they 
recalled  that  decision  pending  the  decision  of  the  broader  question 
which  they  are  now  investigating,  the  whole  terminal-railroad 
situation. 

The  Chairman.  I  understand  the  Interstate  Commerce  Commis- 
sion has  held  that  no  allowance  ought  to  be  made  for  the  performance 
of  a  service  by  an  industrial  for  its  own  benefit  in  the  tendering  of 
freight  to  a  common  carrier  or  receiving  it  from  it.  It  has  also  held 
that  they  were  entitled  to  the  cost  of  the  service,  and  it  has  also  held 
they  were  entitled  to  the  cost  of  the  service  plus  a  reasonable  per  cent 
on  the  amount  invested. 

Mr.  Reed.  And  the  Supreme  Com-t  has  not  helped  it  any  in  the 
Peevy  Elevator  case. 

The  Chairman.  That  is  correct,  Mr.  Reed;  it  has  been  held  the 
three  ways  ? 

Mr.  Reed.  I  do  not  know  what  the  law  is. 

Mr.  Bartlett.  Here  is  the  decision  in  the  Buffalo  Union  Furnace 
case. 
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Mr.  YorxG.  That  is  the  one  they  drew  back. 

Mr.  Reed.  The  one  that  they  suspended. 

Mr.  Feeee.  I  have  these  figures  now. 

^li.  Baetlett.  I  wanted  to  know  what  was  the  tonnage  first  on 
the  10-cent  division  of  the  rate  and  then  on  the  15-cent  division. 

!Mr.  Feeee.  The  raw  material  was  3,6.33.576  tons,  which  at  the 
division  of  10  cents  a  ton  would  be  S363.3S7. 

ilr.  Baetlett.  Now,  on  the  15-cent  division. 

Mr.  Feeee.  Six  hundred  and  ten  thousand  tons,  in  round  numbers, 
at  15  cents  a  ton.  would  be  891,500. 

The  Chateman.  What  is  your  total  ? 

Mr.  Feeee.  Practically  -S4o5,000.  .That  is  only  the  interline 
tonnage.  In  addition  to  that  there  were  practically  3,000,000 
tons  of  local  tonnage  which  originated  and  ended  on  that  railroad. 

Mr.  YouxG.  That  was  its  own  i 

Mr.  Feeee.  That  \\  as  its  own  material  which  it  handled  from  the 
point  of  origin  to  destination,  and  in  which  no  other  railroad  par- 
ticipated. 

The  Chalesiax.  At  that  point,  ilr.  Freer,  I  will  ask  you  to  insert 
in  the  record  the  report  of  the  Interstate  Commerce  Commission  in 
regard  to  the  Lake  Terminal  Railroad  Co.,  this  railroad  under  dis- 
cussion, at  Lorain. 

The  statement  referred  to  is  in  the  words  and  figures  following, 
to  wit: 
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Mr.  Freer.  Do  you  wish  me  to  proceed  with  some  of  the  others  ? 

The  Chairman.  Yes.  Take  the  Newburgh  &  South  Shore  EaUway 
Co. 

Mr.  Freer.  The  Newburgh  &  South  Shore 

Mr.  Young.  Where  is  that  located  ? 

Mr.  Freer.  That  is  located  at  Cleveland,  Ohio.  They  furnish  a 
statement  of  business  handled  for  the  year  ended  July  1,  1910,  but  it 
is  in  different  form.  Their  statement  shows  the  number  of  cars 
handled  and  not  the  number  of  tons.  Taking  the  number  of  cars 
handled  for  the  Steel  Corporation  and  the  number  handled  for  outside 
interests,  the  Steel  Corporation  business  was  96.9  per  cent  of  the 
total  number  of  cars  handled  by  that  railroad,  and  the  Steel  Corpo- 
ration's business  was  93.8  per  cent  of  the  total  interline  tonnage  han- 
dled by  that  railroad.  That  latter  is  the  tonnage  received  from  or 
dehvered  to  other  railroads. 

Mr.  Reed.  A  good  deal  of  that  is  hauled  some  20  or  25  miles  back 
from  the  lake,  is  it  not  ? 

Mr.  Freer.  Yes;  I  should  think  it  would  be  20  or  25  miles  from 
Newburgh  to  the  connection  with  the  other  railroad. 

The  statement  referred  to  is  in  the  words  and  figures  following,  to 
wit: 
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The  Newbtjrgh  &  South  Shore  Railway  Co., 

Office  of  General  StrPBRiNTENDENT. 

Statement  of  carloads  handled,  July  1,  1909,  to  July  1,  1910. 

United  States  Steel  Corporation:  C»™- 

Local,  raw  material 108, 977 

Interline,  raw  and  finished 65, 701 

Total 174, 678 

Other  business; 

Local 1,100 

Interline 4, 246 

5,346 

Total 180,024 

j\Ir.  Gardneb.  Mr.  Freer,  can  all  these  things  be  arranged  so  as  to 
be  just  and  not  give  the  Steel  Corporation  an  advantage  over  their 
competitors  through  the  Interstate  Commerce  Commission,  without 
forbidding  the  Steel  Corporation  to  own  their  own  railroads,  in  your 
opinion ?  Assuming  that  the  law  was  fixed  in  proper  form  so  as  to 
give  complete  power  to  the  Interstate  Commerce  Commission,  or 
other  courts,  would  it  be  possible  to  eliminate  tliis  advantage,  if  there 
is  one,  and  it  seems  as  if  there  were  ? 

Mr.  Freer.  I  hardly  feel  qualified  to  answer,  and  yet  I  do  not 
object  to  saying  that  in  my  opinion  it  will  not  be  possible  unless  they 
are  separated. 

Mr.  Gardner.  Is  that  because  you  think  it  will  be  impossible  to 
enforce  the  law  equitably,  or  what  is  your  reason  for  thinking  they 
should  be  separated  1 

Mr.  Freer.  I  think  it  will  be  very  difficult  to  avoid  some  advantage, 
as  long  as  they  control  the  railroad  business. 

Mr.  Gardner.  I  mean  an  advantage  other  than  they  are  entitled 
to,  the  same  as  I  used  in  the  illustration  yesterday  in  connection  with 
a  Washington  livery  stable  that  produced  its  own  hay. 

Mr.  Freer.  When  you  come  down  to  that  point,  I  don't  know  but 
what  that  could  be  regulated. 

Mr.  Babtlett.  I  did  not  catch  that  last  word. 

Mr.  Freer.  I  say  when  you  come  down  to  the  point  of  eliminating 
the  broad  question  of  advantage,  and  coming  to  what  I  said  yesterday 
was  an  unfair  advantage,  or  some  such  term  as  that,  I  do  not  know 
but  what  that  phase  of  it  could  be  regulated. 

Mr.  Gardner.  I  think  there  is  certainly  a  distinction  to  be  drawn. 
I  am  not  prepared  to  say  that  I  can  draw  the  distinction  without 
further  thought,  but  I  think  there  should  be  a  distinction  drawn 
between  a  railroad  which  is  owned  by  an  industrial,  and  a  situation 
where  by  devices  in  the  division  of  rates  they  can  turn  their  partial 
plant  facilities  into  common  carriers  for  the  purpose  of  getting 
division.  I  think  that  latter  form  is  clearly  something  to  be  prohibited 
if  possible.  But  what  I  wished  to  get  at  was  whether  that  could  not 
be  proliibited  without  going  to  the  extreme  of  forbidding  them  to 
enter  into  the  business  of  transportation. 

Mr.  Reed.  May  I  suggest,  Mr.  Gardner,  that  that  was  pretty  well 
covered  in  the  latest  draft  of  the  interstate-commerce  act?  The  pro- 
vision is  not  very  long,  and  if  I  may,  I  will  read  it  to  you  at  this  point. 
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Mr.  Gardner.  I  should  like  to  hear  it. 

Mr.  Reed.  The  act  provides,  ia  section  15,  paragraph  8: 

If  the  owner  of  property  transported  under  this  act  directly  or  indirectly  renders  any 
service  connected  with  such  transportation,  or  funishes  any  instrumentality  used 
therein,  the  charge  and  allowance  therefor  shall  be  no  more  than  is  just  and  reasonable, 
and  the  commission  may,  after  hearing  on  a  complaint  or  on  its  own  initiative,  deter- 
mine what  is  a  reasonable  charge  as  the  maximum  to  be  paid  by  the  carrier  or  carriers 
for  the  service  so  rendered  or  for  the  use  of  the  instrumentality  so  furnished,  and  fix 
the  same  by  appropriate  order,  which  order  shall  have  the  same  force  and  effect  and 
be  enforced  in  hke  manner  as  the  orders  above  provided  for  under  this  section. 

So  it  is  largely  a  question  of  the  application  of  an  adequate  law  to 
a  rather  confused  state  of  facts. 

Mr.  Gardner.  Of  course  that  law  has  not  been  on  the  statute  books 
long  enough  to  have  all  these  individual  facts  worked  out,  beyond 
the  general  principle  of  its  application. 

Mr.  Reed.  Of  course  not. 

Mr.  Bartlett.  Does  that  provision  of  the  act  meet  the  situation 
in  your  mind,  Mr.  Freer  ? 

Mr.  Freer.  As  I  said  before,  I  do  not  like  to  express  an  opinion 

Mr.  Bartlett.  I  am  just  asking  for  your  opinion. 

Mr.  Freer.  My  own  opinion  has  been  ia  line  with  that  which  I 
read  from  the  report  of  the  Interstate  Commerce  Commission,  that 
complete  segregation  of  these  railroads  would  finally  be  necessary  ia 
order  to  control  that  situation. 

The  Chairman.  Right  at  that  poiat,  if  the  industrial  is  a  shipper 
of  an  enormous  tonnage,  and  is  also  a  common  carrier,  controllmg 
large  shipments  and  controUiag  immense  mileage,  is  not  that  indus- 
trial in  a  position  if  it  so  chooses  to  command  advantages  1 

Mr.  Freer.  I  think  so. 

Mr.  Young.  Notwithstandiag  the  Interstate  Commerce  Commis- 
sion's power  over  the  situation  ? 

Mr.  Freer.  Well,  the  Interstate  Commerce  Commission  might  in 
time  catch  up  with  all  of  those  thiags  and  correct  them. 

Mr.  Young.  Another  thing  right  there 

The  Chairman.  Right  at  that  point,  not  to  interrupt  you,  Mr. 
Young,  does  not  the  Interstate  Commerce  Commission  in  its  latest 
report  admit  its  inability  to  handle  the  situation  ? 

Mr.  Young.  I  do  not  think  that  is  very  conclusive.  They  appar- 
ently do. 

But  right  there,  suppose  we  do  this;  suppose  we  ehminate  these 
roads.  Do  you  think  that  the  railroad  company  would  ever  meet  the 
needs  of  the  plant  in  doing  the  switching  about  from  place  to  place, 
doing  the  work  that  the  manufacturers  would  want,  would  need,  in 
order  to  be  efficient,  in  the  way  that  that  company  could  do  it  itself  ? 

Mr.  Freer.  I  have  had  an  idea,  Mr.  Young,  that  the  railroads  to-day 
are  up  against  this  terminal  proposition.  They  would  like  to  have 
somefliing  done,  but  I  have  always  had  the  idea  that  they  were  them- 
selves to  a  large  extent  responsible  for  it.  You  take  the  situation  at 
Pittsburgh.  The  Pennsylvania  Railroad  and  the  Baltimore  &  Ohio, 
for  instance,  will  not  switch  for  each  other.  Now,  a  large  plant  that  is 
going  to  do  the  business  of  the  Carnegie  Steel  Co.,  for  instance,  did  not 
feel  it  could  be  tied  down  to  one  railroad;  and  I  have  always  been 
rather  inclined  to  think  if  the  raikoad  had  been  a  little  more  liberal 
that  some  of  these  terminal  propositions  would  never  have  been 
started. 
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Mr.  Young.  Even  if  they  were  liberal,  do  you  think  that  unless 
this  railroad  which  is  a  plant  faciUty,  although  it  may  be  something 
else,  was  under  the  control  of  an  entirely  separate  corporation,  that 
it  could  ever  work  harmoniously  with  the  manufacturer  so  as  to  do 
the  work  as  well  as  the  manufacturer  can  do  it  for  himself  ? 

Mr.  Freer.  No.  A  large  plant  would  still  have  to  have  its  inter- 
plant  tracks  and  facilities  and  do  its  own  interplant  work. 

Mr.  YoxjNG.  Is  it  not  almost  impracticable  to  separate  the  purely 
plant  work  from  that  which  is  of  a  certain  amount  of  service  to  the 
railroads  ? 

Mr.  Freer.  I  do  not  think  it  would  be  impossible  if  its  tracks 
were  confined  to  its  own  property. 

The  Chairman.  In  other  words,  a  large  concern  can  own  its  own 
tracks  and  its  own  locomotives,  either  inside  of  its  plant  or  around 
its  plant,  just  as  it  owns  other  means  of  trucking  and  the  hke  of  that 
for  transporting  its  material,  without  placing  them  on  the  footing 
either  of  what  we  now  call  a  plant  facihty  or  of  a  common  carrier, 
without  incorporating  them  as  a  separate  concern. 

Mr.  Freer.  That  would  simply  be  a  case  of  internal  economy, 
whether  it  was  more  economical  for  them  to  handle  their  business 
in  their  plant  by  their  own  locomotives  or  to  handle  it  some  other  way. 

I  think  that  phase  of  the  case  was  before  the  Interstate  Commerce 
Commission  in  what  was  Itnown  as  the  Crane  case,  where  they  held 
the  plant  was  not  entitled  to  anything  because  it  was  simply  doing 
work  within  the  plant. 

The  Chairman.  I  wish  you  would  take  up  the  General  Electric 
case. 

Mr.  Freer.  I  have  not  that  here. 

The  Chairman.  Take  that  as  a  good  illustration. 

Mr.  Freer.  I  think  the  same  question  was  in  both  the  Crane  and 
the  General  Electric  cases,  where  the  commission  decided  that  the 
work  which  the  plant  was  performing  was  simply  interplant  service. 
The  railroad  had  delivered  the  car  to  the  designated  point  of  deliverv 
and  the  plant  for  its  own  convenience  handled  it  around  to  the  dii- 
ferent  parts  of  its  plant. 

Mr.  Gardner.  In  that  particular  case  the  evil  was  remedied  ? 

Mr.  Freer.  They  refused  to  make  any  allowance. 

Mr.  Gardner.  In  that  case  what  you  think  is  an  unfair  advantage — 
and  I  do  not  deny  it — has  been  remedied,  has  it  ? 

Mr.  Freer.  It  was  remedied;  yes,  sir.  I  think  one  of  those  cases 
is  now  in  the  courts,  the  Crane  case,  although  I  am  not  certain  about 
that.     But  it  was  remedied. 

Mr.  Gardner.  It  seems  to  me  that  the  true  remedy  may  lie  in  the 
direction  of  refusing  to  allow  a  division  of  rates  on  all  business  which 
is  plant  business,  and  permit  a  division  of  rates  on  such  of  their  busi- 
ness as  is  not  plant  business.     Would  that  be  a  possible  solution? 

Mr.  Freer.  Do  you  mean  eliminate  entirely  the  business  of  the 
company  controlling  the  railroad  ? 

Mr.  Gardner.  Suppose  98  per  cent  of  it  is  plant  business.  You  have 
instanced  a  case  where  it  was.  By  forbidding  a  division  of  rates  and 
only  allomng  what  are  called  switching  charges  on  that  98  per  cent  of 
business,  and  permitting  it  on  the  other  2  per  cent  of  business,  would 
not  that  be  a  possible  thing? 
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Mr.  Freer.  I  think  possibly  that  could  be  worked  out.  I  think 
that  is  one  solution  that  has  been  suggested  ia  this  investigation  that 
is  now  going  on  by  the  Interstate  Commerce  Commission. 

Mr.  Gardner.  That  has  been  suggested  ? 

Mr.  Freer.  There  has  been  a  suggestion  that  the  service  of  placing 
the  car  to  some  designated  point  of  delivery  be  separated  from  the 
internal  service,  and  that  some  allowance  be  made  for  the  first,  and 
that  the  plant  itself  must  stand  the  balance  of  it. 

Mr.  Gardner.  For  instance,  if  the  Pittsburgh,  Bessemer  &  Lake 
Erie,  or  whatever  the  name  under  which  it  operates,  were  to  be 
owned  by  another  corporation  other  than  the  United  States  Steel 
Corporation,  I  presume  it  would  be  impossible  for  the  United  States 
Steel  Corporation  to  conduct  its  business — I  am  not  speaking  of  the 
profits  of  the  business — to  conduct  its  business  with  the  promptness 
and  with  the  adequacy  that  it  can,  so  long  as  that  raUroad  is  in  its 


Mr.  Freer.  I  do  not  think  so.  That  might  be  the  case  with  the 
Union  Eaiboad,  which  is  the  terminal  road.  But  I  do  not  think  it 
would  make  any  difference  with  the  Bessemer  &  Lake  Erie  Eoad. 

Mr.  Gardner.  I  had  supposed  that  the  interrelation  between  the 
docks  and  the  factories,  the  furnaces,  could  all  be  worked  out  a  great 
deal  better  if  they  could  count  on  cars  going  in  this  direction  on 
one  time  and  cars  going  in  another  direction  at  another  time,  if  it 
was  all  under  one  heading.  It  would  be  in  the  direction  of  economy 
of  production. 

Mr.  Freer.  My  personal  opinion  is  that  the  Bessemer  &  Lake  Erie 
would  use  exactly  the  same  effort  to  handle  the  business  as  it  has  if 
it  were  owned  by  entirely  separate  interests. 

Mr.  Gardner.  The  gentleman  on  your  left  is,  I  think,  the  general 
freight  agent  of  the  Bessemer  &  Lake  Erie. 

Mr.  Reed.  Mr.  F.  C.  Baird. 

Mr.  Baird.  Yes,  sir. 

Mr.  Gardner.  If  the  committee  wUl  excuse  me,  I  would  like  to  ask 
Mr.  Baird's  opinion  on  that. 

Mr.  Baird.  What  is  that? 

Mr.  Gardner.  I  say  I  would  like  to  ask  your  opinion  as  to  whether 
the  plants  of  the  United  States  Steel  Corporation  at  Pittsburgh  could 
be  so  adequately  served  by  the  Bessemer  &  Lake  Erie  if  it  was  inde- 
pendent, as  they  can  be  with  it  dependent  ? 

Mr.  Baird.  I  would  answer  that  in  this  way,  that  the  efforts  of  the 
railroad  management  would  be  directed  to  afford  the  same  efficiency 
that  they  do  to-day,  but  that  they  would  be  handicapped  in  doing 
that  in  not  having  the  full  knowledge  of  the  complete  operation  of  the 
combined  institutions  that  they  have  to-day. 

The  Chairman.  You  furnish  the  same  facilities,  the  same  speed  in 
shipments  to  other  consignees  that  you  do  to  the  Steel  Corporation, 
do  you  not  ? 

Mr.  Baird.  Absolutely;  yes,  sir. 

The  Chairman.  If  you  do  that  what  would  be  the  difference  be- 
tween beiag  a  subsidiary  of  the  Steel  Corporation  and  running  on  your 
own  hook  ? 

Mr.  Baird.  The  other  institutions  served  are  not  of  the  same 
magnitude,  and  the  requirements  are  corresponding  to  the  magnitude 
of  the  business  they  do. 
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The  Chairman.  Those  institutions  would  still  be  there,  would 
they  not  ? 

Mr.  Baied.  Yes. 

The  Chairman.  Their  magnitude  would  not  be  lessened  by  your 
ceasing  to  be  a  subsidiary  of  the  Steel  Corporation  ? 

Mr.  Baird.  Not  at  all. 

The  Chairman.  You  would  have  the  same  amount  of  freight  to 
deliver,  would  you  not? 

Mr.  Baird.  We  would  hope  to  have. 

The  Chairman.  And  you  would  deliver  it  in  the  same  way  ? 

Mr.  Baied.  With  the  same  facilities. 

The  Chairman.  WTiat  advantage  do  you  receive  by  virtue  of 
being  a  subsidiary  of  the  United  States  Steel  Corporation  ? 

Mr.  Baird.  We  do  not  receive  any  advantage. 

The  Chairman.  WTiat  advantage  does  the  pubHc  receive  ? 

Mr.  Baird.  The  public  all  along  its  road  is  served  by  the  best 
railroad  facUities  that  there  are  in  the  United  States. 

The  Chairman.  Would  you  not  stdl  be  the  best  railroad  in  the 
United  States  if  you  were  independent? 

Mr.  Baird.  We  would  hope  to  feel  that  way  about  it. 

The  Chairman.  It  would  not  make  any  difference  in  your  road- 
bed, your  rails,  the  capacity  and  tonnage  of  your  cars,  the  speed  of 
your  engines — it  would  not  affect  them,  would  it  ? 

Mr.  Baird.  There  would  be  some  difference  there,  because  no  doubt 
as  time  went  along,  if  the  relationship- was  severed,  they  would  not 
have  the  same  volume  of  business  they  have  to-day  to  keep  their  effi- 
ciency ^up  to  the  place  it  has  reached. 

The  Chairman.  How  is  that;  where  would  you  lose? 

Mr.  Baird.  Well,  take  limestone,  for  instance.  There  will  be  a 
large  development  along  that  liae  which  wiU  serve  the  persons  that 
are  located  on  the  southern  end. 

The  Chairman.  Would  not  those  persons  need  the  same  amount  of 
limestone  whether  or  not  you  are  a  subsidiary  ? 

Mr.  Baird.  That  is  true,  but  there  might  not  be  the  same  encour- 
agement to  develop  the  quarries  in  this  section  of  Pennsylvania. 

The  Chairman.  I  see.  WTiat  is  now  carried  by  the  Steel  Corpora- 
tion road,  because  it  is  a  Steel  Corporation  road,  would  then  be  carried 
by  the  roads  which  are  most  adjacent  to  it  and  more  convenient. 

]\Ir.  Baird.  Oh,  no.  We  are  the  most  adjacent  and  conveniently 
located  to  a  great  portion  of  the  limestone,  as  far  as  that  is  concemea. 

The  Chairman.  WTiy  would  you  lose  that  limestone  by  being  an 
independent  ? 

Mr.  Baird.  I  say  there  might  not  be  the  same  encouragement  to 
other  people  to  develop  the  quarries  along  that  line.  To-day  they  will 
develop  because  they  can  ship  large  quantities  of  limestone,  and  they 
would  not  do  that  unless  they  had  the  support  of  the  Bessemer  road 
in  trying  to  make  this  limestone  desirable  to  the  persons  served  by 
that  road. 

Mr.  Gaednee.  Well,  somebody  else  would,  or  another  road;  would 
they  not  ? 

Mr.  Baied.  That  is  true. 

Mr.  Gaednee.  I  think  the  chairman  rather  missed  my  point.  I 
consider  that  any  economy  in  production,  in  following  the  line  of 
least  resistence,  is  a  benefit  to  the  public  sooner  or  later. 
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The  Chairman.  I  quite  agree  with  you;*  that  is,  if  it  goes  to  the 
public. 

Mr.  Gaednee.  Well,  sooner  or  later  it  is  divided  up,  perhaps  not 
fairly;  but  everybody  gets  their  bite  of  the  cheaper  production. 

The  Chairman.  If  the  beneficiary  passes  it  on,  they  get  it  sooner, 
and  if  he  appropriates  it  they  get  it  later. 

Mr.  Gardner.  Whatever  it  is,  I  think  that  economy  of  production 
means  a  benefit  to  the  public  in  the  long  run. 

What  I  wanted  to  get  at  was  whether  there  was  any  greater  econ- 
omy in  production  for  the  Steel  Corporation  because  they  owned  the 
Bessemer  &  Lake  Erie  than  there  would  be  if  they  did  not  own  it. 

Mr.  Baird.  Unquestionably  so.  In  the  last  90  days  the  enormous 
manufacturing  plants  have  been  kept  in  operation  simply  by  the 
presence  and  control  of  the  Bessemer  &  Lake  Erie  Co.  The  other 
raUroads  are  absolutely  inadequate  to  the  requirements  to  move  the 
freight  in  and  out  and  continue  the  operation  of  those  mills. 

The  same  condition  prevailed  in  the  years  1906  and  1907,  and 
through  the  efforts  of  the  railroad  company,  three  mills  continued  to 
operate  which  otherwise  would  have  been  closed  down. 

Mr.  Gardner.  Would  not  that  be  the  same  thing  if  somebody  else 
owned  the  railroad  ? 

Mr.  Eeed.  I  think  that  is  best  Ulustrated  by  what  did  happen 
before  the  Steel  Corporation  got  the  Bessemer  &  Lake  Erie  Road.  It 
was  a  very  poor  railroad  in  every  sense.  After  it  got  it,  and  since  it 
has  had  it,  it  has  become  a  very  efficient  railroad — one  of  the  best  in 
the  United  States.  It  was  on  the  verge  of  bankruptcy  when  it  was 
in  independent  hands,  and  its  service  was  not  efficient. 

Mr.  Gardner.  That  was  in  the  hard  times  of  the  nineties,  was  it 
not  ?     Still,  I  admit  there  is  force  in  your  argument. 

The  Chairman.  At  that  point,  what  was  the  stock  of  the  Bessemer 
&  Lake  Erie  selhng  for  at  the  time  the  Steel  Corporation  acquired  it  ? 

Mr.  Reed.  It  was  very  low;  around  15  somewhere. 

Mr.  Young.  I  would  like  to  ask  tliis  question:  Is  there  any 
advantage  in  the  mutual  operation  of  the  steel  plant  at  Pittsburgh  and 
your  road,  having  a  coordinate  management,  from  the  fact  there  is 
a  general  management  over  both  ?  Is  there  any  advantage  from  the 
operation  that  way,  in  making  it  more  efficient  ? 

Mr.  Baied.  That  management  is  not  exercised  in  any  way  whatso- 
ever. They  are  separate  individual  organizations,  just  the  same  as 
the  Pennsylvania  Railroad  would  be.  But  by  conference  to  deter- 
mine the  possibUities  of  dock  handling  and  the  vessel  movement 
through  the  docks,  the  requirements  of  the  furnaces,  the  capacity  of 
the  terminal  road,  the  Union  Railroad,  in  handhng,  the  whole  move- 
ment is  kept  hke  a  clock.  Last  year  they  handled  the  largest  ore 
tonnage  they  have  ever  handled  in  the  history  of  the  organization, 
and  there  was  not  a  break  anywhere. 

Mr.  Young.  That  is  just  what  I  am  asking.  That  is  what  I  meant 
by  coordination. 

Mr.  Baied.  There  was  not  one  vessel  detained  at  Conneaut  Har- 
bor, there  was  no  suspension  of  operation  on  the  dock  on  account  of 
lack  of  cars.  The  whole  thing  worked  out  systematically  and  hke  a 
piece  of  nicely  adjusted  machinery.  For  instance,  a  2,000-ton  ore 
train  would  go  into  North  Bessemer,  the  northern  terminus  of  this 
terminal  railroad,  probably  every  30  minutes  in  the  24  hours,  in  and 
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out.  You  can  not  conduct  an  operation  of  that  character  unless  you 
have  complete  cooperation  of  all  the  elements  entering  into  the  full 
transportation  of  the  business  involved. 

Mr.  Young.  Don't  you  think  you  could  have  that  operation  if 
you  were  a  separate  organization,  and  separately  owned  ? 

Mr.  Baird.  No,  sir;  I  do  not.  The  efficiency  of  our  mills  and  the 
furnaces  would  be  immediately  impaired. 

Mr.  Keed.  Take  the  matter  of  financing.  When  this  Bessemer 
Road,  the  old  Shenango  Road,  was  independently  owned,  its  credit 
being  bad  it  could  not  get  the  necessary  money  to  make  the  necessary 
repairs. 

The  Chairman.  Well,  Mr.  Reed,  the  fact  is  that  depends  on  its  ton- 
nage. That  is,  having  this  enormous  tonnage,  receiving  these  mil- 
hons  of  tons  of  ore,  shipping  these  miUions  of  tons  of  finished  product, 
would  necessarily  develop  any  road  to  which  they  would  divert  that 
tonnage,  and  if  a  road  was  in  bad  condition  in  those  days  it  was 
because  it  did  not  get  its  share  of  the  freight;  is  not  that  true  ? 

Mr.  Reed.  Not  necessarily.  It  could  not  handle  much  more 
freight  than  it  did,  before  it  was  rebuilt. 

Mr.  Baird.  One  of  the  modern  ore  trains  could  not  pass  over  the 
old  railroad ;  it  would  not  carry  it. 

The  Chairman.  Mr.  Freer,  there  are  two  statements  which  have 
not  been  inserted  in  your  testimony,  which  I  will  ask  you  to  insert  at 
this  point. 

Mr.  Freer.  These  are  statements  compiled  from  the  annual 
reports  to  the  Interstate  Commerce  Commission  for  the  years  ending 
June  30,  1902  to  1911,  both  inclusive,  relative  to  the  Union  Railroad 
Co.  and  the  Pittsburgh,  Bessemer  &  Lake  Erie  Railroad  Co.  ? 

The  statements  referred  to  are  in  the  words  and  figures  following, 
to  wit: 
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4936  UNITED   STATES   STEEL   COHPOKATION. 

The  Chairman.  With  the  permission  of  the  Committee,  I  will  ask 
Mr.  Freer  to  suspend  at  this  point,  and  I  will  swear  Mr.  Woolley. 

STATEMENT  OF  ROBERT  W.  WOOLLEY. 

The  witness  was  sworn  by  the  chairman. 

The  Chairman.  I  have  here,  Mr.  Woolley,  statements  of  tonnages 
from  plants  of  the  various  Steel  Corporation  companies.  I  believe 
you  collected  them.  I  will  ask  you  to  state  to  the  committee  from 
whence  you  secured  these  statements. 

Mr.  Woolley.  I  secured  these  tonnages  from  the  traffic  managers 
of  the  several  railroads — the  Minneapolis,  St.  Paul  &  Sault  Ste.  Marie 
Railway  Co.,  the  Chicago,  Burlington  &  Quuicy 

Mr.  Young.  You  mean  you  received  the  information  relating  to 
a  particular  road  from  the  traffic  manager  of  that  road  ? 

Mr.  Woolley.  From  the  traffic  managers  of  the  respective  roads; 
yes.     They  were  prepared  at  my  request  for  the  committee. 

The  Chicago,  Milwaukee  &  St.  Paul  Railway  Co.,  the  Chicago,  Bur- 
lington &  Quincy,  the  Chicago,  Rock  Island  &  Pacific  Railway  Co., 
and  the  Wheeling  &  Lake  Erie  Railroad  Co. 

The  three  statements  I  have  here  relative  to  the  Wheeling  &  Lake 
Erie  Railroad  Co.  were  obtained  in  response  to  a  request  made  by  the 
committee  for  a  statement  of  commodities  received  from  the  Ameri- 
can Steel  &  Wire  Co.,  via  the  Lake  Terminal  Railroad,  a  Steel  Cor- 
poration subsidiary.     These  cover  the  years  1909,  1910,  and  1911. 

I  have  here  three  statements  of  tonnages  received  from  the  National 
Tube  Co.,  at  South  Lorain,  showing  tonnage,  commodities,  and  ulti- 
mate destination  for  the  years  ending  June  30,  1909,  1910,  and  1911. 
These  were  prepared  at  the  request  of  the  committee,  and  were  fiu'- 
nished  by  the  Steel  Corporation. 

The  statements  referred  to  are  in  the  words  and  figures  following, 
to  wit: 
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CHICAGO,  MILWAUKEE     &    ST.  PAUL    EAILWAY    CO. 

Statement  of  shipments  forwarded  by  the  United  States  Steel  Corporation  originating  in 
the  mills  at  South  Chicago,  Gary,  Joliet,  and  Waukegan,  and  shipped  over  the  Chicago, 
Milwaukee  &  St.  Paul  Ry.  to  St.  Paul,  Minneapolis,  Omaha,  and  Milwaukee  durino 
the  years  1906-1910. 


Weight. 

Charges. 

To  Omaha 

Pounds. 
5,996,803 
3,669,032 

34,794,677 
685,827,454 

$15,167.53 

4,260.66 

45,447.77 

275,132.65 

To  St.  Paul 

To  Minneapolis 

To  Milwaukee : 

Grand  total 

730,287,966 

340,008.61 

AccouNTiNQ  Department, 

December  SO,  1911. 
(F.  A.  No.  499.) 


Statement  of  shipments  forwarded  by  the  United  States  Steel  Corporation,  originating  in 
the  mills  at  South  Chicago,  Gary,  Joliet,  and  Waukegan  and  shipped  over  the  Chicago, 
Milwaukee  &  St.  Paul  Ry.  Co.  to  Omaha,  Nebr. 


1906 

1907 

1908 

Commodity. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Pounds. 
127,392 

S343. 95 

Pounds. 
74,454 
44,860 
184, 756 

$206.09 
121. 12 
230.  94 

Pounds. 
412, 142 
82,300 
104, 760 
110,205 
19,215 
45,753 

$1,112.78 
222  21 

Bale  ties 

130. 93 

Fence  wire 

44,038 
93,225 

118. 90 
251.71 

297. 66 

Plates 

61.49 

Plainwire 

123. 53 

44,645 

127.68 

Staples.. 

32,460 
122,878 
378,000 
833,172 

87.48 

331. 77 

Spikes .... 

472. 50 

Wire  nails 

180,080 

486. 2i 

296,698 

801.07 

2, 249. 70 

Total 

444,735 

1,200.77 

645,413 

1,486.80 

2,140,875 

6,089.95 

1909 

1910 

Commodity. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Pounds. 

Pounds. 
77,293 
46,931 
36,740 

185,316 
40,008 
59,531 
47,420 

907,449 
49,140 

$208. 69 

Bale  ties... 

126. 71 

117.67 

Plates 

455,234 
37,600 

$i,  234. 86 
101.25 

600.36 

Plain  wire 

108.02 

Eails 

160.73 

Rail  joints .  .           

42,280 
250,499 
630,439 

68.14 

682.23 

1,443.48 

66.20 

2,450.09 

Wire  nails 

132.68 

Total 

1,316,962 

3,619.96 

1,449,828 

3,870.05 

Total  to  Omaha,  Nebr.: 

Weight 

Freight  charges . . . . 


.pounds. 


6,996,803 
$16,167.63 
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Statement  of  shipments  forwarded  by  the  I'nitrd  States  Steel  Corporation  originating  in 
the  mills  at  South  Chicago,  Gary,  Joliet,  and  Waukegan,  and  shipped  over  the  Chicago 
Milwaukee  &  St.  Paul  Ry.  Co.,  to  St.  Paul,  Minn. 


Commodity. 

1906 

1907                                      1908 

Weight. 
Pounds. 

Freight 
charges. 

Weight. 

«s.    J    ^*'- 

Freight 
charges. 

Bar  steel 

Pounds. 

Pounds. 

42,917 

$53.65 

Bale  ties              

42,070 
1,016,600 

S52. 69           .S7. 000 

S46  25 

815.20 

41,860 

52.32 



Plain  wire 

38,645 

52.80 

285,910 

326.86           221.270 

282  58 

Pump  rods 

30,090 
544,506 

37  61 

84,522 
54,340 

105.65 
40.76 

680  64 

Spikes 

78,799 

98.50 

38,880 

48.61 

Total 

220,424 

262.86 

1,423,279 

1,293.15 

913,606 

1,148.01 

1909 

1910 

Commodity. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Bar  steel 

Pounds. 

Pounds. 
143,989 

$201  58 

150,950 

1211.33 

Bale  ties 

Fence  wire 

Plates 

144,345 

202. 08 

114,000 
113,835 

159  60 

169.38 

Pump  rolls 

Structural  steel 

146,513 

203.28 

299,361 

429  39 

Spiies 

Wirenails 

Total 

440,808 

616. 69 

671,185 

Total  to  St.  Paul,  Minn.: 

Weight pounds..  3,66 

Freignt  charges |4,2 
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Statement  of  shipments  forwarded  by  the  United  States  Steel  Corporation,  originating  in 
the  mills  at  South  Chicago,  Oary,  Joliet,  and  Waukegan,  and  shipped  over  the  Chicago, 
Milwaukee  &  St.  Paul  By.  Co.,  to  Minneapolis,  Minn. 


1906 

1907 

1908 

Commodity. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Pounds. 

Pounds. 
714,440 
191,890 
216,600 

$893.06 
240.06 
174.28 

Pounds. 
661,080 
217,319 
543, 400 
179,839 
36,820 
427, 140 
46,910 
104,800 

6,131,936 

S717  63 

42,605 
106,400 
32,265 
61,646 
154,085 

S53.25 
85.12 
40.33 
77.06 

192.62 

434. 72 

224. 70 

208,668 
187,496 

260.82 
234.37 

46.03 

Plates             

666. 03 

Rails                            

36.65 

261,000 
2,218,847 

216.18 
2,315.83 

107. 36 

7,702.71 

833, 696 
286,160 

1,059.32 
481.63 

638, 696 

689. 31 

Total      

2,866,847 

2,980.39 

2,637,828 

3,343.63 

8,787,939 

10,796.78 

ty. 

1909 

1910 

Commod. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Pounds. 

Pounds. 

136,227 

402,825 

237,942 

46,016 

194,808 

2,290,011 

66,800 

S190.72 

619,240 
302,904 
32,260 
126,992 
3,648,720 

S726.93 

476.79 

60.40 

177.79 

4,968.25 

626. 06 

331.72 

64.42 

306.69 

3,218.98 

Pig  iron                                             

60.71 

266,890 

99,930 

6,431,679 

41,672 

208.76 

50.39 

8,942.21 

68.34 

62,700 

6,084,704 

43,600 

41,982 

297,162 

26.66 

7,143.73 

60.90 

68.77 

237,100 

273.87 

416.01 

Total                        .  . 

11,607,387 

15,933.72 

8,894,676 

12,394.36 

Total  to  Minneapolis,  Minn.: 
Weight,  pounds 

Freight  cha 


34,794,677 
$46,447.77 
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Statement  of  shipments  forwarded  by  the  United  States  Steel  Corporation,  originating 
in  the  mills  at  South  Chicago,  Gary,  Joliet,  and  Waukegan,  and  shipped  over  the  Chicago, 
Milwaukee  &  St.  Paul  Railway  Co.  to  Milwaukee,  Wis. 


1906 

1907 

1908 

Commodity. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Bale  ties        

POMTlds. 

Pounds. 
234,330 
229,482,218 
1,367,487 
1,039,497 
1,377,600 

$58.59 
87,473.64 
686.80 
451.64 
749.80 

Ponniis. 

140,105 

15,908,280 

4,430,649 
467,000 
281,200 

$40.41 

Billets 

178,378,918 

265,302 

1,293,759 

$68,193.98 
135.15 
656.40 

6,392.30 

Bolts  and  nuts 

2,164.13 

227.49 

140.02 

93,660 
172,860 
105,020 

75,260 

38,450 

4,613,640 

391.875 

369,060 

21,961,148 

54,420 

49.83 
229.22 
130.53 

37.63 

19.22 

1,741.96 

175.11 

179.87 

11,698.91 

31.69 

430,176 

216.08 

Mill  scale 

1,627,700 
6,007,589 
3,127,914 
57,892,947 

363.30 

2,765.15 

813.76 

23,252.53 

1,031,753 

2,087,069 

423,910 

487.06 

Plain  wire 

746.35 

168.60 

16,380 

536,280 

10,562,312 

93,096 

8.10 

385,840 

3,499,067 

74,200 

191,026 

16,027,680 

209,12 

1,677.78 

37.10 

86.94 

7,490.68 

203.23 

Spikes                             

1,967,066 

923.43 

6,173.32 

46.66 

30,000 
2,011,145 

62,260 
2,362,914 

13.60 

893.61 

23.74 

1,227.48 

3,681,640 

1,602.14 

Wire  nails 

2,439,180 

1,213.67 

2,383,555 

1,107.60 

Total 

214,230,757 

86,261.16 

.324,774,174 

127,329.40 

42,463,305 

18,712.17 

ty. 

1909 

1910 

CommotJ 

Weight. 

Freight 
charges. 

Weight. 

Freight 
charges. 

Bar  steel.       .         

Pounds. 

121,490 

114,268 

19,131,012 

766,644 

864,943 

447,788 

44,100 

87,000 

12,685,217 

68,660 

2,581,761 

496,496 

352, 020 

132,632 

63,966 

2,172,761 

185,850 

18,127,990 

341,600 

87,476 

1, 925, 342 

$36.44 

34.27 

7,739.12 

267.52 

414.  39 

217.88 

22.05 

63.60 

4,059.36 

15.32 

814.05 

256.87 

159.04 

69.87 

76.76 

860.94 

84.24 

6,419.01 

76.25 

23.96 

969. 39 

Po^mis. 
1, 289, 693 

214,378 

223,440 
3,387,681 

272,699. 

895,837 
39,602 

$680.35 

65.34 

Billets  

73.69 

1,606.17 

128.89 

447.89 

11.85 

Plates 

9, 316, 134 

615,400 

3,080,616 

1,668,640 

4,666.46 

247.25 

Plain  wire  .  . 

961.29 

425.63 

8,689,288 

421,416 

1  12,069,925 

1 

3,506.97 

Staples 

210.71 

6,102.30 

2,058,247 
50, 175 
61,233 

999.42 

16.00 

30,000 

9.00 

16.48 

Total 

60,719,014 

22,689.33 

43,634,204 

20,140.69 

Total  to  Milwaukee,  Wis.: 

Weight 

Freight  charges 


.pounds..  685, 827, «4 
$276,132.65 
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Mr.  Gardner.  "WTiat  is  the  connection  of  those  just  presented  with 
the  present  discussion? 

Mr.  WooLEY.  It  was  to  show  the  volume  of  business  received  by 
the  various  railroads  intersecting  with  the  Steel  Corporation  roads. 

Mr.  Gardner.  The  volume  of  steel  business  ? 

Mr.  WooLET.  Yes,  sir. 

Mr.  Young.  From  the  Steel  Corporation  ? 

Mr.  WooLEY.  Yes,  from  the  Steel  Corporation  plants. 

The  Chairman.  We  have  the  mileages,  the  divisions,  the  rates,  and 
the  amounts  of  tonnage  over  them.  That  makes  the  matter  com- 
plete. 

STATEMENT  OF  G.  M.  FEEER— Continued. 

The  Chairman.  Have  you  finished,  Mr.  Freer  ? 

Mr.  Freer.  I  believe  not. 

The  Chairman.  Proceed. 

Mr.  Freer.  The  next  statement  is  of  the  Elgin,  Joliet  &  Eastern. 
It  shows  the  local  tons  handled  by  the  Elgin,  Joliet  &  Eastern,  and 
the  tons  shipped  by  the  Illinois  Steel  Co.  Of  the  total  tonnage 
handled  62.8  per  cent  was  Illinois  Steel  Co.  business.  That  is  for 
the  year  ended  June  30,  1910. 

The  statement  referred  to  is  in  the  words  and  figures  following, 
to  wit: 

Chicago,  January  15,  1912. 
Query  1 .  The  statistics  showing  the  total  tonnage  on  all  freight  moved  over  the  lines 
operated  and  controlled  by  said  Elgin,  Joilet  &  Eastern  Railway  Co.  for  the  fiscal  year 
ending  June  30,  1910. 

Answer.  21,671,111  tons,  not  includino;  "company  material."  This  means  that  no 
fuel,  ties,  rails,  or  other  freight  used  exclusively  by  the  Elgin,  Joliet  &  Eastern  Rail- 
way is  included  in  the  above  figures. 

Query  2.  The  statistics  showing  the  total  tonnage  of  freight  received  by  said  Elgin, 
Joliet  &  Eastern  Railway  from  connecting  lines  destined  for  the  mills  or  plants  of  the 
United  States  Steel  Corporation  or  its  subsidiary  companies  located  upon  the  line  of 
said  Elgin,  Joilet  &  Eastern  Railway  Co.  for  fiscal  year  ending  June  30,  1910,  showing 
character  of  said  tonnage,  whether  raw  materials  or  finished  products. 

Answer.  No  records  are  kept  showing  the  tonnage  received  and  forwarded  by  all 
of  the  subsidiary  companies  of  the  United  States  Steel  Corporation.  Their  shipments 
are  handled  and  recorded  the  same  as  any  other  shipments  passing  over  the  Elgin, 
Joliet  &  Eastern  road.  We  do,  however,  compile  an  annual  statement  showing  the 
tonnage  received  by  the  Illinois  Steel  Co.  and  forwarded  by  the  Illinois  Steel  Co. 
These  figures  are  as  follows: 


Twelve 

months 

ending  June 

30, 1910. 


Twelve 

months 

ending  June 

30, 1911. 


Total  tons  of  freight  received  by  the  nUnois  Steel  Co.  (all  ]>lants  combined)  via 
the  Elgin,  Joliet  &  Eastern  Road,  and  Which  freight  originated  on  connecting 
lines  of  the  Elgin,  Joliet  &  Eastern  road 

Total  tons  of  freight  received  by  the  Illinois  Steel  Co.  originating  at  stations  on 
Elgin,  Joliet  &  Eastern  road 

Total  tons  of  freight  shipped  by  the  Illinois  Steel  Co.  via  the  Elglo,  Joliet  & 
Eastern  road  and  destined  to  points  on  connecting  or  foreign  lines 

Total  number  of  tons  shipped  bv  the  Illinois  Steel  Co.  to  local  stations  on  the 
Elgin,  Joliet  &  Eastern  road 

Total  received  and  forwarded 

Less  the  tonnage  handled  between  works  of  the  Illinois  Steel  Co.  located  on  the 
Elgin,  Joliet  &  Eastern  road,  and  which  figures  are  included  both  in  the  for- 
warded shipments  and  in  the  received  shipments 

Making  the  net  total  tonnage 


Tons. 

3,466,684 
6,086,470 
3,122,757 
3,881,782 


16,656,693 


2,9 


13,618,000 


Tons. 

2,667,636 
6,677,646 
1,675,661 
3,410,116 


13,331,059 


2,409,012 
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No  statistics  are  kept  showing  whether  the  shipments  were  rails,  angle  bars,  tie 
plates,  bolts,  or  nuts  or  the  various  articles  manufactured  by  the  Stool  Co. 

Query  3.  Statistics  showing  the  total  tonnage  of  freight  for  local  and  connecting  line 
movement  reccnved  from  the  mills  or  plants  of  the  said  United  States  Steel  Corpora- 
tion or  its  subsidiar\-  companies  located  upon  the  lines  controlled  or  operated  by  said 
Elgin,  Joliet  &  Eastern  Railway  Co.  for  fiscal  year  ending  June  30,  1910,  showing  the 
character  of  said  tonnage,  whether  raw  materials  or  finished  products. 

Answer.  The  answer  to  this  query  was  given  in  answer  to  query  2. 

Query  4.  Statistics  showing  the  other  tonnages  of  freight  originating  upon  its  said 
line  received  by  the  Elgin,  Joliet  &  Eastern  Railway  t'o.  for  transportation  over  ita 
line  or  lines  controlled  or  operated  by  it,  destined  for  delivery  upon  its  said  lines  or 
for  further  transportation  bej'ond  its  lines  other  than  the  information  as  suggested  in 
the  foregoing  paragraphs  for  the  >ear  endinc;  June  30,  1910,  showing  separately  the 
tonnage  so  received  for  delivery  upon  the  lines  of  the  said  Elgin,  Joliet  &  Eastern 
and  the  tonnage  going  to  connecting  lines  beyond  the  lines  of  the  said  Elgin,  Joliet  & 
Eastern  Railway. 

Answer. — 


Twelve 
months 
ending 
June  30, 
1910. 


Total  tonnage  of  freight  originating  on  the  Elgin,  Joliet  A  Eastern  road  and  i 
destined  to  points  on  the  Elgin,  Joliet  &  Eastern  road,  e.xcliisive  of  Illinois         To-ns. 
Steel  Co.'s  shipments '    2, 730, 390 

Total  tons  of  freight  originating  at  stations  on  the  Elgin,  Joliet  &  Eastern  road 
and  delivered  to  connecting  lines,  exclusive  of  Illinois  Steel  Co.'s  sliipments 2,076,015 

Total  number  of  tons  received  from  connecting  lines  destined  to  stations  on  the 
Elgin,  Joliet  &  Eastern  road,  exclusive  of  Illinois  Steel  Co.'s  shipments '    1, 394, 963 

Total  tons  of  freight  received  from  one  connection  of  the  Elgin,  Joliet  &  Eastern 
road  and  hauled  by  the  Elgin,  Joliet  i-  Eastern  road  over  its  lines  and  delivered 
to  another  cormection  of  the  Elgin,  Joliet  A:  Eastern  road,  exclusive  of  any 
shipments  of  the  Illinois  Steel  Co i    1 ,  851, 743 


Twelve 
months 
ending 
IimeSO, 
1911. 


Tom. 
2,374,667 

1,635,084 

1,216,639 

2, 228,  est 


Query  5.  Statistics  showing  the  freight  tonnage  originating  upon  the  Elgin,  Joliet 
(i  Eastern  Railway  Co.  upon  the  lines  controlled  or  operated  bv  said  company  for 
the  fiscal  year  ending  June  30,  1910,  not  included  in  the  information  called  for  in  the 
preceding  paragraphs  and  destined  for  deli^er\-  on  the  lines  of  said  company  or  for 
further  carriage  over  connecting  lines. 

Answer.  The  answer  to  this  query  was  given  in  answer  to  the  preceding  question. 

Query  6.  To  produce  the  annual  reports  of  the  Elgin,  Joliet  &  Eastern  Railway  Co. 
to  its  stockholders  for  the  years  1910  and  1911. 

Answer.  We  make  no  annual  report. 

The  Chairman.  Is  the  tonnage  there  that  originates  at  the  Gary 
plant  ? 

Mr.  Freer.  Not  by  plants.  It  is  just  the  tonnages  of  the  Illinois 
Steel  Co. 

Mr.  Gardner.  The  other  27  per  cent  is  outside  business  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Gardner.  And  has  nothing  to  do  with  the  Steel  Corporation? 

Mr.  Freer.  Nothing  to  do  with  it,  either  coming  in  or  outbound. 

There  is  one  more,  the  Bessemer  &  Lake  Erie.  For  the  year 
ended  June  30,  1910,  the  total  net  tons  handled  was  14,858,827, 
out  of  wMch  71.1  per  cent  was  United  States  Steel  Corporation 
tonnage. 

The  statement  referred  to  is  in  the  words  and  figures  following, 
to  wit: 
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Bessemer  &  Lake  Erie  Railroad  Co.  tonnage  statistics  for  fiscal  year  ended  June  SO,  1910. 


Commodity.  Class. 


i(Raw  material Cbo*u''nd'*- 

Traffic  to  or  from  subsidiary  companies  of   I  fnnthni™',!"' 

United  States  Steel  Corporation.  IFinislied  and  semiflnlslied   Jfjjbound 

I    i°a«rials.  iLocal ...'.! ! 

rt.,      ^,.,  . ^  /Various commodities Interline... 

Other  busmess |....do '. ;  Local 


Total. 


533, 02o 
8,889,941 

888,230 
82,S04 

176,542 
2,617,337 
1,671,248 


1  14,858,827 


1  Includes  Bessemer  &  Lake  Erie  Railroad  Co.  supplies. 

Correct: 

J.  McKaup,  Atulitor. 

Mr.  Gakdnee.  These  figures  are  on  the  weight  and  not  on  value? 

Mr.  Fkeee.  This  is  on  weight.  There  is  nothing  there  as  to  the 
revenue. 

]Mr.  Gaednee.  I  presumed  so. 

Mr.  Young.  Do  you  know  what  material  otherwise  is  handled  over 
that  road?     Is  it  mostly  general  merchandise? 

Mr.  Feeee.  There  is  no  ore  as  I  understand  it.  It  is  general  mer- 
chandise. I  think  the  only  ore  the  Bessemer  &  Lake  Erie  now  han- 
dle is  steel  corporation  ore. 

Mr.  Young.  Then  that  would  be  material  of  a  great  deal  more 
value  to  the  ton  than  the  material  which  it  handled  for  the  steel 
corporation  ? 

Mr.  Fkeee.  I  would  understand  it  would  be  a  higher  class  busi- 
ness; yes,  sir. 

Mr.  Young.  And  therefore  the  income  received  from  it  would  be 
considerably  higher  per  ton  ? 

Mr.  Feeee.  The  income  per  ton  would  undoubtedly  be  higher. 

Mr.  Gaedxee.  These  figures  would  be  affected  by  that  and  by  the 
passenger  service,  showing  to  what  extent  that  was  or  was  not  purely 
a  plant  faciUty.  I  suppose  it  is  perhaps  impossible  to  make  any 
calculation  to  show  what  the  percentage  of  the  revenue  was  as  be- 
tween these  kinds  of  service. 

Mr.  Feeee.  These  reports  were  furnished  the  committee.  I  had 
nothing  to  do  vsdth  them.  They  do  not  have  any  information  on 
them  from  which  you  could  figure  the  revenue. 

The  Chaieman.  Do  you  know  to  what  extent  the  passenger  service 
is  for  their  own  employees  ? 

Mr.  Fkeee.  On  the  Bessemer  &  Lake  Erie  ? 

The  Chaieman.  Yes. 

Mr.  Fkeee.  I  do  not  know. 

Mr.  Reed.  I  can  answer  that  as  to  the  Bessemer  road.  Prac- 
tically no  part  of  it  is  in  the  carriage  of  employees  of  the  Steel  Cor- 
poration to  and  from  the  steel  works. 

The  Chaieman.  How  about  the  Union  ? 

Mr.  Reed.  I  am  not  sure  about  that.  The  number  of  passengers 
carried  by  the  Bessemer  in  1910  one  mile  was  23,800,000,  the  revenue 
from  passengers  carried  was  $350,000. 

The  Chaieman.  Now,  as  to  the  Union  ? 
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Mr.  Reed.  I  have  not  the  same  figures  for  the  Union,  but  the 
Union's  passenger  business  is  quite  small. 

The  Chairman.  Is  it  not  to  a  great  extent  its  own  employees, 
Mr.  Eeed? 

Mr.  Reed.  A  large  part  of  the  Union's  passenger  business  is  em- 
ployees of  the  Steel  Corporation.  I  am  told  they  carried  about 
238,000  passengers  on  the  Union  last  year. 

Mr.  Gardner.  Irrespective  of  mileage  ? 

Mr.  Reed  Irrespective  of  mileage.  I  ought  to  add  to  those  Bes- 
semer figures  that  the  number  of  passengers  carried  in  1910  was 
1,110,289. 

The  Chairman.  Is  there  anything  else  the  members  of  the  com- 
mittee care  to  ask  Mr.  Freer  ? 

Mr.  Young.  Yes,  I  have  some  questions,  if  we  are  going  on  now. 

The  Chairman.  We  will  finish  with  Mr.  Freer  to-day. 

Mr.  Young.  To  go  back  to  this  Lake  situation,  you  gave  some  fig- 
ures indicating  the  profits  of  the  steamship  lines  were  15  or  16  per 
cent  for  1910.  Can  you  tell  me  what  was  charged  up  against  the 
gross  receipts,  so  that  that  balance  was  struck?  Wnat  were  the 
items  of  the  cost  of  doing  the  service  that  were  deducted  from  the 
gross  receipts  before  you  got  that  balance  showing  a  profit  of  16  per 
cent. 

Mr.  Freer.  All  I  can  give  you  is  this  statement  which  was  fur- 
nished by  the  committee  to  me,  which  shows  operating  expenses 
$6,710,898,  leaving  a  balance  of  $3,659,313. 

Mr.  Young.  Then  there  is  nothing  but  operating  expenses 
charged  up  ? 

Mr.  Freer.  There  are  other  expenses  shown  here;  yes,  sir — that 
is,  other  charges,  not  expenses. 

Mr.  Young.  That  is  what  I  wanted  to  know;  what  they  are? 

Mr.  Freer.  There  is  an  item  of  $648,899  and  some  cents,  for 
interest;  there  is  an  item  of  $993,729.99  for  depreciation,  extinguish- 
ment funds,  bond  sinking  fund,  extraordinary  replacements,  and  so 
forth. 

^Ir.  Young.  Are  those  all  ? 

^Ir.  Freer.  Those  are  all;  yes,  sir. 

Mr.  Young.  Did  you  deduct  all  those  before  you  struck  a  balance 
and  found  16  per  cent? 

Mr.  Freer.  I  will  have  to  figure  that  again  to  see.  I  don't  remem- 
ber how  I  figured  it. 

I  took  the  net  earnings,  practically  two  and  a  half  million,  before 
arriving  at  which  all  operating  expenses  had  been  taken  care  of,  the 
interest  charges,  depreciation,  extinguishment,  and  so  forth.  Those 
had  all  been  deducted  before  arriving  at  this  two  and  a  half  million. 
To  the  two  and  a  haK  million  I  added  back  $649,000,  approximately, 
interest  charges.  I  then  applied  that  total  to  the  total  capital  stock 
and  bonded  debt. 

Mr.  Young.  So  that  you  deducted  depreciation  and  operating 
expenses  ? 

Air.  Freer.  Extinguishment  funds,  bond-sinking  fund,  extraor- 
dinary replacements,  and  operating  expenses. 

i\Ir.  Young.  Do  you  know  what  the  ordinary  length  of  life  of  one 
of  those  steel  ore  carriers  of  the  Lakes  is  ? 

^Ir.  Freer.  I  do  not;  no,  sir. 
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Mr.  Young.  Do  you  know  what  the  amount  of  depreciation 
deducted  there  was  ? 

Mr.  Freer.  I  do  not  know  what  the  amount  was.  It  is  all  em- 
braced in  one  item.  That  is,  these  several  items — depreciation, 
extinguishment,  and  so  forth,  are  all  combined  in  one  item.  I  do  not 
know  how  it  would  be  separated. 

Mr.  Young.  Have  you  the  figures  for  the  year  1908? 

Mr.  Freer.  No,  sir.     This  is  just  for  one  year,  1910. 

Mr.  Young.  Have  you  the  figures  for  the  year  1911  ? 

Mr.  Freer.  No,  sir. 

Mr.  Young.  Have  you  the  figures  for  any  year  besides  1910? 

Mr.  Freer.  No;  no  other  year  except  1910. 

Mr.  Young.  These  you  say  were  furnished  by  the  committee  ? 

Mr.  Freer.  Furnished  to  the  committee  and  handed  me. 

Mr.  Young.  Was  this  year  all  that  was  asked  for  ? 

Mr.  Reed.  This  one  year  was  all  that  was  asked  for. 

The  Chairman.  The  request  was  made  to  make  it  as  specific  as 
possible  because  of  the  time  required  to  make  these  tabulations.  If 
we  had  asked  for  several  years  we  could  not  have  got  it  in  time  to 
be  of  use  for  the  committee. 

Mr.  Reed.  I  am  sorgr  I  did  not  know  that,  Mr.  Chairman. 

Mr.  Gardner.  Is  1910  a  fair  average  year? 

The  Chairman.  Yes. 

Mr.  Young.  That  was  the  greatest  year  of  tonnage  they  ever  had. 

Mr.  Reed.  The  earnings,  for  instance,  of  the  ore-carrying  roads 
of  the  Northwest  were  40  per  cent  greater  in  1910  than  in  any  other 
year. 

Mr.  Young.  It  seems  to  me  these  figures  are  not  of  very  much 
value  unless  they  could  be  extended  a  few  other  years. 

The  Chairman.  Did  this  steamship  company  in  1903  pay  19  per 
cent  dividends  ? 

Mr.  Reed.  I  do  not  know. 

Mr.  Young.  Have  you  figured  for  19071 

Mr.  Freer.  No,  sir. 

Mr.  Young.  You  have  not  any  figures 

Mr.  Freer  (interposing).  Except  for  this  one  year,  1910. 

Mr.  Young.  You  gave  the  rate  on  ore  from  the  Baraboo  district 
to  Chicago.     Over  what  railroad  does  that  go  ? 

Mr.  Freer.  The  Chicago  &  Northwestern. 

Mr.  Young.  That  road  runs  through  a  rich  farming  and  lumbering 
district  and  carries  a  large  amount  of  general  freight. 

Mr.  Freer.  It  does;  yes,  sir. 

Mr.  Young.  It  is  not  an  important  ore  road  ? 

Mr.  Freer.  I  would  not  call  that  particular  section  a  lumber  dis- 
trict, but  it  does  reach  a  very  rich  lumber  district  in  other  sections. 

Mr.  Young.  Further  on  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Young.  So  it  carries  general  freight  ? 

Mr.  Freer.  Yes,  sir. 

Mr.  Young.  In  a  very  large  amount  ? 

Mr.  Freer.  A  large  volume  of  general  freight. 

Mr.  Young.  The  ore  business  is  a  smaU  part  of  its  traffic  ? 

Mr.  Freer.  I  have  not  the  figures,  but  I  would  say  probably  very 
small. 
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Air.  Young.  Would  you  think  a  comparison  of  rates  on  that  line, 
for  instance,  was  fair  with  rates  on  a  road,  we  will  say,  like  the  Iron 
Range  ? 

Mr.  Freer.  The  rates  generally  on  that  road — I  would  say  no. 

Mr.  Young.  Would  it  oe  fair  to  make  a  comparison  between  the 
ore  rates  on  a  road  hke  the  Iron  Range,  built  entirely  for  the  ore 
traffic,  practically  speaking,  and  the  rates  on  ore  of  the  Northwestern, 
whicli  did  a  large  general  business  ? 

Mr.  Freer.  No,  sir;  I  would  not  think  so. 

Mr.  Young.  No. 

Mr.  Freer.  I  would  think,  however,  Mr.  Young,  that  it  would  be  a 
fairer  comparison  when  you  come  to  ore  rates  on  the  Chicago  & 
Northwestern  in  upper  Michigan  regions  than  it  would  with  this 
Baraboo  rate. 

Mr.  Young.  Yes.  Do  you  know  about  the  general  business  that  is 
carried  on  that  Northwestern  line  which  runs  from  Powers  to  Waters- 
meet,  or  from  Powers  down  to  Escanaba,  over  which  the  freight  is 
carried  ? 

Air.  Freer.  No,  I  do  not. 

Mr.  Young.  You  know  there  is  a  considerable  amount  of  general 
business  tlxere  ? 

Mr.  Freer.  I  would  assume  that;  I  do  not  know  it. 

Mr.  Young.  You  do  not  know  the  extent  of  it  ? 

Air.  Freer.  No,  sir. 

Mr.  Young.  I  think  you  did  not  give  the  rate  on  the  Marquette  & 
Western  Railroad,  on  ore. 

Mr.  Freer.  I  have  not  that.  I  am  under  the  impression  that  tht 
rate  is  30  cents. 

Mr.  Young.  Do  you  know  how  long  that  haul  is  ? 

Mr.  Freer.  No  ;  it  is  very  short. 

Mr.  Young.  About  15  or  18  miles  ? 

Mr.  Freer.  I  would  say  under  20  miles. 

Mr.  Young.  Yes.  Did  you  have  the  rates  on  the  Duluth,  Soutk 
Shore  &  Atlantic  ? 

Mr.  Freer.  No. 

Mr.  Young.  Do  you  know  what  that  rate  is  ?    " 

Mr.  Freer.  I  do  not. 

Mr.  Young.  Or  what  the  length  of  the  haul  is  ? 

Air.  Freer.  No,  sir. 

Air.  Young.  So  you  could  not  make  those  comparisons  ? 

Mr.  Freer.  No,  sir. 

Mr.  Young.  I  think  you  stated  you  knew  nothing  yourseK  and  had 
no  information  as  to  the  cost  of  the  present  value,  the  cost  of  replace- 
ment of  either  tlie  Iron  Range  or  the  Messabe  &  Northern  ? 

Air.  Freer.  No,  sir. 

Air.  Young.  You  have- received  no  information  on  that  ? 

Air.  Freer.  None  at  all. 

Air.  Young.  About  these  dock  charges  at  Conneaut  and  other 
Lake  ports,  those  dock  charges  are  included  in  the  Lake  freight  rates, 
or  the  rail  rates,  in  every  instance,  are  they  not  ? 

Air.  Freer.  Yes ;  one  portion  in  the  Lake  rate  and  a  small  portion 
in  the  rail  rate. 

Mr.  Young.  So  that  they  are  a  matter  of  no  consequence  to  the 
shipper  except  as  they  may  influence  the  amount  of  his  Lake  and  the 
amount  of  his  rail  rate. 
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Mr.  Freer.  That  is  correct;  yes,  sir. 

Mr.  Young.  What  division  is  made  there  is  of  no  consequence  to 
him? 

Mr.  Freer.  I  understand  not. 

Mr.  Young.  When  you  figured  this  profit  of  24  cents  a  ton  on  the 
Lake  vessels,  had  you  deducted  the  15  cents  which  they  pay  to  the 
dock  companies,  the  amoxmt  which  you  stated  was  15  cents  a  ton? 

Mr.  Freer.  I  assume  that  has  been  deducted.  I  am  simply  taking 
these  figm-es  which  they  have  furnished. 

Mr.  Young.  You  assume  that  is  part  of  the  operating  expense  ? 

Mr.  Freer.  I  assume  either  that  it  is  a  part  of  the  operating 
expenses  or  that  when  they  report  their  revenue  they  have  first 
deducted  what  payments  come  out  of  the  revenue. 

Mr.  Young.  You  know  nothing  about  it  ? 

Mr.  Freer.  No;  I  know  nothing  except  these  figures. 

Mr.  Young.  That  is  all. 

Mr.  Bartlett.  Mr.  Chairman,  as  to  this  section  that  Mr.  Reed  has 
called  attention  to,  this  part  of  section  15,  which  reads: 

If  the  oifner  of  property  transported  under  this  act  directly  or  indirectly  renders 
any  service  connected  with  such  transportation,  or  furnishes  any  instrumentality 
used  therein,  the  charge  and  allowance  therefor  shall  be  no  more  than  is  just  and 
reasonable,  and  the  commission  may,  after  hearing  on  a  complaint  or  on  its  own 
initiative,  determine  what  is  a  reasonable  charge — 

That  is  a  separate  and  distinct  proposition  from  what  is  known  as 
the  commodities  clause,  and  seems  to  me  applies  where  the  charges 
are  made  by  parties  who  owned  the  property  and  owned  the  instru- 
mentalities, as,  for  instance,  where  a  fruit  shipping  company  is  owner 
both  of  the  fruit  and  of  the  cars  in  which  it  is  transported,  and  that 
the  railroads  should  only  charge  a  reasonable  rate  for  that  service,  and 
that  where  the  parties  did  their  own  terminal  service,  such  as  cartage, 
movement  on  side  tracks,  and  things  of  that  sort,  that  the  raUroad 
should  not  be  permitted  to  charge  something  extra  for  that  service. 

Mr.  Young.  Only  what  was  reasonable. 

Mr.  Bartlett.  Only  what  was  reasonable. 

Mr.  Young.  What  was  Mr.  Reed  referring  to  ? 

Mr.  Reed.  It  was  in  that  cormection  I  read  the  section. 

Mr.  Bartlett.  Where  an  industrial  corporation  owns  a  railroad 
and  charges  these  unreasonable  rates,  that  section  it  occurs  to  me 
would  not  reach  it. 

Mr.  Young.  Would  not  that  be  an  instrumentality,  the  transpor- 
tation it  refers  to  there,  which  could  only  have  a  reasonable  rate  ? 

Mr.  Reed.  That  is  the  construction  the  Interstate  Commerce  Com- 
mission itself  puts  on  that  clause. 

Mr.  Young.  It  seems  to  me  it  would  include  that  as  much  as  a  car 
of  fruit  which  the  company  has. 

The  Chairman.  It  seems  to  me,  as  Mr.  Bartlett  has  said,  that  where 
in  the  operation  of  a  single  shipment  the  carrier  does  some  part  of 
the  service  and  the  shipper  does  another  part  of  the  service,  where 
the  carrier  and  the  shipper  are  two  distinct  persons,  then  neither  the 
carrier  shall  extort  from  the  shipper  nor  the  shipper  from  the  carrier. 
But  it  does  not  refer  to  a  case  where  the  carrier  and  the  shipper  are 
identical. 

Mr.  Young.  The  very  case  we  are  considering  is  where  the  shipper 
and  the  carrier  are  not  identical,  but  where  the  shipper  collects  the 
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cars,  for  instance,  through  his  terminal  roads,  and  delivers  them  to 
the  shipper. 

The  Chaiemax.  By  identical  I  mean  where  they  are  different  cor- 
])orate  persons,  but  are  the  same  interested  individuals.  A,  B,  and 
C  form  themselves  into  a  carrier,  and  A,  B,  and  C  form  themselves 
into  an  industrial.  They  are  known  as  a  common  carrier  under  one 
corporate  name  and  as  a  manufacturer  under  another  corporate  name, 
but  the  beneficiaries  are  identical. 

Mr.  Young.  I  claim  there  is  no  disagreement  there;  I  agree  with 
you  on  that  proposition. 

The  Chairman.  That  is  the  case  we  are  driving  at. 

Mr.  Young.  But  the  case  we  are  talking  about  is  where  a  manufac- 
turer owns  some  sort  of  a  terminal  railway  and  he  performs  some 
service  in  transportation  by  that  terminal  railway.  Now,  then,  it 
would  seem  to  me  that  this  section  which  has  been  quoted  would 
apply  exactly  to  that  case. 

Mr.  Bartlett.  There  is  another  section  in  here  which  deals  with 
terminal  railroads  and  other  facilities. 

Mr.  Young.  And  that  would  cover  the  case — reasonable  compen- 
sation for  the  service;  no  more. 

The  Chairman.  Is  there  anything  else  to  be  asked  of  Mr.  Freer? 
If  not,  we  are  very  grateful  to  you,  Mr.  Freer,  for  your  very  valuable 
and  explicit  testimony. 

Mr.  Freer.  I  will  file  the  memorandum  of  those  distances  this 
afternoon. 

^Ir.  Young.  You  will,  of  course,  put  in  all  those  distances? 

Mr.  Freer.  Distances  and  divisions  to  all  those  points. 

(The  memorandum  referred  to  is  in  the  words  and  figures,  follow- 
in  t;  to  wit:) 


From  I'liipn  R,  R.  stations  in  Pittsburgh  district- 


Di  vision  of 
rate. 


To  East  St.  Louis,  111.,  via  Wallace  Junction  and  Cleveland: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

New  York,  Chicago  &  St.  Louis  Ry.  and  Cleveland,  Cincinnati,  Chicago  & 

St.  Louis  Ry 

To  Chicago,  111.,  via  Wallace  Junction: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

New  York,  Cliicago  &  St.  Louis  Ry 

To  Buffalo,  N.  Y.,  via  Butler,  Pa.: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

Buffalo,  Rochester  &  Pittsburgh  Ry 

To  Buffalo,  N.  Y.,  via  Wallace  Junction,  Pa.: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

New  York,  Chicago  &  St.  Louis  Ry 

To  New  York,  N.  Y.,  via  Butler,  Pa.,  and  Buffalo,  N.  Y.: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

Buffalo,  Rochester  &  Pittsburgh  Ry.  and  New  York,  Chicago  &  Hudson 

RiverR.R 

To  New  York,  N.  Y.,  via  Erie,  Pa.,  and  Buffalo,  N.  Y.: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

Lake  Shore  &  Michigan  Southern  Ry.  and  New  York,  Chicago  &  Hudson 

River  R.  R 

To  Boston,  Mass.,  via  Butler,  Pa.,  and  Buffalo,  N.  Y.: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

Buffalo,  Rochester  &  Pittsburgh  Ry.  and  New  York,  Cliicago  &  Hudson' 

River  R.  R 

To  Boston,  Mass.,  via  Erie,  Pa.,  and  Buffalo,  N.  Y.: 

Union  R.  R.  and  Bessemer  &  Lake  Erie 

Lake  Shore  &  Michigan  Southern  Ry.  and  New  York,  Chicago  &  Hudson 
RiverR.R 


154 
627 


154 
421 


154 
102 

48 
681 
168 
626 

48 
740 
168 
585 


Per  cent. 
24.2 


33.3 
66.7 

55 
45 

64.9 
35.1 

U5 

85 
124.1 

75.9 
,115 

85 
122.4 

77.6 


1  Union  R.  R.  gets  a.-^t  .1j,.iy  of  1  cent  per  100  pounds.    Balance  of  rate  divides  on  above  percentages. 
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From  South  Chicago,  111.— 


Division  of 
rate. 


To  Kansas  City,  Mo.,  via  JoHet,  111.: 

Elgin,  Jollet  &  Bastern  Ry 

CUcMO  &  Alton  By 

To  East  St.  Louis,  HI.,  via  JoUet,  111.: 

Elgin,  Joliet  &  Eastern  Ry 

CMcago  &  Alton  Ey 

To  New  Orleans,  La.,  via  Matteson,  111. 

Elgin,  Joliet  &  Eastern  Ey 

Ulinois  Central  R.  B 


Per  cenl. 


25 

75 


26 
75 


16 
85 


Mr.  Babtlett.  Are  you  familiar  with  the  present  interstate  com- 
merce law,  not  as  a  lawyer  ? 

Mr.  Freer.  Not  as  a  lawyer.  I  would  hesitate  to  say  I  was  famil- 
iar with  it.  I  have  read  it  and  have  had  some  sections  of  it  called  to 
my  attention  pretty  forcefully. 

Mr.  Babtlett.  Can  you  make  any  suggestion  as  to  how  Congress 
could  remedy  these  evils  that  you  have  suggested t,  Of  course  we. 
have  got  to  do  that  if  we  can  do  so. 

Mr.  Freer.  I  do  not  feel  competent,  Judge,  to  make  such  a  recom- 
mendation, except  that  I  agree  with  the  suggestion  which  the  Inter- 
state Commerce  Commission  itself  has  made  to  separate  those — in 
other  words,  that  the  intent  of  Congress  in  passing  the  commodities 
clause  was  to  do  that.  But  they  cover  one  side  of  the  question  only. 
It  seems  to  me  just  as  important  to  cover  the  other  end  of  that.  You 
prohibit  a  railroad  company,  for  instance,  from  having  an  interest  in 
an  industrial,  so  why  not  prohibit  an  industrial  from  having  an  interest 
in  a  railroad  company  ? 

Mr.  Bartlett.  That  could  only  be  done,  as  it  was  attempted  to  be 
done,  and  a  House  bill  did  contain  it,  namely,  a  provision  which 
prohibited  one  railroad  owning  stock  in  another,  or  to  let  the  Govern- 
ment supervise  the  issuance  of  stocks  and  bonds,  or  to  prevent  one 
railroad  owning  stock  in  any  other  concern,  and  confine  it  simply  to 
a  transportation  business. 

Mr.  Freer.  Yes,  sir. 

Mr.  Bartlett.  But  we  ran  right  up  against  the  proposition  which 
the  commission,  which  is  investigating  that  question,  pointed  out, 
whether  or  not  this  Congress  has  any  such  power.  If  it  has  not  we 
can  only  do  it  by  submission  of  the  question  to  the  vote  of  the  people, 
which  as  far  as  I  am  concerned  I  am  not  ready  yet  to  do. 

The  Chairman.  I  have  always  believed,  and  have  always  con- 
tended, that  the  omission  of  some  such  provision  in  the  commod- 
ities clause  in  the  interstate  commerce  act  was  an  oversight. 

Mr.  Bartlett.  Not  an  oversight.  It  was  thought  of,  but  it  was  a 
doubt  whether  Congress  had  any  such  power.  It  is  a  doubt  which 
has  not  yet  been  removed  from  my  own  mind,  after  a  somewhat 
careful  study  of  the  matter.  I  took  the  position  and  I  have  not 
departed  from  it  that  Congress  did  not  have  any  power  to  regulate 
the  issuance  of  stocks  and  bonds. 

The  Chairman.  I  do  not  mean  that. 

Mr.  Bartlett.  And  in  that  I  have  been  sustained  by  this  very 
learned  commission  which  is  investigating  the  question. 

The  next  question  is  whether  Congress  can  go  into  the  various  States 
and  say  that  a  State  that  charters  a  corporation  to  manufacture  steel 
and  iron,  or  sugar,  or  cotton,  can  say  that  that  corporation  shall  not 
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own  any  controlling  interest  in  the  stock  of  a  railroad,  wliich  is  also 
chartered  by  the  State,  simply  because  the  railroad  engages  in  inter- 
state commerce. 

And  you  come  back  at  last  to  the  proposition  whether  Congress  can 
legitimately  prohibit  the  carriage  of  legitimate  interstate  commerce. 
In  other  words,  whether  a  railroad  which  is  engaged  in  carrying  com- 
modities from  one  State  to  another  can  be  proliibited  by  Congress 
from  carrying  any  sort  of  commerce  which  is  not  injurious  in  itself, 
like  a  lottery  ticket,  but  which  injuriously  affects  the  public  morals. 
Of  course  I  know  that  the  Supreme  Court  in  the  Lottery  case  (188 
U.  S.)  decided  that  in  the  case  of  a  lottery  ticket — and  that  is  the 
language  of  the  Supreme  Court — Congress  could  prohibit  its  carriage. 
That  was  almost  an  even  division  of  the  court,  Judge  Harlan  saying 
in  the  opinion  that  it  decided  nothing  more  except  that  in  the  case  of 
a  lottery  ticket  Congress  can  prohibit  its  transportation. 

I  have  never  yet  brought  my  mind  to  the  conclusion  that  the  Con- 
gress could  prohibit  legitimate  commerce,  whether  carried  on  by  a 
corporation  or  an  individual,  and  I  would  dishke  very  much  to  see 
the  Supreme  Court  uphold  any  such  power  in  Congress,  because  it 
would  turn  over  to  Congress  the  right,  as  Senator  Beveridge  said  on 
the  floor  of  the  Senate,  to  prohibit  the  transportation  of  mSk  moving 
interstate,  for  instance.  That  is  the  extent  to  which  you  have  got  to 
go  if  you  give  Congress  full  power  to  prohibit  legitimate  commerce, 
and  I  am  old-fashioned  enough  in  my  views  to  believe  that  we  have 
not  yet  that  power. 

The  Chairman.  What  I  was  speaking  of  was  this,  that  if  Congress 
has  the  power  to  say,  and  it  has  said,  that  a  railroad  shall  not  hold 
and  operate  coal  mines,  for  instance,  by  the  same  token  it  has  the  right 
to  say  that  coal  mines  shall  not  own  and  operate  a  railroad. 

The  committee  will  stand  adjourned  untd  tomorrow  at  2  o'clock. 

Whereupon,  at  1.15  o'clock  p.  m.,  the  committee  adjourned  until 
tomorrow,  Wednesday,  March  13,  1912,  at  2  o'clock  p.  m. 
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Committee  on  the  Investigation  of  the 

United  States  Steel  Corporation, 

House  of  Representatives, 

Wednesday,  March  13,  1912. 
The  committee  met  at  two  o'clock  p.  m.,  Hon.  Augustus  O.  Stanley 
(chairman)  presiding. 
The  Chairman.  The  committee  will  come  to  order. 

STATEMENT  OF  JOSEPH  WOOD. 

The  witness  was  affirmed  by  the  chairman. 

The  Chairman.  Mr.  Wood,  what  position  do  you  hold  with  the 
Pennsylvania  Railroad  ? 

Mr.  Wood.  I  am  first  vice  president  of  the  Pennsylvania  Co. 

The  Chairman.  Are  you  connected  in  any  way  with  the  Pennsyl- 
vania Railroad  ? 

Mr.  Wood.  No,  sir. 

The  Chairman.  What  relation  has  the  Pennsylvania  Co.  to  the 
Pennsylvania  Railroad  ? 

Mr.  Wood.  All  of  the  stock  of  the  Pennsylvania  Co.  is  owned  by 
the  Pennsylvania  Railroad  Co. 

Mr.  Bartlett.  The  Pennsylvania  Co.  is  a  holding  company? 

Mr.  Wood.  A  holding  company,  as  well  as  an  operating  company. 

Mr.  Bartlett.  What  business  does  the  Pennsylvania  Co.  do  be- 
sides holding  ? 

]VIr.  Wood.  It  leases  and  operates  the  Fort  Wayne  road,  the  Cleve- 
land &  Pittsburgh,  the  Erie  &  Pittsburgh,  and  other  roads. 

^Ir.  Sterling.  You  stated  it  the  other  way.  You  said  the  stock 
of  the  Pennsylvania  Co.  was  held  by  the  Pennsylvania  Railroad. 

^Ir.  Wood.  Owned  entirely  by  the  Pennsylvania  Railroad  Co. 
The  stock  of  the  Pennsylvania  Co.  is  all  owned  by  the  Pennsylvania 
Railroad  Co. 

The  Chairman.  Where  is  your  residence? 

Mr.  Wood.  Pittsburgh,  Pa. 

The  Chairman.  How  long  have  you  held  this  position  ? 

Mr.  Wood.  Four  or  five  years. 

The  Chairman.  What  was  your  previous  position  ? 

^Ir.  Wood.  I  was  one  of  the  vice  presidents  previously  to  that. 

The  Chairman.  Did  you  hold  any  other  position  with  the  railroad, 
such  as  general  counsel,  or  anything  of  that  sort  ? 

Air.  Wood.  No,  sir.     I  was  at  one  time  general  manager  of  the 
Pennsylvania  lines  west  of  Pittsburgh. 

The  Chairman.  What  were  your  duties  as  general  manager? 

Mr.  Wood.  I  had  general  charge  of  the  operation  of  the  railroads. 

The  Chairman.  And  as  vice  president? 
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Mr.  Wood.  As  first  vice  president  I  have  a  general  charge  of  all  the 
departments,  the  operating,  the  legal,  and  all  the  others;  general 
superTision. 

The  CHAmMAN.  Have  you  anything  to  do  with  the  making  of  rates 
for  the  traffic  carried  over  your  line  ? 

Mr.  Wood.  No,  sir. 

The  Chaieman.  Have  you  ever  had  anything  to  do  in  the  last  10 
years  with  the  makiag  of  rates  ? 

Mr.  Wood.  I  was  in  general  charge  of  the  trafiic  department  prior 
to  becoming  first  vice  president. 

The  Chairman.  How  long  was  that  ? 

Mr.  Wood.  Perhaps  three  or  four  years. 

The   Chairman.  How  long  were  you  in  charge  ? 

Mr.  Wood.  I  was  in  charge,  I  think,  three  or  four  years;  perhaps 
more.  I  do  not  recall  exactly  how  long.  That  was  prior  to  my 
becoming  first  vice  president. 

The  Chairman.  In  that  position  had  you  any  jurisdiction  or  con- 
sideration or  fixing  of  the  rates  on  coal  and  ore  and  coke  ? 

Mr.  Wood.  The  freight  traffic  maiiager  and  the  general  freight 
agent  reported  directly  to  me. 

The  Chairman.  They  reported  to  you  the  rates  on  ore  from  the 
lower  lake  ports  to  points  of  destination  on  your  line  and  connecting 
lines? 

Mr.  Wood.  If  there  was  anything  to  be  said  about  them  and  they 
desired  to  confer  with  me  in  regard  to  them,  they  naturally  would; 
yes,  sir.  I  have  no  doubt  during  the  time  I  was  first  vice  president 
in  charge  of  traffic  they  did  confer  with  me. 

The  Chairman.  The  ore  rates  from  these  ports  are  the  same  on  all 
lines  1 

Mr.  Wood.  From  which  ports  ? 

The  Chairman.  The  ore  rates  from  the  ports  by  way  of  aU  lines  to 
points  common  to  all  roads. 

Mr.  Wood.  From  the  Lake  Erie  ports — those  are  the  only  ones  we 
are  interested  in — yes.     They  are  common  to  all  the  roads. 

The  Chairman.  When  were  those  rates  made ;  do  you  know  ? 

Mr.  Wood.  No;  I  don't  know  just  when  the  present  rates  were  put 
into  efi"ect.     I  think,  perhaps,  two  years  ago. 

The  Chairman.  Will  you  explain  to  the  committee  just  the  manner 
the  means  by  which  these  rates  on  ore  from  the  Lake  ports  to  the 
Pittsburgh  district  are  made.  How  do  you  determine  what  is  a  just 
and  equitable  rate,  as  to  what  the  rate  will  be,  and  whether  it  is  just 
and  reasonable  ? 

Mr.  Wood.  Many  years  ago,  long  before  I  became  connected  with 
or  had  anything  to  do  with  the  traffic  end  of  the  matter,  I  have  been 
told  that  the  railroads  and  the  furnace  people  got  together  to  deter- 
mine what  should  be  the  proper  rates.  The  conclusion  reached  was 
that  the  cost  of  the  freight  rate  to  assemble  the  raw  material  going 
into  a  ton  of  pig  iron  should  be  substantially  the  same  at  the  com- 
peting districts,  we  will  say,  to  the  valleys  and  Pittsburgh.  That 
necessarily  meant  a  higher  rate  on  ore  to  Pittsburgh  than  to  the 
valleys,  and  a  higher  rate  on  coke  to  the  valleys  than  to  Pittsburgh. 
That  arrangement  has  prevailed  generally  ever  since  I  have  known 
anything  about  it,  and  has  generally  been,  so  far  as  I  know,  satis- 
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factory  to  the  furnace  people,  and  they  seemed  to  have  prospered 
under  it. 

The  Chairman.  What  is  the  distance  from  thevalleys  to  Pittsburgh  ? 

Mr.  WooB.  I  should  say  from  60  to  75  mUes. 

The  Chairman.  What  concerns  have  furnaces  in  this  valley ;  what 
cities  are  located  there  ? 

Mr.  Wood.  Youngstown,  Girard,  New  Castle,  Sharpsville,  Sharon, 
Middlesex,  and,  I  think,  NUes. 

The  Chairman.  What  companies  have  steel  mills  and  blast  fur- 
naces in  these  towns  ? 

Mr.  Wood.  The  Youngstown  Iron  &  Tube  Co.,  the  Shenango  Fur- 
nace Co.,  the  Briar  Hill  Furnace  Co.  The  Steel  Corporation  has  mills 
and  furnaces  in  that  section,  and  the  Girard  Iron  Co.  has  furnaces, 
also  the  Thomas  Iron  Co.,  and  I  think  the  Youngstown  Iron  &  Steel 
Co.,  or  iron  company,  I  don't  know  which. 

The  Chairman.  Does  the  Republic  Iron  &  Steel  Co.  operate  there  ? 

Mr.  Wood.  Oh  yes;  the  Republic  Iron  &  Steel,  too;  a  very  large 
plant. 

The  Chairman.  As  I  understand  you,  the  railroads  estimated  what 
was  the  cost  of  transporting  ore  from  the  lake  ports  to  Youngstown, 
and  the  cost  of  transporting  coke  to  these  same  valleys,  and  the  cost 
of  transporting  the  same  material  to  Pittsburgh,  and  they  so  graduated 
their  rates  as  to  make  the  load  in  a  blast  furnace,  whether  located  at 
Youngstown  or  at  any  of  these  other  points  you  have  mentioned,  or 
at  Pittsburgh,  approximately  the  same. 

Mr.  Wood.  Substantially  the  same;  that  is,  the  freight  rate  on 
that  raw  material  going  into  the  furnaces  to  make  a  ton  of  pig  iron. 

The  Chairman.  So  that  for  instance  if  a  blast  furnace  in  Youngs- 
town had  a  natural  advantage  by  virtue  of  a  shorter  haul,  or  some- 
thing of  that  sort,  in  the  assembling  of  its  ore,  you  arranged  your 
coke  rate  with  reference  to  that  natural  advantage,  and  if  a  furnace 
in  Pittsburgh  had  some  advantage  in  the  assembling  of  the  coke,  you 
arranged  your  ore  rate  to  meet  that  situation,  and  you  so  adjusted 
your  freight  rates  that  the  cost  of  assembhng  the  raw  materials  was 
practicalfy  identical  in  these  various  furnaces  ? 

Mr.  Wood.  That  was  the  intention,  and  it  was  practically  done, 
approximately. 

The  Chairman.  Take  the  blast  furnaces  in  the  valley.  What 
advantage  had  they  in  the  assembhng  of  ore  and  in  the  assembhng 
of  coal  by  virtue  of  their  situation  ? 

Mr.  Wood.  They  were  nearer  the  lake  ports  where  the  ore  came 
from. 

The  Chairman.  How  much  nearer  ? 

Mr.  Wood.  I  think  the  valleys  might  be  said  to  be  in  the  neigh- 
borhood of  70  miles  by  the  shorter  route;  probably  100  by  the  longer 
route,  as  against  anywhere  from  150  to  160  or  170  by  Pittsburgh. 

The  Chairman.  What  advantages  had  the  furnaces  in  Pittsburgh? 

Mr.  Wood.  They  had  the  advantage  of  being  nearer  the  region  of 
the  coke. 

The  Chairman.  How  much  nearer  were  they  to  the  Connellsville 
region  ?     I  presume  that  is  where  you  got  your  coke  ? 

Mr.  Wood.  Yes,  a  great  deal  of  it.  I  should  say  the  average  dis- 
tance from  the  Connellsville  region  was  55  or  60  miles. 

The  Chairman.  From  Pittsburgh  "i 
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Mr.  Wood.  From  Pittsburgh ;  and  to  the  valleys  it  would  probably 
be  about  130  to  150  miles,  depending  upon  the  particular  point  in  thie 
valleys. 

The  Chairman.  These  rates  then  were  not  determined  so  much  by 
the  cost  to  the  carrier  of  transporting  these  various  materials  as  the 
effect  of  the  rate  upon  the  consignee.  That  was  the  prime  considera- 
tion? 

Mr.  Wood.  They  were  made  in  the  first  place  so  as  to  enable  the 
furnaces  to  do  business. 

The  Chairman.  I  say,  you  took  that  as  a  basis  instead  of  estimat- 
ing it  upon  the  cost  of  the  service  rendered  ? 

Mr.  Wood.  What  I  had  intended  to  get  at  was  that  the  rates  were 
made  so  that  the  furnace  people  could  do  business :  all  of  them  could 
do  business.  And  consequently  that  they  should  all  be  on  an  equahty, 
as  near  as  possible,  as  to  the  cost  of  the  freight  rate  in  assembhng  the 
raw  material. 

The  Chairman.  And  in  order  to  do  that  I  say  you  considered  the 
effect  upon  the  blast  furnaces,  the  effect  upon  the  industry,  rather 
than  the  making  of  a  close  calculation  as  to  the  cost  of  the  service 
rendered  ? 

Mr.  Wood.  Yes. 

The  Chairman.  You  speak  of  the  railroads  fixing  these  rates. 
Explain  to  the  committee  how  you  determined  this  rate.  Say  there 
are  a  number  of  railroads  which  are  parties  to  the  same  tariff  between 
two  regions,  like  the  Connellsville  district  and  the  valleys  or  the  lake 
ports  and  Connellsville.  How  did  these  roads  which  make  this  rate 
agree  on  this  rate ;  by  what  means  ?     How  did  thev  get  together  ? 

Mr.  Wood.  They  did  not  agree  on  them.  The  railroads  would  have 
a  conference  and  they  would  discuss  the  situation.  Road  A  would 
say,  "I  think  this  is  a  good  rate."  They  would  talk  over  what  they 
thought  would  be  a  proper  rate,  each  one  for  himself,  and  then  finally 
if  a  common  rate  was  suggested  each  road  would  say  that  individually 
it  would  make  that  rate. 

The  Chairman.  What  officer  represented  tliesc  various  roads? 
We  will  call  them  A,  B,  and  C. 

Mr.  Wood.  What  officer  ? 

The  Chairman.  Wliat  officer  represented  the  road  at  these  confer- 
ences ?    Whom  would  they  select  ? 

Mr.  Wood.  Oh,  sometimes  the  division  freight  agent,  sometimes 
the  coal  and  coke  agent,  sometimes  the  general  freight  agent.  There 
was  never  any  specific  officer  that  I  laiow  of. 

The  Chairman.  Generally  was  it  the  traffic  manager  of  the  road? 

Mr.  Wood.  Well,  that  might  be  and  probably  would  be  the  case. 

The  C^hairman.  Each  road  usually  sent  one  representative  to  these 
conferences,  each  originating  fine  ? 

Mr.  Wood.  At  least  one. 

The  Chairman.  The  ore  rate  from  Ashtabula  harbor  to  Pitts- 
burgh is  96  cents,  I  beUeve,  at  present. 

Mr.  Wood.  On  direct  ore. 

The  Chairman.  That  rate  was  determined  in  the  manner  you  de- 
scribed, was  it? 

Mr.  Wood.  I  presume  it  was;  I  assume  that  it  was. 

The  Chairman.  How  long  has  that  rate  been  in  effect' 

Mr.  Wood.  About  two  vears,  I  think. 
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Mr.  Keed.  Since  July,  1909. 

The  Chairman.  Is  that  rate  net  to  the  Hnds 

Mr.  Wood  (interposing).  Not  to  the  railroad  company? 

The  Chairman.  Yes. 

Mr.  Wood.  No,  sir. 

The  Chairman.  What  terminal  allowance  at  the  lake  port  and 
destination  is  deducted  from  it? 

Mr.  Wood.  There  is  a  terminal  allowance  made  to  all  the  furnaces 
in  the  Pittsburgh  district. 

The  Chairman.  How  much  ? 

Mr.  Wood.  Six  cents  a  ton. 

The  Chairman.  What  is  that  terminal  allowance  for? 

Mr.  Wood.  Most  of  these  furnaces  have  railroads  of  their  own  and 
do  a  certain  amount  of  switching  work.  This  allowance  is  made  to 
represent  to  a  certain  extent  the  work  that  they  do  which  possibly 
the  railroads  should  have  done. 

The  ('IIAirman.  If  you  had  a  furnace  down  there  that  did  not  have 
any  railroad,  without  any  terminal  facilities,  would  it  get  that  allow- 
ance ? 

Mr.  Wood.  I  think  in  the  Pittsburgh  district  all  the  furnaces  get 
that  allowance. 

The  Chairman.  Do  they  all  have  terminal  facilities  ? 

Mr.  Wood.  I  am  not  quite  sure  whether  they  have  all  terminal 
railroads  or  not. 

The  Chairman.  If  they  did  not  have  a  terminal  railroad  would 
they  get  that  allowance  ? 

Mr.  Wood.  I  think  so,  to  put  the  furnaces  on  an  equality. 

The  Chairman.  Is  that  allowance  made  to  the  furnace  or  to  the 
railroad?  For  instance  take  the  Carnegie  Steel  Co.'s  furnace.  Did 
you  make  that  allowance  to  the  furnace,  or  did  you  make  it  to  the 
Union  Railroad  ? 

Wr.  Wood.  No,  that  allowance  I  think  is  made  to  the  Union  Rail- 
road. In  case  of  Jones  and  Laughlin  it  is  made  to  their  Monongahela 
connecting  railroad. 

The  Chairman.  Suppose  you  have  the  case  of  a  furnace  where  you 
run  a  railroad  out  to  it;   would  you  make  that  allowance? 

Mr.  Wood.  I  don't  loiow  whether  there  are  any  such.  Mr.  Reed 
says  there  is  a  furnace  in  the  Pittsburgh  district  that  has  that  situation 
and  gets  the  same  allowance. 

The  Chairman.  Do  you  Imow  of  any  furnace  that  gets  an  allow- 
ance that  has  no  terminal  facilities,  and  does  no  switching  of  its  own  ? 

Mr.  Wood.  In  the  Pittsburgh  district  I  do  not  think  I  do. 

Tlie  Chairman.  What  other  deductions  are  made  from  that  rate  ? 
Are  there  any  at  the  docks  at  Ashtabula  ? 

Mr.  Wood.  There  used  to  be  deductions  made  at  the  docks,  but  I 
am  not  sure  whether  there  are  any  now  or  not.  If  you  will  permit  me 
I  will  inquire  of  Mr.  Orr. 

Yes,  there  is  2  cents  allowance  made  at  the  docks,  2  cents  on  direct 
and  10  cents  on  stored  ore.     That  averages  3.6  cents  on  all  ore. 

The  Chairman.  Wliat  allowances  are  made  to  the  Youngstown 
furnaces  ? 

Mj'.  Wood.  Not  any. 

The  Chairman.  Have  they  switches  ? 

Mr.  Wood.  ^Fanv  of  them. 
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The  Chairman.  Where  you  have  furnaces  that  have  switches  and 
perform  a  service  identical  with,  say,  the  Union  Railroad,  do  you  make 
any  allowance  to  them? 

Mr.  Wood.  No,  I  think  there  is  none  made  there,  excepting  that  in 
the  valleys  there  are  two  or  three  different  arrangements.  At  some  of 
the  plants  the  various  railroads  switching  wUl  alternately  put  in  an 
engine  to  do  the  switching.  The  plant  is  charged  that  portion  of  the 
engine's  time  that  is  done  for  inter-plant  switching.  The  rest  of  the 
cost  of  the  engine  is  prorated  between  the  various  roads  delivering  to 
the  plant  in  proportion  to  their  number  of  cars. 

The  Chairman.  Do  you  know  what  that  would  amount  to  ?  Can 
you  form  any  approximation  what  it  amounts  to  ? 

Mr.  Wood.  No  ;  I  do  not  know.  I  know  that  at  Sharon  where  we 
made  an  arrangement  a  good  many  years  ago,  the  allowance  was  made 
of  3  cents  per  ton. 

The  Chairman.  Has  that  subject  been  under  investigation  recently, 
do  you  know  ? 

Mr.  Wood.  Yes,  this  whole  subject  of  terminal  aUowance  has  been 
under  investigation  and  is  stiU. 

I  would  like  to  add,  Mr.  Chairman,  that  while  there  are  no  allow- 
ances made  to  the  valley  furnaces,  in  determining  the  assembling  costs 
of  freight,  of  the  raw  material  going  into  a  ton  of  pig,  the  allowances 
made  m  the  Pittsburgh  district  are  taken  into  consideration. 

Mr.  Young.  The  idea  is  to  put  the  furnaces  in  both  places  on  a 
parity,  is  that  the  idea  ? 

Mr.  Wood.  As  near  as  we  could.  If  you  care  to  have  it,  I  wUl  give 
you  the  figures  as  representing  the  amount  of  this  assembling  material 
going  into  a  ton  of  pig. 

The  Chairman.  I  would  hke  to  have  that. 

Mr.  Wood.  At  Pittsburgh  it  is  $2.7515;  in  the  valleys  it  is  $2,735. 

Mr.  Young.  That  is  the  assembhng  cost  ? 

Mr.  Wood.  No,  that  is  the  freight  rate  on  the  raw  material  that 
goes  to  make  a  ton  of  pig.  We  have  figured  in  arriving  at  this  on 
not  quite  2  tons  of  iron  ore  to  make  a  ton  of  pig,  a  shade  over  a 
ton  of  coke,  and  a  little  less  than  a  quarter  of  a  ton  of  limestone. 

The  Chairman.  Will  you  separate  that  into  ore,  coke,  and  hme- 
stone,  so  that  we  can  form  some  idea  about  it? 

Mr.  Wood.  At  Pittsburgh  the  cost 

Mr.  Bartlett  (interposing).  You  mean  the  freight  costs? 

Mr.  Wood.  Yes;  I  am  speaking  now  of  the  freight  costs. 

At  Pittsburgh  the  freight  costs  of  the  ore  going  to  make  a  ton  of 
pice  is  $1.6836;  on  coke  it  is  77  cents;  and  on  limestone  it  is  29.7  cents. 

Mr.  Bartlett.  You  are  calculating  now  assembling  the  freight 
from  what  point  ? 

Mr.  Wood.  From  wherever  they  get  their  raw  material.  As  far 
as  the  ore  is  concerned,  they  get  it  substantially  from  the  same  point; 
as  far  as  the  coke  is  concerned,  they  get  that  substantially  from  the 
same  point. 

The  Chairman.  You  figure  the  ore  as  coming  from  what  point? 

Mr.  Wood.  Lake  Erie  ports. 

The  Chairman.  You  figure  the  cost  of  assembling  from  Lake  Erie 
ports,  as  that  is  figured,  just  as  if  the  ore  was  in  a  huge  dump,  or  in 
the  cars  at  the  Lake  ports  ? 

Mr.  Wood.  Yes,  sir. 
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The  Chairman.  You  do  not  figure  the  cost  from  the  Missabe  Range 
to  the  Lakes  ? 

Mr.  Wood.  Oh,  not  at  all;  we  are  not  interested  in  that  at  all. 
This  is  only  the  cost  from  the  lower  Lake  Erie  ports,  the  south  shore 
of  Lake  Erie. 

Mr.  Reed.  If  I  may  interrupt  you  a  moment,  Mr.  Wood  has  said 
he  was  figuring  on  something  less  than  a  quarter  of  a  ton  of  limestone. 
It  is  about  a  half  ton,  is  it  not  ? 

Mr.  Wood.  Yes,  it  is. 

Mr.  Reed.  I  know  you  did  not  want  to  give  it  incorrectly. 

Mr.  Wood.  Yes;  it  is  a  little  less  than  half  a  ton  of  limestone. 
These  figures  are  given  in  decimals,  and  I  used  the  wrong  decimal. 

The  Chairman.  Will  you  give  us  the  cost  of  assembling  the  coke 
and  limestone  in  the  same  way  ?     Did  you  give  us  that  ? 

Mr.  Wood.  The  coke  I  gave  you  as  77  cents,  and  the  limestone  as 
29.7  cents. 

Mr.  Young.  That  is  at  Pittsburgh,  all  of  this  ? 

Mr.  Wood.  These  are  all  at  Pittsburgh.  Those  go  to  make  up  the 
total  of  $2.75  and  a  fraction. 

The  Chairman.  Have  you  the  figures  for  Youngstown  ? 

Mr.  Wood.  I  have  them  for  the  valleys.  That  is  the  same  as  for 
Youngstown. 

The  ore  would  be  11.0587;  the  coke  would  he  $1.5079;  the  limestone 
would  be  16.8  cents,  making  the  total  cost  in  the  vaUeys  as  $2,735,  as 
against  $2.75  in  Pittsburgh. 

The  Chairman.  Can  you  give  us  the  figures  at  Cleveland  and  Wheel- 
ing? 

Mr.  Wood.  At  Wheeling  the  total  cost  is  $2,825.  That  is  gross.  I 
will  give  it  to  you  in  detail.  This  is  at  Wheehng  now.  For  ore  it 
wiU  be  $1,132;  for  coke  it  wiU  be  $1,452,  and  for  the  hmestone  24  and 
a  fraction  cents,  making  a  total  of  $2,825  at  Wheeling  as  against  $2.75 
at  Pittsburgh,  and  as  against  $2,735  for  the  valleys.  Now,  whether 
rightly  or  wrongfuUy,  that  arrangement  is  one  that  has  been  eminently 
satisfactory  to  the  furnaces  in  those  districts.  As  I  say,  it  was 
originated  before  my  time.  But  you  can  see  the  theory  of  it  anyhow, 
whether  it  is  right  or  wrong. 

Mr.  Bartlett.  This  was  a  rate  fixed  by  agreement  between  whom  ? 

Mr.  Wood.  Well,  I  can  not  say  it  was  an  agreement.  It  was  many 
years  ago.  It  was  some  sort  of  an  understanding  between  the 
furnace  masters,  makers  of  pig  iron,  in  those  days,  and  the  railroads. 

Mr.  Bartlett.  The  producers  of  ore,  coke  and  limestone  had  noth- 
ing to  do  with  the  arrangements,  those  who  sold  these  things  had  no 
hand  or  voice  in  the  making  of  the  rate  ? 

Mr.  Wood.  I  really  can  not  say  as  to  that. 

Mr.  Bartlett.  They  were  somewhat  interested  in  it,  were  they  not  ? 

Mr.  Wood.  I  dare  say  they  had  their  say  in  it. 

Mr.  Bartlett.  The  reason  I  asked  the  question  was  you  said  it 
was  an  understanding — or  whatever  you  may  caU  it.  I  am  not  call- 
ing it  anything  except  what  you  did — and  that  it  was  made  between 
the  owners  of  the  furnaces  and  the  railroads. 

Mr.  Wood.  No.  Perhaps  I  did  not  make  myself  clear.  The  under- 
standing was  that  the  method  which  I  have  referred  to  here  of  making 
the  assembhng  costs  on  the  raw  material  at  these  various  points, 
approxim-'tely  even,  was  satisfactory  to  these  people. 
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Mr.  Bartlett.  To  whom  ? 

ilr.  Wood.  To  the  furnace  men,  because  they  were  the  ones  who 
were  in  competition,  and  they  pay  the  freight .  They  were  producing 
pig  iron  and  selling  it  in  each  other's  territory.  They  were  in  com- 
petition, and  they  thought  this  was  a  fair  arrangement. 

Ml-.  Bartlett.  Did  not  the  freight  arrangement  have  any  effect 
upon  the  price  at  which  the  raw  materials  were  sold  to  the  furnace 
men? 

Mr.  Wood.  I  do  not  know  whether  it  did  or  not.  I  know  that  the 
raw  material  has  moved  freely  into  the  furnaces,  and  the  traffic  has 
moved  freely  out.  In  other  words,  they  have  been  doing  business 
and  prospering. 

The  Chairman.  What  railroads  sit  in  conferences;  which  of  the 
railroads  that  transport  these  materials  in  this  region  you  are  talking 
about* 

Mr.  Reed.  Which  do  you  mean  ? 

The  Chairman.  Coke  and  ore. 

Mr.  Reed.  There  is  the  testimony  that  some  of  the  railroads  that 
carry  ore  do  not  sit  in  conference.  Your  question  combined  the  two 
ideas. 

The  Chairman.  What  railroads  transporting  this  ore,  coke,  and 
limestone  sit  in  these  conferences  ?  What  railroads  transporting 
coke,  for  instance,  sit  in.  these  conferences  ? 

Mr.  Wood.  Well,  the  coke  is  transported  by  the  Pennsylvania  Rail- 
road, which  originates  it;  the  Baltimore  &  Ohio,  the  Pittsburg  & 
Lake  Erie. 

The  Chairman.  Does  the  Erie  Railroad  participate  in  them  ? 

^Ir.  Wood  :  Yes,  the  Erie  has  coke  delivered  to  it  after  it  gets  into 
the  valleys,  by  the  Pittsburg  &  Lake  Erie,  and  then  it  transports  it. 

The  Chairman.  The  Wheeling  &  Lake  Erie? 

Mr.  Wood.  The  Wheeling  &  Lake  Erie  transports  coke  which  is 
delivered  to  them  by  some  of  their  connections. 

The  Chairman.  The  Bessemer  &  Lake  Erie  ? 

Mr.  Wood.  I  reaJly  do  not  know  whether  they  carry  any  coke 
or  not. 

The  Chairman.  What  railroads  participate  in  these  conferences 
fixing  the  rate  on  ore  ? 

Mr.  Wood.  The  roads  that  haul  the  ore  are  the  Pennsylvania  Com- 
pany lines,  the  Baltimore  &  Ohio,  the  Lake  Shore,  and  the  Erie. 

The  Chairman.  The  Bessemer  &  Lake  Erie? 

Mr.  Wood.  Not  that  I  know  of.  While  they  carry  ore,  I  have  no 
recollection  of  their  being  present  at  any  conference  that  I  have 
been  at. 

^Ir.  Yo^TNG.  Mr.  Wood,  I  did  not  understand  you  to  answer  directly 
the  chairman's  question.  His  question  related  entirely  to  the  con- 
ferences. I  understand  your  answer  to  be  that  certain  roads  carry 
ore,  and  certain  roads  carry  coke.  But  the  question  was  as  to  the 
conferences. 

Mr.  Wood.  I  beg  your  pardon.  Those  roads  would  be  represented 
at  those  conferences.  The  roads  that  carry  the  material  would  be 
represented  at  the  conferences,  and  those  roads  were  the  ones  I 
named  before. 

The  Chairman.  Do  you  state  positively  that  the  Bessemer  &  Lake 
Erie  Railroad  does  not  participate  in  the  conferences  touching  the 
proper  rate  on  ore? 
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Mr.  Wood.  As  far  as  I  know,  they  do  not. 

The  Chairman.  Do  you  remember  the  last  conference  that  was 
held  where  you  notified  the  various  consignees  of  the  rate  on  ore  and 
coke? 

Mr.  Wood.  No,  I  do  not.  I  do  not  know  when  that  was.  If  I 
issued  any  such  statement  to  that  effect  I,  of  course',  was  there. 

The  Chairman.  Did  not  you  send  out  the  notices  in  the  last  con- 
ference where  this  question  was  passed  on  ? 

Mr.  Wood.  I  think  not.  In  fact,  I  don't  know  when  the  last  con- 
ference was.  But  I  have  no  recollection  of  having  sent  out  any  such 
notice.  It  is  possible  I  may  have  done  so,  but  I  have  no  such  recol- 
lection of  that,  because,  as  I  say,  I  have  not  had  anything  to  do  with 
the  details  of  the  traffic  for  three  or  four  years. 

The  Chairman.  You  remember  when  you  did  sit  in  these  con- 
ferences, do  you  not  1 

Mr.  Wood.  Oh,  yes;  I  recollect  when  I  was  at  any  such  conferences, 

The  Chairman.  Of  the  railroads  that  I  have  mentioned? 

Mr.  Wood.  Yes. 

The  Chairman.  Did  the  Baltimore  &  Ohio,  the  Lake  Shore  & 
Michigan  Southern  Railway,  the  Pennsylvania  Railway,  the  Bessemer 
&  Lake  Erie  Railway,  the  Wheeling  &  Lake  Erie  Railroad  participate 
in  those  conferences  ? 

Mr.  Wood.  As  I  said  before,  I  think  they  all  did  with  the  exception 
of  the  Bessemer  &  Lake  Erie.  I  have  no  recollection  of  their  partic- 
ipating in  those  conferences. 

The  Chairman.  Was  it  not  eligible  to  participate  in  them?  Did  it 
not  have  the  same  right  as  the  other  railroads  ? 

Mr.  Wood.  It  had  the  right  to  participate;  it  had  the  right  also 
to  stay  out,  if  it  was  not  there. 

The  Chairman.  Was  there  any  reason  why  it  should  remain  out 
when  the  others  were  present  ? 

Mr.  Wood.  Except  it  did  not  desire  to  participate,  I  assume. 

The  Chairman.  Did  they  make  the  same  rate  you  did  ? 

Mr.  Wood.  Yes;  as  far  as  I  know,  the  rates  are  the  same  on  that 
road  as  on  aU  the  others. 

The  Chairman.  The  thing  I  want  to  get  at  is  why  their  road  should 
have  been  absent  from  these  conferences. 

Mr.  Wood.  I  can  not  speak  for  them,  but  I  assume  that  they  haul 
no  ore  except  their  own,  and  that  they  did  not  think  it  cut  much 
figure  whether  they  were  there  or  not.  When  I  say  that  I  mean  the 
Bessemer  &  Lake  Erie  road  is  assumed  to  belong  to  the  Steel  Corpora- 
tion and  hauls  only  Steel  Corporation  ore.  Ihat  is  what  I  meant 
when  I  said  "hauled  their  own." 

Mr.  Reed.  Of  course,  Mr.  Chairman,  jou  can  not  expect  Mr.  Wood 
to  give  the  reasons  that  may  have  been  in  the  minds  of  the  Bessemer 
officials. 

The  Chairman.  No;  but  he  can  give  liis  reasons.  He  would  not 
know  except  from  his  knowledge  of  the  business. 

In  considering  and  fixing  rates  on  ore  to  Pittsburgh,  is  it  not  a  fact 
that  at  the  same  time  rates  to  other  consuming  points  were  also  con- 
sidered and  fixed,  such  as  rates  on  ore  to  Wheeling,  Steubenville, 
Mingo  Junction,  Bellaire,  Johnstown,  New  Castle,  Sharon,  and  numer- 
ous other  points  ? 

Mr.  Wood.  Oh,  yes.  When  the  Pittsburgh  rates  were  fixed  they 
all  depended  on  the  Pittsburgh  rate  for  the  reasons  I  have  given  here. 
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and  in  which  the  attempt  was  made  to  have  the  assembling  cost  the 
sam^e  at  all  of  those  points. 

The  Chairman.  If  the  Bessemer  &  Lake  Erie  Raih-oad  was  eligible 
to  sit  in  those  conferences,  and  did  sit  in  them,  in  considering  and 
fixing  rates  on  ore  to  those  points,  it  would  fix  rates  on  ore  not  reached 
by  these  lines,  woi'ld  it  not? 

Mr.  Wood.  I  do  not  know  that  it  did  make  rates  to  any  point 
except  Pittsburgh. 

The  Chairman.  But,  as  I  understood  you  to  say,  these  various  rail- 
roads fixed  this  rate  to  Steubenville,  Bellaire,  Johnstown,  New  Castle, 
Sharon,  and  so  on,  did  they  not? 

Mr.  Wood.  Yes,  sir. 

The  Chairman.  A  good  many  of  those  points  are  not  on  the  Besse- 
mer &  Lake  Erie  lines,  are  they? 

Mr.  Wood.  No. 

The  Chairman.  If  a  representative  of  the  Bessemer  &  Lake  Erie 
should  sit  in  those  conferences  he  would  have  a  voice — as  he  was  eligi- 
ble to  sit — in  the  rate  made  to  those  points,  would  he  not  ? 

Mr.  Wood.  That  would  depend  on  what  his  authority  was  in  the 
conference  and  in  what  way  tl|e  conference  recognized  him.  As  1 
say,  I  have  no  recollection  of  their  having  been  there. 

The  Chairman.  As  you  have  stated,  when  these  roads  met  in  con- 
ference they  did  fix  rates  to  those  points  ? 

Mr.  Wood.  Yes. 

The  Chairman.  And  one  railroad  would  have  as  much  voice  as 
another,  would  it  not,  if  it  was  there  in  the  conference;  each  fellow 
was  in  the  same  representative  capacity  and  had  the  same  standing, 
did  he  not,  as  the  representative  of  his  railroad  ? 

Mr.  Wood.  They  would  all  discuss  the  matter  and  decide  what 
to  do. 

The  Chairman.  As  I  understand  it,  these  conferences  would  meet, 
as  representatives  from  the  various  States  meet  over  here  in  the 
House,  each  fellow  in  a  representative  capacity,  and  each  having  a 
voice  in  the  matter  under  discussion;  you  made  no  distinction  or  dis- 
crimination of  one  representative  as  against  another? 

Mr.  Wood.  No. 

The  Chairman.  Each  fellow  had  the  same  voice.  Then  if  the 
representative  of  the  Bessemer  &  Lake  Erie  were  there  he  would  have 
a  voice  in  one  thing  as  well  as  another,  would  he  not;  you  would  not 
confine  liis  expression  of  opinion  to  one  particular  subject,  would  you? 

Mr.  ^VooD.  As  I  do  not  think  he  was  there,  I  do  not  know  just  what 
we  would  have  done  had  he  been  there. 

The  Chairman.  How  would  his  authority  have  differed  from  the 
authority  of  other  members  if  he  had  been  there  ? 

Mr.  W  ooD.  If  he  had  been  there,  a  full  partner  in  the  conference, 
he  would  have  been  there  on  equal  terms  with  the  others. 

j\Ir.  Gardner.  As  I  understood  you  the  conference  fixed  on  the 
rate  to  Pittsburgh,  and  the  other  rates  automatically  adjusted  them- 
selves, in  compHance  with  the  policy  generally  laid  down  to  make  the 
cost  of  assemblage  the  same  at  all  the  different  furnaces.  Was  not 
that  the  case  ? 

Mr.  ^VooD.  Generally,  yes. 

Mr.  Gardner.  And  even  if  the  Bessemer  &  Lake  Erie  had  been 
there  they  would  not  have  taken  part  in  fixing  any  rates  except  the 
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Pittsburgh  rates,  because  the  other  rates  automatically  adjusted 
themselves  ? 

Mr.  Wood.  I  would  think  so. 

The  Chairman.  They  would  take  part  in  fixing  the  basic  rate, 
would  they  not  ? 

Mr.  Gardner.  Yes ;  that  woiUd  be  on  their  own  line. 

Mr.  Wood.  If  they  were  in  the  conference,  yes,  sir. 

The  Chairman.  Did  these  conferences  have  a  secretary  ? 

Mr.  Wood.  I  do  not  think  so.  Do  you  know,  Mr.  Orr?  Mr.  Orr 
says  not.     I  do  not  think  so. 

The  Chairman.  Did  not  you  keep  any  minutes  ? 

Mr.  Wood.  So  far  as  I  know,  not. 

The  Chairman.  Was  there  no  record  kept  of  the  meetings  ? 

Mr.  Wood.  No,  sir.  Mr.  Orr  says  everyone  made  their  own  memo- 
randum. There  are  no  minutes.  There  is  no  organized  conference 
with  a  chairman  or  secretary. 

The  Chairman.  No  person  is  authorized  to  keep  any  official  record 
of  these  meetings  ? 

Mr.  Wood.  So  far  as  I  know,  not. 

Mr.  Bartlett.  Were  there  stated  times  at  which  they  met  ? 

Mr.  Wood.  I  beg  your  pardon  ? 

Mr.  Bartlett.  How  would  you  get  a  meeting  of  these  gentlemen 
together  ?    Would  it  just  happen  so  ? 

Mr.  Wood.  I  guess  there  has  not  been  any  for  two  or  three  years, 
because  there  has  been  no  change  of  the  rate. 

Mr.  Bartlett.  How  did  you  get  together  in  order  to  have  this 
understanding  or  agreement  ? 

Mr.  Wood.  Some  one  of  the  railroads  would  write  a  letter  to  the 
roads  interested  and  say,  "It  is  desirable  to  hold  a  conference  for 
certain  reasons  in  regard  to  the  ore  rate,"  or,  "somebody  wants  the 
ore  rate  reduced,"  or,  "somebody  wants  it  put  up,"  and  we  ought  to 
have  a  conference  to  consider  and  decide  the  matter." 

Mr.  Bartlett.  You  do  not  know  of  anybody  who  originated  the 
idea  of  having  a  conference  ? 

Mr.  Wood.  Oh,  anyone  of  the  parties  to  it.  It  was  frequently  done 
over  the  telephone,  or  by  word  of  mouth,  and  sometimes  by  letter. 

Mr.  Bartlett.  What  binding  force  did  any  such  agreement  or 
understanding  have  upon  the  railroads  ? 

Mr.  Wood.  None  whatever. 

Mr.  Bartlett.  But  it  has  been  observed  ? 

Mr.  Wood.  It  has  been  observed;   yes. 

Mr.  Bartlett.  At  the  beginning  was  there  just  one  held,  then  no 
other,  and  the  understanding  was  adhered  to;  or  were  they  frequent 
conferences,  or  if  not  frequent,  how  often  were  they  held  ? 

Mr.  Wood.  Oh,  they  were  very  infrequent.  I  should  say  they 
were  held  only  whenever  there  was  a  change  made  in  the  ore  rate. 

Mr.  Bartlett.  A  change  made  in  the  ore  rate — do  you  mean 
some  railroads  would  charge  more  or  less,  or  what  ? 

Mr.  Wood.  If  that  was  done,  and  if  the  other  roads  wanted  to 
carry  any  business  they  would  go  down  to  the  one  that  was  charging 
the  low  rate. 

Mr.  Bartlett.  Do  you  recall  any  instance  where  any  conference 
has  assembled,  or  gotten  together,  by  reason  of  any  failure  on  the 
part  of  any  carrier  to  observe  the  rate  ? 
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Mr.  Wood.  Xo;   I  tliiiik  not. 

ilr.  Bartlett.  So,  then,  there  has  been  no  occasion  since  the  under- 
standing about  what  the  rate  should  be,  for  a  conference;  there  has 
been  no  conference  about  the  rate  since  the  first  agreement  or  first 
meeting  ? 

Mr.  Wood.  There  has  been  no  conference  as  far  as  I  know  of  since 
the  time  the  last  change  in  the  rate  was  made. 

Mr.  Bartlett.  When  was  that? 

Mr.  Wood.  I  understand  that  was  in  1909. 

Mr.  Bartlett.  Was  that  the  first  or  only  conference  that  was  held  I 

Mr.  Wood.  Oh,  no;  there  must  have  been  a  great  many  of  them 
prior  to  that — whenever  there  was  a  change  in  the  ore  rate. 

Mr.  Bartlett.  Then  you  had  a  conference  several  years  ago  in 
which  this  understanding  or  agreement — whatever  you  may  be 
pleased  to  call  it — was  had ;  is  that  true  ?  You  agreed  it  should  be 
carried  out  and  it  was  carried  out ;  that  is  true,  is  it  ? 

Mr.  Wood.  Which  agreement  do  you  mean  ? 

Mr.  Bartlett.  You  had  some  conference  some  years  ago  in  which 
this  understanding  as  to  the  rate  to  be  charged  was  had  or  acted  on? 

Mr.  Wood.  Yes;  there  must  have  been. 

Mr.  Bartlett.  How  long  ago  was  that  ? 

Mr.  Wood.  I  have  not  an  idea.  We  have  been  hauling  ore  for  20 
or  30  years. 

Mr.  Bartlett.  How  long  ago  since  the  last  conference  that  you 
can  recall  ? 

Mr.  Reed.  You  mean  since  the  earliest  ? 

Mr.  Bartlett.  Xo. 

Mr.  Wood.  I  really  do  not  know.  I  do  not  know  when  the  last 
conference  was  at  which  I  was  present. 

Mr.  Reed.  I  think  Judge  Bartlett  means  how  long  since  the  earliest 
conference  was  held,  if  you  can  remember. 

Mr.  Bartlett.  No;  I  wanted  the  last  one. 

Mr.  Reed.  Mr.  Wood  has  answered  that;  in  1909. 

Mr.  Wood.  Yes. 

Mr.  Bartlett.  Can  you  recall  any  before  1909,  before  the  last  one? 

Mr.  Wood.  Oh,  I  was  at  several,  but  when  they  were  I  can  pot 
recollect. 

Mr.  Bartlett.  If  you  had  this  agreement  at  this  conference,  what 
was  the  occasion  to  call  another? 

Mr.  Wood.  Why  should  there  be  another  conference  ? 

^Ir.  Bartlett.  Yes. 

^Ir.  Wood.  I  suppose  it  was  to  change  the  rate. 

Mr.  Bartlett.  If  the  rate  was  satisfactory  why  should  it  be 
changed  ? 

Mr.  Wood.  It  may  have  been  satisfactory  to  the  railroads,  but  it 
may  not  have  been  satisfactory  to  the  furnace  people;  and  then  the 
commercial  conditions  may  have  changed  so  that  some  change  was 
necessary. 

:Mr.  Bartlett.  Has  it  been  changed  often,  and  if  so,  how  many 
years  does  it  go  without  being  changed ;  is  it  the  same  now  as  it  was 
at  first,  when  you  first  had  the  understanding  ? 

Mr.  Wood.  I  can  not  tell  you  at  all,  Judge  Bartlett;  I  would  not 
know.  I  think  it  is  safe  to  say  it  is  not.  Whether  it  is  more  or 
whether  it  is  less  I  do  not  know. 
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Mr.  Baetlett.  Were  you  present  at  any  conference  in  the  last  vear 
or  so  in  whicli  the  independent  steel  manufacturers  were  present'and 
asked  to  be  heard  ? 
Mr.  Wood.  Oh,  yes. 
Mr.  Babtlett.  When  was  that  ? 

Mr.  Wood.  That  was  some  time  last  fall. 

Mr.  Baetlett.  What  did  the  independents  want  to  do  ? 

Mr.  Wood.  They  wanted  a  lower  rate  on  ore,  they  wanted  a  lower 
rate  on  coke  and  a  lower  rate  on  coal. 

Mr.  Baetlett.  Did  they  get  it  ? 

Mr.  Wood.  They  have  not  gotten  it. 

Mr.  Baetlett.  Were  you  present  when  that  matter  was  discussed 
in  the  conference  ? 

Mr.  Wood.  Yes. 

The  Chairman.  What  was  the  attitude  of  the  Bessemer  &  Lake 
Erie  Railroad  toward  those  reductions  ? 

Mr.  Wood.  I  do  not  know  that  it  expressed  itself  at  all.  My 
recollection  is  their  representative  was  there,  but  I  do  not  think  he 
expressed  himself  in  any  way  whatever.  The  manufacturers 'or  the 
independent  operators  were  told  that  the  matter  would  be  taken 
under  consideration. 

Mr.  Baetlett.  And  it  was  taken  under  consideration  ? 

Mr.  Wood.  Yes. 

Mr.  Baetlett.  And  denied? 

Mr.  Wood.  And  declined. 

Mr.  Baetlett  Was  the  information  sent  out  to  anybody,  and  if  so 
to  whom?  Where  was  the  information  conveyed  that  it  had  been 
declined  ? 

Mr.  Wood.  It  was  conveyed  to  the  persons  who  made  application 
for  the  reduction. 

Mr.  Baetlett.  To  the  independents  ? 

Mr.  Wood.  To  those  furnaces  in  the  valleys,  the  same  ones  that 
made  the  application. 

The  Chaieman.  Was  that  application  of  the  independents — I 
don't  know  whether  they  were  independents  or  not;  I  merely  use  that 
as  a  designation — resisted  by  anybody,  their  application  for  cheaper 
rates;  and  if  so,  by  whom  ? 

Mr.  Wood.  All  the  railroads  that  entered  into  the  discussion 
opposed  any  change  in  the  rates. 

Mr.  Gaednee.  Are  those  rates  adopted  by  a  majority  vote  of  the 
railroads  represented  ? 

Mr.  Wood.  No,  sir. 

Mr.  Gaednee.  What  is  required  to  adopt  a  new  rate  in  one  of 
those  conferences — unanimity  ? 

Mr.  Wood.  I  guess  if  we  said  we  were  going  to  make  the  rate  the 
rest  would  trot  along. 

Mr.  Gaednee.  That  is  to  say,  the  Pennsylvania  Railroad 

Mr.  Wood  (interposing).  No.  If  any  one  road  said  it  was  going  to 
make  a  certain  rate,  the  others  would  very  likely  follow  it. 

Mr.  Gaednee.  That  is,  it  requires  unanimity.  If  any  railroad 
insists  on  making  its  own  rate  the  rest  must  necessarily  follow;  is 
that  it  ? 

Mr.  Wood.  Thev  must  follow. 
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Mr.  Gardner.  As  a  matter  of  fact,  have  you  ever  in  your  expe- 
rience known  any  one  railroad  to  control  the  situation  like  that  ? 

Mr.  Wood.  I  think  several  years  ago  it  was  done.  Excuse  me  a 
moment.     May  I  inquire  of  Mr.  Orr  ? 

The  Chairman.  Certainly. 

Mr.  Wood.  I  think  a  good  many  years  ago  there  was  independent 
action  taken. 

Mr.  Gardner.  With  the  result  that  the  others  followed  suit  1 

Mr.  Wood.  Yes. 

Mr.  Gardner.  Which  railroad  took  independent  action  1 

Mr.  Wood.  The  Pittsburgh  &  Western,  now  a  part  of  the  Balti- 
more &  Ohio  system. 

Mr.  Young.  Was  that  a  reduction  ? 

Mr.  Wood.  I  think  it  was. 

Mr.  Young.  Naturally  they  would  follow  if  there  was  a  reduction. 

Mr.  Wood.  Yes.  I  wQl  not  be  positive  about  that  instance,  but  I 
think  that  independent  action  was  taken.  That  was,  however,  a 
great  many  years  ago. 

Mr.  Bartlett.  Can  you  give  me  some  of  the  independents  who 
were  present  at  this  conference  you  speak  of  which  complained  of 
the  rate  and  wanted  it  reduced  1 

Mr.  Wood.  There  was  the  Republic  Iron  &  Steel  Co.,  by  two  of  its 
representatives. 

The  Chairman.  Will  you  kindly  tell  where  they  are  located,  as  you 
go  along? 

Mr.  Wood.  The  Republic  Iron  &  Steel  Co.  is  located  at  Youngs- 
town;  they  also  have  plants  at  New  Castle  and  at  Chicago,  Mr.  Orr 
tells  me,  and  some  other  places.  I  do  not  recollect  where  they  are. 
That  is  one  concern  that  was  represented.  Then  the  Shenango  Fur- 
nace Co.,  by  W.  P.  Snyder. 

Mr.  Bartlett.  Where  at? 

Mr.  Wood.  At  Sharpsville. 

The  Chairman.  That  is  in  the  valley  ? 

Mr.  Wood.  Oh,  yes;  these  are  all  valley  concerns.  The  Youngs- 
town  Sheet  &  Tube  Co.,  by  Mr.  Campbell.  They  are  in  the  valley, 
at  Youngstown.  There  were  others  there.  I  think  probably  the 
Youngstown  Iron  &  Steel  Co.  was  represented. 

Mr.  Bartlett.  Where  was  that  conference  held  ? 

Mr.  Wood.  In  New  York. 

Mr.  Bartlett.  You  said  last  fall.  Can  you  give  us  some  nearer 
date  ?     Was  it  in  December,  November,  or  October  ? 

Mr.  Wood.  I  would  think  it  would  be  November.  Do  you  recol- 
lect, Mr.  Orr  ? 

]\Ir.  Orr.  I  do  not  recollect. 

Mr.  Wood.  I  think  it  was  November,  because  I  was  abroad  and 
did  not  get  back  until  October,  and  I  was  present. 

Mr.  Bartlett.  How  did  it  occur  that  you  met.  At  whose  sugges- 
tion was  the  conference  held  ? 

Mr.  Wood.  The  conference  was  held  at  the  suggestion,  I  may  say, 
of  what  you  would  call  the  independent  operators  in  the  valleys. 

Mr.  Bartlett.  With  whom  did  they  communicate  their  desire  to 
have  any  conference? 

Mr.  Wood.  They  communicated  with  me. 

Mr.  Bartlett.  Why  did  they  communicate  with  you  ? 
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Mr.  Wood.  Well,  we  are  a  large  factor  in  the  valley,  and  two  of 
them  happened  to  know  me  personally,  and  so  they  came  to  me. 

Mr.  Bartlett.  Had  the  representatives  of  these  manufacturers 
been  present  at  any  of  these  other  conferences  ? 

Mr.  Wood.  Which  other  conferences  ? 

Mr.  Bartlett.  That  you  had  had  prior  to  this — any  time  that 
you  can  recall  ? 

Mr.  Wood.  No,  sir;  not  at  any  conference.    No;  I  think  not. 

Mr.  Bartlett.  They  had  not  before  that  time  participated  in  any 
conference  by  which  this  understanding  or  agreement — whatever 
you  call  it — was  had  or  acted  upon  ? 

Mr.  Wood.  Not  in  the  same  way.  Whenever  there  was  a  change 
in  the  rates,  prior  to  any  such  change  there  was  always  a  conference 
or  a  talk  with  various  independent  operators,  so  that  the  railroads 
knew  what  they  wanted. 

Mr.  Bartlett.  They  were,  then,  consulted  before  any  change  in 
the  rates  ? 

Mr.  Wood.  They  were  always  talked  with.  I  may  safely  say 
always. 

The  Chairman.  When  you  got  ready  to  determine  on  your  action, 
such  action  as  each  individual  member  would  recommend  for  himself, 
were  these  people  present  ? 

Mr.  Wood.  Oh,  no,  sir. 

Mr.  Bartlett.  What  reason  did  they  give  for  wanting  a  change 
in  the  rate  ? 

Mr.  Wood.  There  were  two  reasons  principally.  The  first  one  was 
that  they  were  not  making  any  money.  The  second  was  the  railroads 
were  making  entirely  too  much  money. 

Mr.  Bartlett.  Out  of  the  rates  ? 

Mr.  Wood.  Out  of  their  business.  They  said,  and  I  am  quoting 
Mr.  Campbell,  who  was  the  spokesman  for  the  independents,  who 
also  was  the  president  of  the  Youngstown  Iron  &  Steel  Co.,  a 
mighty  good  concern  itself,  and  Mr.  Campbell  is  a  very  conservative 
man,  too,  I  think.  He  said  that  if  the  prices  of  their  products  had 
not  decreased  the  way  they  had  they  would  not  be  asking  the  rail- 
roads for  any  change  in  the  rates.  That  under  the  market  conditions 
they  could  not  sell  their  product  and  make  any  money,  and  as  they 
thought,  we  were  making  too  much  money. 

Mr.  Bartlett.  Who  do  you  mean,  the  railroads  ? 

Mr.  Wood.  By  "we"  I  mean  the  railroads. 

The  Chairman.  In  that  connection  did  he  complain  that  the  com- 
panies owning  the  railroads  under  th-e  present  rates  were  receiving 
a  fictitious  advantage  over  those  that  did  not  own  and  control  or 
operate  any  common  carrier? 

Mr.  Wood  Yes. 

The  Chairman.  What  was  his  complaint  about  that  ? 

Mr.  Wood.  He  said  at  that  meeting  that  the  Steel  Corporation  had 
an  advantage  in  owning  its  railroads. 

The  Chairman.  Did  he  explain  what  that  advantage  was  ? 

Mr.  Wood.  I  don't  recollect  whether  he  did  or  not;  but  probably 
he  did. 

The  Chairman.  You  speak  of  the  Bessemer  &  Lake  Erie  Railroad 
carrying  its  own  ore.     Suppose  the  Bessemer  &  Lake  Erie  RaOroad 
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should  make  a  rate  from  Comieaut  to  Pittsburgh,  say,  of  $2  a  ton; 
the  other  raUroads  would  concur  in  that  rate  and  the  Interstate 
Commerce  Commission  would  not  interfere.  Would  that  have  any 
effect  on  the  Steel  Corporation  so  far  as  ore  transported  over  the 
Bessemer  &  Lake  Erie  was  concerned  ? 

YiT.  Wood.  No,  I  should  think  the  Steel  Corporation  would  trans- 
port the  ore  just  the  same  over  the  Bessemer  road,  whether  the  rat* 
was  $2  or  $1. 

The  Chairman.  Its  cost  would  be  estimated  not  by  the  rate  but 
by  the  actual  expense  incident  to  the  transportation  of  that  ore  from 
Conneaut  to  Pittsburgh,  as  I  understand  it.  That  would  be  the 
measure  of  its  outlay,  would  it  not  ? 

JSIr.  Wood.  The  cost  of  doing  the  work;  the  total  cost  of  operating 
the  road. 

The  Chaieman.  The  manufacturers  having  no  common  carrier, 
whatever  tariff  you  fixed  would  mean  an  actual  outlay  to  them? 

Mr.  Wood.  Naturally. 

The  Chairman.  And  the  difference  between  the  cost  of  assembling 
the  raw  materials  to  the  independents  would  simply  be  that  much 
more  over  and  above  the  cost  to  the  United  States  Steel  Corporation 
or  any  other  concern  owning  a  railroad?  That  would  be  the  effect 
of  it,  would  it  not  ? 

Mr.  Wood.  A  plant  that  had  a  railroad  that  hauls  raw  material 
and  wMch  could  get  more  for  hauling  it  than  it  cost  to  do  it  would 
have  an  advantage  over  a  plant  not  so  situated. 

The  Chairman.  To  that  extent. 

Mr.  Young.  It  would  have  a  larger  investment  also,  would  it  not? 

j\Ir.  Wood.  Unquestionably. 

The  Chairman.  Mr.  Wood,  how  long  have  you  been  in  the  railroad 
business  ? 

Mr.  Wood.  I  left  college  in  1S64,  Mr.  Stanley,  and  I  have  been 
there  ever  since. 

The  Chairman.  You  have  had  experience  in  a  good  many  depart- 
ments in  that  time  ? 

Mr.  Wood.  Yes,  sir. 

The  Chairman.  Did  you  ever  hold  any  other  positions  than  those 
you  have  mentioned  ? 

Mr.  Wood.  Yes,  sir. 

The  Chairman.  Wliat  were  they  t 

Mr.  Wood.  Well,  I  have  been  engineer  of  a  railroad;  I  have  been 
superintendent  of  motive  power,  general  superintendent  of  trans- 
portation.    Then  in  addition,  those  that  I  have  already  mentioned. 

The  Chairman.  Mr.  Wood,  I  wish  you  would  ^ve  us  your  opinion 
on  the  propriety  of  the  ownership  and  operation  of  purely  plant 
facilities  as  common  carriers,  and  this  practice  of  making  terminal 
allowances  to  such  plant  facihties. 

Mr.  Wood.  I  do  not  quite  see  how  a  large  industry  can  get  along 
without  a  railroad  which  may  certainly  be  called  part  of  a  plant 
facility.  It  is  not  practicable  with  a  large  plant  for  it  to  get  along 
without  its  own  line  of  rails  and  its  own  power.  That  was  tried  in 
the  valleys,  where  three  or  four  roads  reached  an  industry  and  each 
one  would  want  to  be  shifting  into  the  plant  with  its  own  engines 
and  cars.     The  result  was  there  was  a  congestion  which  would  not 


UNITED    STATES    STEEL   CORPORATION.  5061 

have  been  there  had  there  been  but  one  engine  shifting  for  all,  and 
which  finally  had  to  be  done  by  the  plant  getting  its  own  engine. 

The  Chairman.  Suppose  a  steel  mill  or  a  blast  furnace  owned  its 
own  facilities  for  the  handling  of  cars  needed  in  its  yards  and  its 
plant.  Is  there  any  reason  why  those  tracks  and  engines  should 
not  be  used  as  a  part  of  the  plant  and  not  be  separately  incorporated 
as  a  distinct  railroad  system,  enjoying  certain  privileges  and  per- 
quisites, like  divisions  of  rates  and  terminal  allowances? 

Mr.  Wood.  The  condition  you  suggest  is  the  one  that  prevailed 
for  many  years. 

The  Chairman.  Was  there  any  reason  why  that  could  not  be 
done  ?     If  there  is  any  objection  to  it  I  would  uke  you  to  state  it. 

Mr.  Wood.  That  is  a  matter  that  is  being  very  thoroughly  investi- 
gated just  now  by  the  commission. 

The  Chairman.  And  it  is  also  a  matter  of  interest  to  this  com- 
mittee. 

Mr.  Wood.  I  dare  say  their  opinion  would  be  much  more  valuable 
than  mine  would  be  on  the  subject. 

The  Chairman.  We  have  their  opinion  in  a  way,  and  now  we  want 
to  get  yours.     Their  opinion  is  that  it  is  not  a  good  practice. 

Mr.  Young.  We  have  their  opinion  before  they  commenced  the 
investigation.     It  may  be  different  when  they  get  through  with  it. 

Mr.  Wood.  Personally,  I  would  like  to  see  the  plant  railroad  con- 
fined to  plant  business. 

Mr.  Young.  That  would  be  the  attitude  of  the  railroads  generally, 
would  it  not  ? 

Mr.  Wood.  That  I  could  hardly  say.     That  would  be  my  own. 

Mr.  Gardner.  When  you  say  you  would  like  to  see' it  confined  to 
the  plant  facility,  do  you  mean  speaking  as  a  railroad  man,  in  the 
interest  of  the  Pennsylvania  Co.,  you  would  like  to  see  it  confined 
to  the  plant  business,  or  speaking  from  your  own  judgment  of  what 
ought  to  be  done,  that  it  ought  to  be  confined  to  the  plant  business  ? 

Mr.  Wood.  From  the  latter. 

Mr.  Gardner.  That  is,  your  personal  point  of  view  as  an  experi- 
enced man  is  that  injustice  would  not  be  done  to  the  United  States 
Steel  Corporation,  for  instance,  by  requiring  them  to  alienate  the 
ownership  of  the  Bessemer  &  Lake  Erie. 

Mr.  Wood.  I  do  not  know  about  the  injustice,  but  it  would  possibly 
make  things  a  little  easier  for  us  in  some  respects. 

Mr.  Gardner.  I  was  not  speaking  from  the  point  of  view  of  the 
Pennsylvania  Railroad  Co.  You  were  speaking  from  your  own  point 
of  view  more  especially.  What  has  been  sticking  in  my  mind  is, 
whether  the  business  of  making  steel,  whether  by  the  United  States 
Steel  Corporations  or  anybody  else,  can  not  be  more  economically 
done  if  they  are  permitted  to  own  a  railroad,  provided  the  rates 
charged  by  that  railroad  are  strictly  controlled  by  the  Interstate 
Commerce  Commission.  As  against  that  there  are  a  great  many 
people  who  have  the  feeling  that  they  ought  not  to  be  allowed  to  own 
railroads  at  all,  just  as  railroads  are  not  allowed  to  own  certain 
classes  of  industry. 

I  myself  have  not  made  up  my  mind  upon  that  question  as  to  which 
is  the  best  policy,  and  I  would  be  very  glad  to  have  you  give  an  opin- 
ion not  as  representing  the  Pennsylvania  Railroad,  but  as  a  man  of 
experience,  as  to  which  point  of  view  you  would  take. 
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Air.  Wood.  I  should  take  the  point  of  view  that  the  plant  railroads 
should  be  confined  to  a  plant  facility  and  not  to  general  transporta- 
tion. 

Mr.  Gardner.  That  is  exactly  what  I  wanted  to  get  your  plain 
opinion  about,  as  an  experienced  citizen,  and  not  as  a  representative 
of  a  railroad. 

The  Chairman.  Will  you  give  us  your  reasons  why  you  hold  to 
that  opinion.  , 

Mr.  Wood.  The  steel  business  is  one  business,  or  any  manufactur- 
ing business  is  one  business,  and  the  transportation  business  is 
another. 

Mr.  Bartlett.  Permit  me  to  interrupt  right  there.  The  transpor- 
tation business  is  a  quasi  public  business,  and  is  a  public  highway, 
although  there  is  private  capital  invested  in  it,  and  it  has  a  right  to 
earn  reasonable  returns  thereon.  But  the  railroad  is  a  public  high- 
way, and  would  not  that  be  one  of  the  reasons  why  you  come  to  the 
conclusion  you  express  ? 

Mr.  Wood.  No;  the  reasons  I  gave  were  the  ones  that  were  most 
prominent  in  mj  mind. 

Another  one  is  the  fact  that  those  who  were  not  owning  railroads 
have  felt  that  if  they  had  owned  railroads  they  would  be  able  to  pro- 
duce their  output  cheaper. 

Mr.  Young.  Do  you  think  that  is  a  fact  ? 

Mr.  Wood.  I  think  it  is  an  open  question.  Unless  it  is  a  very, 
very  larce  plant  indeed,  I  should  saj^  it  was  not  a  fact. 

The  Chairman.  Mr.  Wood,  you  are  well  acquainted  with  the  pro- 
visions and  the  operation  of  what  is  known  as  tne  commodities  clause 
in  the  interstate  commerce  act  which  inhibits  railroads  from  owning 
coal  mines  and  ore  fields,  and  other  industrial  concerns.  Your  rail- 
road can  not  own  a  mill  or  a  mine. 

Mr.  Bartlett.  It  can  a  sawmill. 

The  Chairman.  Well,  except  a  sawmill  and  things  of  that  kind. 

In  your  opinion,  Mr.  Wood,  that  is  a  wise  provision  of  the  law,  is  it 
not,  to  keep  railroads  out  of  those  businesses  ? 

Mr.  Wood.  That  is,  as  to  whether  this  commodity  clause  is  a  wise 
provision. 

The  Chairman.  Yes.  Do  you  think  railroads  ought  to  engage  in 
industrial  enterprises  ? 

Mr.  Wood.  As  a  general  proposition,  no. 

The  Chairman.  Is  there  any  more  reason  why  a  railroad  should 
engage  in  an  industrial  enterprise  than  that  an  industrial  enterprise 
should  operate  a  railroad  ? 

Mr.  Wood.  No,  I  do  not  know  that  there  is. 

The  Chairman.  If  a  railroad  owned  by  an  industrial  were  oper- 
ated absolutely  as  a  plant  facility,  that  would  compel  every  industrial 
concern  to  tender  its  freight  to  the  railroad  upon  identically  the  same 
basis,  would  it  not  ? 

Mr.  Wood.  I  do  not  believe  I  understand  the  question. 

The  Chairman.  I  mean  this.  For  instance,  take  the  Union  Rail- 
road, or  the  Elgin,  Joliet  &  Eastern,  and  other  railroads  that  are 
owned  by  the  steel  corporation,  and  the  Birmingham  Southern,  with 
which  you  are  acquainted,  and  which  is  purely  a  plant  facility;  if 
those  roads  confined  their  operation  simply  to  tendering  the  trunk 
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lines  their  freight  and  you  made  your  rate  upon  the  freight  as  ten- 
dered to  you,  just  as  if  you  got  it  from  a  siding  or  a  switch  or  a  spur 
running  into  a  small  mill,  would  not  that  state  of  affairs  result  in 
every  industrial  concern  tendering  you  its  freight  upon  the  same 
basis  ?  '  There  would  be  no  opportunity  for  inequality  unless  the  rail- 
roads gave  a  naked  rebate  ?     Is  not  that  true  ? 

Mr.  Wood.  Why,  I  am  not  sure  whether  it  is  or  not.  I  am  trying 
to  get  the  idea;  I  am  not  quite  sure  that  I  have  it  yet. 

The  Chairman.  My  idea  is  this,  Mr.  Wood.  Take  the  man  with 
a  load  of  scrap  iron  who  has  brought  his  iron  to  you  in  a  wagon  and 
loaded  it  on  the  car;  the  man  with  a  blind  siding  who  has  pushed  his 
car  by  hand  over  the  switch  onto  the  main  line,  in  order  that  you 
may  attach  your  train  to  it,  and  a  man  with  two  or  three  switches 
and  a  single  httle  switch  engine,  performing  the  same  service  of  put- 
ting his  car  on  your  line;  and  a  man  with  a  railroad  of  50  miles, 
which  is  purely  a  plant  f acihty,  performing  the  same  service — if  you 
attached  to  all  those  cars  without  giving  any  terminal  allowance  or 
division  of  rates,  if  those  things  were  not  permissible,  then  you 
would  necessarily  carry  the  freight  of  all  industrials,  whether  big  or 
little,  identically  upon  the  same  basis,  and  the  only  way  to  escape 
that  would  be  to  give  one  man  a  naked  rebate  over  another. 

Mr.  Wood.  That  would  seem  so. 

Mr.  Gardner.  In  reply  to  a  question  of  the  chairman,  the  chair- 
man's question  was  substantially  asking  you  whether  or  not  you 
believed  that  a  railroad  should  be  permitted  to  own  industrial  enter- 
prises, and  you  answered,  as  a  general  proposition,  no.  Now  what 
exceptions  do  you  make  ? 

Mr.  Wood.  I  do  not  think  I  would  make  any  exceptions. 

Mr.  Bartlett.  Is  not  this  the  thing  that  suggests  itself  to  your 
mind.  Take  the  case  of  the  Reading  Railroad  or  any  railroad,  for 
instance,  which  was  built  originally  to  develop  a  coal  mine  along  its 
road,  or  the  case  of  a  road  being  built  into  a  coal  region.  When  it 
was  chartered  by  the  State  of  Pennsylvania  it  was  not  only  author- 
ized to  build  and  operate  a  railroad  along  a  certain  line,  between 
certain  points,  but  also  to  engage  in  the  production  of  coal.  Now, 
one  of  the  main  purposes  of  it  was  to  improve  the  coal  region,  to 
develop  it,  and  to  bring  the  product  to  the  market,  so  that  the  people 
could  get  it.     Would  not  that  form  an  exception  in  your  mind  ? 

Mr.  Wood.  Yes,  but  I  rather  thought  the  word  "industrial"  was 
used;  that  is  what  I  had  in  mind. 

Mr.  Bartlett.  I  supposed  there  was  an  exception,  because  in  dis- 
cussing the  commodity  clause  in  the  interstate  commerce  act,  the 
Supreme  Court  in  their  decision,  the  first  decision  they  rendered, 
discussed  that  proposition  at  length,  as  to  whether  Congress  had  the 
power  to  provide  that  no  railroad  should  own  any  interest,  directly 
or  indirectly,  in  any  other  corporation  that  produced  commodities  on 
its  line,  which  were  to  be  shipped  over  that  line.  It  occurred  to  me 
that  there  was  a  great  deal  of  force  in  the  proposition  that  w:here  a 
railroad  had  been  originally  chartered,  not  simply  as  a  railroad,  but 
had  been  chartered  for  the  purpose  of.  building  a  railroad  and  owning 
and  operating  mineg,  for  the  purpose  of  developing  them,  whether 
they  be  coal  or  iron  mines,  at  that  time  not  developed,  that  they  ought 
to  stand  somewhat  upon  a  different  footing  from  a  railroad  which  was 
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chartered  originally  for  the  purpose  of  transportation  onlj'  between 
points,  and  that  in  order  to  further  its  transportation  business  and 
increase  its  freight,  to  go  out  and  engage  in  collateral  undertakings. 

That  is  the  exception  that  occurred  to  me  might  be  the  one  you 
had  in  mind. 

Mr.  Wood.  I  think  that  is  quite  right.  In  the  State  of  Pennsyl- 
vania, as  I  understand  it,  the  coal  companies  are  authorized  to  build 
a  railroad. 

Mr.  Bartlett.  The  railroad  company  was  authorized  to  own  and 
develop  coal  mines,  as  I  understood  it. 

Mr.  Wood.  No  sir.  I  think  that  the  Pennsylvania  Coal  Co.  is 
authorized  to  build  railroads.     That  is  as  I  understand  it. 

The  Chairman.  The  commodities  clause  does  not  reach  that. 

Mr.  Wood.  But  the  raihoads  are  not  authorized,  as  I  understand 
it. 

Mr.  Babtlett.  I  was  not  speaking  of  the  law  of  the  State  of  Penn- 
sylvania, specifically,  I  was  speaking  about  this  particular  charter  of 
the  Reading  Railroad  Co.,  as  I  understood  it,  from  the  reading  of  the 
case  in  the  Supreme  Court  of  the  United  States. 

The  Chairman.  The  commodities  clause,  as  it  now  is  written,  sim- 
ply makes  it  necessary  for  a  change  in  the  form  of  securities  or  in  the 
form  of  a  concern  on  paper. 

Mr.  Wood.  The  form  of  ownership. 

The  Chairman.  The  form  of  ownership  ? 

Mr.  Wood.  Yes,  sir. 

Mr.  Young.  Mr.  Wood,  you  spoke  of  some  exceptions.  What 
would  you  say  of  a  lumber  company — I  have  one  m  mind — that 
owned  a  large  tract  of  lumber  covering  many  thousands  of  acres  and 
which  builds  a  road  about  a  hundred  miles  in  length  into  this  country 
in  order  to  develop  the  timber  lands  and  bring  out  the  logs  ?  Would 
you  see  any  impropriety  in  that  ? 

Mr.  Wood.  Not  at  all.  I  do  not  see  how  they  would  get  the  lum- 
ber out  without  the  railroad. 

Mr.  Young.  They  might  get  somebody  else  to  buUd  that  road, 
perhaps. 

Mr.  Wood.  Well,  we  have  several  instances  of  that  sort.  The 
Grand  Rapids  &  Indiana  road  in  northern  Michigan  is  essentially  a 
lumber  road,  and  there  are  a  number  of  roads  such  as  you  speak  of 
owned  by  lumber  companies. 

Mr.  Young.  If  you  should  attempt  to  prevent  a  thing  of  that  kind, 
would  not  the  natural  tendency  be  to  delay  the  development  of  the 
country? 

Mr.  Wood.  Yes,  sir;  unless  the  road  were  wiUing  to  extend  the 
branches  in. 

Mr.  Young.  Take  the  conditions  that  we  have  here,  and  which  we 
have  been  considering,  on  the  Duluth  &  Iron  Range.  It  occurred  in 
this  way:  Some  gentlemen  went  up  into  the  State  of  Minnesota,  the 
northeast  corner  of  the  State,  into  a  wilderness  from  80  to  100  miles 
from  the  lake,  and  opened  up  some  large  iron  mines.  There  was  no 
method  of  communication,  and  the  same  gentlemen  then  went  on  and 
organized  a  railroad  company  and  built  a  railroad  from  two  harbors 
up  to  these  mines.  Do  you  think  there  is  any  impropriety  in  permit- 
ting that  ? 

Mr.  Wood.  No,  sir. 
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Mr.  Young.  Now,  the  same  thing  practically  was  done  on  the 
Messabe  Railroad,  where  the  road  was  started  by  some  men  who  had 
the  operation  of  a  mine;  the  mine  changed  hands,  and  the  railroad 
was  completed  by  others  who  bought  the  mine.  Do  you  think  there 
is  any  impropriety  in  that  ? 

Mr.  Wood.  Not  as  I  understand  it;  no,  sir. 

Mr.  Young.  Now,  let  us  continue  that  a  step  further.  The  United 
States  Steel  Corporation  is  organized  and  takes  ore  from  these  Minne- 
sota properties  by  these  railroads  to  the  plants  at  Pittsburgh.  It 
carries  its  ore  down  to  the  Lake  Erie  ports  and  delivers  it  there.  If 
there  had  been  no  railroad  owned  by  the  Carnegie  Co.  connecting  the 
lakes  with  Pittsburgh,  do  you  tliink  there  would  be  any  impropriety 
in  the  Steel  Corporation's  budding  a  railroad  from  the  lakes  to  Pitts- 
burgh to  carry  its  own  ore — that  is,  a  continuation  of  this  carriage 
from  the  lakes  ? 

Mr.  Wood.  That  is  a  very  cUfficult  question.  There  is  a  great  deal 
to  be  said  on  both  sides  of  that.  As  long  as  it  is  confined  to  hauling 
only  its  own  business  your  proposition  seems  right. 

Mr.  Young.  But  taking  the  thing  as  it  would  naturally  exist,  such 
a  railroad  running  through  a  settled  country  must  necessarily  develop 
a  lot  of  business  along  the  road  besides  the  steel  corporation's  busi- 
ness. Then,  if  it  is  %o  have  the  right  to  build  the  railroad  at  all, 
would  it  not  be  a  great  economic  waste  not  to  let  it  do  general 
business  ? 

Mr.  Wood.  Surely. 

Mr.  Young.  Take  this  concrete  case  of  this  road:  What,  in  your 
mind,  are  the  objections,  the  real  valid  objections,  from  the  stand- 
point of  the  public  interests,  to  permit  the  steel  corporation  to  own 
and  operate  that  road  ? 

Mr.  Wood.  Well,  it  seems  to  give  it  an  advantage.  It  has  this 
advantage,  and  only  this,  that  if  there  is  any  profit  in  operating  that 
road,  it  has  that  advantage  over  its  competitors  who  do  not  own  a 
railroad.  At  the  same  time,  of  course,  it  has  a  large  investment  in 
the  railroad. 

Mr.  Young.  From  the  standpoint  of  the  pubHc,  what  difference 
would  it  make  to  the  public  whether  the  steel  corporation  made  that 
profit  on  the  transportation,  or  whether  the  Pennsylvania  Railroad 
or  any  other  railroad  made  that  profit? 

Mr.  Wood.  I  do  not  see  that  it  would  make  any  difference  to  them. 

The  Chairman.  If  the  charges  were  the  same  on  one  as  on  the  other? 

Mr.  Young.  Yes;  I  assumed  that,  of  course,  they  would  have  to 
be  the  same. 

Now,  is  the  objection  that  you  have  suggested  based  on  the  fear 
that  these  roads  may  be  used  by  a  concern  having  a  large  amount  of 
freight  to  obtain  undue  advantages  in  the  way  of  a  division  of  rates 
and  things  of  that  kind? 

Mr.  Wood.  No. 

Mr.  Young.  Which  amounts  to  indirect  rebating. 

Mr.  Wood.  No. 

Mr.  Young.  What  is  it,  then  ? 

Mr.  Wood.  We  would  like  to  haul  the  business  ourselves. 

Mr.  Young.  Well,  you  do  not  mean  that  is  your  only  objection 
to  it? 

Mr.  Wood.  That  we  would  like  to  haul  the  business  ? 
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Air.  Young.  Yes,  an  industrial  enterprise  owning  a  railroad,  that 
you  feel  it  is  getting  in  your  domain  ? 

Mr.  Wood.  That  is  one  very  strong  reason — we  would  like  to  haul 
the  traffic. 

Mr.  Young.  But  yet  you  say,  in  your  judgment,  that  makes  no 
difference  to  the  pubHc  whether  you  haul  it  or  whether  somebody 
else  hauls  it,  if  it  is  under  the  same  freight  rate. 

Mr.  Wood.  Of  course,  there  is  a  little  selfishness  that  comes  in 
there. 

Mr.  Young.  What  I  wanted  to  know  is  whether  it  is  a  real  objec- 
tion in  your  naind,  or  whether  it  is  some  idea  that  you  have  as  to  the 
interest  of  the  public. 

Mr.  Wood.  Well,  I  have  a  shadowy  idea — I  do  not  know  that  I  can 
give  it  to  you  definitely — that  it  would  be  to  the  general  interest  of 
the  public  if  those  railroads,  owned  by  plants  were  confined  to  the 
plant  facility  feature.     That  is  my  general  impression. 

Mr.  Young.  Is  that  idea  clear  enough  in  your  own  mind  to  state 
what  your  reason  is  for  that  shadowy  belief  ? 

Mr.  Wood.  No;  I  do  not  know  that  I  can  definitely.  We  hear 
complaints  from  industries  that  do  not  have  railroads  of  their  own, 
that  the  ownership  by  other  competing  industries  of  sucli  railroads 
is  a  great  handicap  to  them.  That,  no  doubt,  is  one  of  the  shadowy 
things  that  I  speak  of. 

Mr.  Young.  Is  it  a  handicap  to  them  exactly,  or  does  it  give  the 
other  road  an  advantage  in  the  profit  it  will  make  in  the  transpor- 
tation ? 

Mr.  Wood.  That,  perhaps,  is  the  better  way  to  put  it. 

Mr.  Danforth.  The  relations  between  your  company  and  the 
Pennsylvania  Steel  Co.  are  quite  intimate,  are  they  not? 

Mr.  Wood.  The  Pennsylvania  Co.  is  a  large  shareholder. 

Mr.  Danforth.  It  is  practically  the  owner  of  the  Pennsylvania 
Steel  Co.  ? 

Mr.  Wood.  No;  it  owns  a  little  over  50  per  cent  of  the  stock  of  the 
Pennsylvania  Steel  Co. 

Mr.  Danforth.  Now,  how  do  you  differentiate  between  that 
1  elation,  between  the  relation  of  the  railroad  company,  the  principal 
stockholder,  and  the  Steel  Company,  the  industrial  company,  which 
is  the  property  of  the  railroad,  which  is  the  situation  we  have  been 
talkingabout  and  in  regard  to  which  Mr.  Young  has  been  asking  you  1 

Mr.  Wood.  Well,  I  do  not  know  exactly  how  to  differentiate  that. 
That  is  a  concern  in  which,  as  I  say,  we  have  a  little  over  one-half  of 
the  stock;  but  we  have  no  interest  or  connection  with  it  or  anything 
to  do  with  it,  so  far  as  the  Pennsylvania  Co.  is  concerned,  other  than 
the  ownership  of  the  stock. 

Mr.  Danforth.  Well,  of  course,  the  ownership  of  the  stock  carries 
with  it  the  control  and  power  to  manage  it  as  your  interests  may 
dictate,  and  I  presume  it  is  so. 

Mr.  Wood.  Well,  I  presume  it  is.  However,  personally,  I  do  not 
know  anything  about  it,  because  I  am  not  on  the  board,  and  do  not 
have  anything  to  do  with  it. 

Mr.  Danforth.  It  is  fair  for  us  to  assume  that  the  Pennsylvania 
Steel  Co.  is  not  run  in  opposition  to  the  interests  of  the  Pennsylvania 
Co.  or  of  the  Pennsylvania  Railroad  ? 
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Mr.  Wood.  I  think  that  is  a  fair  interest,  and  the  same  may  be  said 
of  the  Cambria  Steel  Company,  which  company  we  also  own  a  major- 
ity of  the  stock  of. 

Mr.  Danfokth.  I  can  not  see,  in  line  with  these  questions  of  Mr. 
Young,  why  the  steel  industry,  the  other  corporations  in  the  steel 
industry,  and  perhaps  the  general  pubhc,  have  not  as  good  a  right  to 
complain  against  the  ownership  of  those  two  steel  companies  by  the 
railroad  as  the  railroads  have  to  complain  of  the  ownership  of  these 
small  plant  facilities  or  terminal  facUities  by  the  Steel  Corporation. 

Mr.  Wood.  I  think  they  have. 

Mr.  Danfokth.  They  are  parallel  cases. 

Mr.  Wood.  Yes;  I  think  they  have  an  equal  right  to  complain. 

Mr.  Young.  Do  you  think  it  would  be  better  for  the  pubhc  if 
the  Pennsylvania  Eailroad  parted  with  its  interest  in  those  steel  com- 
panies ?  Do  you  think  the  ownership  and  control  of  those  companies 
by  the  Pennsylvania  Railroad  is  an  injury  to  the  general  pubhc? 

Mr.  Wood.  No;  I  do  not  beheve  this  ownership  is  an  injury  to 
the  general  pubhc. 

Mr.  Young.  Well,  ownership  and  management  and  control? 

Mr.  Wood.  No;  I  do  not  think  it  is. 

Mr.  Gardner.  Might  it  be  ? 

Mr.  Wood.  Yes;  almost  anything  might  occur. 

Mr.  Gardner.  I  mean,  if  improperly  managed,  the  interests  of  the 
public  might  be  subject  to  greater  dangers  than  if  it  were  owned  by 
independent  parties ;  is  that  your  opinion  ? 

Mr.  Wood.  Well,  from  the  known  conservatism  of  the  Pennsyl- 
vania Railroad,  I  would  think  there  would  be  less  danger  of  its  being 
a  pubhc  menace,  if  it  were  owned  by  it,  than  if  it  were  owned  by 
independents. 

Mr.  Young.  What  would  you  say  as  to  the  management  of  the 
Steel  Corporation  being  conservative  ? 

Mr.  Wood.  Most  eminently  conservative,  in  my  opinion. 

Mr.  Young.  Then,  if  your  reason  as  to  the  Pennsylvania  Steel 
Company  is  valid,  why  would  you  not  say  that  it  was  more  beneficial 
to  the  public  to  have  the  Steel  Corporation  own  these  railroads,  be- 
cause of  its  eminent  conservatism  ? 

Mr.  Wood.  I  do  not  know  where  you  gentlemen  are  going  to  land 
me  with  these  questions. 

Mr.  Bartlett.  I  want  to  ask  a  question,  if  I  may 

Mr.  Wood.  I  am  afraid  I  am  getting  mixed.  There  is  only  one  of 
me;  there  are  a  good  many  of  you. 

Mr.  Bartlett.  Mr.  Wood,  what  would  be  the  inducement  to  the 
Pennsylvania  Railroad,  a  corporation  which  was  originally  intended 
for  the  transportation  of  business,  that  being  its  chief  purpose,  to  own 
the  majority  stock  in  a  steel  producing  plant?  You  say  they  own 
over  50  per  cent.  What  is  the  reason,  the  business  reason  or  other 
reason,  which  suggests  itself  as  to  why  the  Pennsylvania  Railroad 
should  own  an  interest  in  those  steel-producing  plants  ? 

Mr.  Wood.  They  felt  it  was  necessary,  in  view  of  the  strength  and 
size  that  the  Steel  Corporation  was  attaining,  to  be  in  a  position  to 
protect  itself  if  necessary . 

Mr.  Bartlett.  To  protect  itself  from  what  ? 
Mr.  Wood.  In  regard  to  the  price  of  material,  the  price  of  its  pro- 
ducts. 


5068  UNITED   STATES   STEEL   COKPOEATION. 

Mr.  YorNG.  You  not  only  have  the  ownership,  but  you  feel  that 
some  protection  is  required,  and  you  own  the  majority  of  the  stock? 

Mr.  TVooD.  I  believe  that  is  the  reason.  I  was  not  a  party  to  the 
purchase. 

Mr.  Bartlett.  Does  the  Pennsylvania  Steel  Co.  or  the  Cambria 
Steel  Co.  make  steel  rails? 

Mr.  Wood.  The  Cambria  Steel  Co.  makes  rails  and  the  Pennsyl- 
vania Steel  Co.  makes  rails. 

Mr.  Gardner.  How  long  did  the  Pennsylvania  Kailroad  own 
that  controlling  interest  ? 

Mr.  Wood.  I  think  it  was  very  shortly  after  the  uicorporation  of 
the  Steel  Corporation. 

Mr.  Gardner.  And  it  was  a  defensive  move  in  case  the  Steel  Cor- 
poration should  put  up  the  price  of  steel  rails  to  an  exorbitant  figure? 

Mr.  Wood.  That,  I  understand,  was  the  thought  in  the  minds  of  the 
purchasers. 

Mr.  Gardner.  They  recognized  the  possibility  of  the  United 
States  Steel  Corporation  having  sufficient  control  to  dictate  the  price 
of  steel  ? 

Mr.  Wood.  They  might  have  taken  in  the  Pennsylvania  Steel  Co. 
also,  if  it  were  in  the  market. 

Mr.  Bartlett.  Mr.  Wood,  how  could  the  Steel  Corporation,  being 
only  one  of  a  number  of  plants  producing  steel  rails,  put  the  price  of 
steel  rails  up  on  the  Pennsylvania  Co.  or  any  other  railroad  company? 

Mr.  Wood.  If  they  were  the  only  one,  they  might  be  able  to  do  it. 

Mr.  Bartlett.  Has  there  been  a  time  when  they  were  the  only 
one,  outside  of  the  Pennsylvania  Steel  Co.  and  the  Cambria  Steel  Co.  ? 

Mr.  Wood.  No,  sir;  I  think  not. 

Mr.  Bartlett.  Is  it  not  a  fact  that  the  railroad  company  officials 
who  were  looking  after  the  interests  of  the  railroad  were  laboring 
under  the  impression  that  the  Steel  Corporation  would  get  a  monopoly 
of  the  business  of  manufacturing  steel  rails,  and  be  in  a  position  to 
demand  a  price  from  the  railroad  which  you  would  be  compelled  to 
pay? 

Mr.  Wood.  Well,  possibly  that  is  what  was  in  their  minds,  but  the 
only  reasons  I  have  heard  given  by  those  who  were  in  touch  w  th  the 
matter  are  the  ones  I  have  mentioned. 

Mr.  Bartlett.  The  price  of  steel  rails  has  been  uniform  for  a  num- 
ber of  years,  has  it  not  ? 

Mr.  Wood.  Yes,  sir. 

Mr.  Bartlett.  And  it  has  been  the  same  since  the  Steel  Corpora- 
tion was  formed,  has  it  not  ? 

Mr.  Wood.  The  same  since  when  ? 

Mr.  Bartlett.  Well,  the  price  has  been  the  same 

Mr.  Wood.  It  has  been  the  same  for  several  years. 

Mr.  Bartlett.  Since  1901  ? 

Mr.  Wood.  I  can  not  say  as  to  that.  There  was  very  little  change, 
but  there  was  in  one  year. 

Mr.  Gardner.  Just  before  the  United  States  Steel  Corporation 
was  formed. 

Mr.  Bartlett.  Directors  in  the  steel  companies  that  you  own  stock 
in  are  also  directors  of  the  Pennsylvania  Railroad  or  Pennsylvania 

Mr.  Wood.  I  think  two  of  the  directors  of  the  Pennsylvania  Co. 
are  also  directors  in  the  Pennsylvania  Steel  Co. 


UNITED    STATES    STEEL   COEPOEATION.  5069 

Mr.  Babtlett.  You  can  vote  a  majority  of  the  stock? 

Mr.  Wood.  Owning  it;  yes,  sir. 

The  Chairman.  The  Cambria  Steel  Co.  and  the  Pennsylvania  Steel 
Co.  make  supplies,  steel  cars,  and  things  of  that  kind  ? 

Mr.  Wood.  Yes,  sir;  frogs  and  switches;  that  is,  the  Pennsylvania 
Steel  Co.  and  the  Cambria  Steel  Co. 

The  Chairman.  Is  there  anything  else  you  care  to  ask  him  ? 

Mr.  Gardner.  I  was  wondering  how,  under  the  commodities  clause, 
the  Pennsylvania  Eailroad  can  own  indirectly  industrial  concerns  like 
that.     We  know  they  do  own  them 

Mr.  Wood.  It  is  common  knowledge.  It  has  been  common  knowl- 
edge for  several  years. 

Mr.  Gardner.  It  has  been  put  in  evidence  several  times,  but  I  was 
wondering 

Mr.  Wood.  The  Pennsylvania  Co.  has  a  most  liberal  charter,  so 
that  I  fancy,  as  far  as  the  Pennsylvania  Co.  is  concerned,  there  is 
probably  no  question  of  its  ownership. 

The  Chairman  (addressing  Mr.  Reed) .  Do  you  know  whether  this 
ownership  was  prior  to  the  passage  of  the  commodities  clause  ? 

Mr.  Reed.  Yes,  sir;  I  know  it  was. 

Mr.  Wood.  Oh,  yes,  sir.  We  have  acquired  nothing,  I  assure  you, 
since  then. 

Mr.  Bartlett.  The  act  does  not  apply  simply  to  those  thereafter 
acquired,  but  the  act  said  they  should  not  own  them  longer  than  1912. 

Mr.  Reed.  The  Pennsylvania  Co.  is  as  much  a  manufacturing  com- 
pany as  it  is  a  railroad.  Its  charter  is  so  broad  that  it  is  authorized 
to  do  both. 

Mr.  Bartlett.  That  was  one  of  the  questions  that  the  Supreme 
Court  did  not  adjudicate,  Mr.  Gardner. 

The  Chairman.  One  trouble  is  that  you  could  change  the  owner- 
ship and  have  the  Cambria  Steel  Co.  and  the  Pennsylvania  Steel  Co. 
own  the  railroad  instead  of  the  railroad  company  owning  the  steel 
companies.  You  could  change  the  ownership  in  a  httle  while  and 
avoid  this  commodities  clause,  as  the  law  now  is  ? 

Mr.  Wood.  Which,  the  Pennsylvania  Steel  Co.  ?  Excuse  me,  I 
did  not  quite  hear  what  you  said. 

Mr.  Young.  Mr.  Wood  is  not  a  lawyer. 

The  Chairman.  I  mean,  you  could  make  a  change  in  the  owner- 
ship to  enable  the  Cambria  Steel  Co.  and  the  Pennsylvania  Steel  Co. 
to  operate  the  railroad  company,  just  as  the  railroad  company  now 
owns  a  majority  of  the  stock  in  those  two  steel  companies. 

Mr.  Wood.  Well,  I  would  not  think  so. 

The  Chairman.  I  understand  that  would  necessitate  a  new  char- 
ter; a  change  in  the  corporate  form  of  the  Pennsylvania  Railroad 
would  necessitate  a  new  charter. 

I  have  here  a  statement  of  -the  tonnages  produced  by  the  Carnegie 
Steel  Co.,  showing  the  production  of  pig  iron,  ferro-manganese,  ingots, 
etc.,  for  the  years  1910  and  1911,  furnished  me  by  Mr.  Filbert,  the 
comptroller.  It  has  no  connection  with  this,  but  I  will  put  it  in  the 
heanng  at  this  point. 

The  statement  referred  to  is  attached  hereto,  marked  "Exhibit  A." 

The  Chairman.  I  have  here  an  extract  from  "Statistics  of  Rail- 
ways in  the  United  States,  1910"  in  the  report  of  the  Interstate  Com- 
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merce  Commission,  pages  59,  60,  and  61,  prepared  by  Mr.  Manning- 
ton.     If  there  is  no  objection,  I  will  put  it  in. 

The  extract  referred  to  is  attached  hereto,  marked  "Exhibit  B." 

The  Chairman.  Mr.  Wood,  the  committee,  is  very  grateful  to  you 
for  your  very  valued  and  candid  testimony. 

Mr.  Wood.  I  am  very  glad  to  have  been  of  any  service  to  you. 
Are  you  through  with  me  ? 

The  Chairman.  Yes;  we  are  through  with  you. 

Mr.  Wood.  Thank  you. 

T"he  Chairman.  We  will  adjourn  subject  to  the  call  of  the  chair. 

Whereupon,  at  4  o'clock  p.  m.,  the  committee  adjourned  subject 
to  the  call  of  the  chair. 

Exhibit  A. 

United  States  Steel  Corporation, 

Office  of  the  Comptroller, 

New  York,  March  11,  19n. 

Hon.  A.  O.  Stanley, 

Chairman,  Special  Committee  to  Investigate  Violations 

of  the  Antitrust  Act  of  1890,  and  Other  Acts, 

Washington,  D.  C. 

Sir:  In  response  to  your  letter  of  the  2d  instant,  I  inclose  statement  which  I  think 
furnishes  the  information  you  want.  In  this  connection  I  beg  to  point  out  that  a 
statement  of  production  made  for  any  one  subsidiary  company  must  necessarily  be 
on  different  lines  from  one  made  for  all  companies  combined.  The  table  in  the  annual 
report  gives  in  respect  of  rolled  and  finished  products  only  the  tonnage  made  for  sale 
by  all  subsidiary  companies  as  a  unit  to  outside  customers;  it  does  not  presume  to  give 
the  tonnage  sold  from  one  subsidiary  to  another  for  further  finishing.  Therefore,  in^a 
production  statement  for  any  one  company  the  last-named  tonnage  should  be  shown 
m  order  to  tell  the  whole  story.  This  has  been  done  in  the  inclosed  table. 
Yours,  truly, 

W.  J.  Filbert,  Comptroller. 

Carnegie  Steel  Co.  production,  years  1910  and  1911. 


Products. 


Blast-furnace  production: 

Pig  iron 

Spiegel 

Ferro-manganese  and  silicon 

Total 

Steel-ingot  production: 

Bessemer  Ingots 

Open-heartli  ingots 

Total 


Tons. 

6,102,261 
36,242 
78,511 


6,217,014 


2,727,693 
4,565,757 


7,293,360 


1911 


Tona. 

6,698,634 
28,629 
76,507 


5,703,670 


2,343,319 
4,227,694 


6,571,013 
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Carnegie  Steel  Co.  production,  years  1910  and  1911 — Continued. 


1910 

1911 

Products 

For  sale  out> 
side  of 
United 

States  Steel 
organization. 

For  sale  to 
other  subsid- 
iary com- 
panies of 
United 
States  Steel 
Corporation 
for  further 
finishing  by 
them. 

For  sale  ou1> 
side  of 
United 

States  Steel 
organization. 

For  sale  to 
other  subsid- 
iary com- 
panies of 
United 
States  Steel 
Corporation 
for  further 
finishing  by 
■  them. 

KoUed  and  other  flnished  products: 
Steel  rails  (heavy  and  light  tee) 

Tons. 
628, 639 

541,266 
718,863 
409,660 

1,276,817 
8,662 
63,768 
722 
89, 634 
98, 106 
80,245 

Tons. 

6,914 

1,267,589 
248,427 
158,676 

101,517 

Tons. 
434,212 

763,856 
472,324 
351,862 

1,006,665 
8,266 
42,388 
742 
46,665 
36,662 
67,641 

Tons. 

5  387 

Blooms,  billets,  slabs,  sheet  and  tin  plate 
bars 

1,252,996 

112,248 
56  396 

Merchant  steel,  bars,  hoops,  bands,  akelp, 
etc.          

91 

Angle  splice  bars  and  all  other  rail  joints. . . 

297 

7 

Axles 

Steel  car  wheels 

51 

745 

443 

Total 

3,816,271 

1,782,867 

3,219,063 

1,667,262 

March  8, 1912. 
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[Extract  from  "Statistics  of  Eailways  in  the  United  States,  1910,"  in  the  Report  of  the  Interstate  Com- 
merce Commission,  pp.  59,  60,  and  61.) 

Typical  or  average  haul  in  the  United  States  in  1910 miles. .  130.  87 

Freight  revenue  per  train  mile  in  the  United  States  in  1910 $2 

Freight  revenue  per  mile  of  road  in  the  United  States  in  1910 $5,  466 

Ratio  of  operating  expenses  to  operating  revenue  in  the  United  States  in  1910, 
per  cent 66.  29 
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Committee  on  Investigation  or  the 

United  States  Steel  Coepoeation, 

House  of  Eepeesentitives, 
Wednesday,  March  £7, 1912. 
The  committee  this  day  met,  Hon.  Augustus  O.  Stanley  (chairman) 
presiding. 

The  Chairman.  I  have  a  memorandum  from  Mr.  Hill  as  to  a  slight 
clerical  error  in  his  testimony,  to  which  he  calls  the  attention  of  the 
committee  and  asks  to  have  a  correction  made. 

You  may  insert  this  memorandum  at  this  point,  Mr.  Stenographer. 
The  memorandum  referred  to  is  as  follows: 

On  page  3245,  third  line  from  foot  of  page,  of  No.  49,  February 
13,  1912,  of  hearing  before  Stanley  committee  hearings  on  Steel  Cor- 
poration, Mr.  J.  J.  Hill  is  made  to  say  : 

Mr.  Hill.  I  had  to  raise  in  three  months  about  $90,000,000.  If  I  did  not  those 
properties  would  have  been  welded  in  with  the  Northern  and  Southern  Pacific, 
etc. 

This  should  be  "  Union  and  Southern  Pacific,"  etc. 
STATEMENT  OF  ME.  JULIAN  KENNEDY. 

The  witness  was  duly  sworn  by  the  chairman. 

The  Chairman.  Mr.  Kennedy,  what  is  your  profession  ? 

Mr.  Kennedt.  Mechanical  engineer. 

The  Chairman.  How  long  have  you  been  engaged  in  that  business? 

Mr.  Kennedt.  Twenty  years. 

The  Chairman.  Have  you  ever  designed  or  constructed  any  blast 
furnaces  or  rolling  mills? 

Mr.  Kennedt.  Yes. 

The  Chairman.  Did  you  design  and  construct  any  of  the  blast 
furnaces  now  owned  and  operated  by  the  United  States  Steel  Cor- 
poration ? 

Mr.  Kennedt.  Yes;  some  at  Braddock,  the  Edgar  Thompson 
works;  some  at  Donora;  some  of  the  Ohio  works  at  Youngstown. 
I  have  also  consulted  and  advised  on  many  other  plants  which  now 
belong  to  the  Steel  Corporation,  in  connection  with  the  construction. 

The  Chairman.  For  whom  were  those  blast  furnaces  to  which  I 
have  referred  constructed? 

Mr.  Kennedt.  Some  at  the  Edgar  Thompson  works  for  the  Car- 
negie Bros.  &  Co.  (Ltd.);  Youngstown,  for  the  Ohio  Steel  Co.; 
Donora,  for  the  Union  Steel  Co.  I  also  aided  in  designing  at  South 
Chicago  for  the  Illinois  Steel  Co.,  and  at  Joliet  and  at  other  plaoes 
where  I  have  been  consulted. 
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The  CHAiEiiAx.  Hare  you  ever  constructed  rolling  mills  and  jfur- 
naces,  open-hearth  and  others,  for  the  making  of  steel  ? 

Mr.  Ejexxedt.  Yes,  sir. 

The  Chaieiiax.  Did  vou  construct  any  furnaces  for  the  Steel  Cor- 
poration ? 

Mr.  Kexxedt.  I  constructed  some  at  the  Homestead  works  when, 
I  was  manager  there;  also  at  Bessemer  plant  at  the  Ohio  works  for 
the  Ohio  Steel  Co. 

The  Chaibman.  You  spoke  of  being  manager  there.  That  is,  man- 
ager for  the  Carnegie  Steel  Co.? 

Mr.  Kexxedt.  For  Carnegie,  Phipps  &  Co. 

The  Chaihjiax.  How  long  did  you  occupy  that  position  ? 

Mr.  Kexxedt.  Three  years  at  Homestead. 

The  Chaiemax.  Koughly  speaking,  what  was  the  capacity  of  these 
blast  furnaces  which  you  constructed? 

]\Ir.  IvExxEDT.  Four  hundred  to  five  hundred  tons  per  furnace.  I 
do  not  remember  the  number  now.     It  has  gotten  beyond  me. 

The  Chaiemax.  Do  you  know  the  capacity  of  the  rolling  mills? 

Mr.  Kexxedt.  No  :  I  do  not.  I  have  not  paid  much  attention  to 
that  of  late. 

The  Chaibmax.  I  have  a  statement  of  the  Commissioner  of  Cor- 
porations  

Mr.  Eeed  (interposing.)     At  what  page,  Mr.  Chairman? 

The  Chaiemax.  Page  360 — giving  the  total  capacity  of  the  blast 
furnaces  of  the  Steel  Corporation  and  of  the  independents. 

Can  you  turn,  Mr.  Eeed,  to  the  page  of  this  report  that  gives  the 
capacity  of  the  corporation  ?  I  had  it  here  and  thought  I  could  turn 
my  hand  to  it. 

Eoughly  speaking — and  I  will  correct  this  in  the  record  if  I  am  in 
error — the  capacity  of  the  Steel  Corporation's  plants  is  in  excess  of 
16,000,000  tons. 

Mr.  Eeed.  Of  what? 

The  CHAiBaiAx.  Pig  iron. 

Mr.  Eeed.  I  do  not  think  so,  Mr.  Chairman. 

The  Chaiejiax.  That  is  my  recollection. 

Mr.  Eeed.  1907,  I  believe,  was  the  biggest  year  of  production,  as 
I  remember  it,  and  in  that  year  they  made  10,633,000  tons  of  pig 
iron,  and  in  1910  the  production  had  gotten  up  to  11,657,000  tons. 

The  Chatesiax.  I  am  talking  about  the  total  capacity;  not  what 
they  make,  but  their  capacity  to  make  if  they  ran  full. 

Mr.  Eeed.  I  think  they  were  running  pretty  nearly  to  their  total 
capacity  in  1910. 

Mr.  YouxG.  The  statement  was  made  by  Mr.  Farrell  that  the  total 
capacity  of  the  country  in  pig  iron  is  now  40,000,000  tons. 

The  Chairman.  I  thought  I  had  those  statements  where  I  could 
turn  to  them. 

Mr.  Eeed.  Mr.  Farrell  knows  what  he  is  talking  about.  I  am  like 
Mr.  Brandeis — ^I  am  just  telling  hearsay. 

The  Chaiemax.  Is  there  any  economy,  ilr.  Kennedy,  in  operating 
these  large  plants,  like  a  blast  furnace,  to  their  total  capacity,  and 
how  is  that  with  reference  to  a  rolling  mill  ? 

Mr.  Kexxedt.  In  a  general  way,  yes:  to  the  reasonably  full 
capacity.  In  crowding  a  plant  to  its  utmost  capacity,  sometimes 
the  cost  runs  up  a  little. 
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The  Chairman.  What  is  the  effect  of  an  excess  of  unused  capacity 
in  normal  times? 

Mr.  Kennedy.  I  do  not  know  that  I  understand  exactly  what  you 
mean. 

The  Chairman.  I  mean  economically  considered,  to  have  a  mill 
run  about  60  per  cent  of  its  full  capacity,  is  it  economical  ? 

Mr._  Kennedy.  I  should  say  a  mill  running  60  to  80  per  cent  of  its 
capacity  would  be  fairly  economical,  not  quite  as  economical  as  its 
full  capacity,  but  to  take  care  of  fluctuating  demands  it  would  be  un- 
doubtedly wise  to  have  a  little  more  capacity  than  required  under 
the  average  normal  conditions. 

The  Chairman.  There  has  been  a  great  deal  of  testimony  here 
about  fluctuations  in  the  prices  of  steel  products.  Under  a  heavy 
demand  the  prices  go  up,  and  in  dull  times  the  prices  go  down;  and 
as  Mr.  Carnegie  said,  the  steel  man  is  either  a  prince  or  a  pauper. 

Mr.  Bartlett.  Here  are  the  figures  you  wanted,  Mr.  Chairman. 

The  Chairbian.  I  see  that  I  remembered  correctly  the  total  capac- 
ity of  the  United  States  Steel  Corporation  was  16,000,000  tons,  as 
shown  at  page  269  of  the  report. 

Mr.  Young.  That  would  be  about  40  per  cent  of  the  total  capacity, 
according  to  Mr.  Farrell. 

The  Chairman.  I  will  get  back  to  that  question  later. 

It  has  been  claimed,  Mr.  Kennedy,  that  it  is  necessary  to  enter 
into  agreements  touching  prices  or  to  have  some  understanding 
touching  prices  in  order  that  there  may  be  stability  in  the  prices  of 
steel  products.  Do  you  know  of  any  other  cause  or  any  other  remedy 
for  this  variation  and  fluctuation  in  prices  than  the  fixing  of  prices 
by  those  contracts  ? 

Mr.  Kennedy.  I  have  felt  for  many  years  that  the  extreme  fluc- 
tuations, such  as  those  spoken  of  by  Mr.  Carnegie,  which  were  more 
f)ronounced  14  or  15  years  ago  than  they  are  to-day,  were  caused 
argely  by  having  too  high  a  tariff  on  some  articles.  I  remember 
that  about  the  year  1898  or  1899  the  industry  in  wrought-iron  or 
wrought-steel  tubing  was  in  very  bad  condition.  Competition  had 
brought  it  to  a  state  where  they  were  all  very  much  discouraged  and 
where  they  got  together  to  form  a  combination  of  all  the  people  to 
try  to  get  some  profit  out  of  it. 

My  own  opinion  is  that  that  was  largely  caused  by  the  placing  of  a 
tariff  too  high  on  pipe,  the  tariff  at  that  time  being  $40  per  ton. 

I  think  a  more  moderate  tariff  would  ha\e  allowed  some  foreign 
goods  to  come  in  to  stop  extreme  demands  and  would  have  steadied 
the  market  and  prevented  an  overbuilding  of  works  all  over  the 
country. 

The  Chairman.  Explain  how  a  lower  duty  on  these  various  prod- 
ucts would  tend  to  equalize  those  prices? 

Mr.  liENNEDY.  A  lower  duty  at  that  time,  I  think,  would  have 
allowed  some  material  to  have  been  brought  in  from  abroad  when 
prices  ran  away,  so  to  speak,  and  would  have  steadied  the  market. 

On  the  other  hand,  when  the  tariff  is  put  so  very  high  that  nothing 
at  all  can  come  in  from  abroad  a  sudden  expansion  of  demand  puts 
the  prices  up  to  an  exorbitant  figure — an  abnormally  high  figure — 
and  then  a  lot  of  people  build  works  as  rapidly  as  possible  to  get 
some  of  that  fancy  profit,  which  then  sends  prices  away  down  into 
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the  valley  again,  -where  none  of  them  make  any  profit,  and  there 
comes  bitter  competition. 

The  Chaieman.  Speaking  of  this  building  of  plants  for  any  pur- 
pose until  you  nave  an  excess  of  production  over  a  normal  demand, 
I  find  that  the  production,  given  by  Herbert  Knox  Smith  in  his  re- 
port at  page  363,  of  pig  iron,  for  instance,  by  the  Steel  Corporation 
in  1910  was  eleven  million  and  odd  tons.  Their  production  for  the 
year  ending  July  1,  1911,  was  16,000,000  tons 

Mr.  Reed  (interposing) .  Their  capacity,  you  mean,  was  16,000,000 
tons? 

The  ,Chaieman.  They  had  a  capacity  for  16,000,000  tons  of  pig 
iron  and  produced  only  11,000,000  tons. 

What  is  the  effect  of  this  potential  capacity  upon  competition,  out- 
side of  its  effect  on  economical  operations? 

Mr.  KJENNEDY.  I  do  not  know  that  this  has  any  particular  effect 
at  the  present  time,  because  the  Steel  Corporation  has  endeavored,  as 
I  understand  it,  to  prevent  wide  fluctuations  as  much  as  possible,  and 

has  shown  a  disposition  to  sell  sometimes  at  prices 

■  The  Chairman.  I  did  not  make  myself  sufficiently  clear.  What 
effect  has  it  upon  potential  competitors,  upon  an  effort  on  the  part 
of  independent  companies,  to  antagonize  this  power  to  supply,  say, 
instead  of  50  per  cent  of  the  production  of  pig  iron,  70  per  cent  or 
80  per  cent?  For  instance,  if  the  Steel  Corporation  runs  at  full  ca- 
pacity, it  could  supply  80  per  cent  of  all  the  pig  iron  used  in  this 
coimtry.  Has  that  any  moral  effect  upon  other  persons  not  in  the 
Steel  Corporation,  but  engaged  in  the  production  of  pig  iron? 

Mr.  Kennedy.  Yes;  I  think  it  would  make  other  persons  a  little 
cautious  about  antagonizing  the  Steel  Corporation  needlessly. 

Mr.  Reed.  The  same  figures  show  that  if  the  independents  ran  at 
full  capacity  they  could  supply  more  than  100  per  cent  of  the  coun- 
try's consumption  of  pig  iron.  Will  you  ask  Mr.  Kennedy  what 
effect  that  would  have? 

The  Chairman.  What  effect  would  that  have  on  the  Steel  Corpo- 
ration ? 

Mr.  Kennedy.  None  at  all,  I  think.     [Laughter.] 

The  Chairman.  You  started  to  explain  something  about  the  tariffs 
on  tubes  and  I  interrupted  you. 

Mr.  Kennedy.  The  tariff  on  tubes  was  $40  per  ton,  which  was 
practically  a  Chinese  wall,  and  the  tube  people  were  small  in  num- 
bers for  a  while  and  their  profits  got  very  abnormal  and  very  fancy, 
and  a  great  many  other  people  jumped  into  the  tube  business.  It  is 
a  business  that  is  not  necessarily  very  highly  organized,  and  men 
could  get  in  very  quickly  and  with  a  small  amount  of  capital,  if 
necessary.;  so  a  great  many  tube  plants  started.  Some  of  them  were 
small,  but  all  were  active,  and  we  got  an  overproduction  and  busi- 
ness became  very  much  demoralized,  as  I  noticed.  I  had  occasion  to 
go  around  all  the  tube  plants  about  that  time  and  examine  them. 

The  Chairman.  Explain  what  that  occasion  was. 

Mr.  Kennedy.  The  tube  people  wanted  to  get  together,  as  I  imder- 
stand  it,  with  a  view  to  ending  this  condition  of  affairs,  and  they 
entered  into  negotiations  with  J.  P.  Morgan  &  Co.,  of  New  York, 
to  combine  them  into  a  larger  company,  and  I  was 

Mr.  Bartlett  (interposing).  When  was  that — 1899? 
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Mr.  Kennedy.  About  that  time,  I  think ;  1898  or  1899.  I  can  not 
fix  it  exactly.  It  was  just  prior  to  the  formation  of  the  National 
Tube  Co.,  whenever  that  was. 

I  visited  all  the  works,  and  naturally  talked  with  all  the  people, 
and  found  them  very  much  discouraged.  The  competition  was  get- 
ting wild  at  that  time,  and  it  was  in  such  a  shape  that  no  one  could 
blame  them  for  wishing  to  get  out  at  that  time.  Nobody  was  making 
any  money  and  they  were  being  chiseled  very  hard  by  purchasing 
agents.  Contracts  were  being  made  for  a  year's  requirements,  and  if 
prices  went  up  the  requirements  were  large  and  if  prices  went  down 
the  requirements  were  small.  Generally  it  was  a  buyers'  market,  as 
we  call  it,  and  the  tube  people  were  very  much  in  the  blues. 

Mr.  Baktlett.  You  say  it  was  a  buyers'  market.  Do  you  mean  by 
that  the  buyer  could 

Mr.  Kennedy  (interrupting).  The  buyer  could  pretty  nearly  dic- 
tate his  own  price  at  that  time. 

Mr.  Bakti^ett.  They  had  an  overproduction? 

Mr.  Kennedy.  Yes,  sir ;  and  an  overbuilding  of  plants. 

Mr.  Baetlett.  That  overbuilding  of  plante  and  overproduction 
was  due  to  the  stimulation  of  business  by  the  high  protective  tariff, 
you  think? 

Mr.  Kennedy.  Yes ;  I  think  if  the  tariff  had  been  about  the  nat- 
ural difference  in  cost  between  pipes  here  and  abroad  there  would 
not  have  been  nearly  so  many  plants  built. 

Mr.  Baetlett.  Do  you  know  whether  during  that  time  foreign 
prices  went  up  ?  Do  you  know  what  the  foreign  market  was  and  the 
prices  in  the  foreign  market  for  American-produced  tubes  during 
that  time  ? 

Mr.  Kennedy.  No;  I  do  not  know  exactly;  but  the  price  for 
tubes  in  this  country  was  very  low,  and  there  could  not  have  been 
very  much  difference  between  it  and  the  foreign  market. 

Mr.  Batlett.  Do  you  know  anything  about  what  the  foreign  mar- 
kets paid  for  American-made  product  during  that  time  ? 

Mr.  Kennedy.  No. 

Mr.  Baetlett.  Then  the  effect  of  that  prohibitive  tariff  was  to  in- 
crease competition  between  the  manufacturers  of  the  product  pro- 
tected? 

Mr.  Kennedy.  It  was  in  that  case. 

Mr.  Baetlett.  Was  that  the  general  result  ? 

Mr.  Kennedy.  Yes. 

Mr.  Baetlett.  Where  there  is  no  combination  as  to  prices? 

Mr.  Kennedy.  Yes;  that  is  the  general  tendency,  of  course. 

Mr.  Baetlett.  Then,  where  the  tariff  is  so  high  as  to  be  prohibi- 
tive and  thus  increases  and  stimulates  production  of  the  product 
protected  the  tendency  is  to  increase  the  desire  to  combine  among 
the  producers  of  the  product  protected? 

Mr.  Kennedy.  Yes;  if  the  tariff  is  so  high  nothing  can  come  in, 
we  are  liable  to  have  alternate  extremely  high  prices  and  extremely 
low  prices,  and  during  the  periods  of  very  high  prices  lots  of  people 
will  start  in  and  construct  plants,  especially  if  they  are  plants  that 
can  be  constructed  in  a  short  time. 

Mr.  Baetlett.  When  the  manufacture  gets  to  such  an  extent  as 
the  re.sult  of  the  stimulation  of  the  high  tariff,  and  the  producers 
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are  compelled  to  compete  to  such  a  degree  as  to  get  the  market  in 
the  condition  where  it  is  buyers'  market,  they  necessarily  resort  to 
the  method  of  combining  in  order  to  control  prices,  do  they  not? 

Mr.  Kennedy.  The  tendency  is  that  way ;  yes,  sir. 

Mr.  BAETiiETr.  Do  you  attribute  that  result  mainly  to  the  pro- 
hibitive tariff. 

Mr.  Kennedy.  I  did  at  that  time;  yes. 

The  Chairman.  You  say  you  were  making  a  careful  inspection  of 
all  the  tube  works  in  this  country.  At  whose  instance  did  you  do 
that? 

Mr.  Kennedy.  In  connection  with  another  gentleman  employed 
by  Messrs.  J.  P.  Morgan  &  Co.,  of  New  York. 

The  Chairman.  You  were  employed  by  J.  P.  Morgan  &  Co.,  of 
New  York,  to  appraise  the  tube  works  of  this  country  ? 

Mr.  KJENNEDY.  Not  to  appraise,  exactly. 

The  Chairman.  To  fix  a  valuation? 

Mr.  Kennedy.  The  works  were  not  bought  on  that  valuation,  but 
to  give  our  opinion  as  to  valuation  as  a  guide  to  it,  as  I  under- 
stood it. 

The  Chairman.  Did  you  give  an  opinion  as  to  the  valuation  of 
these  properties,  all  things  considered?  , 

Mr.  Kennedy.  Yes. 

The  Chairman.  What  was  the  valuation  of  the  National  Tube 
Works  at  that  time? 

Mr.  Kennedy.  I  would  rather  not  give  that.  I  think  Messrs. 
Morgan  &  Co.  undoubtedly  would  furnish  that  if  asked  for  it. 

The  Chairman.  Mr.  Morgan  stays  in  Egypt  or  some  other  sea- 
port, unfortunately  for  us. 

I  do  not  want  to  press  you,  but  was  it  in  excess  of  $19,000,000? 

Mr.  Kennedy.  I  should  say  not. 

The  Chairman.  They  were  only  capitalized  for  $80,000,000. 

Mr.  Eeed.  Mr.  Kennedy  appraised  only  the  plants. 

Mr.  Kennedy.  I  only  appraised  the  plants,  and  considered  them  as 
going  plants,  including  the  expense  of  starting  and  organization,  but 
nothing  for  good  will  or  possible  effects  of  combination.  That  was 
distinctly  left  out. 

The  Chairman.  What  was  the  effect  on  prices  following  this 
combination  ? 

Mr.  Bartlett  (interposing) .  You  said  something  about  good  will. 
You  did  not  appraise  that? 

Mr.  Kennedy.  I  did  not  appraise  the  good  will.  I  simply  took 
the  physical  value  of  the  plants  as  going  plants,  including  cost  of 
construction  and  cost  of  starting — the  diseases  of  infancy,  which 
are  part  of  the  cost  of  construction. 

The  Chairman.  Explain  the  difference  between  the  valuation  you 
made  and  the  mere  physical  valuation  and  cost  of  reproducing. 

Mr.  Kennedy.  The  valuation  we  made  was  a  little  higher,  becausfr 
anybody  reproducing  that  plant  would  have  to  run  it  almost  for  a 
year  in  getting  the  organization  perfected  and  the  machinery  ad- 
justed, which  IS  part  of  the  construction  cost,  although  not  always 
considered  that. 

Mr.  Eeed.  You  did  not  include  quick  assets,  did  you  ? 

Mr.  Kennedy.  No. 

Mr.  Reed.  Cash  or  securities? 
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Mr.  Kennedt.  No. 

The  Chairman.  Did  these  plants  have  an  ore  or  anything  of  that 
kind  you  did  not  appraise  ? 

Mr.  EIennedy.  I  think  not.     We  did  not  consider  that,  anyway. 

The  Chairman.  Mr.  Herbert  KJnox  Smith's  report  puts  it  at 
$14,000,000. 

Mr.  Eeed.  It  is  anybody's  guess. 

The  Chairman.  Was  this  tube  company  formed  immediately  after 
you  appraised  it,  or  a  short  time  afterwards? 

Mr.  KJBNNEDT.  A  very  short  time  afterwards,  as  I  remember  it. 

The  Chairman.  What  was  the  effect  of  this  demoralization  of 
prices  following  this  organization  ? 

Mr.  Kennedy.  I  do  not  remember,  exactly. 

Mr.  Bartlett.  You  mean  the  National  Tube  Co.  was  formed  ? 

The  Chairman.  Yes. 

Mr.  EIennedt.  Prices  went  up,  however. 

The  Chairman.  Do  you  know  to  what  extent  ? 

Mr.  Kennedy.  No  ;  I  do  not  know  to  what  extent. 

The  Chairman.  It  appears  that  company  had  enormous  earnings 
shortly  afterwards. 

Do  you  know  what  per  cent  of  the  tube  business  was  included  in 
this  organization,  approximately? 

Mr.  Kennedy.  I  do  not  know  exactly,  but  it  was  nearly  all.  There 
were  one  or  two  works  that  did  not  conclude  to  come  in.  The  Spang 
works  are  one  that  I  remember  now. 

Mr.  Reed.  How  about  the  Buyers  ? 

Mr.  Kennedy.  That  is  not  included. 

Mr.  Reed.  About  75  per  cent,  wasn't  it? 

Mr.  KIennedy.  I  should  have  said  90  per  cent,  but  I  would  not  be 
positive. 

Mr.  Beall.  Was  the  effort  made  to  get  all  of  them  in  ? 

Mr.  Kennedy.  The  Spang  plant  was  considered,  and  I  think  pos- 
sibly the  Buyers.  I  do  not  know  that  there  was  any  great  effort.  I 
think  the  prices  were  not  quite  satisfactory,  and  some  of  them  were 
omitted. 

Mr.  Bartlett.  Does  he  set  out  what  became  of  them  ?  Did  they  do 
a  good  business  afterwards? 

Mr.  KJENNEDY.  Yes ;  very  good. 

The  Chairman.  It  appears  that  the  Steel  Corporation  has  pur- 
chased and  dismantled  quite  a  number  of  plants  during  the  last  10 
years  and  has  constructed  an  entire  set  of  large  units  in  Pittsburgh, 
Cleveland,  Gary,  etc. 

Mr.  Reed.  May  I  interrupt  you,  Mr.  Chairman?  Where  does  that 
appear? 

The  Chairman.  On  page  4360,  Document  T,  furnished  by  the 
Steel  Corporation,  set  forth  in  the  third  part  of  Mr.  McEay's  report. 

Mr.  Young.  Is  that  third  part  printed? 

The  Chairman.  Yes. 

Mr.  Young.  I  did  not  get  my  third  part. 

The  Chairman.  Didn't  you  get  yours  ? 

Mr.  Young.  No;  I  have  not  got  the  third  part.  Was  the  fourth 
part  printed  ? 

The  Chairman.  No ;  not  yet. 
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Mr.  Reed.  That  Document  T  to  which  you  refer  does'  not  mention 
any  plants  purchased  since  the  organization  of  the  Steel  Corporation 
which  have  been  abandoned  or  dismantled.  As  a  matter  of  lact,  the 
statement  which  I  furnished  this  morning  shows  that  the  Steel  Cor- 
poration has  not  bought  any  plant  since  1901  which  was  dismantled. 

The  Chairman.  I  will  modify  the  question. 

Immediately  after  the  organization  of  the  Steel  Corporation — 
these  plants  purchased  after  July,  1901,  were  purchased  a  year  or  so 
afterwards,  I  believe,  or  possibly  some  of  them  a  year  or  so  before. 
They  were  purchased  by  the  American  Bridge  Co.,  which  was  or- 
ganized, as  I  understand,  in  1899. 

Mr.  Kendstedy.  That  is  correct. 

The  Chairman.  And  abandoned  shortly  after. 

Mr.  Reed.  The  American  Bridge  Co.  abandoned  only  one  plant  in 
1901. 

The  Chairman.  And  in  1902  and  1903  and  1904  it  abandoned  a 
number  of  plants. 

Mr.  Reed.  It  did  not  abandon  any  in  1902. 

The  Chairman.  I  see  I  am  looking  at  the  wrong  page. 

The  American  Bridge  Co.  in  1903  and  1904  abandoned  six  plants— 
that  is,  in  1904. 

I  will  ask  if  the  Groton  Bridge  Co.'s  plant  has  been  dismantled  by 
the  United  States  Steel  Corporation  ?  Do  you  know  anything  about 
that  plant? 

Mr.  Kennedy.  I  have  seen  the  plant.  I  do  not  Imow  much  about 
it.    I  do  remember  it  was  quite  a  small  plant  out  in  the  country. 

The  Chairman.  The  Buffalo  Bridge  &  Iron  Works? 

Mr.  Kennedy.  I  am  not  familiar  with  that  plant. 

The  Chairman.  The  Pittsburgh  Bridge  Co.  ? 

Mr.  Kennedy.  That  was  a  pretty  good  plant,  as  I  remember  it ;  not 
a  very  large  one,  but  it  was  a  good  plant. 

The  Chairman.  Is  it  necessary  a  plant  should  be  very  large  and 
have  an  enormous  capacity  and  be  integrated  in  order  to  econom- 
ically assemble  structural  material? 

Mr.  Kennedy.  No;  it  is  not  necessary  to  be  extremely  large.  A 
moderate-size  plant  does  very  well  on  that  kind  of  work  within  its 
range  of  sizes.  It  can  not  build  as  large  work  as  a  larger  plant,  of 
course. 

The  Chairman.  Explain  that  to  the  committee  in  full.  What  is 
the  operation  in  structural  works  or 'bridge  works?  What  do  they 
do  with  the  material?    What  changes  do  they  make  in  it? 

Mr.  Kennedy.  They  buy  the  rolled  steel  and  punch  it  and  rivet 
it  and  put  it  into  buildings  and  bridges  and  erect  it. 

The  Chairman.  Can  that  be  done  with  30,000  or  40,000  or  50,000 
tons  as  economically  as  if  you  got  out  from  100,000  to  200,000  tons? 

Mr.  Kennedy.  Pretty  nearly  so,  I  should  think,  but  not  quite. 

The  Chairman.  Do  you  know  anything  about  the  Youngstown 
Bridge  Co.  ? 

Mr.  Kennedy.  Yes;  I  have  seen  it.  It  was  a  small  plant  that  did 
Tcry  fair  work. 

The  Chairman.  The  Rochester  Bridge  &  Iron  Works? 

Mr.  Kennedy.  I  am  not  familiar  with  that. 

The  Chairman.  The  Keystone  Bridge  Works? 
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Mr.  Kennedy.  They  Keystone  plant  is  quite  an  old  plant.  It 
belonged  to  the  Carnegie  interests,  but  it  is  understood  their  cost  of 
manufacture  is  high  there. 

The  Chairman.  How  about  the  Schiffler  Bridge  Co.  ? 

Mr.  Kennedy.  That  is  otherwise  known  as  the  Walker  plant  and 
is  the  one  I  spoke  about  as  a  very  good  little  plant. 

The  Chairman.  The  Pittsburgh  Bridge  Co.  ? 

Mr.  Kennedy.  That  I  do  not  think  was  as  good  a  plant  as  the 
Walker  plant,  but  a  very  fair  sort  of  bridge  works. 

The  Chairman.  It  appears  that  instead  of  these  dismantled  plants 
larger  units  have  been  erected  at  Pittsburgh  and  other  places.  As 
an  engineer,  would  it  have  been  more  economical  to  have  erected 
these  larger  units  in  the  beginning  without  acquiring  these  smaller 
ones? 

Mr.  Kennedy.  I  suppose  it  would,  if  they  could  have  gotten  the 
American  Bridge  Co.  without  the  small  ones. 

Mr.  Gardiner.  Do  you  think  it  would  have  been  possible  to  buy 
the  Carnegie  Co.  without  buying  the  Keystone  Bridge  Co.,  which,  I 
understood,  was  the  first  investment  in  steel  made  by  Mr.  Carnegie? 

Mr.  Kennedy.  No  ;  I  think  not. 

The  Chairman.  Mr.  Gardiner,  this  belonged  to  an  independent 
concern  at  the  time  the  Carnegie  Co.  was  acquired. 

Mr.  Kennedy.  The  same  principle  would  hold  good. 

The  Chairman.  I  think  the  Keystone  Bridge  Co.  belonged  to  the 
American  Bridge  Co.  at  the  time  the  Carnegie  Co.  was  acquired. 

Mr.  Beall.  So  did  the  American  Bridge  Co.  belong  to  it. 

The  Chairman.  The  American  Bridge  Co.  was  one  of  the  sub- 
sidiary companies  of  the  United  States  Steel  Corporation.  The 
The  American  Bridge  Co.  was  subsidiary  to  the  Carnegie  Co. 

What  about  that,  Mr.  Reed? 

Mr.  Reed.  It  was  not. 

The  Chairman.  It  was  independent  of  the  Carnegie  Co.  at  the 
time  is  was  acquired.  I  am  quoting  now  from  the  list  of  companies 
that  was  acquired  by  the  American  Bridge  Co.  in  1900. 

Mr.  Bartlett.  Was  not  the  Keystone  Bridge  Co.  a  part  of  the 
Carnegie  Co.? 

The  Chairman.  At  one  time,  but  it  became  a  part  of  the  American 
Bridge  Co.  in  1900. 

Mr.  Bartlett.  That  is  right. 

The  Chairman.  So  they  did  not  have  to  buy  the  Carnegie  Co.  to 

get  it.  .  1       .        • 

Mr.  Gardiner.  It  is  in  the  list  as  belonging  to  the  American 

Bridge  Co. 

Mr.  Bartlett.  On  page  107  of  this  corporation  report _ 

Mr.  Gardiner.  The  companies  given  are  the  Buffalo,  Berlin,  Car- 
negie, Carnegie  Steel  Co.,  Keystone  Bridge  Co.,  and  others.  You 
will  find  that  is  correct  in  that  list. 

The  Chairman.  It  is  given  in  the  list  here  on  page  3651  of  this 
report,  as  follows: 

Arrangements  were  made  by  the  American  Bridge  Co.,  of  New  Jersey,  In 
May.  1900,  to  acquire  a  large  number  of  plants,  some  of  which  were  the  fol- 
lowing. 

Then  it  gives  this  list. 
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Mr.  Gardiner.  But  here  is  the  list  [indicating]. 

The  Chairman.  I  am  quoting  from  another  report. 

Mr.  Gardiner.  The  Carnegie  Steel  Co.  (Ltd.),  which  includes  the 
Keystone  Bridge  Co.,  bridge  and  structural  works,  etc.,  as  shown  on 
page  107  of  Herbert  Kjiox  Smith's  report. 

The  Chairman.  Do  you  know  anything  about  the  Pittsburgh 
Bridge  Co.,  Mr.  Kennedy? 

Mr.  KJENNEDY.  Not  much. 

The  Chairman.  I  started  to  ask  about  this  concern.  Would  it 
have  been  economical  and  good  business  practice  to  construct  these 
other  units  without  taldng  over  these  other  plants,  either  by  the 
American  Bridge  Co.  or  by  the  United  States  Steel  Corporation  ? 

Mr.  KiiNNEDY.  No ;  I  do  not  think  it  would  have  been  good  busi- 
ness policy  to  leave  those  plants  out  as  competitors. 

The  Chairman.  Explain. 

Mr.  Kennedy.  It  would  have  been  pretty  hard  to  have  gotten 
good  prices  for  bridges  with  so  many  independents  competing. 

The  Chairman.  As  I  understand  you,  if  the  Steel  Corporation 
had  left  these  companies  out  and  had  built  plants  for  use  as  a 
bridge  company,  these  companies  would  still  have  competed  with 
them? 

Mr.  Kennedy.  Undoubtedly. 

The  Chairman.  Explain  that.  Could  they  have  produced  bridge 
materials  much  cheaper  with  their  large  integrated  plant? 

Mr.  Kennedy.  Not  a  great  deal  cheaper. 

The  Chairman.  Explain  that. 

Mr.  Kennedy.  There  is  not  much  manufacturing  in  a  bridge 
plant.  There  is  not  much  chance  for  one  works  to  do  it  cheaper 
than  another.  It  is  an  assembling  proposition,  holes  to  punch  and 
rivets  to  drive,  and  one  plant  will  not  manufacture  much  cheaper 
than  any  other,  or  not  to  the  same  extent  as  would  apply  in  a  great 
many  other  industries  where  the  large  plant  would  manufacture 
much  cheaper  than  the  small  plant. 

The  Chairman.  The  only  way  in  which  the  prices  of  bridges  and 
structural  materials  could  be  maintained  would  have  been  to  take 
over  these  concerns,  whether  they  were  dismantled  or  not? 

Mr.  Kennedy.  I  think  so ;  yes. 

The  Chairman.  You  spoke  about  constructing  a  blast  furnace  for 
the  Union  Co.  Do  you  know  anything  about  the  Union  plant  and 
the  Sharon  plant? 

Mr.  Kennedy.  Yes ;  I  knew  the  Union  plant  quite  well. 

The  Chairman.  Do  you  know  anything  about  its  capacity  in  pig 
iron  about  the  time  it  was  acquired  by  the  United  States  Steel  Cor- 
poration ? 

Mr.  Kennedy.  Only  in  a  very  general  way.  They  had,  I  suppose, 
about  2,000  tons  pig-iron  capacity. 

The  Chairman.  Do  you  know  about  the  Sharon  plant? 

_Mr.  Kennedy.  In  a  very  general  way.  I  am  not  very  familiar 
with  it.  It  was  quite  a  considerable  plant,  however,  and  equipped 
for  wire  and  pipe. 

The  Chairman.  Where  were  those  plants  located? 

Mr.  Kennedy.  The  Union  was  at  Donora,  up  the  Monongahela 
VaUey  above  Pittsburgh  some  distance,  and  the  Sharon,  at  Sharon, 
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Pa.,  about  50  or  60  miles  from  Pittsburgh.  The  Union  furnaces 
were  not  quite  ready  to  operate  when  they  were  turned  over. 

The  Chairman.  Have  you  ever  examined  the  contract  under 
which  the  Union  and  Sharon  companies  were  acquired  by  the  Steel 
Corporation  ? 

Mr.  Kennedy.  Only  to  read  it  hastily. 

The  Chairman.  Shortly  before  this  corporation  was  acquired,  the 
United  States  Steel  Corporation  underwrote  bonds  and  issued  stock, 
I  believe,  in  the  sum  of  about  $65,000,000.  What  would  you  say  was 
the  value  of  those  plants? 

Mr.  Reed.  Who  did  you  say  issued  that  stock? 

The  Chairman.  The  Steel  Corporation. 

Mr.  Reed.  The  Steel  Corporation  did  not  issue  any  stock. 

The  Chairman.  It  underwrote  the  bonds  and  took  over  the  plant. 

Mr.  Reed.  That  bond  issue  was  $45,000,000  instead  of  $60,000,000. 

The  Chairman.  And  the  total  issue  was  about  $65,000,000. 

Mr.  Gardiner.  Where  does  the  chairman  get  that? 

The  Chairman.  I  get  it  from  the  minutes  and  from  the  contract. 

Mr.  Gardiner.  Before  the  chairman  leaves  that  subject  I  wish  he 
would  give  me  a  reference  to  that. 

The  Chairman.  I  am  asking  what  is  the  value  of  that  property? 

Mr.  Gardiner.  This  is  the  second  time  you  have  asked  that 
question. 

Mr.  Bartlett.  Page  283  of  Herbert  Knox  Smith's  report  will 
show  it. 

Mr.  Gardiner.  I  am  referring  to  the  question  where  the  chairman 
says  it  was  $65,000,000.  He  says  here  the  cost  of  the  Union  & 
Sharon  Steel  Co.  was  given,  and  the  United  States  Steel  Corpora- 
tion guaranteed  an  issue  of  $45,000,000  of  the  Union  Steel  Co.  bonds. 
That  is  all  I  can  see,  but  the  chairman  will  give  me,  without  doubt, 
a  reference  to  the  $65,000,000  figure. 

The  Chairman.  I  am  quoting  it  from  memory. 

Mr.  Reed.  We  wrote  the  bond  issue,  and  I  am  sure  it  was 
$45,000,000. 

The  Chairman.  There  was  $45,000,000  of  bonds,  but  I  think  there 
was  some  stock. 

At  page  3643  of  the  record  in  this  hearing  it  says : 

A  comparison  of  this  amount  of  $75,860,501  paid  and  guaranteed  for  the 
Union-Sharon  properties,  with  the  valuation  of  the  property  of  the  seven  large 
so-called  independent  steel  concerns  four  years  latter,  in  1907,  is  illuminating. 

Mr.  Gardiner.  That  does  not  correspond  with  Herbert  Knox 
Smith's  figures.  I  have  the  chairman's  statement  and  it  is  the  same 
as  Herbert  Knox  Smith's  statement,  that  it  cost  $45,000,000  of  bonds 
guaranteed. 

Mr.  Beall.  I  was  reading  from  page  3660,  at  the  bottom  of  the 
page. 

Mr.  Young.  Apparently  there  was  a  stock  issue. 

Mr.  Gardiner.  That  shows  what  the  minutes  authorized.  It  does 
not  show  what  the  transaction  was. 

The  Chairman.  If  you  will  turn  to  the  third  volume  you  will 
find  a  contract  written  there. 

Mr.  Gardiner.  I  think  the  chairman  is  mistaken. 

The  Chairman.  Look  at  document  K,  in  the  third  volume. 
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Mr.  Eeed.  You  will  find  it  at  page  4348,  Mr.  Gardiner. 

The  Chairman.  They  were  to  increase  the  capital  stock  $20,000,000 
and  issue  $46,000,000  of  bonds.  That  is  found  at  page  3641,  in  the 
first  volume  of  McRae's  report.    It  says  there : 

In  this  agreement  of  December  15,  1902,  tlie  United  States  Steel  Corporation 
agrees  that  tbe  men  above  named  are  to  go  ahead  with  the  merger  of  the 
Union  and  Sharon  companies  and  increases  the  capital  stock  to  $20,000,000  and 
Issue  $45,000,000,  and  the  agreement  then  continues : 

"  Upon  the  organization  of  unions,  as  herein  provided,  the  vendors  agree  to 
sell  and  transfer  unto  the  steel  company,  and  the  steel  company  agrees  to  buy 
all  of  said  $20,000,000  of  the  capital  stock  of  Union.  In  consideration  thereol 
and  contemporaneously  with  said  transfer  the  steel  company  hereby  agrees 
that  it  will  duly  and  legally  guarantee  the  payment  of  the  principal  and 
interest  of  all  of  said  $45,000,000  of  bonds  of  Union  as  the  same  shall  re- 
spectively become  or  be  made  due  and  payable  according  to  the  terms  of  said 
bonds." 

That  looks  to  me  like  a  $65,000,000  capitalization. 

Mr.  Eeed.  But  you  said  $65,000,000  bond  issue. 

The  Chairman.  No;  I  said  bond  issue  and  stock. 

Wliat  I  am  trying  to  get  at,  Mr.  Kennedy,  is  what  was  approxi- 
mately the  value  of  that  plant. 

Mr.  Young.  That  includes  the  Union  and  Sharon  ? 

The  Chairman.  Yes. 

Mr.  Kennedt.  I  could  not  say.  They  had  ore  property  on  Lake 
Superior,  which  I  never  saw,  and  large  coal  holdings  in  the  Con- 
nellsville  district  with  which  I  was  only  generally  familiar. 

Mr.  Gardiner.  Excuse  me  a  moment,  Mr.  Chairman,  before  •we 
pass  that  discussion. 

I  want  to  read  into  the  record  a  statement  made  by  Herbert  Knox 
Smith,  at  page  282  of  his  report,  showing  the  cost  of  the  Union- 
Sharon  steel  property,  in  the  second  paragraph,  as  follows : 

The  aggregate  cost  of  the  fixed  properties  was  assessed  by  the  corporation 
at  $30,860,501.  Payment  was  made  in  the  following  manner :  Bonds  of  United 
States  Steel  Corporation,  $29,000,000;  underlying  bonds  assume,  $3,500,000; 
cash,  $500,000;  total,  $33,000,000. 

I  have  left  off  the  odd  dollars. 

Assets  acquired,  $2,500,000  of  properties;  total  cost  of  the  six  properties, 
$31,000,000  approximately. 

Mr.  Reed.  You  will  notice  immediately  following  that  the  state- 
ment that  that  price  was  reached  by  getting  the  exact  cost  of  the 
manufacturing  plant. 

The  Chairman.  And  in  that  connection  I  would  like  to  read  this 
into  the  record  from  Herbert  Knox  Smith's  report : 

There  can  be  no  question  that  the  prices  paid  by  the  Steel  Corporation  for 
both  the  coal  and  the  Iron  ore  properties  were  considerably  In  excess  of  a  fair 
valuation  at  the  time  of  the  transfer.  The  real  significence  of  the  transaction 
seems  to  be  that  the  Steel  Corporation  desired  to  eliminate  the  competition  ol 
certain  influential  interest  bacls  of  the  union  concern,  particularly  that  of  Mr. 
Frick,  and  that  the  amount  necessary  to  induce  these  ovniers  to  retire  from 
such  competition  was,  in  effect,  charged  against  the  ore  and  coal. 

Mr.  Gardiner.  The  chairman,  of  course,  misses  my  whole  point. 
I  am  not  trying  to  show  these  were  not  absorbed  at  too  high  a  price. 
I  objected  to  the  chairman,  in  the  question  addressed  to  the  witness, 
making  a  record  for  himself  without  giving  the  source  of  his 
information. 
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The  Chaieman.  I  am  perfectly  willing  to  give  the  source. 

Mr.  Gardiner.  That  is  what  I  am  trying  to  find  out. 

The  Chairman.  I  simply  stated,  as  appears  in  the  record,  that  it 
was  capitalized  at  $65,000,000. 

Mr.  Gardiner.  As  the  gentleman  read  the  modification  of  the 
United  States  Steel  Corporation  contract? 

The  Chairman.  I  think  I  read  all  of  it.  I  have  not  been  able  to 
study  it  yet,  but  I  have  read  it  over  carefully  and  I  do  not  see  any- 
thing in  it.  ■ 

Mr.  Gardiner.  Have  you  read  it  over  carefully? 

The  Chairman.  Yes. 

Mr.  Gardiner.  What  does  it  show?  "Was  the  chairman  aware 
there  was  a  modification? 

The  Chairman.  Oh,  there  were 

Mr'.  Gardiner.  Was  the  chairman  aware  there  was  a  modification 
of  that  contract? 

The  Chairman.  What  modification  do  you  refer  to  ? 

Mr.  Gardiner.  At  page  4355  of  the  record,  beginning  as  follows : 

Whereas  the  parties  hereto,  etc. 

The  Chairman.  There  was  one  proposition  where  they  agreed  to 
furnish  so  many  million  dollars  for  operating  the  concern. 

Mr.  Gardiner.  I  have  not  been  able  to  puzzle  this  out  as  yet.  I 
thought  perhaps  the  chairman  would  be  able  to  tell  me  in  what  way 
the  contract  was  modified. 

The  Chairman.  There  is  a  modification  to  the  extent  that  they 
agree  to  furnish  working  capital  or  a  certain  amount  of  working 
capital. 

Mr.  Gardiner.  That  is  not  the  modification  to  which  I  allude. 

The  Chairman.  I  do  not  know  what  you  are  talking  about  then. 

Mr.  Gardiner.  I  thought  the  chairman  did  not.  That  is  why  I 
asked  if  he  had  ever  read  it. 

The  Chairman.  I  have  read  the  contract. 

Mr.  Gardiner.  But  I  doubt  if  you  have  read  the  modification. 

The  Chairman.  I  think  I  have  read  the  whole  thing.  I  am  willing 
to  be  cross-examined  on  it. 

Mr.  Gardiner.  The  modification  to  which  I  have  reference  reads 
as  follows: 

Whereas  the  parties  hereto  did  heretofore  enter  into  an  agreement  with  the 
United  States  Steel  Corporation,  dated  December  15,  1902,  for  the  sale,  upon 
the  plan  therein  set  out,  of  certain  properties  to  the  Steel  Corporation,  and  in 
said  agreement  it  is  provided  that  in  the  organization  of  the  Union  Steel  Co. 
a  division  of  the  bonds  to  be  received  is  to  be  made  as  between  Union  and 
Sharon  upon  the  basis  of  $12,945,000  of  the  bonds  to  Sharon  and  $22,055,000 
to  Union,  and  since  execution  of  said  paper  it  has  been  discovered  that  the 
calculation  in  reaching  said  figures  was  erroneous  and  the  true  amounts  should 
be  $12,887,000  to  Sharon  and  $22,113,000  to  Union,  and  the  parties  have  mutually- 
agreed  that  said  error  shall  be  corrected,  etc. 

I  have  read  far  enough  to  be  convinced  that  the  modification  did 
not  substantially  modify  the  contract. 

The  Chairman.  I  will  say  to  Mr.  Gardiner  that  I  read  the  con- 
tract with  this  idea  in  view  to  see  what  the  capitalization  was,  and 
if  I  could  find  out  any  reason  for  it  other  than  the  reason  assigned 
by  the  parties,  and  I  found  nothing  in  the  contract  to  indicate  that, 
although  it  is  doubled  and  twisted  m  every  way. 
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Mr.  GAm>NEE.  Has  the  chairman  or  any  of  his  employees  com- 
municated with  ^Ir.  Herbert  Knox  Smith  to  tiud  out  how  this 
discrepancy  of  about  $;>o.OOO.Ot.X)  arises  between  Herbert  Knox 
Smiths  report  and  the  chairman's  statement? 

The  Chairman.  As  to  the  Sharon  business'? 

^[r.  Gakdnek.  Yes. 

The  Chairman'.  Oh,  no. 

]Mr.  Gakhner.  In  other  words,  you  do  not  care  what  the  fact  is, 
so  long  as  you  think  you  are  rijrht? 

TheVnAiKMAN.  I  had  the  contract  itself,  and  I  think  yU:  Herbert 
Knox  Smith  had  no  better  authority  than  that  written  instruments 

Mr.  Gardner.  He  has  driven  us  about  the  only  acciu-ate  informa- 
tion we  have  had  so  far,  and  it  is  fair  to  suppose 

The  CiiAiiniAN  (interposing').  1  am  alad  you  think  so  well  of 
Mr.  Smitli. 

^Ir.  (,'AEDNEK.  I  think  very  highly  of  him. 

The  CiiAHniAN.  So  do  T,  but  1  do  not  laiow  that  the  chairman  is 
under  any  sort  of  obligation  to  go  to  school  to  him. 

'Mr.  liARii.Eii'.  2klr.  Chairman,  I  desire  to  make  a  point  of  order. 
I  do  not  think  this  controversy  is  seemly.  The  chairman  is  not  on 
the  stand  for  cross-examination. 

The  Chaiuman.  It  is  hardly  courteous,  but  the  chairman  is  not 
particular  about  it. 

Mr.  Danfoeth.  Let  me  ask  a  question,  if  I  may  do  so  without  the 
rislc  of  being  discourteous. 

The  CiiAiiniAN.  You  may  take  any  chances  with  (i\e  chairman. 

Mr.  l~)vNFOKT]i.  I  am  a  little  timid  about  it. 

This  contract  seems  to  state  that  there  were  only  about  $33,000,000 
or  $;U,(X10,000  of  these  bonds  ever  issued,  whereas  ^ou  talk  about 
$45,000,000. 

The  Chairman.  AVhat  is  your  question? 

Mr.  Dan  forth.  "Wliere  does  that  appear? 

The  Chahsjian.  In  the  report. 

i\Ir.  Danforth.  I  have  not  seen  this  report  until  just  a  few 
moments  ago.  It  is  a  little  difficult  to  keep  track  of  a  report  that 
we  have  not  yet  seen. 

The  Chairjian.  Mr.  Kennedy,  I  have  a  statement  here  furnished 
me  by  the  Steel  Corporation  itself,  in  which  it  gives  the  Sharon  mine 
holdings  as  follows:  Non-Bessemer,  15,000,000  tons,  in  round  num- 
bers; siliceous  at  1,5'J4,P>51. 

Mr.  Young.  Does  it  state  where  those  ores  are? 

The  Chairman.  The  Sharon  mines,  the  Champion,  the  Little  & 
Prindle,  and  St.  Clair  mines. 

Mr.  YouMG.  Does  it  give  a  separate  estimate  of  the  ores  in  eacli! 

The  Chairman.  It  does  not  give  any  cstinuite. 

Mr.  Herbert  Knox  Smith  makes  anestiunite  of  the  value  of  these 
ores.  I  tliink  he  states  thev  originally  purchased  coal  mines  at 
$160,000,  the  iron  ore  at  $1,176,000,  of  the  Clairton  and  the  Sharon. 
Taking  the  ore  holdings  at  the  commissioner's  estimate  of  $1,176,000, 
what  would  you  say  to  a  capitalization  of  $65,000,000  for  the  Union- 
Sharon  works? 

IMr.  Kennedy.  That  would  depend  on  how  much  went  in  for  ore. 

The  Chairman.  That  is  an  estimate  6f  what  (he  ore  was  actually 
worth.    I  think  the  ore  was  estimated  at 
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Mr.  Reed  (interrupting).  ]Mr.  Chairman,  the  place  you  are  read- 
ing from  as  to  the  estimate  of  $1,176,000  is  Steel  Corporation's  own 
«stimate  of  the  value  of  the  Steel  Co.  ore. 

The  Cecaikman.  I  understood  it  was  both. 

Mr.  Eeed.  Xo;  that  has  nothing  to  do  with  the  Union  Steel  Co. 
The  Union  Steel  Co.  was  taken  in  two  years  before  that. 

The  Chaieman.  I  will  correct  that.  The  Sharon  mine  and  equip- 
ment and  the  Donora  mine  and  equipment — they  are  both  mines  of 
the  Union  Steel  Co.  ? 

Mr.  Eeed.  Yes. 

The  Chaermax.  That  estimate  by  the  corporation,  as  I  understand 
from  this  report,  was  $8,550,607.  That  estimate  the  commissioner 
claims  to  be  excessive.  The  highest  ascertained  price  for  coking  coal, 
says  the  commissioner  in  this  report,  was  $500  per  acre  for  3,000 
acres  purchased  by  the  Clairton  Steel  interests  in  Xovember.  1902. 
The  report  goes  on  to  say : 

The  average  price  in  this  and  two  other  fairly  large  purchases  about  this 
time  was  almost  exactly  $.560  per  acre,  or  $233  per  acre  less  than  the  average 
price  paid  by  the  Steel  Corporation  for  the  three  parcels  above  described.  As 
these  latter  comprised  altogether  practically  6.200  acres,  the  excess  paid  by  the 
Steel  Corporation  over  the  average  iirlee  paid  in  the  other  three  transactions 
mentioned  amounted,  in  round  numlsers,  to  $1,450,000.  This  amount  may  be 
considered  as  indicating.  In  a  rough  way,  the  excessive  valuation  placed  on 
these  properties  in  this  transaction,  since  the  other  purchases  above  noted  were 
made  at  just  about  the  same  time.  This  amount,  however,  would  not  repre- 
sent the  entire  profit  of  the  Union-Sharon  interests  on  this  coal  property,  since 
they  probably  acquired  most  of  it  at  much  less  than  $560  an  acre. 

The  Clairton  ore  property-  was  estimated  at  $1,176,000,  so  you 
would  have  about  $10,000,000  as  an  estimate  placed  by  the  Steel 
Corporation  upon  the  ore  property.  That  is  Schwab's  idea  of  prac- 
tically $1  a  ton  for  the  ore. 

]Mr.  Young.  That  would  not  be  true  according  to  this  estimate. 

The  Chaerman.  How  manv  tons  have  they  got  I 

j\Ir.  Young.  About  23,000,000,  roughly. 

Mr.  Reed.  About  40  cents  a  ton,  that  would  be. 

Does  it  appear  there  that  the  Champion  was  a  part  of  this  same 
purchase  ? 

The  Chairjian.  I  do  not  know  whether  it  appears  from  Herbert 
Knox  Smith's  report  or  not. 

Mr.  Young.  They  class  it  in  this  statement. 

The  Chairman.  I  do  not  recall.  Is  the  Champion  one  of  the  union 
plants  there  in  that  classification? 

Mr.  Young.  Thev  put  it  in  as  Clairton.  If  the  Champion  is 
really  part  of  the  Clairton,  and  if  Herbert  Knox  Smith's  estimate 
of  the  total  is  $1,000,000,  it  is  simply  absurd,  if  the  Champion  is 
part  of  it. 

The  Chairman.  I  do  not  know  about  that. 

Mr.  Reed.  On  the  valuations  of  that  coal,  Mr.  Chairman,  Mr. 
Herbert  Kjiox  Smith  has  not  taken  into  account  the  very  large  rise 
in  the  price  of  coking  coal  which  is  now  selling  for  several  hundred 
dollars  an  acre  more  than  the  Steel  Corporation  paid  for  it  in  1904. 

The  Chairman.  I  am  not  criticizing  Mr.  Smith's  report.  I  read 
it  with  the  most  intense  interest.  I  would  not  criticize  it,  but  I  am 
not  basing  this  investigation  upon  the  theory  that  ISIr.  Smith's  re- 
port is  either  correct  or  incorrect.  I  simply  call  attention  to  these 
31572— No.  57—12 2 
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fibres  for  the  purpose  of  forming  a  rough  estimate  in  order  that  the 
witness  may  draw  certain  conclusions  in  the  event  that  that  is  ap- 
proximately correct.  I  may  be  mistaken.  Mr.  Herbert  Kjiox 
Smith's  report  shows  that  he  draws  conclusions  that  I  have  not 
drawn.  He  makes  the  claim  or  came  to  the  conclusion  in  the  first 
volrune  that  the  Steel  Corporation  had  a  monopoly  of  the  coke  or 
coal.  I  am  not  of  that  opinion.  He  may  be  better  advised  than  I 
am.    I  must  determine  that  for  myself. 

Mr.  YoTTNG.  I  would  like  to  say  as  to  these  remarks  by  Mr.  Gardi- 
ner that  while  the  chairman  might  have  found  this  report  of  Herbert 
Knox  Smith's  department,  I  would  not  want  to  follow  it  entirely, 
and  I  could  not  foUow  it  entirely.    In  many  cases  he  is  wrong. 

The  Chairman.  I  do  not  presume  Mr.  Smith  is  absolutely  iti- 
faUible. 

Mr.  Young.  I  think  it  is  very  illuminating. 

The  Chairman.  What  I  said  with  reference  to  Mr.  Gardiner — he 
left  the  room  some  little  time  ago — was  said  in  a  jocular  way.  I 
know  he  meant  no  discourtesy  to  the  chairman  in  his  remarks,  and 
what  I  said  was  in  a  jocular  way,  and  sounds  worse  than  it  was 
really  meant  to  sound. 

Mr.  Kennedy,  the  committee  has  got  to  chatting  upon  other  mat- 
ters, and  I  have  failed  to  get  your  reply.  Did  you  form  an  estimate 
of  whether  that  valuation  is  excessive  or  not  from  the  data  we  have 
given  you  ? 

Mr.  Kbnnedt.  $8,550,000  is  what  they  paid  for  the  ore. 

I  could  not  form  any  estimate.  I  understand  that  gives  a  hand- 
some profit  on  the  ore,  but  it  must  be  remembered  that  coupled  with 
that  was  an  agreement  of  certain  very  able  men  to  keep  out  of  the 
steel  business  for  10  years. 

The  Chairman.  Who  were  those  men? 

Mr.  Kennedy.  Mr.  Mellon,  Mr.  Donner,  Mr.  Flinn,  Mr.  John 
Stevenson,  Mr.  Darr,  and  Mr.  Whitla. 

The  Chairman.  Were  they  practical  steel  men? 

Mr.  KENNEDY.  Some  of  them  were  very  able,  practical  steel  men. 

The  Chairman.  If  the  Union-Sharon  Steel  Co.  had  been  inclined 
to  enter  the  field  as  active  competitors  of  the  Steel  Corporation, 
could  they  have  maintained  themselves  better  than  the  average  owner 
of  plants  in  the  country  ? 

Mr.  Kennedy.  Yes ;  very  much  better,  owing  to  their  very  strong 
financial  standing.  Mr.  Frick  and  Mr.  Mellon  and  Mr.  Flinn  and 
some  of  the  others  had  very  strong  financial  standing. 

Mr.  Eeed.  You  do  not  mean  the  Sharon  Steel  Co.  was  in  good 
financial  condition  in  the  fall  of  1902? 

Mr.  Kennedy.  No;  but  the  people  back  of  the  Union  Steel  Co. 
were  very  strong,  and  they  had  heen  merged  about  this  time. 

The  Chairman.  They  had  been  merged  about  one  month  before? 

Mr.  Kennedy.  Yes. 

Mr.  Bartlett.  Do  you  mean  to  say  this  contract  of  purchase, 
marked  here  "  Schedule  A,"  contract  for  the  purchase  of  material 
and  supplies  and  things  of  that  sort,  signed  by  Flinn,  Stevenson, 
Darr,  Mellon,  and  Donner,  being  a  contract  of  sale,  would  naturally 
increase  the  price  of  the  ores  ? 

Mr.  Kennedy.  Yes ;  and  I  think  Mr.  A.  W.  Mellon  and  Mr.  Frick 
would  not  sell  a  works  which  they  were  just  ready  to  run  unless  they 
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got  a  real,  substantial  profit  on  it,  and  at  the  same  time  agreed  not  to 
follow  that  line  of  business  for  that  length  of  time. 
,  The  Chairman.  What  amount  of  this  capitalization  would  you 
say  was  due  or  could  be  credited  to  the  value  of  the  works,  and  what 
to  the  consideration  that  they  kept  out  of  the  steel  business  for  10 
years  ? 

Mr.  Eeed.  I  object  to  that,  Mr.  Chairman,  because  Mr.  Ken- 
nedy  

The  Chairman  (interposing).  I  think  probably  it  is  objection- 
able. 

What  it  would  have  cost  to  reproduce  those  two  plants  ? 

Mr.  Kjinnedy.  I  understood  it  would  have  cost  just  what  they 
paid  for  them  outside  of  the  ore;  that  the  only  place  a  profit  was 
taken  was  on  the  ore. 

The  Chairman.  Do  you  know  anything,  Mr.  Kennedy,  about  the 
output  of  the  Sharon  works  in  pig  iron  at  the  time  they  were  ac- 
quired— and  the  Union? 

Mr.  Eeed.  They  were  bought  two  years  apart,  Mr.  Chairman,  one 
in  1902  and  the  other  in  1904.  Are  you  combining  the  two?  Will 
you  ask  Mr.  Kennedy  to  distinguish  between  actual  capacity  and 
prospective  capacity,  too? 

The  Chairman.  What  was  the  output,  Mr.  Kennedy?  Do  you 
know  what  was  the  output  of  those  plants  at  that  time  ? 

Mr.  Kennedy.  The  Sharon  or  the  Union? 

The  Chairman.  Either  or  both  of  them. 

The  Union  Steel  Co.,  after  merger  with  the  Sharon  Steel  Co.,  in 
November,  1902,  had  a  capacity  of  180,000  tons  of  pig  iron. 

Mr.  Eeed.  Where  are  you  reading  from,  Mr.  Chairman  ? 

The  Chairman.  Page  3643  of  McEae's  report. 

At  that  time  the  Steel  Corporation  had  a  production  of  7,802,812  tons  of 
pig  iron  and  350,000  tons  of  steel  ingots,  as  against  9,743,918  tons  of  the  Steel 
Corporation. 

With  that  capacity  and  that  amount  of  ore  this  company  was 
capitalized  at  $65,000,000.  In  1907  they  secured  the  Tennessee  Coal 
&  Iron  Co.,  to  use  that  for  the  purpose  of  making  this  estimate;  but  I 
believe  the  Tennessee  Coal  &  Iron  Co.'s  capacity  of  pig  iron  was  in 
excess  of  a  million  tons  a  year.  I  will  get  the  exact  figures  later.  It 
had  over  700,000,000  tons  of  iron  ore,  as  compared  with  the  16,- 
000,000  or  18,000,000  tons  of  iron  ore  of  this  concern.  It  also  had 
over  a  billion  tons  of  coal. 

Do  you  know  something  about  those  works  of  the  Tennessee  Coal 
&  Iron  Co.'  at  the  time  they  were  acquired — its  steel  plants  and  the 
like?  What  was  the  value  of  the  Tennessee  Coal  &  Iron  Co.  as  com- 
pared with  the  Sharon  Co.,  without  regard  to  the  men  behind  it? 
Say  they  were  both  owned  by  the  same  individual. 

Mr.  Eeed.  If  the  chairman  will  permit  me  to  interrupt  him,  while 
it  is  true  Mr.  McEae  says,  on  page  3643,  that  the  capacity  of  the 
Union  Steel  Co.  was  180  tons  of  pig  iron,  Mr.  Herbert  Knox  Smith, 
on  page  254  of  his  report,  puts  their  pig-iron  capacity  at  750,000  tons; 
and  while  the  chairman  says  the  Tennessee  Coal  &  Iron  Co.  had 
700,000,000  tons  of  ore,  the  estimates  already  in  evidence  by  Mr. 
Perrin  and  his  associates  show  that  it  had  something  like  300,000,000 
tons. 
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The  Chairman.  I  will  quote  from  the  statement  of  jMr.  Munsey  in 
the  record. 

jNIr.  Reed.  I  did  not  know  that  was  in  the  record.  There  seems  to 
be  some  little  uncertainty  about  the  correctness  of  these  figures. 

The  Chairman.  I  have  it  in  Munsey's  Magazine. 

Mr.  Eeed.  I  did  not  know  that  that  was  in  the  record. 

The  Chairman.  What  would  you  say,  Mr.  Kennedy,  taking  these 
two  as. the  basis — the  Union-Sharon  and  the  Tennessee  Coal  &  Iron 
Co. — as  to  the  value  of  one  property  compared  with  the  other? 

Mr.  Kennedy.  I  would  consider  the  Tennessee  very  much  more 
valuable  than  the  other  per  se. 

The  Chairman.  I  will  ask  you  to  explain  that  to  the  committee. 
Tell  us  all  you  know  about  this  company,  about  the  cost  of  producing 
pig  iron,  the  amount  they  could  produce,  the  character  of  the  two 
plants ;  and  explain  fully  why  you  think  one  is  worth  more  than  the 
other,  and  if  so,  how  much. 

Mr.  Kennedt.  I  do  not  know  exactly  how  much  cheaper  the  Ten- 
nessee Coal  &  Iron  Co.  can  produce  iron  than  the  northern  furnace, 
but  I  would  say,  in  round  numbers,  about  $2  per  ton.  I  should  also 
say  they  could  produce  rails  at  least  as  cheaply  as  the  northern  com- 
pany. This  being  the  case,  they  commanded  a  very  much  larger  ter- 
ritory, due  to  location,  and  had  great  potentialities  that,  I  think,  de- 
veloped into  a  much  larger  thing  than  the  Union-Sharon  Co.'s,  other 
things  being  equal. 

The  Chairman.  Did  the  Union-Sharon  Co.  supply  any  territory 
not  supplied  bv  other  concerns  immediately  adjacent?  Had  they  any 
territory  peculiarly  their  own? 

Mr.  Kennedy.  None  at  all. 

The  CnATK:MAN.  What  was  the  case  with  the  Tennessee  Coal  & 
Iron  Co.  ? 

Mr.  Kennedy.  The  Tennessee  Coal  &  Iron  Co.  has  probably  always 
dominated  a  large  territory. 

The  Chair:man.  What  territory  is  that? 

Mr.  Kennedy.  jVII  along  the  Gulf  and  all  the  territory  that  can  be 
reached  from  Birmingham,  Ala.,  with  a  material  advantage  in  freight 
rates  as  compared  with  the  northern  steel  plant. 

ISIr.  D ANFORTH.  Where  do  these  freight  rates  meet — how  far  north? 

Mr.  Kennedy.  I  can  not  tell  exactly  where  that  would  be. 

The  Chairman.  Herbert  Knox  Smith's  report,  on  page  269,  gives 
the  Tennessee  Coal  &  Iron  Co.'s  production  of  pig  iron  at  1,000,000 
tons.    I  thought  I  was  right. 

Had  the  Sharon  any  rail  mills? 

Mr.  Kennedy.  No. 

The  CiiATRJiAN.  Had  the  Steel  Corporation  any  rail  mills? 

jNIr.  Kennedy.  Yes. 

The  Chairiman.  I  mean  the  Tennessee  Coal  &  Iron  Co. 

Mr.  Kennedy.  Yes. 

The  Chairman.  Were  they  the  builders  of  the  first  open-hearth 
rail  mill  in  this  country? 

Mr.  Kennedy.  As  I  remember  it,  they  were  the  first  to  take  a  large 
contract  for  open-hearth  rails  in  this  country.  Other  people  could 
have  made  them,  but  they  came  into  prominence  by  taking  the  first 
large  order,  that  being  for  the  Harriman  lines. 
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The  Chairman.  How  do  those  ores,  considering  the  cost  of  as- 
sembling them  in  the  South,  compare  in  value,  considering  the  cost 
of  assembling  those  ores,  with  the  ores  on  the  Mesabe  Eange,  the  Su- 
perior ores? 

Mr.  Kennedy.  That  is  very  hard  to  say.  They  are  immensely 
valuable,  but  just  how  much  per  ton  is  a  matter  hard  to  tell  correctly. 

The  Chairman.  If  a  ton  of  iron  ore  can  be  made  from  three  tons 
of  these  Clinton  ores  at  a  less  cost  than  a  ton  of  pig  iron  can  be  made 
from  2  tons  of  Superior  ore,  what  would  be  the  value  of  the  3  tons 
of  Clinton  ore  as  compared  with  the  2  tons  of  Superior  ore  ? 

Mr.  Kennedt.  That  would  be  difficult  to  say,  from  the  fact  that  the 
3  tons  of  ore  require  somewhat  more  coke  to  smelt.  I  know,  in  a  gen- 
eral way,  it  is  less  than  it  used  to  be,  because  they  are  learning  to 
work  that  better.    It  is  hard  to  fix  a  mathematical  comparison. 

The  Chairman.  I  am  assuming  the  cost  of  making  a  ton  of 
pig  iron  at  Birmingham  and  the  coke  and  the  assembling  of  it,  the 
assembling  of  the  limestone  and  the  assembling  of  sufficient  coke  and 
limestone  to  make  a  ton  of  pig  iron  at  Pittsburgh.  You  can  assemble 
the  raw  materials  sufficient  to  smelt  a  ton  of  pig  iron  at  both  places 
at  the  same  price.  Leaving  that  out  of  consideration,  the  question  is, 
If  it  takes  3  tons  of  Clinton  ore  to  make  a  ton  of  pig  iron  and  takes 
2  tons  of  Superior  ore  to  make  a  ton  of  pig  iron,  and  you  can  assemble 
the  3  tons  cheaper  than  you  can  assemble  the  2  tons,  how  will  they 
compare  in  value? 

Mr.  Kennedy.  Under  those  assumptions  I  should  think  the  3  tons 
would  approximate  in  value  the  2  tons.  Of  course,  pig  iron,  when  you 
get  it,  would  not  be  quite  so  good  in  the  South.  There  is  a.  lot  more 
phosphorus  to  take  care  of  in  the  future  processes.  ' 

The  Chairman.  I  believe  you  have  stated  it  is  a  fact  they  can  as- 
semble all  the  raw  material — the  coke  and  ore  and  limestone — aM 
make  a  ton  of  pig  iron  at  Birmingham  for  less  than  they  can  mal^^'a 
ton  of  pig  iron  at  Pittsburgh.  '?'f" 

Mr.  Kennedy.  Yes.  !'^ 

The  Chairman.  Are  you  acquainted  with  the  extent  of  the  ote 
holdings  and  coal  holdings  of  the  Tennessee  Coal  &  Iron  Co.?  '"  '  ' 

Mr.  Kennedy.  I  have  Imown  them,  but  I  have  not  them  in  miftd  E(t 
the  present  time.    I  know  they  are  very  large.  !il^  ;. 

Mr.  Young.  Do  you  mean  you  never  examined  this  district  ydur- 
self?  ,      ' 

Mr.  Kennedy.  Yes ;  I  have  been  along  the  ore ;  and  I  h#e  b^eri 
also  in  several  coal  mines,  but,  of  course,  that  gives  very  littlef  id6a  of 
the  acreage.    A  great  deal  of  it  is  undeveloped  yet.  "'■'^''  ■"■'*^^ 

The  Chairman.  Assuming  that  ores  in  the  Birminghalii  district 
are  controlled  practically  entirely  by  the  Woodward  Iron  Works  and 
the  Sloss-Sheffield  people  and  the  Eepublic  Iron  &  Steel  Co.,  outside 
of  the  Tennessee  Coal  &  Iron  Co.,  and  the  Tennessee  Coal  &■  Iron  Co; 
had  a  greater  amount  of  these  raw  materials,  and  was  abc^tiired,  arid 
that  that  eliminated  those  fields  from  the  possibility  of  'furnishirig 
merchantable  ores  in  great  quantities  to  the  market  and  placirig  their 
ore  holdings  at  700,000,000  tons  and  their  coal  at  a  billidn  tons  and 
taking  what  you  know  of  their  plants  at  the  time  they  Were  ab- 
sorbed, what  would  you  say  was  the  value  of  that  pr6jjerty'? 

Mr.  Eeed.  Does  not  that  question  contain  quite  a  lot  of  rather  vio- 
lent assumptions  ? 
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The  Chairman.  No  ;  the  record  is  filled  with  the  figures  as  given. 
Of  course,  if  my  assumptions  are  not  correct  his  answer  will  be  of  no 
consequence. 

Mr.  Young.  I  think  there  are  none  of  the  papers  that  have  the 
opinions  of  engineers  as  to  the  amount  of  that  ore,  except  our  own. 
Another  suggestion  I  would  like  to  make  is  that  there  is  nothing 
stated  about  whether  the  700,000  tons  of  ore  is  merchantable  or  un- 
merchantable. It  is  well  known  to  everybody  there  is  a  large  amount 
of  ore  in  Birmingham  that  is  at  present  unmerchantable. 

The  Chairman.  I  understand  that,  but  I  am  framing  my  question. 

Taking  these  as  the  proper  holdings,  what  would  you  say  was  the 
value  of  that  property? 

Mr.  Young.  Now,  or  when  it  was  acquired? 

The  Chairman.  I  will  read  from  Mr.  Munsey's  article.  Mr.  Mun- 
sey  states  these  figures  were  compiled  under  the  auspices  of  the  Steel 
Corporation,  and  says: 

The  Tennessee  Coal  &  Iron  Co.  is  entered  as  a  separate  item  in  this  inventory. 
Its  ore  and  coal  and  mills  and  furnaces  and  other  property  are  not  included  in 
the  other  classifications.  This  company  is  put  in  at  an  estimated  value  of 
fifty  millions  of  dollars,  which  is  somewhat  more  than  the  Steel  Corporatiott 
paid  for  it,  but  probably  a  much  smaller  sum  than  it  is  worth  to  the  Steel  Cor- 
poration. Its  chief  value  lies  in  its  coal  and  ore  properties.  Its  ore  is  estimated 
at  700,000,000  tons.  It  is  not  as  high  grade  as  the  northern  ores,  but  assuming 
that  it  is  worth  15  cents  per  ton,  it  alone  would  amount  to  $105,000,000.  Its 
coal  is  estimated  at  about  a  billion  tons,  which,  at  10  cents  a  ton,  would  be 
$100,000,000. 

Mr.  Keed.  Does  he  offer  that  for  it  ? 

The  Chairman.  No ;  but  he  states  those  figures  were  furnished  by 
the  Steel  Corporation  and  this  report  made  under  their  auspices. 

Mr.  Bartlett.  It  is  fair  to  say,  Mr.  Chairman,  that  this  article  in 
Munsey's  magazine  was  shown  to  Judge  Gary  when  he  was  before 
the  Ways  and  Means  Committee,  and  it  follows  his  testimony  of  1909, 
and,  as  I  recall  it,  it  states  that  they  would  not  have  had  the  article 
written,  but  for  the  courtesy  and  assistance  of  the  Steel  Corporation. 
They  virtually  state  that  the  figures  given  are  the  Steel  Corporation 
figures.  When  Judge  Gary  was  on  the  stand,  if  I  recollect — I  am  not 
stating  anything  positively — I  called  his  attention  to  this  article,  and 
he  virtually  admitted  that,  so  far  as  that  article  was  concerned,  Mr. 
Munsey  was  assisted  by  the  Steel  Corporation  in  fixing  the  value. 

The  Chairman.  Did  he  not  say  before  the  Ways  and  Means  Com- 
mittee the  article  was  practically  correct? 

Mr.  Young.  That  article  states  some  facts,  and  then  it  contains 
some  estimates  of  Mr.  Munsey  of  what  those  things  are  worth.  He 
says  the  Steel  Corporation  values  this  property  at  $50,000,000,  and  he 
goes  on  to  estimate  it  at  a  very  much  greater  value. 

The  Chairman.  I  want  to  get  the  witness  to  answer  on  this  state- 
ment of  Mr.  Munsey.  I  think  too  much  of  Mr.  Kennedy's  judgment 
on  this  matter  to  base  a  hypothetical  question  upon  anything  else 
than  facts  that  can  be  well  established. 

Mr.  Kennedy.  I  should  say  it  was  worth  $100,000,000  at  the  least. 

Mr.  Bartlett.  For  what  ? 

Mr.  Kennedy.  The  plant  based  on  700,000,000  tons  of  ore  and 
1,000,000,000  tons  of  coal. 

The  Chairman.  Assuming  there  were  400,000,000  available  ore 
instead  of  700,000,000,  what  would  you  then  say?    I  mean,  assume 
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300,000,000  of  the  700,000,000  tons  of  ore  are  not  now  available  on 
account  of  being  low  grade,  and  leaving  the  other  figures  as  they  are, 
a  billion  tons  of  coal,  and  the  plant  standing  with  its  railroad  proper- 
ties and  potentialities,  what  difference  would  you  make  in  your 
estimate  on  that  account? 

Mr.  Kennedy.  I  would  not  change  the  estimate  much  one  way  or 
the  other  on  that. 

The  Chairman.  I  have  here  the  report  made  by  Mr.  Perrin.  Do 
you  know  Mr.  Perrin  ? 

Mr.  KJENNEDT.  Yes,  sir. 

The  Chaieman.  And  Mr.  Aldrich,  the  engineer  ? 

Mr.  Kennedy.  No. 

The  Chairman.  Mr.  Aldrich  represented  one  of  these  companies, 
Mr.  Moore  another,  and  Mr.  Perrin  another. 

Mr.  Keed.  That  was  made  long  before  the  Steel  Corporation  took 
the  Tennessee  Coal  &  Iron  Co. 

The  Chairman.  The  three  companies,  as  I  recall,  the  Sloss-Shef- 
field,  the  KepubUc  Iron  &  Steel,  and  the  Tennessee  Coal  &  Iron,  had 
this  report  made,  and  these  men  made  the  appraisement. 

Mr.  Beall.  What  was  their  estimate  of  the  value  ? 

The  Chairman.  Of  the  value  of  the  ores  in  that  district,  and  this 
is  the  value  of  the  ores  of  the  Tennessee  Coal  &  Iron  Co. 

Mr.  Young.  That  is  in  the  record,  is  it  not? 

The  Chairman.  Yes;  this  is  in  the  record,  but  I  wish  to  get  an 
estimate  of  the  number  of  tons  of  ore.  This  shows  the  Tennessee  Coal 
&  Iron  Co.,  red  ore,  tonnage  of  402,621,500  tons.  In  an  explanatory 
note  you  will  find  some  of  these  matters  explained. 

I  will  put  a  summary  of  the  tables  in  the  record  at  this  point  as 
to  their  ore. 

Tennessee  Coal,  Iron  &  Railroad  Co.  has  402,621,500  tons  of  red 
ore ;  of  the  lower  grade  ore,  red  ore  included  fourth  class,  308,509,100 
tons.    Then  they  have  of  brown  ore,  398,686,100  tons. 

Mr.  Heed.  No,  Mr.  Chairman;  that  is  red  and  brown  ores  to- 
gether, including  leased  properties. 

The  Chairman.  All  ore,  red  and  brown,  412,798,500  tons,  or  76.5 
per  cent  of  the  ore  in  that  district  as  held  by  the  three  companies.  It 
has  been  testified  there  is  about  5  per  cent  of  ore  in  that  district  not 
held  by  these  three  companies. 

Mr.  Eeed.  Where  is  that? 

The  Chairman.  In  Perrin's  testimony. 

Mr.  Reed.  I  do  not  remember  it. 

Mr.  Beall.  Let  me  read  what  Herbert  Knox  Smith  says,  Mr. 
Chairman. 

The  Chairman.  Very  well. 

Mr.  Beall  (reading)  : 

These  ore  and  coal  properties  were  very  extensive.  The  1904  report  of  the 
Tennessee  Coal,  Iron  &  Railroad  Co.  placed  the  total  ore  tonnage  at  over 
400,000.000  tons  and  the  total  tonnage  of  coal  at  over  1,600,000  tons.  The  1906 
report  of  the  company,  however,  stated  that  the  ore  reserves  were,  as  computed 
by  competent  authorities,  estimated  to  be  700,000,000  tons,  and  the  coal  at 
2,000,000,000   tons. 

More  careful  estimates  were  made  subsequently  by  agents  of  the  Steel  Corpo- 
ration. The  estimates  of  these  agents  grouped  these  resources  in  three  classes, 
namely,  "  Proven,"  "  Probable,"  and  "  Possible."  Their  estimates  of  the  coal 
property  of  the  company  follows: 
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"Coking  coal,  proven,  217.000,000  tons;  probable,  90,000,000  tons;  possible, 
150,500,000  tons;   total,  457.500.000  tons. 

••  Steam  and  domestic  coal,  proven,  GS.000.000  tons ;  probable,  351,800,000 ; 
possible,  520,000,000;   total.  939,800.000. 

"Total,  proven,  285,000,000;  probable.  441,800,000;  possible,  670,500,000; 
total,  ].. ^97,300.000." 

The  iron-ore  deposits  of  the  company  were  estimated  by  the  same  agents 
as  follows: 

"Red  ores,  reasonably  assured  (including  tonnage  already  developed), 
175,600,000;   additional   probable  tonnage,  279,600,000;    total,   455,200,000. 

"Brown  ores,  reasonably  assured  (including  tonnage  already  developed), 
;  additional  probable  tonnage,  3,150.000;  total,  3,150,000. 

"  Red  ore  of  lower  grade,  but  which  may  be  of  future  value,  reasonably  as- 
sured (including  tonnage  already  developed),  204,000.000;  additional  probable 
tonnage,  35,000  000;  total,  2.SO.OOO,000. 

"Total,  reasonably  assured  (including  tonnage  already  developed), 
379,600,000;  additional  probable  tonnage,  317,750,000;  total,  697,350,000." 

Mr.  Eeed.  But,  Mr.  Beall.  yon  will  notice  that  that  379,000,000 
includes  4,000,000  of  what  Mr.  Smith  calls  red  ore  of  the  lower 
grade,  but  which  may  be  of  future  value,  and  includes  only 
175,000,000  tons  of  red  ores  reasonablj^  assured  at  present  marketable 
standards. 

The  Chairman.  Taking  the  statement  of  Herbert  Knox  Smith, 
Mr.  Kennedy,  would  you  change  that  estimate  materially? 

Mr.  Kennedt.  I  should  probably  reduce  it  a  little,  say,  to  $90,- 
000,000,  on  that  supposition. 

The  CiiAiRiiAN.  What  supposition  is  that? 

Mr.  Kennedy.  That  there  are  400,000,000  tons  of  ore,  1,000,000,000 
tons  of  coal,  which  I  take  to  be  about  the  gist  of  the  last  assumption 
of  Herbert  Knox  Smith's  statement.  Whether  there  are  400,000,000 
tons  of  it  or  700,000,000  matters  very  little  for  the  purposes  of  valua- 
tion, provided  they  get  substantially  all  in  the  district,  so  that  no 
competitor  of  any  size  comes  in  and  starts  any  opposition. 

Mr.  Eeed.  That  is  part  of  your  assumption  in  the  valuation? 

ilr.  Kennedy.  Yes;  that  they  get  a  large  part  of  the  coal  down 
there  and  of  the  ore. 

Mr.  Reed.  A  monopoly? 

Mr.  Kennedy.  A  practical  monopoly;  yes. 

The  Chairman.  Do  you  know  anything  about  the  Troy  Steel 
Products  Co.?  ■ 

Mr.  Kennedy.  Very  little ;  I  have  seen  their  works. 

The  Chairman.  Do  you  know  whether  that  company  was  oper- 
ated at  the  time  it  was  absorbed  by  the  United  States  Steel  Corpo- 
ration ? 

Mr.  Kennedy.  No;  it  was  not. 

The  Chairman.  Could  it  have  been  operated  at  a  profit? 

Mr.  Kennedy.    No;  not  under  any  ordinary  conditions. 

The  Chairman.  Why? 

Mr.  Kennedy.  It  was  badly  located.     Freights  were  against  them. 

The  Chairman.  Do  you  know  whether  it  has  been  operated  since 
it  was  absorbed  by  the  United  States  Steel  Corporation  ? 

Mr.  Kennedy.  No;  it  has  not.  Some  of  the  machinery  was 
shipped  SLwaj.    They  got  a  little  salvage  out  of  it,  I  think. 

The  Chairman.  Do  you  know  who  owned  this  property,  who  were 
the  people  back  of  it? 

Mx.  Kennedy.  They  were  known  as  the  Standard  Oil  people,  I 
understa^nd — ^Rockefeller,  Rodgers,  and  their  associates. 
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The  Chaiemax.  As  a  practical  steel  man,  can  vou  tell  me  what 
benefit  would  accrue  to  the  United  States  Steel  Corporation  in  buy- 
ing a  property  which  has  noi  been  operated  and  which  was  not  op- 
erated and  which  it  did  not  operate  after  it  acquired  it,  and  which 
was  located  as  you  say? 

Mr.  Kennedy.  Xo;  I  can  not. 

The  Chairman.  Do  you  know  what  was  the  probable  cost  of  con- 
struction and  equipment  of  that  plant? 

Mr.  Kennedy.  No  ;  I  haven't  any  idea. 

The  Chairman.  Was  that  property  worth  $1,100,000  at  the  time 
that  it  was  acquired? 

Mr.  Kennedy.  I  should  think  not.  I  do  not  know  what  the  real 
estate  was  worth.     It  was  worth  the  real  estate  plus  the  salvage. 

Mr.  Bartlett.  What  was  the  purpose  of  purchasing  the  plant  if 
it  was  unsuccessful  and  only  worth  the  real  estate  and  salvage  ? 

Mr.  Kennedy.  Good  fellowship,  I  imagine. 

Mr.  Bartlett.  What  do  you  mean  by  that?  I  do  not  understand 
there  is  any  good  fellowship  in  business. 

Mr.  Eeed.  It  was  not  all  dismantled. 

Mr.  Baktkett.  Partially  dismantled? 

Mr.  Kennedy.  I  do  not  know  why  they  should  buy  it. 

Mr.  Reed.  The  blast  furnaces  are  still  ready  to  be  used  there. 
The  bloom  mill  was  taken  to  South  Chicago  and  is  being  operated 
there  now. 

The  Chairman.  Have  you  ever  conducted  a  blast  furnace  in  India . 
or  China? 

Mr.  Kennedy.  In  India,  but  not  in  China. 

The  Chairman.  In  Russia? 

Ml'.  Kennedy.  Yes. 

The  Chairman.  What  is  the  cost  of  producing  pig  iron,  if  you 
know,  in  India  as  compared  to  the  cost  in  this  country  ? 

Mr.  KJENNEDY.  It  is  a  little  early  to  state  yet  with  exactness,  but 
probably  about  the  same  as  in  the  Birmingham  district. 

The  Chairman.  What  is  the  labor  cost  of  producing  pig  iron  in 
India  as  compared  with  the  labor  cost  of  producing  it  in  this  country  ? 

Mr.  Kennedy.  At  the  present  time  about  the  same,  possibly  a  lit- 
tle higher  there,  owing  to  importing  some  men  and  paying  their 
traveling  expenses. 

Mr.  Bartlett.  Higher  in  India,  you  mean? 

Mr.  KJENNEDY.  Yes. 

The  Chairman.  It  has  been  stated  repeatedly  you  can  employ  men 
in  India  for  5  or  10  cents  a  day,  and  in  China  the  same,  and  that 
there  is  danger  of  having  this  country  invaded  by  Chinese  pig  iron. 

Mr.  Kennedy.  We  get  a  little  Chinese  pig  iron  on  the  Pacific  coast 
now. 

Mr.  Reed.  We  are  getting  it  now,  are  we  not? 

Mr.  Kennedy.  We  are,  occasionally. 

The  Chairman.  What  is  the  total  production  of  pig  iron  in  China 
as  compared  with  this  country? 

Mr.  Kjinnedy.  Very  small ;  I  don't  know  how  much. 

The  Chairman.     One  per  cent? 

Mr.  Kennedy.  I  should  say  not  1  per  cent  of  the  production  in  this 
country.  It  may  grow  in  the  future.  I  do  not  know  much  about 
China. 
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The  Chairman.  How  about  India? 

Mr.  Ejennedt.  In  India  the  growth  will  not  be  very  big,_  as  the 
collieries  are  limited  there.  It  is  not  likely  the  industry  will  ever 
grow  to  very  large  proportions  there. 

The  Chairman.  Do  they  employ  people  at  a  less  wage  per  day 
than  we  do  ? 

Mr.  Kennedy.  Yes. 

The  Chairman.  Is  the  labor  cost  any  greater  in  India  than  it  is 
here? 

Mr.  Kennedy.  Labor  costs  for  unskilled  labor  are  perhaps  slightly 
cheaper  than  here,  but,  as  I  explained,  they  have  to  take  some  of 
their  skilled  men  over  from  this  country  and  from  Germany,  and  in 
that  way  the  total  labor  cost  runs  slightly  higher  than  here. 

Mr.  Daneorth.  How  long  have  these  India  mills  been  running? 

Mr.  Kennedy.  Only  a  short  time.  They  started  one  furnace,  and 
the  steel  mills  themselves  are  just  about  to  start. 

Mr.  Danforth.  It  is  purely  experimental  yet? 

Mr.  Kennedy.  To  a  certain  extent;  yes. 

The  Chairman.  Have  they  been  making  pig  iron  in  India  for 
some  time? 

Mr.  Kennedy.  There  have  been  some  small  furnaces  there. 

The  Chairman.  Have  you  ever  constructed  a  furnace  in  Kussia? 

Mr.  Kennedy,  what  is  the  cost  of  producing  pig  iron  in  Eussia  as 
■compared  with  this  country? 

Mr.  Kennedy.  I  have  never  followed  that  up. 

The  Chairman.  What  is  the  labor  cost  in  a  ton  of  pig  iron  in 
'this  country? 

Mr.  KJENNEDY.  In  the  modern  furnace  what  is  known  as  produc- 
ing labor,  the  labor  at  the  furnace,  runs  from  40  to  60  cents  a  ton. 

The  Chairman.  What  is  the  cost  of  producing  a  ton  of  pig  iron 
after  your  materials  are  assembled  at  the  furnace,  in  a  well-organized 
plant  ? 

Mr.  Kennedy.  From  $1  to  $2. 

The  Chairman.  Per  ton? 

Mr.  EIennedy.  Yes. 

Mr.  Bartlett.  In  saying  "  labor  cost "  what  do  you  compute  as  tlae 
labor  cost? 

Mr.  KJENNEDY.  The  labor  cost  is  at  the  blast-furnace  plant,  after 
the  coal,  coke,  ore,  and  limestone  are  laid  down  there. 

Mr.  Bartlett.  Have  you  ever  inquired  what  the  labor  gets  out  of 
one  unit  of  this  production?  Say  the  pig  iron  sells  for  $12  a  ton, 
how  much  does  the  labor  get  out  of  that  one  unit?  What  is  labor's 
share  out  of  that,  according  to  the  wages  they  get? 

Mr.  Kennedy.  That  is  rather  an  abstract  and  involved  proposi- 
tion. If  you  take  the  labor,  meaning  the  labor  of  mining  the  ore 
and  labor  in  connection  with  transporting  it  and  all  that,  it  runs  into 
a  good  deal.  In  my  figures  I  speak  only  of  labor  at  the  plant  after 
the  materials  are  assembled. 

Mr.  Bartlett.  That,  you  think,  is  60  cents  a  ton  ? 

Mr.  Kennedy.  From  40  to  60  cents  a  ton. 

Mr.  Bartlett.  What  do  you  find  to  be  the  labor  cost  in  India— 
about  the  same  or  more? 

Mr.  Kennedy.  The  labor  cost  in  India,  when  they  get  both  fur- 
naces running,  will  be  about  78  cents  a  ton;  but  those  are  smaller 
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furnaces,  and  furnaces  of  that  same  size  in  this  country  will  run 
that  high,  I  would  say. 

Mr.  Bartlett.  Is  labor  any  chaeper  in  China  than  it  is  in  India, 
or  is  it  about  the  same  ? 

Mr.  EIennedy.  I  do  not  know ;  I  have  never  been  in  China. 

Mr.  Bartlett.  Do  you  know  anything  about  Japan?' 

Mr.  Kennedy.  No;  I  have  never  been  there. 

Mr.  Bartlett.  Do  they  have  the  same  class  of  people  for  their 
laborers  there? 

Mr.  Kennedy.  No;  the  Chinese  labor  is  better  than  the  India 
labor,  and  better  also  than  the  Japanese. 

Mr.« Bartlett.  You  mean  a  better  class? 
•    Mr.  Kennedy.  Yes;  stronger  men,  and  men  who  do  their  work 
better. 

Mr.  Bartlett.  Wages  for  laborers  are  not  any  higher  in  Japan 
and  China  than  in  India? 

Mr.  Kennedy.  I  presume  they  are  about  the  same.  They  are  very 
low. 

Mr.  Bartlett.  If  it  costs  as  much  to  produce  a  ton  of  pig  iron  in 
India  or  China  or  Japan,  there  is  not  much  danger  of  their  com- 
peting here  with  the  producers  of  pig  iron  successfully,  is  there,  pay- 
ing the  freight? 

Mr.  EIennedy.  I  should  think  the  Chinese  people  might  send  the 
stuff  to  the  Pacific  coast.  I  see  no  reason  why  they  should  not.  It 
costs  $13  or  $14  to  take  pig  iron  from  Pittsburgh  to  the  Pacific  coast, 
or  $12  from  Chicago,  which  is  more  than  the  cost  there  to  start  with. 

Mr.  Bartlett.  That  is  the  reason  they  might  compete  with  the 
manufacturers  of  pig  iron  here — because  of  the  distance  over  the  rail- 
roads from  here  to  the  Pacific  coast  ? 

Mr.  Kennedy.  Yes. 

Mr.  Bartlett.  And  then  ship  transportation  from  China  by  water? 

Mr.  Kennedy.  Yes. 

Mr.  Daneorth.  What  is  that  transportation,  if  you  know,  from 
China  by  water? 

Mr.  Ejennedy.  I  have  forgotten,  but  I  should  judge  $3  or  $4. 

Mr.  Bartlett.  They  have  extensive  pig-iron  mills  on  the  Pacific 
coast,  have  they? 

Mr.  Kennedy.  No ;  we  have  very  little  in  the  way  of  iron  works 
on  the  Pacific  coast. 

Mr.  Bartlett.  How  far  inland  from  the  Pacific  coast  would  the 
freight  rates  debar  the  Chinese  pig-iron  seller  from  competing  with 
the  American  manufacturer  ? 

Mr.  Ejennedy.  I  am  not  quite  clear  whether  the  rate  from  Chi- 
cago to  Salt  Lake  City  is  higher  than  to  San  Francisco,  as  it  used 
to  be.  It  would  depend  on  that  somewhat.  If  that  old  state  of 
affairs  prevails,  you  can  come  in  as  far  as  you  please,  as  far  as 
Denver,  I  should  suppose. 

Mr.  Bartlett.  It  is  not  a  matter,  then,  of  tariff  that  would  pre- 
vent the  Chinese  from  competing  with  our  manufacturers  of  pig 
iron?  It  is  a  matter  of  freight  rates  and  transportation?  Is 
that  it? 

Mr.  Kennedy.  Largely,  I  should  say ;  yes. 

Mr.  Young.  As  a  matter  of  fact,  they  are  now  supplying  all  the 
pig  iron  used  on  the  Pacific  coast,  are  they  not? 
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Mr.  Kennedy.  I  do  not  know  that.  I  know  some  has  been  brought 
in,  but  whether  they  are  supplying  all  or  not,  I  do  not  Icnow. 

The  Chairman.  Are  there  any  steel  works  on  the  Pacific  coast 
of  any  importance? 

Mr.  Kennedy.  No. 

]Mr.  Steeling.  Mr.  Kennedy,  could  you  give  us  a  statement  showing 
whiit  percentage  of  the  cost  of  pig  iron  consists  of  raw  material, 
what  percentage  is  for  transportation,  what  percentage  is  for  manu- 
facture, and  what  percentage  is  profit?  Take  the  present  price  at 
Pittsburgh,  and  divide  it  into  those  four  parts — can  you  ? 

The  Chairman.  I  have  foundry  iron  at  Pittsburgh.  These  are 
prices  the  American  Iron  &  Steel  Co.  institute.  This  is  Bessemer 
pig  iron  at  Pittsburgh,  $15.71  at  Pittsburgh. 

Mr.  Kennedy.  So  far  as  profit  goes,  it  has  been  a  negligible  qiian- 
tity  for  some  time  back.  The  price  is  getting  a  little  better  now. 
The  profit  has  been  a  negative  quantity,  I  might  say. 

Mr.  SiERLiNf:.  I  would  like  to  have  the  figures  to  see  how  it  would 
come  out  compared  with  the  price. 

What  is  the  present  price,  according  to  that  table,  Mr.  Chairman? 

The  Chairjian.  The  present  price  of  Bessfemer  pig  iron  is  $15.71 
for  1911,  and  of  basic  pig  iron  at  Pittsburgh  is  $15.98. 

Mr.  Sterling.  Let  us  take  that  price  of  Bessemer  pig  iron.  How 
much  is  for  raw  material,  how  much  for  transportation,  how  much 
for  manufacture,  and  how  much  is  profit  to  the  transportation  com- 
pany, and  how  much  profit  to  the  manufacturer?  Could  vou  divide 
that  up? 

Mr.  KJ3NNEDY.  Xo ;  I  could  not  tell  that,  because  I  do  not  know 
the  figures.  It  would  mean  a  good  deal  of  digging  into  statistics, 
I  should  judge,  to  get  that. 

Mr.  Steeling.  Do  you  know  what  the  ore  is  worth  ? 

Mr.' Young.  Where? 

Mr.  Sterling.  Wherever  it  comes  from. 

Mr.  Young.  At  the  mines,  you  mean? 

Mr.  Steeling.  Yes. 

Mr.  Young.  Of  course  none  of  it  is  sold  there,  as  a  matter  of  fact. 

Mr.  Reed.  Mr.  Herbert  Knox  Smith  made  a  very  elaborate  effort 
to  separate  those  costs,  and  gave  the  figures  about  as  follows : 

Ore,  $4.40;  coke.  !f3.30 ;  llniestone,  .$0.41;  labor,  $0.55;  other  operating  costs, 
.$0.50;  n  total  of  .^r;!).?!. 

]Mr.  Steeling.  That  would  exclude  the  profit  to  the  mine  owner 
and  the  coal  man  and  the  transportation  company  and  the  manufac- 
turer.   Those  four  profits  would  be  added  to  this  price,  then  ? 

Mr.  Kennedy.  To  fix  a  concrete  case,  it  excludes  the  profit  on  labor 
of  the  mining  company,  the  profit  on  transportation  to  the  Duluth  & 
Iron  Range  Railroad,  the  Pittsburgh  Steamship  Co.,  the  Bessemer 
Railroad,  the  Union  Railroad,  the  Frick  Coke  Co.,  and  the  limestone 
company,  and  also  the  manufacturer. 

The  Chairman.  It  gives  the  company's  cost,  company  or  book  cost, 
as  $13.89.  a  difference  of  $4.11. 

We  will  suspend  at  this  time  until  half -past  2,  at  which  time,  Mr. 
Kennedy,  we  will  be  glad  to  have  you  appear  for  further  examination. 

Thereupon,  at  1  o'clock  p.  m.,  the  committee  took  a  recess  until 
2.30  o'clock  p.  m. 
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AFTER  RECESS. 

The  committee  reassembled  at  2.30  o'clock  p.  m.,  pursuant  to  tak- 
ing a  recess,  Hon.  Augustus  O.  Stanley  (chairman)  presiding. 

STATEMENT  OF  JULIAN  KENNEDY— Continued. 

The  Chairman.  Mr.  Kennedy,  you  were,  you  state,  connected  with 
the  Carnegie  Steel  Co.  for  some  years.  Are  you  acquainted  with  or 
do  you  know  anything  about  the  difference  in  the  estimates  placed  by 
Mr.  Frick,  or  Mr.  Carnegie,  or  Mr.  Schwab,  or  Mr.  Phipps,  and 
others  on  the  value  of  those  properties  at  the  time  of  the  suit  over  the 
enforcement  of  what  is  known  as  the  iron-clad  contract — at  least,  the 
elimination  of  Mr.  Frick  from  the  Carnegie  company  by  the  terms 
of  the  contract? 

Mr.  Kennedy.  Only  what  I  have  seen  and  read  in  the  papers  in 
regard  to  it. 

Mr.  Young.  You  mean  the  newspapers? 

Mr.  Kennedy.  Yes ;  and  other  papers. 

The  Chairman.  In  that  investigation  Mr.  Schwab,  Mr.  Frick,  Mr. 
Carnegie,  and  others  claim  in  the  petition  that  about  $76,000,000,  I 
believe,  was  the  book  value  of  those  properties.  Mr.  Schwab  a!nd  Mr. 
Carnegie  have  since  modified  their  statements  to  some  extent.  Have 
you  any  idea  as  to  whether  that  estimate  was  correct  or  not,  and  what 
was  the  probable  value  of  the  Carnegie  company  at  the  time  it  was 
absorbed  by  the  Steel  Corporation,  at  the  time  of  that  litigation  ? 

Mr.  Young.  You  mean  the  real  or  the  book  value  ? 

The  Chairman.  The  real  value. 

Mr,  Eeed.  Mr.  Chairman,  it  was  represented  to  be  the  book  value, 
the  tangible  assets  of  the  Carnegie  Steel  Co.  (Ltd.).  The  Carnegie 
Co.  at  the  time  the  Steel  Corporation  got  it  included  the  Frick  Coke 
Co.  and  a  lot  of  other  properties  that  the  Carnegie  Steel  Co.  never 
owned,  and  it  could  not  by  any  possibility  be  included  among  its 
assets  in  1889. 

The  Chairman.  This  company  that  was  absorbed  was  known  as 
the  Carnegie  Co.,  was  it  not? 

Mr.  Eeep.  The  Carnegie  Steel  Co.  (Ltd.). 

The  Chairman.  The  Carnegie  Steel  Co.  (Ltd.)  ? 

Mr.  Reed.  Yes. 

The  Chairman.  Wliat  was  the  value  of  the  company?  How  did 
its  book  value  compare  with  its  actual  value?  You  are  acquainted 
with  the  property,  are  you  not? 

Mr.  Kennedy.  I  should  say  from  my  knowledge  of  the  methods  of 
keeping  accounts  there,  the  real  value  would  be  somewhat  higher  than 
the  book  value,  as  everything  was  done  very  conservatively,  and  very 
often  old  machinery  discarded  and  new  put  in,  without  writing  any 
more  of  new  capital,  where  the  plant  was  somewhat  improved,  so 
that  in  a  general  way  the  real  value  would  be  higher;  just  how  much, 
I  could  not  say. 

The  Chairman.  Well,  approximately. 

Mr.  Reed.  I  object  to  a  mere  guess. 

The  Chairman.  I  say  as  near  as  you  can  approximate  it;  if  you 
have  an  idea.  I  do  not  mean  down  to  the  cent.  You  were  well 
acquainted  with  the  plants,  were  you  not  ? 


5100  TJNITED   STATES   STEEL.  COBPOBATION. 

Mr.  Kennedy.  With  most  of  them ;  yes. 

The  Chairman.  And  you  have  valued  plants  of  that  kind  ? 

Mr.  Reed.  As  to  ore  properties? 

Mr.  Kennedy.  I  could  not  value  the  ore  properties.  I  speak  only 
form  my  knowledge  of  keeping  the  accounts,  which  was  always  con- 
servative when  I  was  with  them,  and  apt  to  show  what  might  be 
called  a  minimum  value. 

The  Chairman.  How  much  do  you  think  the  cost  of  reproduction 
exceeded  this  value  by  virtue  of  their  failure  to  write  in  the  difference 
between  discarded  plants  and  installed  plants? 

Mr.  Kennedy.  I  think  the  cost  of  reproduction  at  that  time  would 
have  somewhat  exceeded  the  book  value,  but  just  how  much  I  can  not 

The  Chairman.  Would  it  exceed  it  by  twenty-five  million  ? 

Mr.  EJiNNEDY.  I  should  think  possibly  it  might. 

The  Chairman.  Would  you  say  more  than  that?  Would  that 
be  fair  ? 

Mr.  KJENNEDY.  To  make  a  guess,  I  would  about  split  the  difference 
between  the  litigants  in  that ;  I  don't  remember  what  their  respective 
amounts  were. 

The  Chairman.  That  would  give  you  about  how  much,  one  hun- 
dred and  fifty  million? 

Mr.  Kennedy.  I  don't  remember  the  respective  amounts. 

The  Chairman.  Seventy-six  million  and  two  hundred  and  fifty 
million,  I  believe. 

Mr.  Kennedy.  Yes;  that  would  be  about  one  hundred  and  sixty 
million. 

The  Chairman.  Have  you  any  idea  of  what  would  be  the  cost  to 
reproduce — from  what  you  know  of  the  National  Tube  Co.  and  of 
the  Carnegie  Co. — ^the  properties  of  the  Steel  Corporation  at  the 
time  it  was  organized? 

Mr.  Kennedy.  No  ;  I  have  not.  There  are  so  many  properties  I 
never  saw,  including  the  ore  and  coal,  and  all  that  sort  of  thing. 

The  Chairman.  Mr.  Kennedy,  there  has  been  considerable  dis- 
cussion here  of  the  economy  of  integrating  a  steel  plant,  the  saving 
incident  to  the  passing  of  the  hot  metal  from  the  blast  furnaces  to 
the  open-hearth  furnaces,  or  the  Bessemer  converters,  and  of  using 
the  hot  ingot — I  am  not  well  up  as  to  the  process. 

Mr.  Reed.  Ingots  is  right. 

The  Chairman.  And  producing  a  finished  product  without  allow- 
ing your  metal  to  cool,  without  the  incident  expense  of  reheating  or 
transporting  the  semifinished  product. 

I  will  ask  you  to  give  the  committee  your  opinion  of  the  extent  to 
which  that  property  should  be  integrated,  if  it  does  add  to  the 
economy,  and  to  what  extent,  and  how? 

Mr.  Kennedy.  It  is  very  desirable  to  have  a  plant  which  will  take 
the  ore,  coke,  and  limestone,  transform  it  into  rails,  billets,  or  sheet 
bars,  in  the  same  plant.  There  is  a  considerable  saving  in  keeping 
the  metal  hot  all  the  time,  and  especially  between  the  blast  furnace 
and  the  converter  or  open-hearth  plant,  as  the  case  may  be.  There 
is  a  saving  in  using  liquid  metal  of  $1  to  $1.25,  as  compared  with 
casting  the  metal  and  remelting  it. 

The  Chairman.  You  mean  a  dollar  to  a  dollar  and  a  quarter  a 
ton? 
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Mr.  Kennedy.  A  dollar  to  a  dollar  and  a  quarter  a  ton,  as  com- 
pared to  casting  the  metal  and  remelting  it. 

Also  there  would  be  a  saving  of  any  cost  of  transfer,  in  case  the 
metal  were  moved,  so  that  the  blast  furnace  which  casts  this  metal 
mto  pig  and  allows  it  to  cool  and  ships  this  off  to  another  plant,  is 
at  a  disadvantage  of  not  less  than  a  dollar  plus  the  cost  of  haulage. 
There  is  also  some  collateral  advantage  m  the  way  of  utilizing 
power  from  the  gases  in  case  the  blast  furnace  is  connected  with  a 
steel  plant.  After  the  material  reaches  the  form  of  sheet  bar,  or 
small  billet,  the  advantage  of  having  the  remainder  of  the  plant 
running  in  connection  with  it  is  not  so  great.  There  would,  how- 
ever, still  be  the  saving  of  haulage  on  the  material. 

The  Chairman.  The  sheet  bars  are  not  run  hot  from  the  mill  in 
which  they  are  rolled  to  the  tin-plate  factory,  and  the  like  of  that. 

Mr.  Kennedt.  No.  Sheet  bars  are  allowed  to  cool,  in  any  event, 
so  that  the  only  saving  at  this  point  would  be  the  cost  of  transfer. 

The  Chairman.  Was  this  Carnegie  Co.  perfectly  integrated  or 
approximately  so? 

Mr.  Kennedy.  Very  largely  so.  They  had  some  furnaces,  such  as 
the  Lucy  furnaces  in  Pittsburgh,  which  were  detached ;  but  the  ma- 
jority of  their  plants  were  arranged  for  taking  the  material  through 
without  losing  the  heat  and  without  unnecessary  haulage. 

The  Chairman.  Was  the  Federal  Steel  Co.  an  integrated  company  ? 
Mr.  Kennedy.  To  a  large  extent ;  yes. 

The  Chairman.  Where  you  have  two  or  more  perfectly  integrated 
plants,  is  there  any  economy  from  the  point  of  cheapness  of  produc- 
tion— leaving  out  this  question  of  competition  entirely  or  of  lixing 
prices;  just  simply  from  the  point  of  cheapness  of  production — is 
there  any  economy  in  combining  two  or  more  distant  and  integrated 
plants  in  the  one  concern? 

Mr.  Ebed.  By  integrated  plants  you  mean  the  steel  works  com- 
bined— the  blast  furnace  and  steel  works? 
The  Chairman.  Yes. 

Mr.  Eeed.  Which  will  produce  billets  or  sheet  bars  from  the  ore 
and  limestone  and  coke  ? 

The  Chairman.  I  mean  a  company  having  its  ore  supph^  and  its 
various  apparatus  for  the  making  of  semifinished  products  adjacent 
from  the  blast  furnace  to  the  billet. 

Mr.  Eeed.  I  simply  wanted  to  get  your  conception  of  the  term  "  in- 
tegration." 
The  Chairman.  That  is  what  I  mean. 

Mr.  Kennedy.  There  would  be  no  advantage  as  far  as  the  actual 
production  of  the  work  is  concerned.  But  if  you  take  into  account 
the  delivery  to  the  market,  and  assume  that  to  be  part  of  the  cost, 
there  would  be  a  saving,  as,  for  example,  complete  works  at  Chicago 
and  complete  works  at  Pittsburgh,  if  run  in  unison,  could  distribute 
their  material  to  the  consumer  to  better  advantage  than  if  each  were 
working  independently,  and  the  Pittsburgh  plant  shipping  some  of 
its  material  to  the  vicinity  of  Chicago  and  the  Chicago  plant  shipping 
the  other  way.  As  far  as  the  actual  production  at  the  works  is  con- 
cerned there  would  be  no  advantage  in  working  them  together. 

The  Chairman.  You  were  acquainted  with  the  capitalization  of  the 
Steel  Corporation,  and  you  know  about  what  that  is? 
Mr.  Kennedy.  Yes. 
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The  Chair jiAx.  And  something  of  the  cost  incident  to  the  opera- 
tion of  the  holding  company.  "Would  any  saving  in  this  matter  of 
transportation  compensate  the  added  cost  of  interest  on  bonds  and 
the  expense  of  the  holding  company,  whose  business  it  is  to  exercise 
a  general  supervision  over  the  various  subsidiary  concerns,  as  a  man- 
ufacturing proposition  and  not  as  a  price-making  proposition? 

Mr.  Kenxedy.  I  do  not  exactly  understand  the  connection  between 
the  holding  company  and  the  bonds. 

Mr.  Eeed.  Do  you  understand  the  rest  of  the  question?  If  you  do, 
you  have  the  advantage  of  me. 

IMr.  Kennedy.  I  think  so. 

The  Chaiejian.  I  will  try  and  make  myself  plain.  The  Carnegie 
Co.,  I  believe,  had  no  bond  issue  at  the  time  it  was  organized  and  at 
the  time  it  was  absorbed  into  the  United  States  Steel  Corporation, 
had  it? 

Mr.  Reed.  $160,000,000. 

Mr.  Kennedy.  $160,000,000  of  bonds  and  $160,000,000  of  stock,  as 
I  remember  it. 

The  Chairjian.  That  was  immediately  before  its  absorption. 

Mr.  Reed.  It  was  in  March,  1900. 

The  CirATn:\rAN.  Xow,  then,  what  is  the  issue  of  its  bonds? 

Mr.  Reed.  The  same. 

The  Chairjean.  I  was  under  the  impression  that  Mr.  Carnegie  re: 
ceived  more  than  $160,000,000  in  bonds. 

Mr.  Reed.  He  did.  He  turned  in  his  bonds  and  his  stocks  and  he 
got  bonds  for  the  whole  thing. 

The  CiiAiRiMAN.  What  was  the  amount  of  his  bonds? 

Mr.  Young.  About  $213,000,000,  he  swore. 

The  Chairman.  What  is  the  bonded  indebtedness  of  the  Steel 
Corporation  now  or  at  the  time  of  its  organization? 

Mr.  Reed.  $304,000,000. 

The  Chairjian.  This  corporation  has  a  bonded  indebtedness  of 
$304,000,000? 

Mr.  Reed.  It  has  more  than  that  now.  It  has  issued  second- 
mortgage  bonds  since  then. 

The  Chairjian.  And  then  there  was  a  bond  conversion. 

Mr.  Reed.  That  is  for  the  bond  conversion,  that  it  issued  the 
second -mortgage  bonds. 

The  Chairman.  My  impression  was  there  was  about  $320,000,000 
bonds,  hilt  I  have  not  the  tables  here  before  me. 

Mr.  Reed.  It  is  more  than  that. 

The  Chairjian.  At  the  time  it  was  absorbed,  including  the  bonds 
of  the  subsidiary  companies. 

Mr.  Young,  t  guess  it  was  more  than  that. 

The  Chairman.  I  can  keep  everything  in  my  head  except  these 
bonds. 

Mr.  Reed.  I  will  tell  you  where  you  get  your  820,000,000.  The 
total  capitalization  of  the  Carnegie  Steel  Co.  was  $160,000,000  of 
stock  and  $160,000,000  of  bonds.  The  two  together  make  the  $320,- 
000,000  that  you  have  in  your  head. 

The  Chairman.  Yes;  that  is  right.  Here  it  is.  Total  bond  issue, 
$422,000,000. 

Mr.  Reed.  Of  the  Steel  Corporation  at  the  present  time? 

The  Chairman.  Yes. 


tINITED   STATES   STEEL  COEPORATION.  5103 

Mr.  Young.  Is  that  Herbert  Knox  Smith's  report? 

The  Chairman.  No  ;  Mr.  MacEae's  report,  Exhibit  No.  27.  It  ie 
m  MacEae's  report,  and  I  thought  I  could  lay  my  hands  on  the  exact 
capita,lization. 

Mr.  Eeed.  The  exact  capitalization  of  the  Steel  Corporation,  Mr. 
Chairman  ? 

The  Chairman.  Yes.    I  think  it  is  the  first  exhibit. 

Mr.  Eeed.  I  can  give  you  that. 

Mr.  Young.  Here  is  the  situation  in  1901,  Mr.  Chairman.  This  is 
from  Herbert  Knox  Smith's  report.  The  Steel  Corporation  bonds 
were  $303,450,000 ;  underlying  bonds,  $59,091,657.  That  would  make 
about  $362,000,000,  in  round  figures,  at  that  time,  of  Steel  Corpora- 
tion and  subsidiary  bonds. 

Mr.  Danfoeth.  You  will  find  the  whole  thing  in  Exhibit  20,  fol- 
lowing page  3717.  All  these  exhibits  follow  that  page.  It  is 
Exhibit  20. 

The  Chairman.  Yes ;  here  it  is. 

Mr.  Daneorth.  That  is  for  1910. 

Mr.  Young.  That  will  be  a  good  deal  more  than  this  in  1910. 

The  Chairman.  A  total  of  $596,000,000.  That  is  the  total,  I 
believe ;  is  not  that  correct  ? 

Mr.  Eeed.  The  total  bonds  outstanding  on  December  31,  1910  ? 

The  Chairman.  Yes;  $596,351,866.70. 

Mr.  Eeed.  That  includes  the  subsidiary  companies'  bonds. 

The  Chairman.  Now,  I  want  to  approach  this  approximately.  It 
is  in  one  of  these  reports,  but  I  do  not  lay  my  hand  on  it — the  cost 
of  the  operation  of  the  United  States  Steel  Corporation. 

Mr.  Eeed.  Its  general  expenses  were  about  $1,000,000  a  year. 

The  Chairman.  Taking  this  bonded  indebtedness,  and  its  general 
expenses  of  operating  incident  to  the  fact  they  are  all  operated  under 
a  holding  company,  would  you  say  that  the  saving  in  the  transporta- 
tion was  sufiicient  to  compensate  for  this  expense? 

Mr.  Eeed.  You  mean  the  $596,000,000  ? 

The  Chairman.  I  do  not  conceive  they  would  have  issued  these 
bonds  unless  it  would  have  been  necessary  to  go  into  one  concern  and 
absorb  the  Carnegie  Co. 

Mr.  Danforth.  This  covers  all  the  subsidiary  companies'  bonds 
guaranteed  by  the  United  States  Steel  Corporation,  and  also  all  that 
were  not  guaranteed,  debenture  and  scrip. 

The  Chairman.  He  took  simply  the  bonds  issued,  say,  $300,000,000 
and  odd,  for  the  purpose  of  satisfying  Mr.  Carnegie. 

Mr.  Eeed.  The  chairman  will  pardon  me  if  I  just  try  to  get  this 
question  straightened  out. 

The  Chairman.  Certainly. 

Mr.  Eeed.  You  are  asking  Mr.  Kennedy  if  in  his  opinion  the  econ- 
omy in  freight  alone  caused  by  owning  plants  in  the  different  dis- 
tricts  

The  Chairman.  Yes. 

Mr.  Eeed  (continuing).  Will  pay  all  of  this  bond  issue. 

The  Chairman.  No  ;  I  am  asking  this :  As  a  manufacturing  propo- 
sition, assuming  that  there  was  no  advantage  in  railroad  transporta- 
tion other  than  being  nearer  the  consumer,  if  the  expense  which  was 
incident  to  the  creation  of  this  holding  company,  and  to  the  peculiar 
31572— No.  57—12 3 
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form  of  the  capitalization  of  this  company,  is  justified  by  that  saving 
which  you  mention,  simply  as  a  manufacturing  proposition. 

Mr.  Kennedy.  I  do  not  suppose  that  that  saving  would  pay  the 
interest  on  $300,000,000  of  bonds,  if  I  may  express  it  that  way. 

The  Chairman.  Now,  Mr.  Kennedy,  there  has  been  a  great  deal 
of  discussion  lately,  not  only  before  this  committee,  but  by  the  Inter- 
state Commerce  Commission  in  its  decisions  and  in  its  last  report, 
as  to  the  propriety  of  having  industrials  control  and  operate  common 
carriers.  Is  a  railroad  an  essential  or  a  necessary  part — 1  mean  a 
railroad  acting  as  a  common  carrier— is  such  a  railroad  an  essential 
part  of  an  integrated  steel  mill? 

Mr.  Kennedy.  No  ;  I  should  say  not. 

The  Chairman.  Can  a  railroad  be  operated  more  cheaply  by  an 
industrial  concern,  a  manufacturing  concern,  than  by  persons  en- 
gaged entirely  in  transportation  ?  Is  there  any  reason  why  it  should 
be  that  you  know  of  ? 

Mr.  Kennedy.  I  think  not. 

The  Chairman.  In  the  last  report  of  the  Interstate  Commerce 
Commission  I  find  the  following  expression : 

The  evils  most  difficult  to  detect  and  to  prove  to-day  are  those  arising  out 
of  the  community  of  Interest  of  certain  carriers  and  industrial  corporations. 
The  ownership  of  industrial  corporations  by  carriers  and  of  carrier  corporations 
by  Industrials  is  frequently  talien  advantage  of  to  defeat  that  equality  between 
shippers  which  the  act  contemplates.  This  is  accomplished  by  unreasonable 
division  of  joint  rates  forced  upon  the  carrier  by  powerful  shippers  who  control 
industrial  railroads.  Such  arrangements  may  be  legal  in  form,  although 
certainly  illegal  In  effect.  We  find  that  a  certain  number  of  large  industrial 
concerns  control  tracks  and  terminal  facilities  nominally  owned  by  small  rail- 
road corporations  which  do  not  rise  to  the  dignity  of  common  carriers,  but 
which  are  treated  ns  such  by  the  connecting  carriers.  As  a  result  the  connect- 
ing carriers  make  a  switching  allowance  or  a  division  of  the  joint  rates  to  such 
terminal  lines,  which  practice  unquestionably  results  in  discrimination  and 
places  the  industrial  at  an  advantage  in  the  market.  Another  form  of  dis- 
crimination is  found  in  the  leasing  of  property  by  carriers  to  shippers  for  a 
nominal  consideration  with  a  further  agreement  that  all  shipments  made  by  the 
lessee  shall  be  routed  over  the  lines  of  the  lessor,  etc. 

If  one  industrial  controls  railroads  and  its  rivals  or  its  competi- 
tors do  not,  does  it  give  to  that  industrial  any  advantage  ? 

Mr.  KENNEDY.  Yes ;  I  should  say  it  did. 

The  Chairman.  Do  you  concur  in  this  statement  of  the  Interstate 
Commerce  Commission  which  I  have  just  read  to  you  ? 

Mr.  Kennedy.  Yes ;  I  think  that  is  a  correct  view  of  this  matter. 

The  Chairman.  I  will  ask  you  to  explain  to  the  committee  why 
any  industrial  concern  should  not  own  or  operate  a  common  carrier, 
if  you  take  such  view  of  it — just  exactly  wherein  that  advantage  comes 
and  how  it  can  be  used. 

Mr.  Kennedy.  In  my  opinion,  a  common  carrier  should  treat 
everybody  alike  as  nearly  as  possible,  just  as  a  post  office;  and  for  an 
industrial  to  own  a  common  carrier  of  course  may  result  in  putting 
it  at  quite  a  considerable  advantage,  as  compared  with  other  people 
in  the  same  line  of  business  who  do  not.  It  is  also  susceptible  of 
being  used  to  get  more  than  what  might  be  called  a  due  proportion 
of  freight  rates. 

The  Chairman.  Ore  is  shipped  from  the  Mesabi  Range  and  the 
Vermillion  Eange  in  the  Superior  district  to  the  blast  furnaces  in  the 


UNITED   STATES   STEEL  CORPORATION.  5105 

valleys  and  in  Pittsburgh,  the  furnaces  of  the  Steel  Corporation,  and 
the  Steel  Corporation's  competitors. 

Do  you  know  whether  the  Steel  Corporation  receives  any  advan- 
tage by  virtue  of  the  fact  it  owns  the  Duluth,  Missabe  &  Northern, 
the  Duluth  &  Iron  Range,  and  the  Bessemer  &  Lake  Erie,  serving  its 
blast  furnaces? 

Mr.  Kennedy.  Yes.  It  is  manifest,  assuming  that  freight  rates 
are  higher  than  they  should  be,  the  Steel  Corporation  owning  the 
road,  would  receive  a  very  considerable  advantage.  For  example,  if 
the  steel  company  should  haul  out  its  own  ore  and  an  equal 
amount  for  outside  people,  and  the  rate  should  be,  for  illustration, 
40  cents  higher  than  it  should  be,  the  steel  company  which  owned 
the  road  would  be  receiving  40  cents  extra  profit  on  each  ton  of  its 
own  ore  and  40  cents  profit  on  each  ton  of  the  outsider's  ore,  which 
would,  in  round  numbers,  enable  them  to  produce  pig  iron  at  about 
$1.60  a  ton  cheaper  than  their  competitors. 

Of  course,  if  the  proportions  were  different,  or  the  amount  of  excess 
freight  were  different,  these  figures  would  be  correspondingly 
changed.  These  are  predicated  on  the  assumption  that  2  tons  of  ore 
make  a  ton  of  pig  iron. 

The  Chairman.  That  is,  if  they  charge  40  cents  a  ton  too  much 
from  the  Range  to  Lake  Superior  ? 

Mr.  Kennedy.  Yes. 

The  Chairman.  Well,  the  rate  until  recently  was  80  cents.  Have 
you  any  idea  what  that  service  is  worth  ? 

Mr.  Reed.  Are  you  asking  this  witness  to  give  an  estimate  as  to 
what  is  a  reasonable  rate  over  these  roads  ? 

The  Chairman.  Yes. 

Mr.  Reed.  Ought  you  not  to  show  first  that  he  knows  what  their 
earnings  are ;  what  their  cost  is  ? 

The  Chairman.  Do  you  know  something  of  those  roads  and  what 
would  be  a  reasonable  cost  for  that  transportation,  Mr.  Kennedy  ? 

Mr.  Kennedy.  I  noticed  in  reading  the  reports  that  one  of  the 
roads  does  its  business  for  30  per  cent  of  its  gross  receipts  and  another 
for  36  per  cent.  Based  on  this,  I  should  say  that  40  cents  would  be 
a  reasonable  rate. 

The  Chairman.  And  if  they  charged  80  cents,  it  would  give  them 
an  advantage  of  $1.60  over  their  competitors  on  pig  iron  on  that 
haul  alone? 

Mr.  KJENNEDY.  Assuming  that  they  used  half  of  the  ore  and  the 
outsider  used  an  equal  amount. 

The  Chairman.  Now,  then,  take  the  Bessemer  &  Lake  Erie  Rail- 
road. Have  you  any  idea  what  would  be  a  fair  rate  for  that  road, 
from  either  an  examination  of  the  earnings,  or  your  knowledge  of 
the  road,  your  knowledge  as  to  the  cost  of  transportation? 

Mr.  Reed.  Then,  to  be  consistent,  I  should  like  to  object  to  that 
too,  because  Mr.  Kennedy  has  not  been  shown  to  be  an  expert. 

The  Chairman.  But  I  assume  Mr.  Kennedy  is  laiown  as  having 
a  great  reputation  as  an  engineer,  and  in  all  branches  of  the  industry, 
such  as  to  qualify  him  without  going  through  a  voir  dire. 

Mr.  Reed.  All  right,  if  being  a  great  engineer  authorizes  him  to 
pass  on  freight  rates. 

Mr.  Bartlett.  I  do  not  think  it  does.  I  have  no  doubt  Mr.  Ken- 
nedy will  not  state,  if  he  does  not  know  anything  about  it. 
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The  Chairman.  Mr.  Kennedy,  do  you  know  anything  of  the 
Bessemer  &  Lake  Erie  road,  of  its  earnings,  the  character  of  the 
road,  the  cost  of  operating  it  ? 

Mr.  KJiNNEDY.  Oh,  not  in  detail.    In  a  general  way,  I  do. 

Mr.  Baetlett.  Have  you  been  in  the  habit  of  investigating  about 
what  would  be  reasonable  rates,  by  taking  information  as  to  what 
the  railroad  earns,  in  determining  what  would  be  a  reasonable  rate 
ior  hauling  freight?    Do  you  sometimes  arrive  at  it  in  that  way? 

Mr.  Kennedy.  Oh,  yes ;  I  have. 

Mr.  Baetlett.  You  have  had  experience  in  making  those  sorts 
■of  inquiries? 

Mr.  Kennedy.  Somewhat.  I  have  had  quite  a  little  experience  in 
arranging  for  freight  rates  in  India,  in  connection  with  works  there. 
Before  the  people  built  the  works  they  made  quite  a  study  of  the 
freight  situation  and  also  arranged  for  freight  rates  with  the  rail- 
roads, and  it  was  my  painful  duty  to  assist  them ;  so  I  gathered  up 
a  little  information  there. 

Mr.  Bartlett.  In  that  inquiry  did  you  also  investigate  and  make 
a  comparison  of  rates  here  and  in  India? 

Mr.  Kennedy.  Yes.  I  might  say  that  the  rates  in  India  for  bring- 
ing the  iron  from  the  mines,  the  rates  for  bringing  the  coal  from 
the  mine,  and  the  limestone  from  the  quarries,  and  the  finished 
product  to  the  seaboard  are  all  the  same ;  and  they  are  3  mills  per 
ton  per  mile. 

Mr.  Baetlett.  What  is  the  rate  here?  How  much  per  ton  per 
mile? 

Mr.  Kennedy.  It  varies  a  little,  but  considerably  more  than  that. 

The  Chairman.  The  rate,  I  think,  is  about  96  cents  over  the 
Bessemer  &  Lake  Erie. 

Mr.  Reed.  That  is  correct. 

Mr.  Kennedy.  It  is  for  135  miles,  is  it  not? 

Mr.  Reed.  About  140.  That  includes  an  allowance  that  is  made 
to  the  dock  company. 

Mr.  Kennedy.  Eight  cents  for  the  docks  company,  which  makes 
$1.04. 

Mr.  Reed.  Two  cents  for  the  dock  company,  and  also  an  allowance 
is  made  to  the  Union  Railroad. 

The  Chairman.  That  is  all  one  line  of  road,  practically. 

Mr.  Baetlett.  So  your  business  has  brought  you  into  the  duty 
of  inquiring  into  the  reasonableness  of  rates  as  to  this  particular  kind 
of  business  as  well  as  other  things  ? 

Mr.  Kennedy.  Somewhat ;  not  extensively.  I  do  not  profess  to  be 
very  expert  on  it. 

The  Chairman.  Mr.  Oliver  and  others  have  testified  to  that  rate. 
Mr.  Oliver  said  it  could  be  hauled  for  about  26  cents,  was  it  not? 

Mr.  Reed.  Something  like  that.  He  counted  in  nothing  at  all  for 
operating  the  dock  and  the  Union  Railroad. 

The  Chairman.  I  forget  what  Mr.  Freer  testified  to. 

Mr.  Danforth.  He  based  his  figures  on  local  enthusiasm.  Mr. 
Kennedy,  who  owns  and  operates  the  railroads  in  India  ? 

Mr.  Kennedy.  They  are  owned  by  corporations  and  they  are 
worked  in  connection  with  the  Government  also.  The  Government, 
perhaps,  owns  half  of  them. 
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Mr.  Danforth.  The  Government  dictates  the  prices  which  they 
may  charge,  I  presume. 

Mr.  Kennedy.  The  Government  watches  it  pretty  carefully.  They 
do  not  allow  any  private  roads  prorating  with  works  roads  or  any- 
thing of  that  kind. 

Mr.  Danfokth.  In  other  words,  if  they  are  worked  in  cooperation 
with  the  Government,  the  Government  is  in  position  to  dictate  what 
prices  may  be  charged,  I  presume. 

Mr.  Kennedy.  No ;  I  do  not  think  so.  I  do  not  think  the  Govern- 
ment dictates.  The  Government  acts — well,  just  about  as  our  Inter- 
state Commerce  Commission  watches  matters  here. 

Mr.  Danforth.  Does  not  the  Government  own  roads  in  India  ? 

Mr.  Kennedy.  I  think  not,  altogether.  They  advance  money  to 
aid  in  developing  the  country,  and  they  take  a  certain  amount  of 
bonds;  then,  if  the  road  is  profitable,  the  other  people  get  a  little 
higher  rate.  They  expect  to  get  about  6  per  cent  and,  I  think,  the 
Government  about  4^  or  something  of  that  kind.  But  they  pay  very 
close  attention  to  it.  They  have  a  railroad  commission  and  all  that 
sort  of  thing. 

Mr.  Bartlett.  What  I  wanted  to  get  at  was  this :  Whether  from 
your  investigation  at  Superior  and  in  examining  this  kind  of  busi- 
ness, these  manufactories,  and  providing  for  this  installation  and 
the  carrying  on  of  the  business  you  were  in  a  position  to  state  what 
would  be  a  reasonable  rate  on  ore? 

Mr.  Kennedy.  Well,  I  don't  know  that  my  opinion  would  carry 
much  weight. 

Mr.  Bartlett.  Not  as  to  the  effect  of  your  opinion.  I  want  to 
know  whether  you  have  had  enough  experience,  have  investigated 
enough,  to  be  able  to  say  what  in  your  opinion  would  be  a  reason- 
able rate  for  doing  this  kind  of  business  ? 

Mr.  Young.  That  is  not  quite  it. 

Mr.  Eeed.  May  I  suggest  that  I  know  Mr.  Kennedy  as  one  of  the 
fairest  of  men.  Won't  you  ask  him  directly  whether  he  himself 
feels  he  is  competent  with  his  present  knowledge  to  pass  upon  the 
reasonableness  of  these  rates  ? 

Mr.  Bartlett.  That  is  what  I  was  trying  to  do.  He  knows  what 
his  experience  has  been.  He  says  he  has  already  investigated  the 
making  of  rates  on  this  particular  kind  of  business,  and  one  way  of 
determining  it  is  what  the  expenses  of  the  business  are. 

Mr.  Eeed.  Certainly. 

Mr.  Bartlett.  That  is  a  fair  way  of  doing  it — to  see  what  a  rail- 
road ought  to  charge  as  a  reasonable  charge  for  hauling  ore. 

Mr.  Eeed.  I  think  Mr.  Kennedy  is  more  than  anxious  to  oblige 
the  committee,  but  perhaps  he  is  giving  you  guesses  where  he  does 
not  feel  the  guesses  are  worth  very  much.  I  am  willing  to  leave  it 
to  him. 

Mr.  Bartlett.  Mr.  Kennedy,  do  you  or  do  you  not  think 

Mr.  Kennedy  (interposing).  I  hardly  know  about  that.  I  have 
been  vice  president  of  a  road  for  six  or  eight  years  that  carries  con- 
siderable freight,  and  I  have  studied  it  there. 

Mr.  Bartlett.  You  have  the  data,  the  details,  that  make  up  the 
basis  from  which  you  conclude  what  is  a  reasonable  rate?  You  are 
familiar  with  those  things? 
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Mr.  Kennedy.  I  know  about  what  percentage  of  the  gross  it  ought 
to  earn  not  to  be  greedy. 

The  Chairman.  This  road  managed  to  jog  along  with  about  250 
per  cent  upon  its  capital  stock. 

Mr.  Eeed.  Its  capital  stock  being  half  a  million  dollars  for  140 
miles  of  main  line. 

The  Chairman.  I  am  figuring  on  the  capitalization  of  the  Pitts- 
burgh, Bessemer  &  Lake  Erie. 

Mr.  Kennedy.  I  understand  the  Pittsburgh,  Bessemer  &  Lake 
Erie  is  leased  largely,  and  the  Carnegie  Steel  Co.  guarantees  4  per 
cent,  or  something  of  that  kind,  on  the  original  stock,  so  that  they 
have  not  much  money  in  it. 

The  Chairman.  On  their  $500,000  capitalization  they  are  earning 
three  or  four  millions. 

Mr.  Keed.  That  varies  from  a  deficit  in  1908  to  a  couple  of  million 
in  1910. 

Mr.  Bartujtt.  You  know  whether  or  not  your  experience  and  in- 
formation is  enough  to  give  you  the  right  to  say  what  you  deem  to 
be  a  reasonable  rate  on  ore? 

Mr.  Kennedy.  I  should  think  I  would  be  competent  to  give  fairly 
an  estimate — not  as  good  as  a  man  on  the  Pennsylvania  Railroad,  or 
anything'of  that  kind,  who  studied  it  all  the  time. 

Mr.  Bartlett.  You  have  devoted  a  good  deal  of  your  time  and 
labor  to  this  sort  of  thing? 

Mr.  Kennedy.  I  have  had  occasion  to  study  it  some.  I  am  un- 
fortunately president  of  a  coke  company  which  ships  a  good  deal  of 
ore. 

Mr.  Eeed.  I  think  Mr.  Bartlett  and  J\lr.  Kennedy  both  misunder- 
stood my  suggestion.  I  did  not  suggest  that  Mr.  Kennedy  is  not 
competent  to  express  an  opinion,  if  he  knows  the  facts.  But  I  do 
not  believe  the  committee  has  given  him  sufficient  facts  with  relation 
to  the  Bessemer  Road  to  warrant  asking  his  opinion. 

Mr.  Bartlett.  Ha'^e  you  read  the  evidence  about  the  rates  on  this 
road,  about  which  you  are  asked,  the  Bessemer  &  Lake  Erie,  as  to 
what  it  costs  to  operate  it,  and  so  on? 

Mr.  Kennedy.  Not  very  fully;  no. 

Mr.  Bartlett.  You  are  familiar  enough  with  the  operations  of 
railroads  in  hauling  freight  to  state  what  would  be  a  reasonable  rate 
for  that  particular  service  generally,  are  you,  Mr.  Kennedy  ? 

The  rates  on  railroads  are  not  fixed  altogether  upon  the  amount 
invested  in  stock  or  bonds,  but  what  the  railroad  costs;  and  they 
ought  to  be  permitted  to  earn  a  reasonable  return.  But  at  the  same 
time  the  public  is  interested  enough  and  has  a  right,  no  matter  what 
the  road  costs,  to  have  a  reasonable  rate  for  the  particular  service 
done.  That  is  the  rule  as  I  believe  it  has  been  laid  down  by  the 
Supreme  Court,  not  whether  it  is  a  return  for  dividends  to  stock- 
holders or  whether  it  is  making  enough  to  pay  the  full  interest  on 
the  bonds  and  interest,  but  what  is  the  service  worth.  That  is  the 
rule,  as  I  understand  it. 

Now,  are  you  able  to  say  what  the  service  of  hauling  ore  on  this 
road  is  worth,  from  what  information  you  have  about  it  ? 

Mr.  EJiNNEDY.  I  can  give  my  opinion. 

Mr.  Bartlett.  That  is  all  you  are  asked  to  give.  . 

Mr.  Kennedy.  I  think  it  is  worth  about  40  cents. 
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Mr.  Keed.  From  Conneaut  to  Pittsburgh? 

Mr.  Kennedy.  Yes. 

Mr.  Danfoeth.  Let  us  find  out  a  little  more  about  that,  while  we 
are  on  it.  _  Mr.  Kennedy  is  a  competent  witness.  Let  us  see  what 
he  bases  his  opinion  on. 

On  what  do  you  base  that  estimate  of  40  cents  as  the  proper  rate  ? 

Mr.  Kennedy.  I  base  my  estimate  partly  on  a  lot  of  investigations 
in  connection  with  some  coal  rates  from  Pittsburgh  to  the  Lakes, 
and  some  matters  that  have  been  up  lately. 

Mr.  Reed.  That  is,  the  Boileau  case? 

Mr.  Kennedy.  Yes. 

Mr.  Eeed.  Where  the  Interstate  Commerce  Commission  fixed  the 
rate  of  78  cents? 

Mr.  Kennedy.  Yes;  but  the  Interstate  Commerce  Commission 
intimated  very  strongly  in  their  opinion  that  it  probably  should  be 
lower,  but  they  did  not  want  to  go  too  far  the  first  time. 

Mr.  Young.  You  have  no  such  scruples  ? 

Mr.  Kennedy.  Oh,  I  don't  know  about  that.  I  do  not  know  if  I 
were  on  the  Interstate  Commerce  Commission  I  would  put  a  rate 
down  at  once,  where  it  really  ought  to  go,  if  it  had  been  high. 

Mr.  Young.  Well,  why  would  you  not?  If  you  felt  it  ought  to 
go  there  and  had  confidence  in  yoiir  own  judgment,  why  would  not 
you  put  it  down? 

Mr.  Kennedy.  I  do  not  know  any  reason  why  it  should  not, 
although  a  person  might  feel  they  ought  to  give  them  a  little  time 
to  readjust  themselves. 

Mr.  Young.  Is  not  the  real  fact  you  do  not  feel  absolutely  sure  it 
ought  to  be  40  cents,  and  that  you  would  rather  try  a  higher  rate 
first  and  see  how  it  resulted  ? 

Mr.  Kennedy.  Well,  I  would  not  say  I  was  absolutely  sure  of 
anything  but  death  and  taxes,  but  still  I  would  have  a  good  deal  of 
confidence  that  40  cents  would  be  a  pretty  fair  rate. 

Mr.  Young.  But  still,  if  the  responsibility  rested  on  you,  you 
would  not  put  it  at  40  cents? 

Mr.  Kennedy.  I  might  not  have  quite  the  courage  of  my  convic- 
tions; I  don't  know  how  that  would  be. 

Mr.  Young.  You  think  it  would  be  a  case  of  cowardice  if  you  did 
not? 

Mr.  Kennedy.  Possibly  it  would;  yes. 

Mr.  Young.  And  it  is  not  a  lack  of  confidence  in  your  own  judg- 
ment that  would  cause  you  to  fix  a  higher  rate? 

Mr.  Kennedy.  I  don't  know.  If  I  were  fixing  the  rate  I  would, 
of  course,  have  more  data  than  I  have  now,  and  would  have  more 
confidence  in  my  own  judgment. 

Mr.  Young.  Then,  if  you  did  have  more  data,  perhaps  you  would 
not  arrive  at  the  same  conclusion ;  is  not  that  true  ? 

Mr.  Kennedy.  Possibly  not  quite,  yes ;  that  is  true. 

Mr.  Young.  Do  you  think  your  judgment  on  this  matter  would  be 
better  than  that  of  the  Interstate  Commerce  Commission  on  this  rate 
from  the  Lakes  to  Pittsburgh  or  Pittsburgh  to  the  Lakes  ? 

The  Chairman.  The  Interstate  Commerce  Commission  has  not 
passed  on  that,  has  it? 

Mr.  Young.  It  fixed  a  rate  of  78  cents. 

Mr.  Eeed.  That  is  on  coal. 
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Mr.  Young.  That  is  what  I  am  talking  about,  Pittsburgh  to  the 
Lakes. 

Mr.  KJENNEDT.  I  would  not  like  to  express  any  opinion  on  the 
value  of  my  own  judgment.  I  will  have  to  go  by  the  general  impres- 
sion of  the  committee  on  that.  If  I  did  not  have  confidence  in  my 
own  judgment,  I  would  not  be  good  for  much. 

Mr.  Young.  Well,  you  might  have  all  the  confidence  in  the  world, 
Mr.  Kennedy,  and  rightly  so,  in  your  judgment,  on  matters  in  which 
you  have  been  principally  engaged.  Your  judgment  might  not  be  as 
good  on  matters  which  you  have  only  touched  incidentally. 

Mr.  Kennedy.  That  is  correct. 

The  Chairman.  Now,  Mr.  Kennedy,  assuming  we  have  the  state- 
ments of  experts  based  on  the  most  elaborate  deductions,  the  most 
elaborate  data,  and  carefully  prepared  opinions  as  to  the  cost  of 
operating  this  railroad,  and  that  we  also  have  statements  as  to  the 
cost,  the  actual  cost,  of  transporting  this  ore — which  I  think,  if  I  re- 
member correctly,  from  the  reports  of  the  Bessemer  &  Lake  Erie 
Road,  shows  the  cost  of  transporting  this  ore  is  less  than  30  cents  a 
ton. 

But,  be  that  as  it  may,  assuming  that  a  fair  price  is  40  cents,  as 
you  have  said,  although  Senator  Oliver  testified  20  cents,  and  I  think, 
so  far  as  I  am  concerned,  that  40  cents  would  be  an  excessive 
rate 

Mr.  Reed.  Excessively  high? 

The  Chairman.  Excessively  high  for  ore  over  that  road,  with  the 
density  of  traffic  and  the  facilities  for  transporting  it. 

But  assuming  that  40  cents  is  a  fair  and  remunerative  rate,  and 
they  charge  96  cents;  that  the  Steel  Corporation  hauls  its  ore  over 
that  road,  and  other  roads  charge  the  same  rate;  what  would  be  the 
difference  to  the  manufacturers  of  pig  iron,  the  competitors  of  the 
Steel  Corporation,  on  the  total  cost  of  producing  a  ton  of  pig  iron, 
say  to  Pittsburgh  or  the  valleys? 

Mr.  Kennedy.  With  50  per  cent  ore  it  would  be  $1.12  per  ton 
of  pig  iron. 

The  Chairman.  What  would  be  your  total  difference,  leaving  out 
the  Lake  haul  and  dock  charge? 

Mr.  Reed.  Why  do  you  double  the  56  cents,  if  I  may  ask? 

Mr.  Kennedy.  Two  tons  of  ore  to  a  ton  of  pig. 

The  Chairman.  Which  is  $1.60— the  first  was  $1.60. 

Mr.  Kennedy.  $1.60. 

The  Chairman.  $1.60  and  $1.12? 

Mr.  Kennedy.  That  was  under  the  assumption  the  rate  was  40 
cents;  that  rate,  however,  has  been  reduced. 

The  Chairman.  Yes;  I  know.  Now,  taking  a  rate  of  40  cents — 
the  rate  is  96  cents — say  $1.12,  and  the  other  was  what,  $1.60? 

Mr.  Kennedy.  $1.60  under  the  assumption  I  took. 

The  Chairman.  What  would  be  the  total  difference  for  a  ton 
of  pig  iron? 

Mr.  Kennedy.  $2.72. 

The  Chairman.  What  is  a  fair  profit  upon  pig  iron?  At  what 
profit  per  ton  can  you  manufacture  pig  iron  and  sell  it  ? 

Mr.  Kennedy.  $2  would  be  considered  a  handsome  profit. 

The  Chairman.  Do  you  know  anything  about  the  prices  charged? 
You  say  you  have  been  vice  president  of  a  road  and  have  had 
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experience  in  shipping;  do  you  know  anything  about  the  prices 
charged  for  shipping  wheat  and  commodities  like  that  generally  ? 

Mr.  Kennedy.  Oh,  I  have  known  about  that,  but  I  have  not  the 
figures  by  me  now. 

The  Chairman.  Do  you  know  what  it  is  approximately? 

Mr.  Kennedy.  I  think  it  is  about  3  mills  per  ton  per  mile  from 
Chicago  to  New  York.    That  is  my  recollection. 

Mr.  Baetlett.  Is  that  when  it  was  hauled  in  bulk? 

Mr.  Kennedy.  Hauled  in  box  cars. 

Mr.  Baetlett.  I  mean  in  bulk  or  sack? 

Mr.  Kennedy.  No  ;  I  think  loose  in  cars. 

The  Chaieman.  Which  is  the  higher  class  freight,  and  which 
could  be  transported  most  cheaply — billets,  pig  iron,  ore,  or  wheat  ? 

Mr.  Kennedy.  Wheat  of  course;  there  would  be  more  risk  of 
damage. 

Mr.  Baetlett.  Wheat  would  be  the  higher  class  of  freight  ? 

Mr.  Kennedy.  Wheat  would  be  the  higher  class ;  yes. 

The  Chaieman.  Explain  that  fully  to  the  committee. 

Mr.  Kennedy.  It  has  to  be  protected  from  the  weather,  and  is 
shipped  in  tight  cars  so  that  it  does  not  leak  out ;  it  has  to  be  handled 
more  carefully  than  ore  or  coke,  or  substances  of  that  kind. 

Mr.  Baetlett.  It  would  have  to  be  unloaded  more  carefully? 

Mr.  ICennedy.  There  would  not  be  much  choice  there.  They 
run  it  into  an  elevator  and  spout  it  out.  But  in  case  of  wreck,  if 
you  spill  all  your  wheat  it  is  gone,  but  if  you  spill  your  pig  iron 
or  billets  you  can  pick  them  up  again,  and  unless  they  go  in  the 
river  you  do  not  lose  them. 

Mr.  Baetlett.  What  is  the  rate  per  ton  on  pig  iron  or  billets  ? 

Mr.  Kennedy.  It  varies  enormously. 

Mr.  Baetlett.  Is  it  greater  or  less  than  wheat? 

Mr.  Kennedy.  That  depends.  I  understand — this  is  hearsay;  I 
suppose  hearsay  goes  here  to  a  certain  extent. 

Mr.  Eeed.  Everything  goes. 

Mr.  Kennedy.  I  understand  a  shipper  of  steel  from  Pittsburgh 
can  go  to  Jersey  City  by  going  via  the  Steel  Corporation  road  and 
then  intersecting  the  east  and  west  road  before  it  gets  to  Conneaut, 
and  get  to  Jersey  City  for  70  cents  a  ton.  Mr.  Eeed  would  know 
more  about  that  than  I  would. 

Mr.  Baeti.ett.  How  would  that  compare  with  3  mills  per  ton  per 
mile  for  carrying  wheat? 

Mr.  Kennedy.  That  would  compare  very  favorably. 

Mr.  Bjujtlett.  You  mean  it  would  be  more  or  less? 

Mr.  Kennedy.  It  would  be  less,  I  should  say. 

Mr.  Baetlett.  How  much? 

Mr.  Ivennedy.  I  should  suppose  it  would  be  imder  2  mills  per  ton 
per  mile.  On  the  other  hand,  coke  from  Connellsville  and  Youngs- 
town  goes  134  miles  for  136  cents.     It  is  1  cent  a  ton-mile  plus  a  cent. 

The  Chaieman.  How  do  you  account  for  that  difference,  over  the 
same  road  ? 

Mr.  Kennedy.  This  other  is  export  business,  and  there  are  a  great 
many  vices  in  connection  with  it ;  a  great  many  vicious  things  in  con- 
nection with  it.  It  is  like  the  water  haul  at  San  Francisco  that  I 
mentioned  this  morning.  You  pay  less  freight  to  San  Francisco 
than  you  do  to  Salt  Lake  City,  although  the  stuff  might  go  right 
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through  Salt  Lake  City.  That  is  inequitable  and  vicious,  of  course, 
no  matter  if  the  Interstate  Commerce  Commission  or  anyone  else 
says  it  is  not. 

Mr.  Baetlett.  You  said  there  were  a  great  many  vices  in  the  rates, 
in  shipping  export  business ;  give  us  some  of  them. 

Mr.  Kennedy.  I  just  got  through  giving  one. 

Mr.  Baetlett.  That  is  where  they  charge  less  for  the  long  than  for 
the  short  haul. 

Mr.  Kennedy.  No ;  less  for  export  business  than  for  other  business. 

The  CnAtRMAN.  Do  you  know  anything  about  the  difference  be- 
tween the  Bessemer  &  Lake  Erie  and  other  railroads  on  export  busi- 
ness? 

Mr.  Eeeves.  Now,  is  that  fair?  You  have  had  the  tariffs  of  the 
Bessemer  Railroad  here.     You  can  get  exact  information  on  that. 

The  Chairman.  Yes. 

Mr.  Reed.  And  it  is  not  fair  to  ask  Mr.  Kennedy  to  give  these 
things  by  hearsay  and  recollection  when  it  is  possible  to  get  specific 
information  from  these  sheets.  No  man  can  tell  by  looking  at  the 
rates  whether  they  are  fair  or  not. 

The  Chairman.  I  want  to  ask  him  about  the  rates,  without  naming 
any  one  rate.    Do  you  know  about  the  rates  for  export  ? 

Mr.  Kennedy.  I  have  been  told  by  parties  who  are  expert  on  rates 
that  the  export  rates  on  the  Pittsburgh  district  to  Jersey  City  are 
$1.50,  of  which  80  cents  goes  to  the  Pittsburgh  &  Lake  Erie,  and  70 
cents  to  the  Trunk  Line  which  intersects  it. 

The  Chairman.  Do  you  know  how  that  compares  with  the  domes- 
tic rate? 

Mr.  Kennedy.  It  would  be  very  much  lower  than  the  rate  from 
Buffalo  to  Jersey  City,  domestic  pig  iron  or  steel  to  be  used  in  New 
York.    It  would  certainly  cost  more  than  that. 

Mr.  Bartlett.  Is  it  done  for  the  purpose  of  competing  with  manu- 
facturers in  foreign  countries,  or  to  get  the  export  business?  What 
is  the  reason  for  it,  that  the  railroads  give  that  sort  of  rate  ?  Is  it  to 
aid  the  business  of  exporting? 

Mr.  Kennedy.  It  is  pretty  hard  to  state  reasons  for  these  things. 

Mr.  Bartlett.  What  would  be  the  business  reason  ? 

Mr.  Kennedy.  The  business  reason  for  the  rate  of  70  cents  for  40 
miles  and  80  cents  for  100  miles  ? 

Mr.  Bartlett.  Yes.  What  would  be  the  reason  for  givingthe 
advantage  to  the  exporter  over  the  man  who  did  not  export  ?  What 
would  be  the  reason  for  charging  a  less  rate  per  ton  for  a  shipment 
destined  abroad  than  to  charge  what  they  do  charge  from  Pittsburgh 
to  Jersey  City? 

Mr.  Kennedy.  The  reason  is  to  aid  the  people  in  exporting  ma^ 
terial ;  to  build  up  the  foreign  trade. 

Mr.  Bartleit.  Take  the  converse  of  that.  Is  that  also  true  as  to 
the  manner  of  importing  materials,  hauling  to  the  interior  ? 

Mr.  Kennedy.  Oh,  yes ;  it  is  undoubtedly  true. 

Mr.  Bartlett.  That  same  reason  would  not  apply — that  is,  giving 
the  foreigner  the  advantage — to  compete  with  our  own  people  the 
other  way,  would  it  ? 

Mr.  Kennedy.  Yes.  The  foreigner  can,  I  am  told  and  I  think  cor- 
rectly, ship,  for  instance,  plate  glass  from  Belgium  to  Chicago  for 
less  than  the  Pittsburgh  plate-glass  factory  can  ship  to  Chicago. 
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_Mr.  Bartlett.  But  they  ship  crockery  ware  and  porcelain  ware 
right  through  into  Ohio  and  other  places,  by  East  Liverpool,  which 
manufactures  it  on  these  very  roads  themselves,  and  the  foreigner 
gets  a  cheaper  rate  from  the  seacoast  into  the  interior  than  the  manu- 
facturer does  to  the  coast. 

Mr.  Kennedy.  Yes;  I  have  no  doubt  the  foreigner  even  g-ets  a 
cheaper  rate  from  Europe  to  Chicago  than  the  rate  from  East  Liver- 
pool to  Chicago  on  pottery.  I  have  been  told  so,  and  I  think  it  is 
correct. 

Mr.  Baktlett.  That  was  true  in  a  case  that  went  to  the  Supreme 
Court  of  the  United  States  from  New  Orleans. 

Now,  the  reason  that  it  is  given  for  the  purpose  of  building  up  a 
foreign  trade  would  not  apply  in  this  case,  but  that  it  was  put  in  for 
the  purpose  of  enabling  the  foregner  to  build  up  his  trade  in  this 
country?  So  that  the  reason  given  for  the  one  would  not  apply  in 
the  other. 

Mr.  Kennedy.  Oh,  reasons  are  thick  as  blackberries,  but  all  of 
them  bad. 

Mr.  Danfoeth.  One  reason  is  to  get  the  tonnage,  is  it  not  ? 

Mr.  Kennedy.  I  don't  Imow.  I  don't  know  whether  tonnage  is 
any  advantage  to  the  road  with  such  rates. 

Mr.  Danfokth.  They  would  not  do  it  if  it  was  a  disadvantage  to 
them  to  take  it,  I  should  think. 

Mr.  Bartlett.  Is  not  another  reason  for  allowing  them  to  come 
in 

Mr.  Danforth  (interposing).  Suppose  you  let  the  witness  an- 
swer. My  statement  was  rather  a  query.  I  would  like  to  know  what 
his  views  are. 

They  would  not  take  the  tonnage  on  those  roads  for  the  long  hauls 
unless  they  saw  some  advantage  in  it,  would  they,  at  those  reduced 
rates  ? 

Mr.  Kennedy.  They  might. 

Mr.  Danforth.  What  circumstances  could  induce  them  to  take  it 
if  they  did  not  see  any  advantage  in  it?  What  can  you  suggest  as 
a  reason,  except  that  they  saw  an  advantage  in  the  rate  ? 

Mr.  Kennedy.  Well,  I  think  if  you  would  put  up  those  rates  to 
them  and  ask  them  to  use  them  as  a  guide  to  make  domestic  rates 
they  would  tell  you  they  would  not  be  remunerative;  that  they 
would  lose  money  on  every  ton  they  shipped  on  it. 

Mr.  Danforth.  That  does  not  answer  my  question.  That  is  sim- 
ply giving  me  what  has  been,  perhaps,  the  result  of  your  personal 
observation. 

Mr.  Bartlett.  Well,  the  Interstate  Commerce  Commission  de- 
cided the  other  day,  or  a  few  days  ago,  that  a  railroad  would  have  to 
give  to  the  interstate  shipper  the  same  proportional  rate  that  it  gave 
to  the  intrastate  shipper — required  to  do  so  by  the  State  commission. 
Now,  would  not  that  same  rule  seem  to  apply  to  the  railroads  in  the 
country  as  to  foreign  freight,  freight  coming  from  foreign  countries 
or  going  to  foreign  countries  ? 

In  other  words,  the  State  of  Georgia  requires  the  railroad  from 
Atlanta  to  Savannah  to  charge  no  more  than  a  certain  amount  upon 
certain  kinds  of  freight.  The  Interstate  Commerce  Commission 
say  that  that  road  when  it  comes  to  fix  interstate  rates,  if  the  freight 
goes  over  the  same  line,  must  not  charge  any  more  than  is  allowed 
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by  the  State  railroad  commission  to  be  charged  for  like  service  when 
it  gets  into   the  State. 

If  that  is  a  correct  rule,  then  a  road  ought  not  to  be  permitted  to 
charge  more  for  domestic  freight,  I  will  call  it,  than  it  does  for 
freight  coming  from  a  foreign  country,  ought  it  ? 

Mr.  Keknedt.  I  should  say  not.  I  should  say,  in  my  opinion,  a 
road  should  not  be  allowed  to  haul  freight  either  for  import  or  ex- 
port for  less  than  they  haul  domestic  freight. 

Mr.  Baetlett.  Does  not  the  effect  of  this  permitting  importers, 
or  freight  coming  from  a  foreign  country,  and  hauling  it  into  the  in- 
terior from  the  port,  to  pay  less  rates  from  the  port  to  the  interior 
than  are  allowed  the  domestic  shipper  from  the  port  to  the  interior, 
does  not  that  virtually  interfere  with  the  protection  that  the  domestic 
manufacturer  has  by  reason  of  the  tariff  ? 

Mr.  KJENNEDY.  Undoubtedly. 

Mr.  Baetlett.  And  is  it  not  really  a  way  of  getting  around  the 
added  cost  of  the  article  which  the  tariff  puts  on  it  when  it  gets  to 
the  port? 

Mr.  Kennedy.  It  is. 

Mr.  Baetlett.  In  other  words,  if  East  Liverpool,  on  its  crockery 
or  porcelain,  whatever  it  manufactures  there,  stuff  of  that  character, 
sells  it  to  the  domestic  consumer  at  a  price  plus  the  tariff — that  is 
the  admitted  thing  now.  Even  the  President  of  the  United  States 
in  his  message  yesterday  admitted  that. 

Mr.  Young.  Admitted  by  some  people. 

Mr.  Baetlett.  I  said  admitted  even  by  the  President  of  the 
United  States. 

Mr.  Young.  You  said  admitted.    I  said  admitted  by  some  people. 

Mr.  Baetlett.  I  said  admitted  even  by  the  President  of  the  United 
States  yesterday  in  his  message. 

Mr.  Kennedy.  He  did  not  admit  it.    He  stated  it  as  a  fact. 

Mr.  Baetlett.  Well,  he  did  not  deny  it ;  that  is  true.    It  is  a  fact. 

Now,  if  that  be  true,  whether  admitted  or  disputed,  that  the  tariff 
is  added  to  the  price  which  the  domestic  consumer  pays  to  the  manu- 
facturer of  the  article  upon  which  the  tariff  is  imposed,  and  tho 
freight  rates  from  the  ports  to  the  foreign  country  are  lower  than 
they  are  to  the  domestic  manufacturer,  does  not  that  in  a  great  meas- 
ure interfere  with  and  get  rid  of  the  protection  the  manufacturer  has 
by  reason  of  the  tariff  ? 

Mr.  Kennedy.  Undoubtedly. 

Mr.  Baetlett.  The  freight  is  always  added  as  a  part  of  the  cost 
when  you  go  to  sell  an  article  ? 

Mr.  Kennedy.  Yes. 

Mr.  Baetlett.  And  the  less  the  freight  the  less  you  can  sell  the 
article  for? 

Mr.  Kennedy.  Yes. 

The  Chaieman.  As  I  understand  you,  then,  or  rather  as  I  under- 
stand Judge  Bartlett,  these  discriminations  in  freight  rates  on  im- 
ports are  made  in  order  to  secure  the  freight.  If  the  same  rates 
svere  charged  to  the  importer  that  are  charged  on  the  domsetic  arti- 
cles, the  tariff  duty  would  act  as  an  absolute  prohibition.  In  order 
to  get  its  freight  at  all  the  railroad  must  haul  it  at  these  very  low 
rates  in  order  to  import  it  at  all.    Is  that  your  idea  ? 

Mr.  Kennedy.  That  may  be  the  case. 
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The  Chairman.  What  is  the  cost  of  producing  a  ton  of  standard 
steel  rails,  say,  in  Pittsburgh — Bessemer  rails,  open  hearth,  or  both? 

Mr.  Kennedy.  It  will  only  be  a  guess  on  my  part.  I  have  not  the 
exact  data  for  it. 

Mr.  Young.  I  think  we  ought  not  to  have  guesses. 

The  Chairman.  Have  you  made  steel  rails? 

Mr.  Kennedy.  Yes ;  I  have  made  steel  rails,  but  it  was  some  years 
ago.  I  have  not  been  in  the  manufacture  recently.  I  have  been  en- 
gaged more  in  the  construction  of  plants. 

The  Chairman.  What,  in  your  opinion 

Mr.  Young  (interposing).  It  seems  to  me  when  the  witness  says  it 
would  be  only  a  guess,  we  ought  not  to  take  it.  We  have  a  lot  of 
information  from  men  who  claim  to  know,  though  they  do  not  all 
agree. 

Mr.  Baetlett.  I  will  ask  you  this :  Have  you  built  plants  for  the 
manufacture  of  steel  rails? 

Mr.  Kennedy.  Yes. 

Mr.  Bartlett.  Have  you  done  any  estimating  as  to  the  cost  of  mak- 
ing steel  rails  ? 

Mr.  Kennedy.  Not  recently. 

Mr.  Bartlett.  How  long  ago? 

Mr.  Kennedy.  In  a  very  general  way,  I  know  if  you  put  $7.50  on 
pig  iron  and  add  $12  you  will  get  about  $19.06,  which  would  be  a 
safe  price  for  which  you  could  make  them. 

Mr.  Baetlett.  You  do  not  mean  to  say  you  are  not  somewhat  fa- 
miliar  

Mr.  Kennedy.  I  am  somewhat  familiar,  but  not  down  to  the  last 
cent,  like  a  man  actively  in  the  mills. 

Mr.  Baetlett.  You  do  not  mean  to  say  you  are  not  familiar  at  all 
with  the  cost? 

Mr.  Kennedy.  No.  In  a  general  way  I  am  familiar,  but  I  have 
not  been  in  the  manufacturing  business  to  the  extent  of  keeping 
track  of  costs  down  to  exactness — to  the  fine  point,  as  you  might 
call  it. 

The  Chairman.  You  have  operated  rail  mills  as  well  as  con- 
structed them,  have  you  not? 

Mr.  Kennedy.  Yes. 

The  Chairman.  And  in  operating  you  then  had  to  make  very 
careful  calculation  as  to  the  cost  when  you  were  operating  ? 

Mr.  Kennedy.  When  operating  them  a  careful  record  was  kept 
of  the  costs.  You  are  expected  always  to  get  it  10  cents  cheaper  the 
next  year  or  the  next  month.  The  pressure  is  always  on  to  make  all 
the  economies  you  can. 

Mr.  Bartlett.  You  then  had  to  calculate  as  to  every  item  of  cost? 

Mr.  Kennedy.  Yes.  The  manufacturers  keep  a  very  accurate 
record  of  cost,  but  I  have  not  been  in  touch  with  that  end  of  it  for 
some  years. 

Mr.  Bartlett.  How  many  years  ago? 

Mr.  Kennedy.  Oh,  it  has  been  20  years  since  I  made  any  rails. 

Mr.  Baetlett.  Has  not  the  process  of  manufacturing  rails  cheap- 
ened? Can  you  not  manufacture  them  cheaper  now  than  you  could 
20  years  ago  ? 

Mr.  Kennedy.  No. 

Mr.  Baetlett.  The  price  has  kept  up  about  the  same  for  20  years  ? 
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Mr.  Kennedy.  You  will  notice  in  your  own  records  here  the 
testimony  of  witnesses  that  they  made  good  money  on  selling  rails 
at  about  $17. 

Mr.  Baetlett.  Yes;  I  know;  that  was  in  1899. 

Mr.  Kennedy.  And  they  have  made  them  at  the  cheap  cost  of 
$12.  I  think  possibly  that  was  rather  exceptional ;  it  must  have  been 
for  one  month  alone. 

Mr.  Baetlett.  That  was  Mr.  Schwab. 

Mr.  Kennedy.  But  prices  would  be  higher  now. 

Mr.  Eeed.  I  should  think  they  would. 

Mr.  KJENNEDY.  Because  costs  in  all  lines  have  gone  up. 

Mr.  Reed.  The  cost  of  pig  iron  alone  would  make  considerable 
difference. 

The  Chaiejian.  Take  the  cost  of  mining  ore,  transporting  it, 
erecting  mills,  securing  labor,  what  would  you  say  was  the  difference 
in  cost  of  manufacturing  a  ton  of  steel  rails  now  and  the  cost  in 
1900? 

Mr.  Kennedy.  Oh,  I  should  suppose  $3. 

Mr.  Baetlett.  Is  $19.50  your  opinion  of  the  cost  of  the  produc- 
tion of  steel  rails;  does  it  mean  the  standard  steel  Bessemer  rail? 

Mr.  Kennedy.  The  standard  steel  Bessemer  rail  I  should  guess 
at  about  $18  for  a  company  like  the  corporation,  and  open-hearth 
rails  a  dollar  or  a  dollar  and  a  half  more. 

The  Chaieman.  How  does  the  cost  of  producing  rails  in  this 
country  compare  with  the  cost  of  producing  rails  in  Great  Britain— 
the  standard  rail? 

Mr.  Young.  Does  the  witness  know? 

The  Chaiejian.  I  did  not  think  it  was  necessary,  Mr.  Kennedy, 
to  be  continually  repeating  these  qualifying  questions. 

Mr.  Young.  Here  is  a  man  who  has  not  made  steel  rails  for  20 
years,  and  because  he  is  an  able  man — an  able  engineer — it  does  not ' 
follow  he  Iniows  about  that. 

The  Chaieman.  In  this  mill  you  lately  constructed,  was  there  a 
rail  mill  connected  with  it? 

Mr.  Kennedy.  Yes. 

The  Chaieman.  Have  you  ever  studied  the  rail  mills  and  the 
conditions  of  manufacture  in  Great  Britain? 

Mr.  Kennedy.  Not  closely  with  reference  to  cost  of  late. 

The  Chaiejian.  Well,  are  you  generally  acquainted  with  the  con- 
ditions under  which  steel  is  manufactured  there? 

Mr.  Kennedy.  I  know  in  a  general  way  there  is  not  much  differ- 
ence in  cost  between  this  country  and  Great  Britain  at  the  present 
time,  because  I  can  judge  of  it  by  figures  that  are  tendered  for  rails 
for  export  now,  which  are  pretty  close  figures  generally.  I  know  that 
they  run  very  close  between  this  country  and  Great  Britain,  and  I 
can  reason  from  that. 

The  Chaie:man.  Do  you  Imow  about  general  conditions  in  Ger- 
many, as  to  the  cost  of  producing  rails,  say,  at  the  steel  works  at 
Essen? 

Mr.  Kennedy.  Kot  exactly;  no. 

The  Chaieman.  How  do  the  labor  costs  here  compare  with  labor 
costs  in  the  Old  "World  in  producing  rails?  Is  there  any  material 
difference  ? 
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Mr.  Kennedy.  I  should  say  the  labor  cost  was  somewhat  less  here 
per  ton  than  there.  The  mills  are  larger  and  there  are  fewer  men 
around  them — less  hand  work  done. 

Mr.  Babtlett.  You  mean  by  that'  that  while  the  furnace  may  pay 
less  per  diem  wages,  that  in  the  long  run,  in  the  end,  the  result  is 
that  the  labor  cost  of  producing  a  ton  of  rails  is  as  great  abroad  as 
it  is  here  ? 

Mr.  KJENNEDY.  I  think  you  will  find  the  labor  cost  in  Germany 
will  be  as  great  per  ton  as  here.  The  wages  will  be  less,  but  I  think 
you  will  find  the  men  not  doing  as  much  in  the  steel  mills;  they  are 
not  geared  up  so  high. 

Mr.  Babtlett.  While  the  wages  may  be  less  than  ours  are  here 
the  product  of  the  labor  here  is  greater  per  man,  and  in  the  end  the 
result  is,  in  Germany  and  in  foreign  countries  that  manufacture 
these  steel  rails  and  other  steel  products,  they  pay  as  much  for  the 
production  of  a  ton  of  steel  rails  or  other  products  of  that  kind  as  do 
the  manufacturers  in  this  country.    Is  that  right  ? 

Mr.  Kennedy.  I  think  the  labor  in  the  mills  per  ton  will  be  as 
high  as  here. 

Mr.  Babtlett.  So  that  in  determining  the  cost  of  production 
abroad  per  ton  and  the  cost  of  production  here  per  ton  we  will  find 
that  the  foreigner  is  taxed  as  much  for  labor  in  the  production  of 
a  ton  as  we  are. 

Mr.  Kennedy.  I  think  so. 

Mr.  Babtlett.  And  even  more? 

Mr.  Kennedy.  In  the  steel  mills? 

Mr.  Babtlett.  Yes ;  I  mean  in  this  particular  business. 

Mr.  Danegeth.  How  much  more  efficient  is  our  machinery  in  cal- 
culating the  cost  of  a  ton  of  rails  ? 

Mr.  Kennedy.  Well,  part  of  what  I  have  spoken  of  is  due  to  the 
machinery.  We  do  more  by  machinery  and  do  not  do  as  much  hand 
work  in  our  mills  as  is  done  in  Germany. 

Mr.  Babtlett.  In  the  matter  of  the  sales  price,  do  you  know 
whether  or  not  our  manufacturers  of  rails  or  of  steel  products  can 
or  do  compete  in  foreign  markets  with  the  foreign  manufacturers 
of  like  products  ? 

Mr.  Kennedy.  I  know  that  they  sell  rails  abroad  to  a  considerable 
extent.  Whether  it  is  in  competition  or  not  I  would  not  like  to  ex- 
press an  opinion. 

Mr.  Babtlett.  Well,  they  sell  them. 

Mr.  Kennedy.  Yes. 

Mr.  Babtlett.  And  sell  them  at  the  same  price  the  foreigner  sells 
them  abroad? 

Mr.  Kennedy.  I  think  practically  the  same,  but  I  do  not  know  as 
to  the  exact  cent. 

Mr.  Babtlett.  I  do  not  ask  as  to  the  amount.  Do  you  know  how 
the  prices  abroad  for  American  manufactured  steel  products  com- 
pare with  the  prices  asked  here? 

Mr.  Kennedy.  I  know,  in  a  general  way,  they  are  somewhat  less,. 
although  not  always.  Sometimes  export  business  goes  as  high  in 
price  as  domestic,  possibly  sometimes  a  little  above. 

Mr.  Keed.  You  mean  the  laid-down  price  abroad  averages  less  than 

the  price  here?  . 

Mr.  Kennedy.  Yes — no ;  I  mean  the  price  here. 
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Mr.  Reed.  Received  at  the  mill. 

Mr.  Kbnkedt.  The  price  at  the  mill  averages,  as  a  general  rule, 
less  for  export  stuff  than  for  home  stuff,  although  not  always, 
Sometimes,  under  special  conditions,  it  may  run  even  higher. 

The  Chairman.  Now,  Mr.  Kennedy,  do  you  know  of  any  country 
making  rails  that  can  import  them  into  this  country,  even  if  we  had 
no  duty,  in  competition  with  rails  made  here  ? 

Mr.  Kennedy.  No  ;  except  on  the  Pacific  coast  it  might  be  possible 
to  put  them  in. 

The  Chairman.  Do  you  know,  generally  speaking,  the  metallic 
content  of  ores  that  are  used  in  Germany  and  Great  Britain,  and  how 
it  compares  with  Superior  ores  ? 

Mr.  Kennedy.  Not  exactly.  Great  Britain  and  also  Germany  are 
using  Swedish  ores,  which  are  high  in  metallic  content,  and  also 
Spanish  ores.  I  do  not  think  there  is  very  much  difference,  on  the 
whole. 

Mr.  Bartlett.  I  would  like  to  ask  this  question.  He  says  if  there 
was  no  tariff  on  steel  products — steel  rails,  we  will  put  it — that  the 
foreigner  could  not  compete  except  on  the  Pacific  coast? 

Mr.  Kennedy.  No;  you  misunderstood  me.  I  did  not  say  that, 
Perhaps  I  misunderstood  the  question. 

The  Chairman.  I  asked  you  if  it  would  be  possible  for  any  foreign 
manufacturer  to  produce  steel  rails  and  lay  them  down  in  this 
country  in  competition  with  ours? 

Mr.  Kennedy.  I  assumed  the  present  tariff  conditions  would  main- 
tain. 

The  Chairman.  No.  Without  any  tariff.  Could  they  produce 
them  at  a  sufficient  cost  to  undersell  us  ?  I  do  not  mean  at  the  pres- 
ent rate  of  $28  a  ton.  I  mean  if  there  was  competition  in  rails  and 
no  tariff. 

Mr.  Kennedy.  No;  I  do  not  think  they  could,  except  in  certain 
portions  of  the  country.  I  have  no  doubt  that  in  Texas,  for  example, 
and  on  the  Pacific  coast  they  might. 

The  Chairman.  And  how  about  in  the  body  of  the  country  ? 

Mr.  Kennedy.  I  do  not  think  they  could  put  steel  rails  in  Pennsyl- 
vania, for  example. 

Mr.  Young.  Not  in  Philadelphia. 

Mr.  Kennedy.    No. 

The  Chairman.  Nor  in  any  inland  market? 

Mr.  Kennedy.    No. 

Mr.  Danforth.  Down  in  Texas  why  has  not  the  Tennessee  Coal  & 
Iron  Co.  the  advantage? 

Mr.  Kennedy.  I  expect  you  could  ship  from  London  for  less  than 
from  Birmingham.     I  don't  know  what  the  freight  rates  are. 

The  Chairman.  Mr.  Kennedy,  I  will  ask  you,  generally  speaking) 
what  is  the  cost  of  producing  a  ton  of  ordinary  structural  shapes? 

Mr.  Reed.  Mr.  Chairman,  Mr.  Kennedy  has  been  asked  to  testify 
as  an  expert  on  railroad  rates  as  to  railroads  he  has  never  seen  and 
the  cost  of  making  rails  in  Germany,  including  this  country.  Don't 
you  think  it  is  going  almost  beyond  all  bounds  to  ask  him  the  cost 
of  making  structural  shapes  without  showing  that  he  has  had  any 
experience  at  any  time? 

The  Chairjian.  I  will  ask  him.  Have  you  ever  operated  mills 
making  structural  shapes? 
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Mr.  Kennedy.  Yes;  but  I  have  not  kept  track  of  the  exact  costs 
cf  late. 

Mr.  Young.  How  long  ago  was  that  that  you  did  that? 

Mr.  Kennedy.  Twenty  years  ago. 

The  Chairman.  Have  you  since  that  time  constructed  "mills  mak- 
ing these  structural  shapes? 

Mr.  Young.  That  does  not  change  the  question. 

The  Chairman.  Have  you  kept  up  generally  with  prices  as  to  the 
cost  of  manufacture,  and  kept  up  with  the  business? 

_  Mr.  Kennedy.  No ;  I  have  not  watched  that,  as  I  say,  with  the 
view  to  keeping  posted  like  a  sales  agent  would  as  to  current  prices. 

The  Chairman.  Do  you  know  anything,  of  the  facilities  for  manu- 
facturing structural  shapes  in  this  country  and  abroad  ? 

Mr.  Kennedy.  Yes. 

The  Chairman.  Can  we  manufacture  them  as  cheaply  as  they  can 
manufacture  them  abroad? 

Mr.  Kennedy.  Yes ;  I  think  we  can. 

The  Chairman.  I  find,  from  page  1770  of  the  hearings,  volume 
24 — I  have  compared  these  figures — that  the  foreign  price  of  struc- 
tural shape  as  furnished  by  the  Steel  Corportition  in  1906  was  $29.58 
s  ton,  and  that  at  that  time  the  domestic  price,  as  given  by  the  Amer- 
ican Iron  and  Steel  Association,  was  $38.84  a  ton,  making  a  differ- 
ence between  the  domestic  and  foreign  price  of  $8.26  per  ton. 

To  what  do  you  attribute  that  difference?     How  is  that  possible? 

Mr.  Kennedy.  I  can  only  account  for  that  by  the  assumption  that 
the  foreign  market  would  not  allow  any  higher  price  than  that. 

The  Chairman.  Would  that  situation  of  affairs  have  been  possible 
without  a  heavy  duty  on  those  things,  or  a  duty  equivalent  to  the 
difference  ? 

Mr.  Kennedy.  No  ;  I  judge  it  would  not. 

The  Chairman.  Who  are  our  principal  competitors  in  tin  plates? 

Mr.  KJENNEDY.  Wales. 

The  Chairman.  Is  there  any  duty  on  tin  plate  in  Wales?  Does 
<jrreat  Britain  impose  any  duty  on  tin  plate  imported  from  that 
country  ? 

Mr.  Kennedy.  I  think  not. 

The  Chairman.  I  find  from  the  same  figures  that  in  1906  our  do- 
mestic price  for  tin  plate  was  $3.65  per  hundred  pounds  gross,  and 
the  foreign  price  was  $2.85  a  hundred  pounds,  making  a  difference 
of  $18.91  per  gross  ton.  Do  you  know  whether  they  can  manufac- 
ture tin,  plate  in  this  country  at  practically  the  same  price  that  they 
do  in  Great  Britain,  or  not? 

Mr.  Kennedy.  I  do  not  think  they  can  manufacture  them  as 
cheaply  as  Wales.  Tin  plate  has  a  large  amount  of  labor  on  it.  It 
•differs  from  pig  iron. 

The  Chairman.  Could  these  plates  have  been  sold  for  $18.91  a  ton 
less? 
Mr.  Eeed.  Those  are  the  prices  per  box. 

The  Chairman.  Per  box,  100  pounds  to  the  box.  But  I  am  esti- 
mating it  by  the  ton. 

Mr.  Keed.  I  never  heard  tin  plate  quoted  by  the  ton ;  that  is  all. 
The  Chairman.  Call  it  for  10  boxes. 
Mr.  Danforth.  That  would  be  half  a  ton. 
31572— No.  57—12 i 
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The  Chairman.  Or  2,000  pounds.  It  does  not  take  but  a  minute 
to  figure  it.  The  figures  are  admitted  here.  It  is  a  difference  of 
$2.85  and  $3.69,  a  difference  of  84  cents  a  hundred. 

Mr.  YoTXNG.  What  is  the  foreign  price  ? 

The  Chairman.  $2.85. 

Mr.  Young.  What  kind  of  a  price  is  that? 

Mr.  Eeed.  Per  box. 

Mr.  Kennedy.  One  hundred  pounds;  that  is  cents,  2.85  cents  per 
box. 

Mr.  Reed.  That  is  the  price  received  at  the  mill  per  box. 

Mr.  Young.  That  is  the  mill  price  ? 

Mr.  Reed.  Yes,  sir. 

Mr.  Young.  What  is  the  domestic  price  of  $3.69  ? 

Mr.  Reed.  That  is  something  the  chairman  has  there;  I  don't 
know  what  that  is. 

The  Chairman.  That  is  calculated  per  gross  ton. 

Mr.  Young.  No;  about  this  $3.69.  Where  and  by  whom  is  that 
price  made  ? 

The  Chairman.  That  is  the  average  price  per  box. 

Mr.  Young.  Where  »nd  by  whom? 

The  Chairman.  Here  at  home. 

Mr.  Young.  By  whom? 

The  Chairman.  The  Steel  Corporation. 

Mr.  Reed.  That  includes  all  steel  companies,  does  it  not? 

The  Chairman.  No,  sir.  This  is  the  steel  company's  price.  Look 
at  page  1770. 

Mr.  Young.  But  you  are  not  reading  from  1770. 

The  Chairman.  These  are  compilations  from  page  1770. 

Mr.  Young.  These  things? 

The  Chairman.  Yes,  sir;  all  of  them.  Get  tin  plates  there  and 
compare  them.    I  think  you  will  find  them  correct. 

Mr.  Young.  In  1906  the  invoice  price  given  here  is  $3.16.  That  is 
for  export. 

Mr.  Reed.  The  chairman  seems  to  be  comparing  our  net  prices  on 
export  business  on  the  average  domestic  prices  received  by  the  manu- 
facturers during  that  year. 

Mr.  Young.  Where  is  the  table  that  gives  the  prices  ? 

Mr.  Reed.  The  table  from  which  he  is  reading  was  in  the  Financial 
American  of  September  8,  1911. 

Mr.  Young.  That  does  not  seem  to  be  a  foreign  price ;  that  seems  to 
be  a  price  for  export  here. 

The  Chairman.  That  is  the  price  that  the  steel  corporation  has 
given  us,  the  export  price.  That  is  the  price  it  charges  on  those 
things  when  they  are  to  be  exported. 

Mr.  Young.  Yes;  that  is  what  I  understand.  But  the  chairman 
stated  it  as  the  foreign  price. 

The  Chairman.  I  mean  the  price  charged  by  the  mills  here  on  those 
articles,  not  when  sold  here,  but  when  exported. 

Now,  would  there  be  a  difference  of  84  cents  a  hundred  pounds  on  a 
box  of  tin  plates  sold  here  and  the  same  plate  sold  abroad,  if  tin 
plates  were  admitted  into  this  country  free  of  duty  ?  Would  you  have 
that  difference,  in  your  opinion,  on  a  lower  duty  ?    I  find  the  duty  on 


UNITED   STATES   STEEL   COEPOBATION.  5121 

;in  plates  is  $44  a  ton,  according  to  paragraph  130  of  the  tariff  act  of 
L909,  which  reads  as  follows: 

130.  Sheets  or  plates  of  iron  or  steel,  or  taggers  Iron  or  steel,  coated  with  tin 
)r  lead,  or  with  a  mixture  of  which  these  metals,  or  either  of  them,  is  a  com- 
ponent part,  by  the  dipping  or  any  other  process,  and  commercially  known  as  tin 
plates,  teme  plates,  and  taggers  tin,  one  and  two-tenths  cents  per  pound. 

Mr.  Kennedy.  Will  the  stenographer  please  read  the  question? 

The  stenographer  read  as  follows : 

Now,  would  there  be  a  difference  of  84  cents  a  hundred  pounds  on  a  box  of  tin 
plate  sold  here,  and  the  same  plate  to  be  sold  abroad,  if  tin  plates  were  ad*- 
tnitted  into  this  country  free  of  duty?  Would  you  hare  that  difference,  in  your 
jpinion,  on  a  lower  duty?    I  find  the  duty  on  tin  plates  is  $44  a  ton. 

Mr.  Kennedy.  You  could  have  this  difference  with  a  tariff  of  $16 
a  ton.    If  there  were  no  tariff  you  could  not  have  so  much  difference. 

The  Chairman.  Can  you  give  me  an  idea,  approximately,  of  the 
difference  in  labor  costs  between  the  production  of  tin  plates  here  and 
abroad,  in  Wales? 

Mr.  KENNEDY.  It  is  quite  considerable;  I  could  not  tell  you  ex- 
actly, but  I  imagine  about  twice  as  much  here  as  there — I  should  think 
at  least  six  or  seven  dollars  a  ton  difference,  but  I  do  not  know  exactly. 

The  Chairman.  Is  there  any  such  difference  as  $18  a  gross  ton  be- 
tween the  labor  cost  here  and  abroad  ? 

Mr.  Kennedy.  I  should  not  think  so. 

The  Chairman.  Is  the  labor  cost  on  a  ton  of  tin  plate  produced 
here  $18,  would  you  say  ? 

Mr.  Kennedy.  I  should  say  not  over  that,  but  I  do  not  know  ex;- 
actly.  . 

The  Chairman.  Do  you  know  whether  the  manufacturers  of  tin 
plate  in  Great  Britain  employ  domestic  or  foreign  labor?  Do  they 
import  their  labor  or  do  they  employ  domestic  labor  for  the  manu- 
facture of  tin  plate? 

Mr.  Kennedy.  I  think  domestic,  but  I  would  not  say  positively 
that  in  all  cases  it  would  be. , 

The  Chairman.  Have  you  read  this  article  in  the  Atlantic 
Monthly  by  Mr.  Goode  ? 

Mr.  Kennedy.  No ;  I  have  not  read  that. 

The  Chairman.  It  is  the  article  in  which  he  discusses  the  falling 
off  of  our  exports  since  the  formation  of  the  United  States  Steel 
Corporation. 

Mr.  Kennedy.  No;  I  have  not  seen  that. 

The  Chairman.  Have  you  made  any  study  of  that  question? 

Mr.  Kennedy.  No.  •      .    i  ^ 

Mr.  Reed.  Do  you  say  the  falling  off  of  our  exports  m  steel  ? 

The  Chairman.  Yes;  relatively.  He  makes  the  statement  that 
relatively  we  have  declined  very  much  in  the  exportation  of  steel. 

Mr.  Young.  Or  we  have  not  increased  as  rapidly  as  Germany. 

The  Chairman.  I  say,  relatively.         .      ,  ^  ,         ^    ,,  , 

There  has  been  a  good  deal  of  discussion  lately  as  to  the  cause  ot 
broken  rails  To  what  do  you  attribute  the  breaking  of  rails  ?  What 
is  the  cause  of  it?  Is  it  in  the  manufacture  of  rails,  the  construction 
of  engines,  or  what,  Mr.  Kennedy,  if  you  know?   _  _ 

•  Mr  Reed.  The  chairman  thinks  Mr.  Kennedy  is  omniscient. 

The  Chairman.  I  do  mighty  near  in  this  business. 
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Mr.  Baetlett.  There  was  some  discussion  the  other  day  between 
the  railroads  and  manufacturers. 

Mr.  Kjinnedy.  Yes. 

Mr.  Baetlett.  Mr.  Farrell  testified  about  that  also,  did  he  not? 

Mr.  Eeed.  Yes.    That  is  Mr.  Farrell's  business. 

The  Chairman.  As  an  expert;  not  making  them. 

Mr.  Danfoeth.  He  made  them  for  quite  a  while. 

The  Chaieman.  I  do  not  mean  to  discredit  what  Mr.  Farrell  said, 
nor  do  I  question  Mr.  Farrell's  ability  as  an  expert.  I  might  weigli 
his  interests,  but  not  question  his  ability. 

Mr.  Baetlett.  Mr.  Farrell  said  the  demand  for  heavier  rails  and 
harder  rails  had  been  such  that  they  would  not  stand  the  pressure  as 
much  as  a  softer  rail. 

Mr.  Reed.  The  railroads  demanded  such  a  high  carbon  percentage 
it  made  the  rails  brittle. 

Mr.  Baetlett.  I  read  about  that  the  other  day,  in  regard  to  an  in- 
vestigation of  a  broken  rail  accident,  where  there  was  some  such 
statement  in  the  paper  as  that. 

Mr.  Kennedy.  I  would  like  to  have  the  question  read. 

The  stenographer  read  as  follows: 

The  Chairman.  There  has  been  a  good  deal  of  discussion  lately  as  to  the  cost 
of  broken  rails.  To  what  do  you  attribute  the  breaking  of  rails?  What  is  the 
cause  of  It?  Is  it  the  manufacture  of  rails,  the  construction  of  engines,  or 
what,  Mr.  Kennedy,  if  you  know? 

Mr.  Kennedy.  Anyone  who  has  noticed  railroads  for  the  last  few 
years  must  have  seen  that  the  wheel  loads  have  come  up  enormously, 

Mr.  YoTJNG.  That  is,  the  weight  upon  each  wheel. 

Mr.  Kennedy.  The  weight  upon  each  wheel  has  been  enormously 
increased.  You  must  also  have  noticed  the  great  size  of  the  engines 
and  also  that  the  driving  wheels  of  engines  are  counterbalanced  on 
one  side  to  balance  the  weight  of  the  rods,  which  gives  a  hammer  be- 
low to  the  rail  at  every  revolution  of  a  wheel.  There  has  also  been  a 
tendency  in  late  years  to  run  trains  faster,  especially  heavy  freight 
trains.  This  makes  the  work  on  the  rails  extremely  severe.  If  the 
rail  is  soft  the  head  will  flow  and  spread.  If  the  rail  is  made  very 
high  in  carbon,  with  a  view  to  preventing  this,  there  then  comes 
more  danger  of  breakage,  especially  in  very  cold  weather. 

The  work  put  on  the  rails  now  is  extremely  severe,  and  a  person 
standing  close  to  the  tracks  and  seeing  a  fast  express  train  go  by 
wonders  that  the  rails  stand  at  all. 

I  think  the  particular  cause  of  breakage  is  due  to  the  fact  that  the 
rail  has  been  given  such  an  immense  increase  in  severity  of  treatment, 
as  compared  with  that  which  prevailed  some  years  ago,  that  it  is 
hardly  to  be  expected  that  it  would  stand  up  under  it. 

I  think  the  rail  makers  are  studying  this  very  carefully  now,  and 
I  have  no  doubt  that  a  still  heavier  section  of  rail  will  be  adopted  if 
the  present  high  speeds  and  heavy  wheel  loads  are  maintained. 

The  Chairman.  Does  the  driving  wheel  of  an  engine,  moving  at  40 
or  50  miles  an  hour,  actually  leave  the  tracks  with  the  revolution  of 
the  wheel,  so  as  to  strike  it  literally  a  blow  ? 

Mr.  Kennedy.  Yes ;  it  is  simply  a  matter  of  computation,  having 
given  the  weight  of  the  counterbalance  in  the  wheel,  to  find  the  speed 
at  which  it  does  leave  the  track.    But  I  believe  almost  any  ordinary 
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locomotive  wheel,  when  running  about  65  miles  an  hour,  actually 
leaves  the  rail  on  each  revolution. 

The  Chairman.  Do  you  know  of  any  experiments  by  which  the 
extent  to  which  it  leaves  the  track  has  been  measured  ? 

Mr.  Kennedy.  Yes. 

The  Chairman.  By  physical  demonstration,  as  well  as  by  calcu- 
lation? ^ 

Mr.  Kennedy.  This  has  been  gone  into  at  Purdue  University,  Ind., 
where  they  place  their  locomotives  on  fixed  wheels  and  run  them  up 
to  high  speeds,  from  time  to  time  running  small  lead  wires  between 
the  wheels.  This  will  show  whenever  the  driving  wheel  leaves  the 
supporting  wheel ;  at  a  certain  speed  it  actually  lifts  from  it  at  every 
revolution. 

Mr.  Baetlett.  You  spoke  about  severe  treatment.  I  am  not  fa- 
miliar enough  with  the  manufacture  of  rails  to  know  what  you  mean 
by  that. 

Mr.  Kennedy.  Well,  you  put  a  very  heavy  wheel  on  a  rail 

Mr.  Baetlett  (interposing).  I  understand  that,  but  I  inferred 
from  what  you  said  about  the  severe  treatment  of  the  rail  you  meant 
in  the  manufacture. 

Mr.  Kennedy.  No ;  in  the  track.  That  is  the  hammer  blows  which 
I  speak  of  increased  more  rapidly;  as  the  square  of  the  split  was 
doubled  the  speed  gives  four  time  as  much  for  that  action. 

Mr.  Baetlett.  A  softer  rail  would  not  break  as  quickly. 

Mr.  Kennedy.  A  softer  rail  would  not  break  so  quickly,  but  it  has 
a  tendency  to  flow  and  spread  and  crush  down  on  the  head. 

Mr.  E.EED.  In  other  words,  it  wears  out. 

Mr.  KJENNEDY.  It  wears  out,  actually  deforms,  flows  like  lead  in  a 
wheel. 

Mr.  Baetlett.  And  a  rail  that  does  not  break  will  last  longer, 
will  it? 

Mr.  Kennedy.  Yes ;  the  hard  rail,  if  it  does  not  break,  lasts  consid- 
erably longer  than  the  soft  one,  very  much  longer. 

Mr.  Baetlett.  Mr.  Farrell  testified  that  the  railroads  were  de- 
manding a  harder  rail  that  lasts  longer. 

Mr.  Kennedy.  Yes.  It  is  very  expensive  for  railroads  to  keep 
pulling  out  their  rails  and  replacing  them  every  few  months.  They 
want  a  rail  that  lasts. 

Mr.  Baetlett.  Do  you  think  that  indicates  that  the  hardness  of 
the  rails  has  been  due  to  the  demand  of  the  railroads  that  they  be 
»iven  a  rail  that  lasts  longer  ? 

Mr.  Kennedy.  No.  They  want  to  make  them  as  hard  as  they  can 
ind  keep  them  safe. 

Mr.  Baetlett.  I  did  not  mean  to  say  there  was  any  disregard  of 
luman  life.  Mr.  Farrell  thought  the  railroads  were  constantly  de- 
nanding  a  rail  that  was  harder  because  it  lasts  longer. 

Mr.  KJENNEDY.  I  suppose  that  is  true.    That  is  only  natural. 

Mr.  Baetlett.  I  read  in  an  account  of  this  meeting  in  New  York 
lome  time  ago,  after  a  disaster,  in  which  a  committee  was  appointed— 
[  have  not  seen  any  report  yet  made  by  that  committee — to  investi- 
gate that  question. 

Now,  these  rails  are  made  harder,  are  more  highly  carbonized,  I 
relieve.    Does  it  cost  more  to  make  them  than  it  does  a  softer  rail  ? 
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Mr.  Kennedy.  No  ;  I  think  not  any  more.  Tt  is  just  a  matter  of 
judgment  to  get  it  as  hard  as  you  can  without  getting  it  to  break. 
The  rail  should  be  as  hard  as  you  can  get  it  without  danger,  and  it 
is  a  nice  job  to  determine  how  high  you  can  go. 

Mr.  Baetlett.  It  is  no  more  cost  to  the  steel  manufacturer  to  make 
a  rail  that  will  not  break  as  quick  than  to  make  one  that  does  break 
more  quickly. 

Mr.  Kennedy.  No  ;  I  think  it  costs  about  the  same. 

Mr.  Reed.  It  is  only  a  difference  of  a  few  pounds  of  coal  dust. 

Mr.  Baetlett.  So  that  the  purpose,  then,  of  making  a  steel  rail 
softer — I  will  use  that  word — is  not  to  diminish  the  cost  of  producing 
the  rail  ? 

Mr.  Kennedy.  Not  at  all. 

Mr.  Baetlett.  But  to  make  one  that  will  last  longer. 

Mr.  Kennedy.  It  is  simply  a  question  of  which  one  is  best,  all 
things  to  be  considered.  If  you  get  it  too  soft,  it  wears  out  quickly, 
and  if  you  get  it  too  hard  it  breaks. 

Mr.  Baetlett.  There  is  no  advantage  to  the  steel  manufacturer 
to  make  it  softer  or  harder  ? 

Mr.  Kennedy.  None  at  all. 

The  Chaieman.  I  called  your  attention  this  morning  to  the  fact 
that  pig-iron  capacity  of  the  Steel  Corporation  was  16,000,000  tons. 
And  that  its  pig-iron  production  was  11,000,000  tons;  that  its  steel 
ingot  production  exceeded  its  pig-iron  production  by,  say,  approxi- 
mately 2,000,000  tons.  For  instance,  I  find  that  in  1902  the  pig- 
iron  production  at  that  time — I  have  some  figures  before  me,  from 
page  3643  of  the  record,  from  Mr.  MacRae's  report,  containing  the 
answer  of  the  Steel  Corporation,  and  I  quote  now  from  the  answer 
of  the  Steel  Corporation  itself: 

Pig-iron  production,  7,800,000  tons — 

I  do  not  give  the  exact  figures,  you  understand. 

Mr.  Reed.  I  understand. 

The  Chaieman.  I  am  giving  them  in  round  numbers. 

While  its  ingot  production  was  9,700,000,  roughly  speaking,  its 
ingot  production  exceeded  its  pig-iron  production  by  2,000,000  tons. 

I  find  from  the  minutes  of  the  Steel  Corporation  that  there  is 
continual  reference  made  to  the  purchase  of  pig  iron  for  various 
times.  For  instance,  in  the  minutes  of  the  executive  committee,  or 
maybe  the  finance  committee,  at  any  rate,  it  is  on  page  3817  of  the 
record,  Mr.  MacRae's  report,  part  2 : 

Present:  Gary  (chairman),  Schwab,  Perkins,  Converse,  Edenborn,  Eeld, 
Gayley — 

That  is  the  board  of  directors,  is  it,  or  the  executive  committee? 

Mr.  Reed.  What  page  is  that? 

The  Chaieman.  3817.    It  is,  I  think,  the  executive  committee : 

The  president  stated  that  he  would  like  to  obtain  the  views  of  the  committee 
in  regard  to  the  advisability  of  the  purchase  of  30,000  tons  of  pig  iron,  at 
$18.50  for  the  third  quarter  of  1903,  and  for  which  we  would  exchange  coke 
at  the  rate  of  $3  per  ton;  that  we  will  require  about  100,000  tons  in  that 
4uarter. 

And  so  on. 

I  find  another  reference  where  they  discussed  the  advisability,  at  a 
meeting  of  the  executive  committee,  of  purchasing  2,000,000  tons  of 
pig  iron. 
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I  find  also,  from  the  minutes  of  the  Steel  Corporation,  where  the 
statement  is  made  that  this  purchase  was  advisable — ^I  do  not  give 
the  exact  language,  but  I  give  the  idea — in  order  to  give  stabuity 
to  prices  on  pig  iron. 

Now,  is  it  economy  to  close  blast  furnaces,  where  they  can  run  and 
you  can  utilize  their  output,  and  open  up  again — ^run  them  inter- 
mittently ? 

Mr.  Kennedy.  It  would  not  be  economy  to  close  them  for  a  short 
time  and  start  them  up  often.  It  is  easy  to  shut  them  down  if  you 
want  to  stop  for  a  month  or  two,  and  then  start  up  again. 

The  Chaieman.  "Why  should  a  blast  furnace  to  be  run  economically 
be  run  regularly  ?     Explain  that  to  the  committee. 

Mr.  Kennedy.  It  would  not  be  good  policy  to  shut  down  a  blast 
furnace  once  a  week,  because  it  always  disorganizes  it  and  puts  it 
out  of  condition,  and  it  takes  two  or  three  days  to  get  it  straightened 
around  again.  But  I  take  it  that  would  be  different  if  you  wanted 
to  stop  for  a  month  and  then  start  up  again. 

The  Chairman.  I  believe  that  is  the  reason  given  for  running  blast 
furnaces  on  Sunday. 

Mr.  Kennedy.  Yes. 

The  Chairman.  That  it  is  a  metallurgical  necessity  to  keep  run- 
ning them  after  they  are  started. 

Mr.  Kennedy.  Yes. 

The  Chairman.  The  continued  shutting  down  and  opening  up 
and  starting  the  blast  furnaces  is  an  expensive  operation. 

Mr.  Kennedy.  If  you  stop  blast  furnaces  often  and  start  them  up 
again  they  do  not  work  very  well  for  the  next  24  hours. 

The  Chairman.  I  find  this  statement  by  Mr.  Gary.    He  states : 

It  would  be  better  to  even  shut  down  some  of  our  high-priced  furnaces  and 
be  purchasers ;  that  the  price  of  our  finished  steel  products  being  regulated  by 
the  price  of  pig  tin,  we  ought  not  to  be  endeavoring  to  get  the  cheapest  Iron; 
that  we  ought  to  maintain  the  price  by  little  purchases;  that  $1  a  ton  Is  such 
a  little  thing  compared  with  the  advantages  we  receive  in  the  finished  products ; 
that  if  we  had  purchased  pig  iron  there  would  not  have  been  the  present 
downward  tendency  in  it. 

Now,  as  a  practical  steel  man,  I  will  ask  you  to  tell  me  what  ad- 
vantage it  is  to  the  Steel  Corporation  to  pay  a  dollar  more  for  pig 
iron  than  the  market  price,  and  to  so  conduct  their  business  as  to  have 
it  raised  a  dollar  a  ton  ? 

Mr.  Kennedy.  Well,  steel  companies  often  sell  semifinished  mate- 
rial, such  as  billets,  based  on  Iron  Age  quotations  for  pig  metal.  Of 
course,  if  the  price  of  pig  metal  becomes  demoralized,  it  would  lower 
the  price  of  their  billets,  and  it  might  be  good  policy  to  try  and 
steady  that  price  and  prevent  it  from  dropping. 

The  Chairman.  That  is,  prices  of  the  finished  steel  products  or 
semifinished  products  sold  for  future  delivery  are  not  sold  at  a  fixed 
arbitrary  price,  but  upon  a  sliding  scale,  based  upon  the  price  of  pig 
iron  at  the  time  of  delivery  of  the  consignment. 

Mr.  Kennedy.  In  some  cases  billets  are  sold  for  a  year  ahead. 
If  one  company  should  sell  for  another  company,  their  requirements 
for  billets  tor  finishing  steel  a  year  ahead  is  often  predicated  upon 
the  price  of  pig  iron  from  month  to  month,  taken  from  the  Iron  Age. 

Mr.  Baktlett.  The  market  for  manufacturing  pig  iron  is  liable 
to  go  down,  and  to  steady  the  market  you  buy  for  the  purpose  of 
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keeping  it  up — ^that  would  be  like  the  man  on  the  race  track  or  in 
the  stock  market  hedging  his  bet. 

Mr.  Kennedy.  Possibly,  somewhat,  on  general  principles. 

The  Chairman.  As  I  understand  you,  the  purchase  is  made  for, 
say,  a  year  ahead,  and  the  price  is  fixed  at  the  time  of  delivery. 

Mr.  Kennedy.  Yes. 

The  Chairman.  If  they  can,  by  buying  or  selling  pig  iron  regu- 
late the  price,  they  can  in  that  way  fix  the  price  of  this  material. 

Mr.  Kennedy.  Yes.  If  they  can  prevent  a  slump  in  the  price  of 
pig  iron  they  will  prevent  a  slump  in  the  price  of  billets. 

The  Chairman.  Do  you  know  of  any  other  reason  why  the  Steel 
Corporation  should  purchase  pig  iron,  if  it  had  the  capacity  to  pro- 
duce it  in  the  blast  furnaces,  except  to  regulate  the  price  ? 

Mr.  Kennedy.  Not  unless  they  could  buy  some  cheaper  than  some 
of  their  furnaces  could  make  it. 

The  Chairman.  Is  cement  made  from  slag? 

Mr.  Kennedy.  Yes. 

The  Chairman.  Do  you  know  anything  about  the  profit  in  this 
business,  what  it  costs  to  make  cement  and  what  it  sells  for? 

Mr.  Kennedy.  Not  exactly. 

Mr.  Reed.  My  experience  in  objecting  has  been  so  discouraging 
that  I  rather  hate  to  do  it,  but  I  will  have  to  object  to  that,  as  Mr. 
Kennedy  is  not  an  expert  on  cement.  He  has  not  even  made  that 
25  years  ago. 

The  Chairman.  It  is  not  usual  that  I  question  witnesses  in  this 
way,  as  I  have  been  questioning  Mr.  Kennedy,  as  you  know.  But 
after  talking  with  Mr.  Kennedy  about  this  business  and  hearing  other 
people  speak  of  him,  and  knowing  he  has  been  continually  in  these 
mills,  constructing  them,  and  keeping  up  with  the  business,  I  assume 
that  he  has  that  general  knowledge  of  the  manner  in  which  the  busi- 
ness is  conducted,  to  give  us  a  very  just  and  a  very  reliable  statement 
as  to  the  approximate  cost  of  these  articles. 

Do  you  know,  Mr.  Kennedy? 

Mr.  Kennedy.  Some  years  ago  I  made  a  very  careful  investigation 
of  this  question,  in  connection  with  Lehigh  Valley  plants.  At  that 
time  the  cost  of  making  cement  was  about  55  to  60  cents  a  barrel, 
and  the  selling  price  ran  from  90  cents  to  $1  a  barrel.  I  judge  the 
slag  cement  does  not  vary  a  great  deal  from  the  other. 

Mr.  Young.  It  sells  for  a  good  deal  less  than  that  now,  does  it  not? 

Mr.  Kennedy.  No  ;  I  think  not  much  less  than  $1  a  barrel. 

Mr.  Young.  I  am  so  unfortunate  as  to  own  some  stock  in  one 
cement  company.  I  would  be  very  glad  if  we  could  get  $1,  or  even 
90  cents. 

Mr.  Kennedy.  Possibly  I  am  thinking  of  the  price  at  the  other 
end.  But  you  can  tell  me  whether  55  cents  is  about  right  for  the 
mill  cost. 

Mr.  Young.  I  guess  you  are  not  very  far  off,  for  the  very  best 
plants. 

Mr.  Kennedy.  I  have  investigated  some  very  good  ones.  The 
corporation's  plants  are  good  plants,  however ;  they  are  very  modem. 

The  Chairman.  Do  they  make  cement  from  slag  in  India  ? 

Mr.  Kennedy.  No. 

The  Chairman.  It  appears  the  first  break  in  the  harmony,  the 
general  disposition  to  concur  in  opinions  which  prevailed  at  the  Gary 
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inners,  occurred  when  the  Eepublic  Iron  &  Steel  Co.  served  notice 
[lat  they  would  not  any  longer  cooperate  with  their  brethren  in  the 
lie  of  bar  iron. 

Do  you  know,  Mr.  Kennedy,  whether  this  making  and  finishing  the 
ar  iron^is  conducted  by  a  great  number  of  concerns? 

Mr.  Kenkedy.  Yes ;  there  are  a  good  many  concerns  which  make 
ars. 

The  Chairman.  Is  there  considerable  competition  in  that  business 
mong  smaller  concerns  ? 

Mr.  Kennedy.  There  is  very  apt  to  be. 

The  Chairman.  Is  the  merchant  bar  a  more  highly  finished  prod- 
ct  than  the  steel  rail  ?  Does  it  cost  more  to  make  a  ton  of  ordinary 
lerchant  bar,  such  as  agricultural  implements  are  made  of,  than  a  ton 
f  steel  rail  ? 

Mr.  Kennedy.  About  the  same  for  the  rougher  qualities  of  bar. 
ome  others  go  higher,  some  agricultural  bars  of  high  carbon  steel, 
nd  even  when  you  get  them  higher  there  is  no  uniform  price.  Ordi- 
ary  bars  for  reenforcing  concrete,  and  that  sort  of  thing,  requiring 
ot  much  finish,  I  should  think  they  would  be  as  cheap  as  steel  rails 
)  make. 

The  Chairman.  Take  the  plate  bars,  from  which  tin  plate  is  made, 
p  to  the  point  of  the  bar,  where  the  bar  is  used  in  the  rolling  of  the 
m  plate.  How  does  the  cost — I  mean  now  the  cost  of  materials, 
saving  out  the  labor  cost  of  producing  that  plate  bar — how  does  the 
3st  of  producing  a  ton  of  those  plate  bars  compare  with  the  amount 
f  capital  necessary  to  be  invested  in  machinery  to  convert  that  plate 
ar  into  tin  plate  ? 

Mr.  Kennedy.  It  would  be  considerably  larger  up  to  the  tin  bar 
lan  it  would  be  beyond  that,  I  should  suppose  three  or  four  times 
3  large. 

The  Chairman.  At  that  point  in  the  manufacture  of  tin  plate,  the 
Dlling  of  the  plate  bars,  in  the  manufacture  of  nails,  and  the  mak- 
ig  of  wire — are  these  finishing  mills  necessarily  integrated  like  the 
lills  for  the  manufacture  of  billets,  which  require  large  capital  ? 

Mr.  Kennedy.  Not  to  the  same  extent.  They  can  be  put  up  in 
nail  units  if  it  is  desired. 

The  Chairman.  Is  there  any  great  economy — can  a  man,  for 
istance,  operate  10  or  12  mills — the  rolls — used  in  the  manufacture 
E  tin  plate  approximately  as  cheap  as  he  could  a  thousand  ? 

Mr.  KJENNEDY.  Yes ;  there  is  not  much  difference. 

The  Chairman.  I  will  ask  you  to  explain  that  to  the  committee. 
ixj)lain  how  the  plants  must  be  integrated  in  the  manufacture  of  the 
imifinished  product,  in  order  to  secure  economy  in  production.  I 
ill  ask  you  to  explain  fully  to  the  committee  why  it  is  not  necessary 
L  these  finishing  mills,  making  nails,  tin  plate,  and  things  of  that 
>rt, 

Mr.  Kennedy.  In  making  tin  plate  you  roll  that  plate  on  a  mill, 
id  if  you  want  to  make  twice  as  much  tin  plate  you  put  another  mill 
1  the  side,  and  if  you  want  to  make  10  times  as  much  you  put  on  10 
ills.  You  keep  on  adding,  like  looms  in  a  woolen  mill.  In  other 
ords,  before  you  get  to  the  bar  there  is  a  long  sequence  of  operations, 
eltin'g  the  ore,  converting  in  open-hearth  furnaces,  casting  it  into 
gets,  and  there  is  a  big  investment  in  mines,  which  is  considered 
sential  to  start  in  with. 
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It  is  important  for  a  man  to  start  in  with  a  large  plant,  but  with  a 
tin  mill  a  man  can  start  in  with  6  hot  mills  and  make  his  product  as 
cheaply  as  if  he  had  60,  proportionately. 

The  Chaie3ian.  What  is  the  difference  in  the  capital  required  to 
operate  a  mill  turning  out  billets  economically  and  the  capital  re- 
quired to  operate  a  mill  turning  out  nails  or  tin  plate  or  something 
of  that  kind? 

Mr.  Eeed.  I  think  the  problem  is  a  little  different  between  nails 
and  tin  plate. 

The  Chairman.  Take  tin  plate  first  and  then  nails. 

Mr.  Kennedy.  If  you  take  nails  from  the  billets,  then  you  have  to 
have  more.  You  have  to  have  a  hot  mill,  a  drawing  miU,  and  nail 
machines. 

The  Chairman.  Take  tin  plate. 

Mr.  Kennedy.  Tin  plate  would  be  simpler  than  nails,  if  you  take 
them  from  the  billets. 

The  Chairman.  What  capital  is  required?  Approximately  what 
is  the  least  amount  of  capital  necessary  to  consume  in  order  to  start 
the  operation  of  a  mill  in  making  tin  plate  ? 

Mr.  Kennedy.  Oh,  you  could  start  that  with  a  half  million  dollars 
if  you  could  get  your  sheet  bars. 

The  Chairman.  What  capital  would  be  necessary  to  economically 
and  competitively  produce  those  plate  bars? 

Mr.  Kennedy.  I  should  not  think  you  ought  to  start  in  with  less 
than  fifteen  or  twenty  million  in  order  to  stay  in  business. 

The  Chairman.  About  a  nail  mill;  can  they  be  operated  econom- 
ically without  an  integrated  plant? 

Mr.  Kennedy.  If  you  start  it  with  billets,  they  make  considerable 
of  a  plant ;  more  than  the  other  I  have  spoken  of.  If  you  could  buy 
your  wire,  you  could  start  in  the  same  way. 

The  Chairman.  What  do  those  nail  machines  cost? 

Mr.  Kennedy.  From  three  or  four  hundred  dollars  to  a  thousand. 

Mr.  Reed.  Do  you  know  of  any  concern  in  the  country  that  ever 
stayed  alive  very  long  buying  its  wire  and  making  its  nails? 

Mr.  Kennedy.  No ;  I  do  not  think  they  could  do  it. 

The  Chairman.  Could  they  do  it  if  they  could  get  their  semi- 
finished product  at  the  same  proportion  ?  In  other  words,  if  the  cost 
from  the  nails  to  the  ore  were  equitably  distributed  and  the  man  with 
the  nail  mill  got  his  share  of  the  profits,  could  he  do  it  ? 

Mr.  Kennedy.  Possibly  he  could ;  but  the  man  who  makes  wire  is 
very  glad  to  put  it  into  nails  without  much  profit  for  the  nail  mill 
rather  than  shut  down  his  wire  mill.  You  could  not  expect  him  to 
stop  his  wire  mill  as  long  as  he  could  market  wire  by  turning  it  into 
nails. 

The  Chairman.  What  other  finishing  plants  are  there  that  could 
be  operated  at  a  reasonable  cost  without  being  integrated — ^the  manu- 
facture of  tin  plate,  and  what  else? 

Mr.  Kennedy.  Ordinary  sheet  iron  would  come  under  the  same 
conditions;  bridge  work  would  be  similar. 

The  Chairman.  Now,  how  about  mills  manufacturing  merchant 
bar — ^bar  mills  ?  Are  there  a  great  many  of  them  operated  on  a  small 
capital  ? 

Mr.  Kennedy.  Yes ;  there  are  a  good  many  of  them. 

Mr.  Young.  What  do  these  mills  start  with  ? 
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Mr.  Kennedy.  Some  start  with  old  rails.  They  slice  them  up  and 
make  cheap  bars  for  reinforcing  concrete.  Some  start  with  billets, 
which  they  purchase  from  the  steel  companies. 

The  Chairman.  You  spoke  this  morning,  Mr.  Kennedy,  of  having 
made  an  estimate  of  the  value  of  the  tube  plants  prior  to  the  forma- 
tion of  the  National  Tube  Co.  Mr.  Carnegie,  when  he  was  on  the 
stand,  stated  he  could  build  a  tube  mill  at  Conneaut  that  would  make 
tubes  at  $10  a  ton  cheaper  than  they  were  being  made  by  the  Federal 
Tube  Co.  or  the  National  Tube  Co. 

Do  you  know  anything  about  whether  that  could  be  done  or  not 
at  the  mills  that  Carnegie  proposes  to  construct  at  Conneaut? 

Mr.  Kennedy.  He  could  undoubtedly  have  made  them  cheaper.  I 
don't  know  whether^  he  could  make  them  $10  cheaper  or  not,  but  he 
could  have  made  quite  a  material  difference. 

The  Chairman.  Why  was  that? 

_Mr.  Kennedy.  He  at  that  time  had  the  cheapest  steel  from  his 
mills;  he  also  had  a  railroad  to  the  lake,  and  proposed  to  put  that 
plant  at  Conneaut.  He  would  have  taken  his  coal  on  the  back  haul, 
where  it  would  be  very  cheap  to  haul.  He  had  an  extremely  cheap 
proposition  for  assembling  raw  materials,  and  he  would  have  had  his 
blast  furnaces,  rolling  mills,  and  tube  mills  altogether,  and  have  had 
very  much  of  an  up-to-date  plant.  The  tube  mill  at  McKeesport 
has  been  modernized  since,  and  they  have  possibly  saved  nearly  that 
much  themselves,  but  at  that  time  he  could  have  made  a  very  hand- 
some difference  in  cost,  I  have  no  doubt. 

The  Chairman.  You  made  a  careful  study  of  these  plants.  How 
did  the  proposed  plant  Carnegie  intended  to  build,  a  modem,  up-to- 
date  plant,  compare  in  efficiency  with  the  tube  mills  then  in  existence, 
and  which  were  all  combined  in  the  National  Tube  Co.  ? 

Mr.  Kennedy.  It  would  naturally  be  supposed  to  be  better  than 
the  average  of  them.  Of  course,  it  was  never  built.  It  never  got 
further  than  some  plans  being  made. 

Mr.  Reed.  I  do  not  think  that  all  of  the  tube  plants  then  in  exist- 
ence were  combined  in  the  National. 

Mr.  Kennedy.  By  the  way,  I  want  to  make  one  little  correction. 
I  estimated  this  morning  the  amount  that  went  into  the  combine  at 
90  per  cent.  I  have  since  that  time  thought  about  the  Eeading  plant 
and  possibly  one  or  two  others  I  omitted,  and  my  estimate  was  prob- 
ably large.    Possibly  75  per  cent  or  80  per  cent  is  more  nearly  correct. 

The  Chairman.  Why,  in  your  opinion,  did  Carnegie  select,  as  he 
said  he  did,  a  tube  miU  at  that  time  ?  Why  did  he  threaten  to  build 
a  tube  mill  and  not  to  build  a  wire  mill,  a  blast  furnace,  or  some- 
thing of  that  kind  at  Conneaut?  He  had  the  same  facility  for 
assembling  raw  materials.    Why  did  he  select  a  tube  mill  ? 

Mr.  Kennedy.  I  do  not  know.  I  would  hate  to  guess  at  the  work- 
ing of  his  mind.    It  is  subtle. 

The  Chairman.  What  particular  advantage  would  come  to  him 
from  the  selection  or  the  threatening  to  build  a  tube  mill  rather  than 
another  kind?  What  effect  would  the  threat  to  build  a  tube  mill 
naturally  have  upon  those  who  were  tentatively  considering  the  pur- 
chase of  the  Carnegie  property  ?  What  tactical  advantage  was  there 
in  threatening  to  build  a  tube  mill  at  that  point  ? 

Mr.  Kennedy.  Well,  it  would  have  undoubtedly  caused  such  per- 
sons to  get  very  busy  and  try  to  shape  their  affairs  up  if  they  had  a 
notion  of  buying. 
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The  Chairman.  Was  the  tube  end  of  it  a  weak  joint  in  their  armor, 
anyway  ? 

Mr.  Kennedy.  It  was  probably  their  most  profitable  product,  one 
that  they  would  hate  to  see  touched  more  than  any  other  part  of  their 
manufacture. 

Mr.  Young.  Also  one  out  of  which  Carnegie  could  make  the  more 
profit? 

Mr.  Kennedy.  Yes.  Carnegie  had  no  tube  mill.  He  had  the  other 
things ;  he  had  rail  mills  galore,  plate  mills ;  and  the  tube  mill  was  the 
thing  he  did  not  have  and  the  things  they  did  have  and  something 
they  would  not  want  him  to  have  particularly. 

The  Chairman.  Do  you  know  anything  about  his  plans  at  that 
time  for  constructing  a  railroad — ^building  a  new  railroad? 

Mr.  Kennedy.  Nothing  more  than  that  parties  were  out  running 
lines  through  the  fields. 

The  Chairman.  Do  you  know  whether  he  had  a  corps  of  engineers 
at  Pittsburgh  working  on  it? 

Mr.  Kennedy.  I  understood  that  men  were  out  working  on  some 
lines  of  railroad.  I  don't  know  just  where.  And  also  that  plans  were 
being  drawn  for  a  tube  mill.    I  never  saw  them. 

The  Chairman.  Mr.  Kennedy,  have  you  made  a  study — and  then 
I  will  be  through  with  you— of  this  profit-sharing  plan  of  the  Steel 
Corporation  ?    Do  you  know  anything  about  it  ? 

Mr.  Kennedy.  Not  what  would  be  called  a  study.  I  have  noticed 
it  with  a  good  deal  of  interest. 

The  Chairman.  Wliat  do  you  think  of  that  plan  ? 

Mr.  Young.  Is  this  an  expert  opinion  also  ? 

Mr.  Reed.  He  has  one  in  India,  perhaps. 

Mr.  Kennedy.  He  has  not.  I  thinlt  it  is  a  good  move.  When  I 
was  with  Mr.  Carnegie  he  had  a  great  many  people  who  shared  in  the 
profits,  and  it  made  them  interested  in  their  work.  I  have  no  doubt 
that  this  does.  Where  a  man's  financial  interests  are  he  will  work 
harder  than  if  he  is  simply  on  a  salary. 

The  Chairman.  I  mean  this  plan  of  the  Steel  Corporation  of  sell- 
ing stock  to  employees.    Have  you  examined  that  ? 

Mr.  Kennedy.  Yes ;  I  know,  in  a  general  way,  about  what  that  is. 
That  gets  them  interested  in  it  and  makes  them  part  owners.  I  think 
it  causes  them  to  try  and  preserve  the  property  and  run  it  to  good 
advantage,  and  all  that,  more  than  if  they  simply  were  paid  wages 
and  did  not  have  a  chance  to  become  identified  with  it. 

Mr.  Bartlett.  You  testified  that  in  your  opinion  it  is  not  good 
public  policy,  because  it  gives  the  industrial  corporation  undue  ad- 
vantage over  its  competitors  to  own  a  transportation  company,  on 
which  they  haul  their  own  products  to  their  mills  over  others  who 
have  not  such  like  transportation  facilities.  What  do  you  think  of 
the  proposition  of  railroads  owning  an  interest  in  industrial  or  min- 
ing or  manufacturing  concerns  on  their  lines,  the  company  interested 
in  them  hauling  the  freight  over  their  own  line,  producing  and  manu- 
facturing the  freight  which  they  haul,  in  competition  with  others 
engaged  in  like  industrial  occupations  ? 

Mr.  Kennedy.  You  mean  from  the  standpoint  of  public  policy? 

Mr.  Bartlett.  Exactly. 

Mr.  Kennedy.  Oh,  I  think  that  is  not  a  good  thing.  It  would  be 
better  if  we  did  not  have  it. 
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Mr.  Bartlett.  For  instance,  the  Pennsylvania  Railroad  owns  a 
majority  of  the  stock  in  some  things  that  are  called  independent  steel 
manufactures. 

Mr.  Kennedy.  The  Cambria  &  Pennsylvania  Steel. 

Mr.  Baetlbtt.  The  Cambria  &  Pennsylvania  Steel.  The  reason 
given  by  the  last  witness,  Mr.  Wood,  who  was  vice  president  of  the 
Pennsylvania  Co.,  was  that  they  did  it  more  to  protect  themselves 
in  some  way.  That  policy,  then,  you  do  not  think  is  a  good  one  for 
the  public ;  it  may  be  good  for  the  railroads. 

Mr.  Kennedy.  I  doubt  whether  it  is  good  for  either  in  the  long 
run,  and  certainly  not  for  the  public.  A  railroad,  being  a  common 
carrier  and  a  public  utility,  should  treat  everybody  alike,  and  there 
are  at  least  times  when  there  would  be  temptation  to  treat  them  not 
exactly  alike  if  they  are  interested  in  one,  although  I  think  it  is  better 
for  a  railroad  to  be  interested  in  a  manufacturing  business  than  it  is 
for  an  official  of  the  railroad  personally  to  be  interested  in  the  manu- 
facturing business  to  a  very  large  extent. 

Mr.  Bartlett.  Take  a  railroad  where  very  often  in  developing  a 
new  country  it  takes  stock  in  a  cqtton  mill,  for  instance,  or  any  other 
kind  of  a  plant,  for  the  purpose,  primarily,  of  building  up  the  par- 
ticular locality  or  helping  the  locality  obtain  the  factory.  That 
sometimes  occurs. 

But  in  the  case  referred  to,  the  ownership  and  control  of  the  stock 
in  these  steel  corporations  was  acquired  not,  as  I  understand,  to  aid 
in  the  erection  of  the  plants  or  to  aid  the  people  in  building  up  the 
community,  but  was  done  for  the  purpose  of  putting  the  railroad  com- 
pany in  a  position  where  it  could  protect  itself  in  the  prices  of  prod- 
ucts which  were  manufactured  in  these  plants  in  which  it  owned  an 
interest. 

Have  you  or  not  given  any  thought  to  the  question  of  the  control 
of  the  business  of  the  big  corporations  by  the  Government  ? 

Mr.  Kennedy.  Oh,  yes. 

Mr.  Bartlett.  You  have? 

Mr.  Kennedy.  There  is  no  one  who  has  not  done  that — I  hope  not. 

Mr.  Bartlett.  Have  you  any  plan  to  suggest  to  the  committee  by 
which  the  present  law  on  the  subject  should  be  amended  or  by  which 
the  evils  complained  of  most  by  the  public  and  the  hardships  com- 
plained of  by  the  corporations  in  complying  with  the  law  could  be 
remedied  ? 

Mr.  Kennedy.  I  think,  as  far  as  public  utilities  are  concerned, 
every  manufacturing  company  should  be  put  on  an  exact  equality,  if 
that  can  be  done. 

Mr.  Bartlett.  A  manufacturing  company  is  not  regarded  as  a 

public  utility. 

Mr.  Kennedy.  No  ;  but  as  far  as  their  dealings  with  public  utili- 
ties are  concerned,  I  think  every  manufacturing  company  should  be 
on  an  exact  equality  with  others,  which  I  do  not  believe  they  can  be. 
If  manufacturing  corporations  own  railroads,  I  think  that  is  a  mat- 
ter for  the  Government  to  exercise  its  skill  on.  Take,  for  example, 
the  Reading  Railroad  owns  coal,  and  other  people  own  coal  up 
there.  The  other  people  can  do  nothing,  of  course,  in  competition. 
They  simply  are  at  the  mercy  of  the  people  who  own  the  road. 

Mr.  YoTTNG.  Was  not  that  road  built  in  the  first  place  because  the 
men  building  it  owned  the  coal  and  built  to  get  the  coal? 
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Mr.  Kennedy.  It  might  be,  but  still  that  does  not  make  it  right. 

Mr.  Young.  Was  not  that  the  fact  ? 

Mr.  Kennedy.  Possibly  so.  I  would  not  know  about  that.  But 
if  it  were,  it  was  built  under  charter;  it  was  a  common  carrier,  and 
should  come  under  the  same  rules  as  the  Pennsylvania  or  any  other 
railroad. 

Mr.  Young.  Do  you  think  there  was  anybody  else  at  that  time, 
who  did  not  own  that  coal  who  would  have  been  willing  to  build  the 
road?     You  know  something  about  the  history  of  it,  don't  you? 

Mr.  Kennedy.  Yes;  a  little. 

Mr.  Bartlett.  The  charter  granted  to  them  by  Pennsj'lvania  au- 
thorized them  to  own  the  coal  mines  and  operate  them. 

Mr.  Eeed.  That  is  correct. 

Mr.  Bartlett.  In  other  words,  the  right  to  produce  coal  was 
granted  to  them. 

Mr.  Kennedy.  In  that  case  the  rates  should  be  most  zealously 
scanned,  with  power  to  act. 

Mr.  Bartlett.  That  is  true.  Congress  has  gone  to  the  extent  of 
endeavoring  to  prohibit  the  ownership  of  independent  manufactur- 
ing concerns 

Mr.  Kennedy  (interposing) .  If  the  rates  on  that  road  could  be  put 
at  what  was  exactly  equitable,  then  that  objection  would  not  be  so 
strong,  but  in  case  of  a  railroad  which  practically  buys  the  coal  from 
other  people  and  markets  it,  it  controls  the  price,  and  it  is  not 
equitable. 

Mr.  Bartlett.  Do  you  believe  it  is  necessary  to  have  a  combina- 
tion, an  understanding,  or  a  gentleman's  agreement,  or  anything  of 
that  sort  between  these  large  corporations,  doing  the  great  business 
of  the  country,  in  order  to  keep  stable  prices  of  the  product. 

Mr.  Kennedy.  That  is  a  pretty  hard  question  to  answer.  I  have 
seen  such  demoralizations  that  I  would  have  a  good  deal  of  hesita- 
tion in  expressing  an  opinion  on  that.  This  condition  I  speak  of, 
when  I  was  around  these  tube  mills,  was  almost  pathetic.  I  do  not 
know.     I  think  a  good  deal  of  that  came  from  an  examination 

Mr.  Bartlett  (mterposing).  Under  the  present  law  any  unreason- 
able restraint  of  trade,  by  affreement.  by  any  person  who  is  engaged 
in  interstate  commerce,  is  inhibited  by  the  statute.  Now.  do  you 
think  that  that  law  should  be  changed  so  as  to  permit  combinations 
or  that  the  Government  should  take  not  only  supervision  but  control, 
so  as  to  regulate  the  prices  of  the  product  of  corporations  or  people 
engaged  in  these  large  businesses? 

Mr.  Kennedy.  I  should  hesitate  about  recommending  that  very 
much.  I  think  the  Government  should  be  very  careful  to  put  all 
producers,  as  far  as  the  Government  can,  on  a  level,  especially  in 
regard  to  transportation.  Most  of  the  abuses  in  this  country  have 
been  due  to  transportation. 

Mr.  Bartlett.  As  far  as  transportation  matters  are  concerned,  I 
do  not  apprehend  that  there  is  any  difficulty  finally  of  regulating 
that.  Whether  it  is  difficult  to  regulate  the  other  matter,  of  rail- 
roads owning  manufacturing  concerns,  that  is  a  question  about  which 
there  is  trouble,  I  presume. 

What  I  was  trying  to  get  at  was  whether  you  had  any  suggestions 
to  make  as  to  what  could  be  further  done  to  enable  these  people, 
who  are  engaged  in  these  large  businesses  in  the  country,  to  carry 
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on  that  business  in  a  way  that  they  are  now  inhibited  by  a  strict 
construction  of  the  statute  from  doing,  either  by  lessening  the  rigor 
of  the  statute  or  by  the  Government  taking  further  control  and 
regulation  of  business. 

Mr.  Kennedy.  That  is  almost  too  big  a  question,  I  ,am  afraid,  for 
me.  But  I  feel  that  would  not  be  necessary  if  equality  of  opportunity 
absolutely  could  be  granted  to  everyone  so  far  as  public  utilities  are 
concerned.  I  think  some  of  those  things  will  correct  themselves.  But 
if  one  company  is  so  fortified  by  public  utilities  that  they  have  $1 
or  $2  benefit  of  anybody  else,  that  company  would  be  dominant. 

Mr.  Baetiuett.  You,  then,  think  that  most  of  the  evils  that  are 
complained  of  could  be  remedied  more  by  attention  being  given  to 
the  correction  of  evils  that  exist  in  transportation  than  the  estab- 
lishment of  public-utilities  companies  ? 

Mr.  Kennedy.  I  think  so.  If  you  go  back  to  the  history  of  the 
Standard  Oil  Co.  you  will  find  all  their  abuses  were  based  on  the 
unfair  advantage  of  their  public  utilities.  I  think  you  will  find  any- 
where that  nine-tenths  of  the  trouble  comes  through  that.  If  you  cor- 
rect that  the  other  things  will  largely  correct  themselves.  At  least 
it  is  worth  thinking  about  and  trying. 

Mr.  Baetlett.  You  think,  then,  that  with  the  proper  regulation 
of  rates — I  will  put  it  that  way — and  the  enforcement  of  the  law, 
and  the  enactment  of  new  law  which  would  prohibit  any  industrial 
company  or  organization  from  having  benefits  in  the  matter  of  the 
use  of  the  public  utilities  that  that  is  about  all  that  the  Govern- 
ment ought  to  do  in  the  way  of  regulating  the  business  of  these 
public-utility  corporations  and  of  the  industrial  corporations? 

Mr.  Kennedy.  I  do  not  know  whether  it  is  all  they  ought  to  do, 
but  I  think  that  Is  the  proper  thing,  and  the  thing  that  should 
have  attention  first. 

The  Chaieman.  As  I  understand  you,  you  would  divorce  abso- 
lutely the  control  and  operation  of  public  utilities  from  industrial 
concerns,  if  it  could  be  done  by  law  ? 

Mr.  Kennedy.  Unless  it  was  possible  in  some  other  way  to  guar- 
antee absolute  equality. 

Mr.  YoTTNG.  Mr.  Chairman,  it  is  half-past  5,  and  I  suggest  that  I 
have  a  great  many  questions  I  want  to  ask  Mr.  Kennedy,  and  that 
it  is  too  late  for  us  to  go  on. 

The  Chaieman.  Very  well.    If  that  is  the  case  we  will  adjourn. 

Mr.  Eeed.  Mr.  Chairman,  I  have  some  information  to  be  given  to 
the  committee  which  you  have  asked  for. 

The  Chaieman.  All  right,  Mr.  Eeed. 

Mr.  Eeed.  I  am  advised  that  Mr.  Filbert,  comptroller  of  the  Steel 
Corporation,  sent  to  the  chairman  a  statement  showing  37,000,000 
tons  of  ore  under  the  Hill  lease  had  been  uncovered  by  the  Steel  Cor- 
poration through  it  stripping  operations,  and  just  at  this  point  I 
want  to  caution  the  committee  against  a  misunderstanding  of  those 
figures.  Of  course,  with  the  open-pit  method  of  mining,  it  is  neces- 
sary to  uncover  a  great  deal  more  ore  than  can  be  made  available. 

The  Chaieman.  I  understand. 

Mr.  Eeed.  That  is  to  say,  while  37,000,000  tons  have  been  un- 
covered and  have  been  shown  to  be  there  in  the  ground,  not  more 
than  27,000,000  tons  of  that  can  be  dug  out  by  the  open-pit  method 
of  mining,  so  those  figures  ought  to  be  read  with  that  understanding. 
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The  Chairman.  I  was  going  to  say,  Mr.  Reed,  that  I  appreciate 
3Ir.  Filbert's  promptness  in  sending  that  report,  and  also  the  report 
of  the  number  of  employees  of  the  Steel  Corporation,  with  the 
amount  received  by  them  in  excess  of  $2,000. 

Have  you  that  document  with  reference  to  the  amounts,  uncov- 
ered— the  tabulated  statement  of  Mr.  Filbert  ? 

Mr.  Keed.  No  ;  that  he  sent  to  you  direct. 

The  Chairjian.  In  some  way  it  has  been  mislaid  in  the  office.  I 
will  ask  you  to  request  him  to  send  me  a  carbon  copy  of  the  former 
communication. 

Mr.  Eeed.  I  will  get  a  copy  of  that ;  yes,  sir. 

You  also  asked  for  information  as  to  the  cost  of  constructing  the 
ore-washing  plants  at  Coleraine,  Minn.,  and  your  request  implied 
that  that  was  built  on  property  which  we  took  under  the  Hill  lease; 
but  that,  Mr.  Chairman,  is  not  the  fact.  It  is  built  on  property  which 
that  that  was  built  on  property  which  we  took  under  the  Hill  lease; 

The  cost  of  the  construction  of  that  plant  was  $1,500,218.  I  have 
the  formal  statement  made  by  Mr.  Filbert. 

The  Chairman.  Is  that  plant  available  now  for  practical  pur- 
poses ? 

Mr.  Reed.  Oh,  yes.  It  was  built  not  only  to  wash  the  Hill  ores,  but 
also  other  ores  that  require  concentrating,  and  will  continue  to  be 
used  after  the  surrender  of  the  Hill  lease. 

The  Chairman.  I  will  put  all  those  statements  in  the  record  to- 
gether. 

Mr.  Reed.  I  have  two  or  three  others.  Perhaps  these  had  all  better 
go  in  at  the  close  of  to-day's  hearing. 

The  Chairman.  Yes. 

Mr.  Reed.  In  addition  to  that  you  have  asked  us  for  a  statement  of 
the  ore  holdings  which  were  acquired  through  the  acquisition  of  the 
Union  Steel  Co.,  the  Sharon  Steel  Co.,  and  the  Clairton  Steel  Co.,  and 
I  have  that  statement  here. 

Also,  you  have  asked  for  a  statement  of  the  manufacturing  prop- 
erties acquired  by  the  Steel  Corporation  since  April  1,  1901,  and  I 
have  that  statement  here.  It  shows  the  cost  of  acquisition  of  each  of 
these  properties. 

The  Chairman.  Those  statements  may  all  be  inserted  in  the  record. 

Thereupon  the  committee  adjourned  until  to-morrow,  Thursday, 
March  28,  1912,  at  10  o'clock  a.  m. 

The  statements  referred  to  above  are  as  follows : 

fiTEEI,  EXPORTED  AT  LOWER  PRICES — FIGTJRES  IN  NEARLY  ALL  OASES  MUCH  DELOW 
HOME  RATES CORPORATION'S  STATEMENT  TO  STANLEY  INVESTIGATING  COMMIT- 
TEE— SOME  HEAVY  CONCESSIONS  MADE  TO  FOREIGN  BUYERS — KEEPING  DOMKRTIC 
MILLS  EMPLOYED  ON  TONNAGE  SHIPPED  ABROAD — SPREAD  MOST  PRONOUNCED  IN 
TIN    PLATE WIRE   PRODUCTS    EXPORTED   AT    HIGHER   PRICES,    HOWEVER. 

The  United  States  Steel  Corporation  hns  furnished  the  Stanley  steel  Investi- 
gating cornmlttee  with  a  statement  showing  in  detail  the  iimount  of  its  export 
tonnage  and  the  prices  received  for  It  during  the  last  five  years.  The  state- 
ment Is  appended  to  the  record  of  the  testimony,  and  it  enables  the  steel  trade 
to  learn  officially  for  the  first  time  just  how  much  cheaper  the  Steel  Corpora- 
tion is  selling  abroad  than  at  home.  No  comparison  with  domestic  prices  19 
made  in  the  statement,  but  the  official  statistics  of  the  American  Iron  &  Steel 
Association  make  such  a  comparison  possible. 
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It  has  been  pretty  well  known  in  steel  circles  that  the  Steel  Corporation's 
export  prices  have  been  almost  uniformly  lower  than  the  domestic  prices,  but 
some  of  the  concessions  made  to  foreign  consumers  shown  in  the  comparison 
are  surprisingly  large.  In  1906,  for  instance,  there  was  a  spread  between  the 
average  domestic  f.  o.  b.  price  of  structural  shapes  and  the  corporation's  f.  o.  b. 
export  price  of  nearly  $9.  In  1908  there  was  a  spread  in  the  case  of  plates 
of  $7,  and  in  1909  rails  were  sold  abroad  on  an  average  of  $4  a  ton  less  than  at 
home.  The  biggest  difference  is  in  tin  plates,  in  which  the  Steel  Corporation 
has  been  for  years  in  sharp  competition  with  the  Welsh  makers.  There  was 
in  1906  a  difference  of  nearly  $19  a  ton,  and  in  1910  there  was  a  difference  of 
about  $12.50  a  ton.  A  possible  explanation  of  this  is  that  the  duty  on  tin  plates 
is  very  high,  now  amountiug  to  1.2  cents  per  pound,  or  $26.88  per  gross  ton,  as 
compared  with  $3.92  for  steel  rails. 

On  the  other  hand,  the  figures  show  that  the  corporation  has  received  more 
for  its  wire  products  exported  than  the  domestic  price.  A  great  deal  of  wire 
goes  to  South  America  and  the  Far  East  in  competition  with  German  wire 
makers,  who  are  the  corporation's  chief  rivals.  Some  months  ago  foreign  trade 
periodicals  reported  that  the  "  agreement "  between  American  and  German 
manufacturers  in  regard  to  prices  in  the  export  wire  trade  had  been  violated  by 
the  Americans.  Whether  if  such  an  agreement  ever  existed,  it  has  had  an  Influ- 
ence in  maintaining  the  price  of  wire  in  neutral  territory  can  only  be  surmised, 
but  it  would  appear,  at  any  rate,  that  the  prices  are  higher  than  they  are  in 
this  country.  The  duty  on  wire  rods  and  wire  nails,  incidentally,  is  $8.96  per 
gross  ton. 

The  differences  referred  to  above  are  shown  in  the  following  tables,  which 
compare  the  average  mill  prices  f.  o.  b.  of  some  of  the  principal  products  ex- 
ported by  the  United  States  Steel  Corporation  since  1906  with  the  average 
f.  o.  b.  Pennsylvania  mill,  domestic  prices,  as  reported  by  the  American  Iron  & 
Steel  Association. 


Average 
domestic 
price  per 
gross  ton. 

Average 

United 

States 

steel 

export 

price  per 

gross  ton. 

DifEerence 

per  gross 

ton.i 

Bails: 

1906                                                      

128.  OO 
28.00 
28.00 
28.00 
28.00 

35.84 
38.08 
36.84 
31.70 
32.97 

38.48 
38.48 
36.74 
31.68 
32.92 

37.20 
40.20 
39.80 
36.40 
35.00 

3.60 
3.90 
3.70 
3.50 
3.60 

$24.42 
28.29 
25.80 
23.94 
24.16 

29.84 
33.17 
29.84 
27.60 
29.04 

29.58 
32.48 
29.60 
27.37 
28.42 

39.10 
45.46 
40.26 
37.92 
37.37 

2.85 
3.40 
2.98 
2.85 
3.04 

t3.68 

1907 

+    .29 

1908                                         

—  2.20 

1909                                                                                     

—  4.06 

1910                          

—  3.84 

Plates: 

1906     

—  6.00 

1907                                                       

—  4.91 

1908  

-  7.00 

1909                                         

-  4.20 

1910                                                                               .          

—  3.93 

Structural  shapes: 

1906  

-  8.90 

1907                                         

-  6.00 

1908     .              

-  7.34 

1909                                            

-  4.21 

1910             

-  4.60 

Wire  nails:  ^ 

1906     ..           

+  1.90 

1907                                         

-1-  5.26 

1908                    

-1-    .46 

1909                                     

+  1.62 

1910                                                                     

+  2.37 

Tin  plates: ' 

1906                 

-18.91 

1907                            

-11.20 

-16.12 

1909                         

-14.  S6 

-12.611 

1  — =3decrease;  -j-=increase. 


2  Per  net  ton. 


"  Per  lOO-pound  box. 


The  United  States  Steel  Corporation's  export  tonnage  in  1910  was  the  largest 
on  record,  amounting  to  1,216,057  tons,  and  the  value,  as  calculated  from  the 
corporation's  statement,  was  over  $41,500,000.    The  following  table,  for  the  year 
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1910  only,  shows  the  export  shipments  and  the  total  f.  o.  b.  mill  price  re- 
ceived by  the  Steel  Corporation,  with  the  exception  of  46,096  tons  of  miscel- 
laneous products  for  which  prices  were  not  given  : 


steel  rails gross  tons. 

Billets,  blooms,  slabs,  sheet,  bars,  and  skelp do... 

Plates do . . . 

Structural  shapes do. . . 

Merchant  bars,  bands,  etc do. . . 

Hoops  and  cotton  ties do. . . 

Spliced  bars,  rail  joints,  etc do... 

Wrought  pipe do. . . 

Tin  plate '  base  boxes 

Sheets gross  tons 

Rods do. . 

Coarse  wire net  tons 

Wire  nails  and  staples do. . 

Wire,  tinned  and  coated do. . 

Wire,  barbed  and  galvanized,  twisted do . . . 

Wire  fence  and  netting do. . 

Total 


Tons. 


271,233 
92,043 
105,878 
93,328 
88,966 
13,344 
16,046 
109,203 
393,012 
116,622 
23,029 
18,667 
87, 178 
62,466 
78,869 
5,561 


1,109,961 


Total  price 
received. 


$6,688,606 

2,040,693 

3,074,610 

2,662,268 

2,707,235 

467,432 

689,691 

6,674,997 

1,194,639 

0,706,931 

669,014 

617,604 

2,136,642 

2,443,046 

3,643,637 

290,206 


41,586,050 


■  Included  in  total  gross  tons  on  basic  of  100  pounds  per  base  box. 

Owing  to  the  fact  that  prices  of  steel  have  fallen  this  year  the  world  over  to 
lower  levels  than  during  1910  it  is  obvious  that  the  United  States  Steel  Cor- 
poration must  be  doing  its  export  business  this  year  at  exceeding  low  prices. 
The  corporation's  export  tonnage  thus  far  this  year  has  been  at  the  rule  of 
Over  2,000,000  tons  annually,  far  exceeding  the  exports  last  year.  The  tonnage 
thus  far  talien  has  represented  between  20  and  25  per  cent  of  the  corporation's 
total  production,  and  has  enabled  It  to  Ijeep  its  mills  running  at  n  higher  per 
cent  of  capacity  during  the  dull  period  than  It  otherwise  could  have  done. 


United  States  Steel  Gobpobation, 

Office  of  the  Comptbollbb, 
Empire  Building,  'Sew  York,  March  19,  I'.llt. 
Hon.  A.  O.  Stanlet, 

Chairman  Special  Committee  to  Investigate  Violations 

of  the  Antitrust  Act  of  1890,  and  Other  Acts, 

Wdshington,  D.  G. 
Dear  Sib:  At  the  request  of  our  Mr.  Boiling,  I  send  you  copy  of  letter  ad- 
dressed you  on  the  16th  Instant  in  reference  to  employees  receiving  salaries  or 
wages  in  excess  of  $2,000  per  annum.  Mr.  Boiling  also  suggests  that  we  give 
you  the  total  number  of  employees  at  January  1,  1912.  The  number  was 
192,237. 

Yours,  truly,  W.  J.  FiLbeet,  Comptroller. 


Maecii  16,  1912. 
Hon.  A.  O.  Stanley, 

Chairman  Special  Committee  to  Investigate  Violations 

of  the  Antitrust  Act  of  1890,  and  Other  Acts, 

Washington,  D.  G. 
Dear  Sie  :  In  accordance  with  request  received  through  Mr.  D.  A.  Reed,  of 
our  counsel,  we  give  you  the  following  information : 

Number  of  employees  receiving  annual  salary  or  wages  of  more 

than    $2,000    each 4,108 

Annual  aggregate  salaries  and  wages  of  foregoing  employees $13,  534,  213 

The  above  figures  are  based  on  conditions  existing  at  Januai-y  1,  1912. 
Yours,  truly, 

,  Comptroller. 


UNITED   STATES   STEEL  CORPORATION. 
Statement  of  ore  holdings  as  indicated  lieloio. 


5137 


Name  of  property. 

Acquired  in — 

Estimated 
tonnage. 

Fee  or 
lease. 

Sharon  mine 

Union  Steel  purchase,  being  the  ore  property  of  Sharon 
Steel  Co.,  which  company  was  merged  with  Union 
Steel  Co.,  just  prior  to  United  States  Steel  acaulrement 
of  Union  SteerCo.— 
Non-Bessemer 

14,992,788 
1,624,361 
2,850,000 

2,662,986 
165,233 

153,189 

2,436,927 

340,640 

Silicious 

Champion.. 

Non-Bessemer 

Do. 

Little  and  Prindle 

Clairton  Steel  Co.— 

Non-Bessemer 

Silicious 

Do 

St.  Clair    

One-half  of  fee  interest  ui— 

Non-Bessemer 

Note.— The  Steel  Corporation  prior  to  acquiring  through  Clairton  Steel  Co.  one-half  of  the  fee  interest  in 
this  jnine,  had  a  lease  of  the  remaining  one-half  the  fee  of  which  was  owned  by  an  individual. 


Concentrating  (ore  washing)  plant  at  Coleraine,  Minn. 

Cost  to  construct $1,500,218 

This  plant  was  erected  to  wash  ores  in  the  Coleraine  district  requiring  such 
treatment  Irrespective  of  whether  such  ores  came  from  the  Hill  lease  properties 
or  other  properties  owned  by  United  States  Steel  Corporation's  subsidiaries. 

The  foregoing  plant  is  not  located  on  property  under  the  Hill  lease,  but  on 
fee  lands  owned  by  the  corporation's  subsidiaries.  Nor  are  permanent  improve- 
ments (other  than  shafts)  Installed  in  connection  with  the  Hill  lease  properties 
located  on  the  leased  property  itself. 


Manufaoturvng  properties  acquired  by  United  States  Steel  Corporation  or  its 
subsidiary  companies  iy  purchase  since  Apr.  1,  1901. 


Owning  company. 


Union  Steel  Co , 

Sharon  Steel  Co 

Clairton  steel  Co 

Troy  steel  Products  Co 


Griswold  WireCo. 
Trenton  Iron  Co... 


Location  of  plants. 


Donora,  Pa 

South  Sharon,  Fa 
Clairton,  Pa 


Breaker  Island,  Troy, 
N.Y. 


Braddock,  Pa. 
Trenton,  X.  J.. 


Cost  of 

fixed 

property. 


(■) 
$1,100,000 


73,677 
246,973 


Remarks. 


Plants  have  been  continued  and  are 
now  in  operation. 

Plants  were  much  enlarged  after  ac- 
quirement by  United  States  Steel, 

Plant  has  been  continued  and  is  now 
In  operation.  It  has  been  materi- 
ally enlarged  since  acquired. 

Plant  has  not  been  abandoned,  bat 
has  not  been  operated  since  ac- 
quired. Furnaces  have  been  kept 
in  condition  for  operation,  but  un- 
certainty of  conditions  relating  to 
ore  and  fuel  supply,  also  demand 
for  product,  has  not  warranted  es- 
tabushing  a  permanent  operating 
organization  and  starting  furnaces. 
The  blooming  mill  was  removed  to 
and  installed  at  South  Chicago 
plant. 

Plant  has  been  continued  and  is  still 
in  operation.  Plant  has  been  en- 
larged since  acquirement. 

Plant  has  been  continued  and  is  now 
in  operation,  and  substantial  addi- 
tions have  been  made  thereto. 
See  Note  A. 


1  See  page  19  of  United  States  Steel  Corporation  Report  for  1902. 

"  See  page  18  of  United  States  Steel  Corporation  Annual  Report  for  1904. 
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ilaniifacturing  properties  acquired  6j/   United  Slates  Steel  Corporation  or  its 
suhsidianj  companies  by  purchase  since  Apr.  1,  1901 — Continued. 


Owning  company. 

Location  of  plants. 

Cost  of 

fixed 

property. 

Bemarks. 

Morgantown  Tin  Plate  Co 

National  Steel  &  Wire  Co 

De  Ivalb  Fciuc  Co 

Morgantown,  W.  Va. . 

New  Haven,  Conn 

Dekalb,  111    . . 

120,115 

636,000 

296, 755 

200,000 

1,201,683 

261,050 

Plant  has  been  continued  and  is  now 
in  operation.  Plant  has  been  ma- 
terially  enlarged  since  acquired. 
See  Note  B. 

Plant  has  been  continued  and  is  still 
in  operation.  It  has  been  much 
enlarged  since  acquired.  See  Note 
C. 

Plant  has  been  continued  and  is  still 

Anthony  Fence  Co             .  . 

Tecumseh,  Mich 

San  Francisco,  Cal 

Baltimore,  Md 

in  operation.    See  Note  D. 
Plant  has  been  continued  and  is  still 

Risdon  Iron  and  Locomotive 

Works. 
Baltimore  Bridge  Co 

in  operation.    See  Note  E. 
See  Note  F. 

Plant  has  been  continued  and  is  still 

in  operation.    See  Note  G. 

Notes. — A.  The  plant  of  the  Trenton  Iron  I'o.  was  owned  by  the  heirs  of  the  late  .Vbram 
Hewitt,  of  New  York.  Thoy  were  desirous  of  getting  out  of  business  entirely  and  the 
property  was  purchased  by  the  American  Steel  and  Wire  Co.  only  after  the  owners  had 
repeatedly  solicited  the  corporation  to  purchase  the  same. 

B.  The  Morgantown  plant  of  the  Morgantown  Tin  Plate  Co.  was  at  time  of  purchase  a 
small  property,  had  been  Idle  for  a  long  time,  and  the  company  was  bankrupt.  It  was  pur- 
chased by  the  American  Sheet  and  Tin  Plate  Co.  in  the  liquidation  of  the  affairs  of  the  old 
company.     Immediately  after  the  acquirement  it  was  materially  enlarged  and  modernized. 

C.  The  New  Haven  plant  was  purchased  nt  receiver's  sale,  the  old  company  having  for 
several  years  been  in  receiver's  hands  and  the  plant  idle ;  the  property  was  put  up  at 
auction  for  sale.     The  plant  was  materially  enlarged  after  purchase  by  present  owners. 

D.  E.  These  plants  at  De  Kalb  and  Tecumseh  were  producers  of  wire  netting  of  types 
not  mado  by  American  Steel  &  ■  Wire  Co.  and  were  purchased  by  latter  for  purpose  of 
extending  its  business  in  those  lines.  <>\\noi's  of  both  plants  were  desirous  of  retiring 
from  business  and  were  offering  same  for  sale. 

F.  The  Risdon  plant,  San  Francisco,  was  not  a  producer  of  steel,  but  operated  In  the 
building  and  repairing  of  vessels  and  engines.  Its  owners  had  for  some  years  been 
desirous  of  selling  out  and  retiring,  and,  in  fact,  were  liquidating  the  business  at  time 
plant  was  purchased  by  the  corporation.  The  latter  acquired  it  for  use  of  warehousing 
purposes,  the  location,  buildings,  and  much  of  the  facililii'S  being  specially  adapted 
therefor.     The  plant  is  now  being  employed  for  the  purpose  slated 

G.  The  Baltimore  plant  is  a  small  one;  it  \\'as  owned  by  Minor  C.  Keith,  of  New  York, 
and  was  operated  in  fabricating  lighter  classes  of  steel  material,  principally  for  export. 
Carnegie  Steel  Co.  was  looking  for  a  site  for  a  warehouse  in  Baltimore,  and  Mr.  Keith 
learning  of  this  and  being  desirous  of  getting  out  of  business,  offered  the  plant.  Carnegie 
Steel  Co.,  in  addition  to  carrying  on  the  fabricating  work  fcinuerly  done  at  the  plant,  will 
also  utilize  it  for  warehouse  purposes,  tor  which  the  plant  is  well  adapted  and  located. 

AVER.VliE   YEARLY   PRICES   OF   IRON    AND    .STEEL    FRO.M    ISDO    TO    I'Jll. 

Tile  following  table  gives  the  averafje  yearly  prices  of  leading  articles  of 
iron  and  steel,  tin  plates,  and  wire  nails  from  I.SOO  to  li)ll.  These  priros  iire 
per  ton  of  2,240  pounds,  except  for  bar  iron,  bar  steel,  beiims  and  channels,  tin 
plates,  and  cut  and  wire  nails,  which  are  quoted  by  the  100  pounds,  lOO-piuind 
boxes  and  100-pound  kegs,  respectixely  : 


Articles. 

1890 

1897 

1898 
$12.39 

1899 

1900 

1901 

1902 

1903 

Old  iron  T  rails  at  Philadelphia 

S14. 17 

$12.  49 

$20.36 

$19.51 

$19.32 

123.83 

$21.17 

No.  1  foundrv  pig  iron  at  Philadelphia . 

12.95 

12.10 

11.66 

19. 36 

19.98 

15.87 

22.19 

19.92 

Gray  forge  pig  iron  at  Philadelphia 

11.09 

10.48 

10.23 

16.00 

16.49 

14.08 

19.20 

17.13 

Gray  forge  pig  iron  at  Pittsburgh 

Bessemer  pig  iron  at  Pittsburgh 

10.39 

9.03 

9.18 

16.72 

10.90 

14.20 

19.49 

17.  S2 

12.14 

10.13 

10.33 

19.03 

19.49 

16.93 

20.07 

18.98 

Steel  rails,  at  mills,  in  Pennsylvania  =. 

28.00 

18.75 

17.62 

28.12 

32.  29 

27.33 

28.00 

28.00 

Steel  billets,  at  mills,  at  Pittsburgh  «. 

18.83 

15.08 

15.31 

31.12 

25.00 

24.13 

30.57 

27.91 

'34.87 

36.84 

35.84 

Beams  and  channels  at  Pittsburgh. . . 

1.49 

1.24 

1.17 

i.83 

1.91 

1.68 

1.60 

1.60 

Best  bar  iron,  from  store,  at  Philadel- 

phia 

1.40 
1.21 

1.31 

i.lo 

1.28 
1.07 

2.07 
1.95 

1.90 
2.15 

1.84 
1.80 

2.13 
1.94 

2.00 

Best  bar  iron,  at  mills,  at  Pittsburgh- . 
Bar  steel,  at  mills,  at  Pittsburgh 

1.77 

1.13 

.97 

.98 

1  93 

1.63 

1.47 

1.67 

1,56 

Cut  nails,  from  store,  at  Philadelphia. 

2.36 

1.47 

1.31 

2.21 

2.46 

2.29 

2.29 

2.36 

Wire  nails,  base  price,  at  Chicago 

2.54 

1.46 

1.45 

2.00 

2.76 

2.41 

2.15 

2.13 

'4.06 

4.47 

4.00 

3.93 

3.74 

^  TN'e  have  no  quotatioos  prior  to  this  year. 

2  Prices  are  for  Bessemer  steel  rails  and  Bessemer  steel  billets, 
steel  rails  and  open-hearth  steel  billets  are  somewhat  higher. 


'rices  of  open-hearth 
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Articles. 


Old  iron  T  rails  at  Philadelphia $10. 22 

No.  1  foundry  pig  iron  at  Philadelphia.     15.57 

No.  2  foundry  pig  iron  at  Philadelphia. 

No.  2  foijndry  pig  iron  at  Birmingham .  1 10. 20 
Low-phosphorus  pig  iron  at  Philadel- 
phia  

Gray  forge  pig  iron  at  Philadelphia 13. 67 

Gray  forge  pig  iron  at  Pittsburgh 12. 89 

Bessemer  pig  iron  at  Pittsburgh 13. 76 

Basic  pig  iron  at  Philadelphia 


Basic  pig  iron  at  Pittsburgh., 

Steel  rails,  at  mills  in  Pennsylvania ' . 

Steel  billets,  at  mills,  at  Pittsburgh ' . . 

Steel  ship  plates  at  Pittsburgh 

Reams  and  channels  at  Pittsburgh 

Best  bar  iron,  from  store,  at  Philadel- 
phia  

Best  bar  iron,  at  mills,  at  Pittsburgh. , 

Bar  steel,  at  mills,  at  Pittsburgh 

Cut  nails,  from  store,  at  Philadelphia. . 

Wire  nails,  base  price,  at  Chicago 

Tin  plates,  at  mills,  in  Pennsylvania . . 


28.00 

22.18 

34.52 

1.54 

1.72 
1.48 
1.32 
2.01 
1.96 
3.41 


122. 08 
17.88 


12.77 

121.01 

15.58 

15.62 

16.36 

'16.50 

1  16.33 

28.00 

24.03 

35.61 

1.62 

1.92 
1.87 
1.58 
2.00 
1.93 
3.50 


$23.03 
20.98 

1  20. 19 
15.61 

25.24 
17.79 
18.19 
19.54 
18.91 
19.13 
28.00 
27.45 
35.84 
1.70 

1.98 
1.93 
1.58 
2.13 
1.98 
3.69 


1907 


$23.88 
23.89 
23.14 
20.03 

27.24 
21.06 
21.52 
22.84 
22.17 
21.98 
28.00 
29.25 
38.08 
1.70 

2.11 
1.94 
l.GO 
2.36 
2.18 
3.90 


1908 


$13. 61 
17.70 
17.20 
12.25 

21.94 
15.72 
15.23 
17.07 
16.25 
16.17 
28.00 
26.31 
36.84 
1.64 

1.70 
1.60 
1.48 
2.20 
2.17 
3.70 


1909 


$19.42 
17.81 
17.31 
12.75 

21.05 
16.13 
15.55 
17.41 
16.80 
16.40 
28.00 
24.62 
31.70 
1.41 

1.76 
1.62 
1.32 
2.05 
2.00 
3.50 


1910 


$19.09 
17.36 
16.86 
11.90 

22.72 
15.72 
15.24 
17.19 
16.35 
15.66 
28.00 
26.38 
32.97 
1.47 

1.85 
1.65 
1.44 
2.10 
1.96 
3.60 


$16.90 
15.71 
15.21 
10.41 

20.56 
14.43 
13.97 
15.71 
14.63 
13.98 
28.00 
21.40 
29.25 
1.31 

1.64 
1.41 

1.26 
2.02 
1.89 
.3.62 


Prices  of  open-heart  h  steel  rails  and  open- 


1  We  have  no  quotations  prior  to  this  year. 

«  Prices  are  for  Bessemer  steel  rails  and  Bessemer  steel  billets, 
hearth  steel  billets  are  somewhat  higher. 

Pig  iron,  steel  rails,  and  steel  billets  are  quoted  in  gross  tons  of  2,240  pounds.  Steel  ship  plates,  beams, 
and  channels,  bar  iron,  and  bar  steel  in  lots  of  100  pounds.  Cut  and  wire  nails  in  kegs  of  100  pounds.  Tin 
plates  in  boxes  of  100  pounds. 

The  American   Iron   and    Steel   Association 
James  M.  Swank,  General  Manager. 
Philadelphia,  March  S3,  1912. 
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Committee  on  Investigation  of  the 

United  States  Steel  Coepoeation, 

House  of  Repeesentatives, 
Washington,  D.  C,  Thursday,  March  28,  1912. 
The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Augustus  O.  Stan- 
ley (chairman)  presiding. 

STATEMENT   OF  JULIAN  KENNEDY— Continued. 

_  Mr.  Young.  Mr.  Kennedy,  when  did  you  first  engage  in  an  occupa- 
tion that  brought  you  in  touch  with  the  iron  and  steel  business  ? 

Mr.  Kennedy.  About  1870. 

Mr.  Young.  What  was  that  occupation? 

Mr.  KJENNEDY.  I  was  working  as  an  assistant  in  a  drawing  office, 
designing  blast  furnaces. 

Mr.  Young.  As  a  mechanical  engineer? 

Mr.  Kennedy.  Well,  as  a  boy,  as  a  cub. 

Mr.  Young.  But  in  the  mechanical  engineering  department? 

Mr.  Kennedy.  Oh,  I  should  say  it  was  about  1891,  when  I  com- 
menced to  devote  all  my  attention  practically  to  construction. 

Mr.  Young.  What  were  you  doing  from  1870  to  1891  ? 

Mr.  Kennedy.  I  worked  for  about  two  or  three  years  for  the 
Strothers  Iron  Co.,  at  Strothers,  Ohio. 

Mr.  Young.  In  what  capacity? 

Mr.  Kennedy.  In  various  capacities,  as  a  boy  in  the  drawing  office 
doing  various  things ;  I  was  running  engines  in  the  plant  for  about 
two  years ;  then  in  the  office  for  a  while.  Then  I  went  to  college  and 
was  there  until  1886,  and  then  went  with  the  Bar  Hill  Iron  &  Coal 
Co.  for  a  while. 

Mr.  Young.  What  were  you  doing  for  that  company? 

Mr.  Kennedy.  Superintendent  of  blast  furnaces.  Then  I  went 
with  the  Carnegie  Steel  Co.  at  Braddock,  as  superintendent  of  blast 
furnaces. 

Mr.  Young.  At  what  time? 

Mr.  Kennedy.  I  went  there  in  1879  and  was  there  until  about  1883, 
as  I  remember  it. 

Mr.  Young.  As  superintendent  of  blast  furnaces  at  Braddock? 

Mr.  Kennedy.  Yes,  in  Braddock.  Then  for  about  two  years  as 
superintendent  of  the  Lucy  Furnaces  at  Pittsburgh.  In  1885  I  went 
to  Homestead  as  superintendent  of  the  Homestead  Steel  Works,  Car- 
negie, Phipps  &  Co.,  and  was  there  until  1888.  Then  I  was  super- 
intendent of  the  Latrobe  Steel  Works.  Since  that  time  I  have  been 
engaged  practically  entirely  in  construction  and  designing. 
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Mr.  Young.  That  is,  since  1888  or  1891  ? 

Mr.  Kennedy.  Well,  in  1891  I  opened  a  general  office.  I  gave  all 
of  my  time  to  the  Latrobe  Steel  Co.  untU  1890  or  1891,  and  then 
opened  a  general  office  at  Pittsburgh  as  a  mechanical  engineer. 

Mr.  Young.  While  you  were  with  the  Latrobe  Steel  Co.  were  you 
there  as  mechanical  engineer? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  So  that  since  1888  your  business  has  been  that  of  a 
mechanical  engineer? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  And  the  constructing  of  steel  plants? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  During  that  time  have  you  had  anything  to  do  with 
the  practical  operation  of  plants? 

Mr.  Kennedy.  No;  not  as  superintendent  or  anything  of  that 
kind. 

Mr.  Young.  So,  so  far  as  your  actual  experience  goes  in  operation, 
it  had  ended  in  about  1888  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Have  you  ever  had  anything  to  do  with  the  market- 
ing of  steel  products? 

Mr.  Kennedy.  No. 

Mr.  Young.  Have  you  ever  had  anything  to  do  with  the  trans- 
portation of  ores  and  coal,  either  as  a  shipper  or  from  the  railroad 
side? 

Mr.  Kennedy.  Yes ;  as  a  shipper  I  have  had  some. 

Mr.  Young.  "\A^hat  was  that  experience? 

Mr.  Kennedy.  I  have  been  president  of  a  coke  company  for  several 
years. 

Mr.  Young.  That  is,  of  late  years? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  And  are  still? 

Mr.  KJENNEDY.  And  am  still. 

Mr.  Young.  Where  are  your  coke  works  located  ? 

Mr.  Kennedy.  They  are  located  in  the  lower  Connellsville  region, 
what  is  known  as  the  Klondike  region. 

Mr.  Young.  Where  do  you  ship  to  ? 

Mr.  Kennedy.  We  ship  all  over  the  country. 

Mr.  Young.  Where  does  most  of  it  go  ? 

Mr.  Kennedy.  About  two-fifths  of  our  product  goes  to  the 
Youngstown  district.  As  a  general  rule  we  have  one  customer  who 
has  been  taking  a  portion  of  our  coke  right  along  up  there. 

Mr.  Young.  So  that  you  are  quite  vitally  interested  in  the  question 
of  the  transportation  of  coke? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  You  said  something  yesterday,  I  think,  about  having 
been  connected  with  a  railroad? 

Mr.  Kennedy.  I  was  connected  with  a  railroad  out  West.  It  did 
not  haul  iron  and  steel  products.  It  was  an  interurban  road  and 
hauled  agricultural  products  and  passengers. 

Mr.  Young.  Where  was  it? 

Mr.  Kennedy.  Boise  City,  Ida,ho. 

Mr.  Young.  To  what  other  towns  did  it  run  ? 

Mr.  Kennedy.  From  there  to  Caldwell. 
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Mr.  Young.  What  distance? 
Mr.  Kennedy.  Thirty-nine  miles. 
Mr.  Young.  Is  that  a  steam  road  ? 
Mr.  Kennedy.  No  ;  it  is  an  electric  road. 
Mr.  Young.  It  is  an  electric  road  ? 
Mr.  ICennedy.  Yes. 

Mr.  Young.  Did  you  ever  have  any  experience  with  a  steam  rail- 
road? 

Mr.  Kennedy.  No  ;  not  in  operating. 

Mr.  Baetlett.  You  mean  experience  in  operating? 

Mr.  Young.  Yes.  He  said  he  had  been  a  shipper  of  coke.  Do  you 
ship  any  coal? 

Mr.  Kennedy.  No. 

Mr.  Young.  You  manufacture  coke  and  ship  coke  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  You  said  something  about  the  Union  Steel  Co.  When 
was  that  company  organized,  if  you  know  ? 

Mr.  Kjinnedy.  I  don't  remember  the  date. 

Mr.  Eeed.  About  1900. 

Mr.  Kennedy.  I  presume  somewhere  about  there;  I  don't  re- 
member. 

Mr.  Young.  Was  it  shortly  before  the  organization  of  the  Steel 
Corporation — that  is,  within  a  few  years;  two  or  three  years? 

Mr.  KJENNEDY.  I  do  not  remember  the  exact  date  of  the  organiza- 
tion of  the  Steel  Corporation. 

Mr.  Young.  April,  1901. 

Mr.  Kennedy.  Well,  if  the  other  was  organized  in  1900  and  the 
Steel  Corporation  in  1901,  it  would  be  comparatively  shortly.  I  don't 
remember  either  date.    I  thinlf  it  is  all  given  here  in  the  record. 

Mr.  Young.  When  were  the  works  built? 

Mr.  Kennedy.  I  can  not  tell  exactly  when  the  works  were  built. 
I  was  connected  with  the  building  and  furnishing  of  plants  for  a  por- 
tion of  the  works.  They  had  a  wire  works,  some  mills,  and  that  sort 
of  thing  that  were  built  first,  and  then  a  little  later  on  they  built  some 
blast  furnaces  and  open  hearths.  My  recollection  is  that  those  were 
nearly  completed  when  they  were  taken  over  by  the  corporation,  but 
just  when  it  was  I  do  not  remember.  I  think  that  also  appears  in  the 
record. 

Mr.  Young.  Had  they  produced  any  pig  iron  in  their  blast  fur- 
naces before  they  were  taken  over? 

Mr.  KiiNNEDY.  No ;  I  think  they  were  not  quite  ready  to  run,  as  I 
remember  it.  There  was  still  some  little  construction  work  to 
finish  up. 

Mr.  Young.  So  there  has  been  no  experience  to  judge  what  their 
profits  would  be  in  the  blast  furnaces  at  the  time  they  were  taken 
over  ? 

Mr.  KJBNNEDY.  No ;  I  think  not. 

The  Chaieman.  That  is  the  Union  you  are  talking  about  ? 

Mr.  Young.  Yes.  Do  you  know  what  the  capacity  of  the  plant  was 
that  was  being  built? 

Mr.  Kennedy.  Why,  I  know  in  a  general  way.  The  capacity  was 
about  1,000  tons  of  pig  iron;  that  portion  with  which  I  was  con- 
nected. 

Mr.  Young.  A  day? 
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Mr.  Kennedy.  A  day;  yes. 

Mr.  Young.  Was  that  the  entire  capacity,  or  did  the  other  furnaces 
mill  it? 

Mr.  Kennedy.  No;  I  think  that  was  the  entire  capacity  at  that 
plant.    I  do  not  know  of  any  other  furnaces  they  had. 

Mr.  Eeed.  Mr.  Kennedy  means,  I  think,  the  Union  Steel  Co.'s 
plant  at  Donora,  not  the  Sharon  plant. 

Mr.  Kennedy.  I  am  not  speaking  of  the  Sharon  plant. 

Mr.  Young.  The  Sharon  occurred  a  little  later. 

Mr.  Eeed.  By  merger.  But  when  he  mentions  the  Union  Steel 
plant  he  means  the  Donora  plant. 

Mr.  Young.  I  think  you  said  you  laiew  nothing  about  the  value 
of  their  ores? 

Mr.  Kennedy.  No  ;  I  have  never  seen  their  ore  mines,  or,  at  least 
not  to  examine  them  carefully.    I  have  been  past  them  on  a  train. 

Mr.  Young.  Have  you  ever  had  any  experience  in  the  mining  of 
iron  ore? 

Mr.  Kennedy.  No. 

Mr.  Young.  Have  you  ever  dealt  in  iron  mines,  bought  them,  sold 
them,  or  traded  in  them? 

Mr.  Kennedy.  I  did  have  interests  in  some  a  good  while  ago,  but 
I  did  not  operate  them. 

Mr.  Young.  How  long  ago? 

Mr.  Kennedy.  I  don't  remember  how  long  ago. 

Mr.  Young.  Do  you  still  hold  those  interests? 

Mr.  Kennedy.  No,  sir. 

Mr.  Young.  Did  you  ever  have  any  interest  in  the  Lake  Superior 
district? 

Mr.  Kennedy.  No  ;  except  through  holding  little  bits  of  stock  of 
companies  that  had. 

Mr.  Young.  Did  you  ever  have  any  in  the  Birmingham  district? 

Mr.  Kennedy.  No. 

Mr.  Young.  Around  Chattanooga? 

Mr.  Kennedy.  No. 

Mr.  Young.  The  Union  Iron  Co.  then,  at  the  time  of  the  merger, 
had  not  been  running  long  enough  to  determine  by  actual  operation 
what  it  could  make,  had  it? 

Mr.  Kennedy.  The  blast  furnace  and  open  hearth  had  not  been 
running.  Their  wire  mills,  I  think,  were  running  for  some  time  be- 
fore that. 

Mr.  Young.  Do  you  know  whether  or  not  they  were  profitable? 

Mr.  Kennedy.  I  don't  know  exactly  what  their  wire  mills  did. 

Mr.  Young.  Were  they,  in  your  judgment,  well  located? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  How  about  the  Sharon  plants? 

Mr.  Kennedy.  I  was  not  especially  familiar  with  the  Sharon 
plants. 

Mr.  Young.  You  do  not  know  what  the  capacity  of  the  Sharon 
plants  were? 

Mr.  Kennedy.  No;  not  at  present. 

Mr.  Young.  I  mean  at  the  time  of  the  merger. 

Mr.  Kennedy.  No ;  I  could  not  say  at  present. 

Mr.  Young.  So  you  could  not  give  any  idea  of  their  value  ? 

Mr.  Kennedy.  No. 
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Mr.  Young.  In  what  did  the  great  value  of  the  Tennessee  Coal  & 
Iron  Co.  consist  at  the  time  it  was  taken  over  by  the  Steel  Corpora- 
tion? 

Mr.  Kennedy.  Ore  and  coal  largely. 

Mr.  Young.  It  had  some  blast  furnaces  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  It  had  an  old  rail  mill,  did  it  not  ? 

Mr.  Kennedy.  Yes;  it  had  a  rail  mill  and  an  open-hearth  plant 
there. 

Mr.  Young.  I  think  we  have  some  testimony  that  they  never  made 
rails  in  the  old  mill  as  cheap  as  $30  a  ton  actual  cost.  Do  you  know 
anything  about  that  ? 

Mr.  ;^NNEDY.  I  do  not. 

Mr.  Young.  The  mill  has  all  been  built  over  since  the  Steel  Cor- 
poration took  it? 

Mr.  Kennedy.  I  have  no  doubt  they  have  revised  it  very  con- 
siderably. 

Mr.  Young.  Do  you  know  how  many  blast  furnaces,  and  the 
capacity  of  each,  there  were  in  the  Donora  plant,  the  total  capacity  ? 

Mr.  Kennedy.  There  were  two  blast  furnaces  with  a  capacity  of 
1,000  tons  combined,  daily. 

Mr.  Young.  And  the  Sharon  ? 

Mr.  Kennedy.  I  do  not  know.  I  was  not  familiar  with  the 
Sharon. 

The  Chairman.  Do  you  know  that,  Mr.  Reed  ? 

Mr.  Reed.  Not  accurately.     I  can  have  it  for  you  to-morrow. 

Mr.  ICennedy.  The  Clairton  had  their  blast  furnaces. 

Mr.  Young.  Was  the  entire  interest  of  the  Clairton  merged  into  the 
Union  ? 

Mr.  Kennedy.  No  ;  I  think  not.  I  think  that  went  direct  to  the 
corporation. 

Mr.  Young.  So  you  say  the  principal  value  of  the  Tennessee  Coal 
&  Iron  was  in  its  ore  and  coal  properties  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  And  the  plants  were  a  very  small  proportion  of  the 
entire  value? 

Mr.  Kennedy.  Yes;  I  should  say  they  were  comparatively  small 

Mr.  Baetlett.  May  I  interrupt  you  a  moment? 

Mr.  Young.  Certainly. 

Mr.  Baetlett.  Was  not  the  chief  value  the  nearness  of  the  various 
ingredients  used  in  the  manufacture  ? 

Mr.  Young.  I  will  cover  all  that. 

Mr.  Baetlett.  Very  well. 

Mr.  Young.  You  say  that  you  have  had  no  experience  in  iron 
mining  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Or  in  trading  in  mines  ? 

Mr.  KJENNEDY.  Yes. 

Mr.  Young.  Judge  Bartlett  suggests,  and  I  suppose  it  is  true,  that 
ore  coke  and  coal,  and  limestone  can  be  assembled  cheaper  at  Bir- 
mingham perhaps  than  anywhere  in  the  United  States. 

Mr.  Kennedy.  I  judge  so;  yes. 

Mr.  Young.  That  is  generally  understood,  is  it  not  ? 

Mr.  Kennedy.  Yes. 
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Mr.  Young.  Is  it  not  also  true,  Mr.  Kennedy,  that  the  Tennessee 
Coal  &  Iron  Co.  has  never  been  able  to  find  a  market  for  half  its 
product  in  the  South — that  over  half  of  it  goes  into  the  northern 
markets  ? 

Mr.  Kennedy.  I  do  not  know  as  to  present  conditions  on  that. 

Mr.  Young.  That  is  the  testimony  that  we  have,  that  there  is  not 
a  demand  for  over  half. 

Mr.  Kennedy.  Is  that  as  to  rails  or  pig  iron  ? 

Mr.  Young.  As  to  everything. 

Mr.  Kennedy.  I  know  they  have  shipped  a  great  deal  of  iron  to 
the  North — a  great  deal  of  iron  to  Chicago. 

Mr.  Young.  Do  you  know  what  the  rail  rate  is  to  Chicago  from 
Birmingham  ? 

Mr.  Kennedy.  I  do  not  remember  at  the  moment. 

Mr.  Young.  About  $4? 

Mr.  Kennedy.  I  do  not  think  quite  that  much. 

Mr.  Young.  Do  you  know  what  it  is  to  Pittsburgh  ? 

Mr.  Kennedy.  From  Birmingham? 

Mr.  Young.  Yes,  sir. 

Mr.  Kennedy.  I  do  not  know  exactly. 

Mr.  Young.  Is  it  not  a  fact  that  the  advantage  in  cost  of  produc- 
tion over  the  northern  furnace  is  more  than  offset  by  the  increased 
amount  of  the  cost  of  transportation  to  reach  the  northern  markets? 

Mr.  Kennedy.  I  suppose  it  is  about  offset,  if  you  were  to  go  to 
the  North.  I  know  they  compete  in  Chicago  very  vigorously  for  pig 
iron. 

Mr.  Young.  Now,  assuming  this  situation  is  going  to  continue, 
and  that  the  production  there  will  increase  so  rapidly  that  still  only 
half  of  the  product  would  be  consumed  in  the  South,  and  half  will 
have  to  be  sold  in  the  northern  markets  in  competition  with  north- 
ern iron  and  steel,  is  it  not  true  that  that  fact  considerably  milit0,tes 
against  the  value  of  that  property  over  what  it  would  if  they  could 
find  a  market  for  the  whole  of  it  near  at  home  ? 

Mr.  Kennedy.  Undoubtedly. 

Mr.  Young.  And  that  its  ever  being  in  a  better  condition  de- 
pends upon  whether  the  South  develops  rapidly  enough,  in  compari- 
son with  the  development  of  this  industry,  to  give  it  a  market  for  a 
better  share  of  its  product  near  home? 

Mr.  Kennedy.  That  certainly  would  have  a  bearing  on  the  value 
of  the  plant. 

Mr.  Young.  Was  the  Tennessee  Coal  &  Iron  Co.,  before  it  was 
purchased  by  the  United  States  Steel  Corporation,  a  profitable  con- 
cern? 

Mr.  Kennedy.  I  should  say  not  conspicuously  so. 

Mr.  Young.  For  a  short  time  it  paid  a  dividend  of  4  per  cent  on 
its  preferred  stock  and  nothing  on  its  common,  did  it  not? 

Mr.  Kjinnedy.  I  think  that  is  probably  correct — I  don't  remember. 

Mr.  Young.  And  during  the  greater  period  of  its  existenpp  it 
never  paid  any  dividend  at  all,  is  that  correct? 

Mr.  Kennedy.  I  judge  it  is. 

Mr.  Young.  Do  you  know  Leonard  C.  Hanna,  of  Cleveland? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Is  he  a  man  of  experience  in  iron  mining  and  buying 
and  selling  of  iron  mines  and  iron  ore? 
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Mr.  Kennedy.  He  is  experienced  in  buying  and  selling  ore.  His 
firm  handles  Superior  ore.  I  do  not  know  whether  he  has  had  any 
experience  in  operating  mines  or  not. 

Mr.  Young.  He  operates  several  mines  in  my  county.  He  oper- 
ates mines  also  in  the  Mesabe. 

Mr.  Kennedy.  Well,  his  firm  own  mines  out  there,  but  whether 
he  has  anything  to  do  with  the  actual  operation  or  not  I  don't  know. 

Mr.  Young.  Oh,  yes.  Mr.  Hanna  is  not  a  member  of  the  firm  of 
M.  A.  Hanna  &  Co. 

Mr.  Kennedy.  I  believe  not  up  to  the  present  time. 

Mr.  Young.  You  know  what  his  connection  with  the  Tennessee 
CJoaJ  &  Iron  Co.  was? 

Mr.  Kjjnnedy.  I  know  he  was  connected  with  it  for  a  while ;  I  do 
not  know  any  of  the  details. 

Mr.  Young.  You  know  he  was  a  considerable  owner? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  He  owned  10,000  shares  about,  I  think,  of  the  stock. 

The  Chairman.  Most  of  them  were  in  blocks  of  10,000  shares. 

Mr.  Young.  Yes.  No  one,  I  think,  with  two  exceptions,  held  any 
more.  Would  you  think  with  his  opportunities,  his  general  knowl- 
edge of  the  business,  he  ought  to  be  a  good  judge  of  the  value  of 
th?it  property? 

Mr.  Kennedy.  I  should  think  so.  , 

Mr.  Young.  At  the  time  he  was  connected  with  it  and  when  it  was 
taken  over  by  the  Steel  Corporation.  Then  if  Mr.  Hanna  swore 
before  this  committee  that  he  thought  the  price  the  Steel  Corpora- 
tipn  took  it  over  for,  that  they  paid  a  good  fair  value  for  it,  would 
that  influence  your  opinion  any  as  to  what  the  property  was  worth? 

Th,e  Chairman.  I  do  not  recall  that  testimony. 

M;".  Young.  That  is  exactly  what  he  swore  to,  and  that  he  got 
more  for  his  stock  than  he  paid  for  it. 

The  Chairman.  He  laay  have  sworn  to  that,  but  my  recollection 
is  it  is  directly  to  the  contrary,  although  I  may  be  mistaken. 

Mr.  Young.  No;  you  are  mistaken.  Would  that  have  any  in- 
fluence on  your  opinion? 

Mr.  Kennepy.  Yes;  I  think  it  would. 

Mr.  Young.  Do  you  know  E.  W.  Oglebay,  of  Oglebay,  Norton  & 
Co.,  of  Cleveland? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Do  you  know  what  their  business  has  been? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  The  iron-ore  business? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  They  have  been  miners  and  traders  in  iron  ore? 

Mr.  Kjinnedy.  Yes. 

Mr.  Young.  Would  you  think  Mr.  Oglebay,  from  his  connection, 
owning  5,0,00  shares  of  stock  for  a  considerable  period  of  time — 
would  you  think  his  judgment  was  worth  anything  as  to  what  this 
property  was  worth? 

Mr.  Kennedy.  Yes ;  I  should  think  it  would  be. 

Mr.  Young.  And  if  in  his  judgment  the  Steel  Corporation  paid 
about  what  the  property  was  worth  at  that  time,  would  that  influence 
your  opinion  ? 

Mr.  Kennedy,  I  think  it  would. 
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Mr.  Young.  Do  you  know  John  A.  Topping,  president  of  the  Re- 
public Iron  &  Steel  Co.? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  He  had  been  chairman  of  the  executive  committee,  I 
think  it  was,  of  the  old  Tennessee  Coal  &  Iron  Co.  Is  his  business 
such  that  his  judgment  ought  to  be  good  upon  the  value  of  this 
property  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  You  know  what  his  relations  to  it  were  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Do  you  think  that  he  would  be  better  qualified  to 
judge  of  the  value  of  this  property  or  less  than  yourself,  considering 
his  experience  in  the  business  generally  and  his  connection  with  the 
Tennessee  Coal  &  Iron  Co.  ? 

Mr.  Kennedy.  He  would  probably  know  more  about  the  property 
than  I  know  about  it. 

Mr.  Young.  Would  he  be  in  position  to  be  a  better  judge  of  its 
value  at  the  time  of  the  sale  ? 

Mr.  Kennedy.  I  presume  he  would ;  yes.  You  must  recollect  that 
I  answered  certain  hypothetical  assumptions,  which  I  do  not  say 
were  correct  or  were  not.  Mr.  Topping,  Mr.  Oglebay,  and  Mr.  Hanna 
may  none  of  them  think  there  was  anything  like  that  amount  of  coal 
or  iron.  So  that  their  judgment  might  be  very  much  with  mine,  if 
you  give  them  the  same  basic  condition  to  figure  from. 

Mr.  Young.  Yes.  Suppose  it  appears  that  when  this  sale  of  the 
majority  interest  in  this  stock  was  made  to  the  Steel  Corporation  that 
Messrs.  Hanna,  Topping,  and  John  W.  Gates  insisted  that  the  mi- 
nority stockholders  should  have  the  opportunity,  if  they  chose,  to 
sell  their  minority  holdings  at  the  same  price,  and  that  the  minority 
holders  did  sell  all  of  their  holdings  at  the  same  price,  voluntarily, 
would  that  have  any  efFect  upon  your  judgment  of  what  the  fair 
value  of  the  property  was? 

Mr.  Kennedy.  Very  little. 

Mr.  Young.  Why? 

Mr.  Kennedy.  I  would  not  think  of  selling  out  any  property  in 
which  I  or  my  friends  or  I  and  my  friends  had  control  without  in- 
sisting that  the  minority  should  have  a  right  to  come  in. 

Mr.  Young.  Even  if  you  thought  you  were  selling  it  at  a  sacrifice- 
less  than  what  it  was  worth? 

Mr.  Kennedy.  No;  I  would  insist  that  the  minority  had  a  chance 
to  come  along. 

Mr.  Young.  That  is  if  they  wanted  to  sacrifice  themselves  they 
should  have  the  opportunity  ? 

Mr.  Kennedy.  Yes. 

yh.  Young.  In  the  first  hypothetical  question  that  the  chairman 
put  to  you  he  fixed  the  amount  of  the  ore  on  this  property  at 
700,000,000  tons  and  the  coal  at  a  billion  tons,  and  you  fixed  the  value 
at  $100,000,000.    How  did  you  arrive  at  that  value? 

Mr.  Kennedy.  I  assimie  5  cents  a  ton  value  for  coal  and  7.5  for 
ore. 

Mr.  Young.  I  then  suggested  that  the  evidence  to  which  the 
chairman  referred  was,  there  was  only  about  400,000,000  of  this 
ore  at  present  available,  that  the  other  300,000,000  was  not  at  pres- 
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ent  available,  because  of  its  lower  quality,  and  you  stated  that  that 
would  not  materially  affect  your  idea  of  its  value. 

Mr.  Kennedy.  I  stated  that  under  those  circumstances  I  would 
say  90,000,000,  but  I  did  not  think  that  would  make  much  difference. 

Mr.  Young.  I  think  you  are  mistaken  about  that.  The  90,000,000 
was  fixed  on  the  basis  of  Herbert  Knox  Smith's  report. 

Mr.  KiiNNEDT.  Possibly;  yes. 

Mr.  Young.  You  stated  the  fact  there  was  300,000,000  of  this  ore 
available  would  not  materially  affect  its  value. 

Mr.  Kennedy.  I  said  it  would  not  not  make  a  great  difference 
on  it;  no. 

Mr.  Young.  Why  would  it  not?  7.5  cents  on  300,000,000  would 
be  a  considerable  amount  of  money. 

Mr.  Kennedy.  400,000,000,  if  it  was  all  there  was  there,  would 
be  worth  more  per  ton  than  700,000,000  would,  as  the  other  300,- 
000,000  would  be  carried  a  great  many  years  before  you  would  mine 
it,  and  there  would  be  the  interest  to  cover. 

Mr.  Young.  Then  you  raise  the  price  on  the  400,000,000  ? 

Mr.  Kennedy.  Somewhat,  I  should;  yes. 

Mr.  Young.  As  a  matter  of  fact,  did  you  make  any  calculation  of 
that  changed  condition  or  did  you  jump  at  the  100,000,000 — the  val- 
uation at  the  second  time  ? 

Mr.  Kennedy.  I  did  not  say  100,000,000  the  second  time.  1  said 
I  would  not  make  a  very  great  change  on  it,  but  made  no  estimate. 

Mr.  Young.  But  you  made  no  detailed  estimate? 

Mr.  Kennedy.  No. 

Mr.  Young.  On  that? 

Mr.  Kennedy.  No. 

Mr.  Young.  After  that  you  were  presented  with  this  estimate 
contained  in  Herbert  Knox  Smith's  report,  which  is  as  follows: 

Tons. 

Coking  coal,  proven 217,  000,  000 

Steam  and  domestic  coal,  proven 68,000,000 

Cotlng  coal,  probable 90,  000,  000 

Steam  and  domestic  coal,  probable 351,  800,  000 

Coking  coal,  possible 150,  500,  000 

Steam  and  domestic  coal,  possible 520,000,000 

Ores,    red    ores,    reasonatsly    assured,    including    tonnage    already 

developed 175,  600, 000 

Brown  ores None. 

Eed  ore  of  lower  grade,  but  wbicb  may  be  of  future  value 204, 000, 000 

Additional  probable  tonnage,  red  ores— 279,  600,  000 

Brown  ores 300, 155,  000 

Red  ore  of  lower  grade,  but  wbicb  may  be  of  future  value 35,  000, 000 

And  you  said  that  on  those  figures,  after  you  had  examined  them, 
with  the  book  before  you,  you  would  reduce  the  value  to  $90,000,000. 
In  doing  that,  how  did  you  arrive  at  that  reduction  of  $10,000,000. 

Mr.  Kennedy.  I  do  not  remember  exactly  how  I  got  at  that.  I 
did  not  save  any  notes. 

Mr.  Young.  Did  you  make  a  note? 

Mr.  Kennedy.  I  made  some  figures.  I  think  I  assimied  that 
coal  would  be  about  726,000,000  tons,  taking  the  proven  and  probable, 
and  neglecting  the  possible. 

Mr.  Young.  Did  you  put  any  value  on  this  670,500,000  tons  of 
possible  coal? 
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Mr.  Kennedy.  No;  I  think  not.  I  don't  remember;  I  may  have 
assmned  a  little  of  that.  My  estimates,  made  offhand  here  without 
any  recent  examination  of  the  property  are,  of  course,  a  mere  guess. 
1  have  not  attempted  to  lay  any  special  weight  on  them. 

Mr.  Young.  They  are  not  such  estimates  as  you  would  be  willing 
to  advise  any  friend  of  yours  to  purchase  on  or  sell  on? 

Mr.  Kennedy.  Oh,  no;  of  course  not. 

Mr.  Young.  You  have  not  had  the  opportunity  to  make  the  ex- 
amination ? 

Mr.  Kennedy.  Certainly  not.  The  committee  understands  that 
thoroughly. 

Mr.  Young.  And  you  yourself  do  not  place  very  much  value  on 
them  except  as  a  rough  guess? 

Mr.  Kennedy.  I  would  not  expect  anyone  to  invest  money  on 
them;  certainly  not. 

Mr.  Young.  In  this  table  the  merphantable  ore,  which  is  described 
as  reasonably  assured — its  existence  reasonably  assured — including 
all  the  tonnage  already  developed,  is  reduced  to  175,600,000  tons. 
Would  that,  or  would  it  not,  make  a  very  considerable  reduction  in 
the  value  of  the  property  over  what  it  would  be  if  there  were 
700,000,000  tons  of  merchantable  ore  reasonably  assured? 

Mr.  Kennedy.  Yes;  it  probably  would. 

Mr.  Young.  Have  you  been  familiar  with  the  history  of  the  devel- 
opment of  the  iron  mining  in  this  country  during  the  last  50  years? 

Mr.  Kennedy.  Oh,  somewhat.  I  have  not  been  engaged  m  op- 
erating mines. 

Mr.  Young.  Do  you  assume  that  we  are  practically  at  the  end 
of  our  discoveries  of  ore  which  is  at  present  available  because  of  its 
intrinsic  chemical  value  and  its  location? 

Mr.  Kennedy.  No. 

Mr.  Young.  For  the  manufacture  of  iron  and  steel  ? 

Mr.  Kennedy.  No;  I  have  made  no  such  assumption. 

Mr.  Young.  Would  not  the  history  of  the  development  and  of  its 
recent  development  during  the  last  10  years  indicate  that  there  are 
very  large  bodies  of  ore  yet  to  be  discovered  in  the  old  districts  ? 

Mr.  Kennedy.  Yes ;  I  think  there  are  great  possibilities  of  further 
discoveries.     Even  in  the  old  districts,  from  all  I  laiow. 

Mr.  Young.  Is  it  not  also  true,  Mr.  Kennedy,  that,  owing  to  the 
improvements  which  are  steadily  being  made  in  the  manufacture  of 
pig  iron  and  iron  and  steel,  we  are  constantly  being  able  to  use  profit- 
ably lower-grade  ores  than  we  did  a  few  years  ago? 

Mr.  Kennedy.  I  should  put  that,  that  we  are  being  compelled  to 
use  lower  grades  owing  to  the  working  out  of  the  higher  grades, 
which  is  a  more  correct  method  of  stating  it. 

Mr.  Young.  Is  it  not  a  fact  that,  notwithstanding  that,  whicb  in 
itself  is  an  extra  expense,  leaving  out  such  abnormal  times  as  those 
in  the  nineties,  when  there  was  a  terrible  depression  in  the  steel  busi- 
ness, that  the  cost  of  manufacture  as  a  whole  has  been  going  down, 
taking  a  long  period  of  time,  notwithstanding  this  lowering  of  the 
grade  of  ore  that  we  use?  I  do  not  mean  comparing  the  nineties 
with  the  present,  but  going  back  to  the  nineties  and  coming  up  to 
the  present  time,  taking  the  last  10  years. 

Mr.  Kennedy.  Commencing  when? 
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Mr.  Young.  Well,  taking,  for  instance,  the  last  10  years  for  one 
thing. 

Mr.  Kennedy.  I  suppose  there  may  have  been  slight  reductions  in 
cost  in  respect  to  that  10  years ;  not  very  material,  I  think. 

Mr.  Young.  Yet  the  average  percentage  of  iron  ore  used  during 
the  last  10  years  has  gone  down  5  or  6  per  cent,  has  it  not  ? 

Mr.  Kennedy.  It  has  gone  down  some,  I  do  not  think  5  or  6  per 
cent,  in  10  years. 

Mr.  Young.  Does  it  average  over  55  now  ? 

Mr.  Kennedy.  No;  I  think  not. 

Mr.  Young.  Then  it  averaged  60  ten  years  ago. 

Mr.  Kennedy.  I  do  not  think  quite  60. 

Mr.  Young.  Fifty -nine? 

Mr.  Kennedy.  Possibly  58  or  59. 

Mr.  Young.  You  spoke  something  about  the  cost  of  making  pig 
iron  in  India.    You  built  some  furnaces  out  there  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  I  understand  you  they  had  been  in  operation  about 
two  months  when  you  left  there? 

Mr.  Kennedy.  One  of  them  had  been  in  operation  about  two 
months;  yes. 

Mr.  Young.  And  the  other  not  at  all. 

Mr.  Kennedy.  It  had  not  started ;  yes. 

Mr.  Young.  Do  you  think  that  two  months'  experience  is  sufficient 
to  base  a  judgment  on  what  you  could  make  pig  iron  for  in  those 

Mr.  Kennedy.  No  ;  I  made  no  estimate  of  what  we  could  make  pig 
iron  for. 
Mr.  Young.  You  stated  that  you  had  to  take  the  skilled  labor  over 

there  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  In  the  course  of  time  the  native  labor— a  portion  of 
it — will  become  skilled,  will  it  not? 

Mr.  Kennedy.  Possibly ;  in  a  long  time. 

Mr.  Young.  Has  not  that  been  the  history  of  every  section  where 
you  establish  new  industries— the  people  gradually  learn  it  and  be- 
come skilled? 

Mr.  Kennedy.  Yes.  ■,        ^i  j.     £ 

Mr.  Young.  Will  that  not  have  a  tendency  to  reduce  the  cost  ot 
labor  when  you  can  get  the  native  labor,  a  large  portion  of  it,  in 

the  skilled  positions  ?  ,      ,  ,  ^     ^  on        *. 

Mr  Kennedy.  It  may;  but  of  course  the  labor  cost  ot  80  cents 
per  ton,  you  could  not  get  many  dollars  off  by  getting  skilled  labor. 

Mr.  Young.  No.    Now,  that  is  in  the  cost  of  making  the  pig  ifon  i 

Mr.  Kennedy.  Yes.  .-.-..      ,        j, 

Mr.  Young.  Where  do  you  get  your  ore  m  India ;  how  tar  away 
from  your  furnaces  ? 
Mr.  Kennedy.  At  least  38  nules.  ,        ,   .     ,,  .  ■      , , 

Mr.  Youxg.  What  is  the  labor  employed  m  the  mines,  in  the 

™Mr  Kennedy.  There  practically  is  no  mining  as  yet.  They  are 
simply  shipping  float  ore  from  the  foot  of  the  hills.  They  have  not 
attacked  the  ledge  yet. 
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Mr.  YoTjNG.  Do  you  know  what  they  have  to  pay  for  the  men  that 
do  the  work  ? 

Mr.  Kennedy.  Yes,  in  a  general  way. 

Mr.  Young.  How  much? 

Mr.  Kennedy.  Seven  cents. 

Mr.  Young.  Seven  cents  for  what? 

Mr.  Kennedy.  For  a  day's  work. 

Mr.  Reed.  How  many  hours  is  that? 

Mr.  Kennedy.  About  10  hours. 

Mr.  Young.  How  many  of  them  does  it  take  to  do  what  the  ordi- 
nary man  that  you  get  in  the  mines  over  here  would  do,  whom,  I 
think,  the  chairman  assumes  has  lived  in  this  country  two  or  three 
years,  or,  perhaps,  five  years?  How  would  you  compare  their  labor 
with  this  labor  for  this  kind  of  work  ? 

Mr.  Kennedy.  I  could  not  tell  that  with  much  exactness,  but  it 
would  take  eight  or  ten  of  those  people  to  do  what  one  man  would 
do  here. 

Mr.  Young.  Why  so? 

Mr.  Kennedy.  Well,  they  are  undersized  people,  not  very  strong. 

Mr.  Young.  Are  they  any  smaller  than  the  south  Italians  ? 

Mr.  Kennedy.  Yes;  I  should  judge  they  were. 

Mr.  Young.  Much  ?  I  am  ref errmg  to  the  fellow  who  comes  from 
Sicily,  Naples,  and  south. 

Mr.  Kennedy.  Yes;  I  should  say  on  the  average  quite  a  little 
lighter  people. 

Mr.  Young.  Have  you  begun  to  use  machinery  in  the  mining  op- 
erations ? 

Mr.  Kennedy.  No. 

Mr.  Young.  Machinery  for  drilling? 

Mr.  Kennedy.  No  ;  not  yet. 

Mr.  Young.  If  it  took  eight  of  them  it  would  amount  to  56  cents 
a  day  for  one  of  our  men. 

Mr.  ICennedy.  Yes. 

Mr.  Young.  If  it  takes  10  it  would  amount  to  70  cents.  What 
does  the  American  miner  get  ? 

Mr.  Kennedy.  I  do  not  know  exactly  what  it  is  now,  but  a  good 
deal  more  than  that,  of  course. 

Mr.  Young.  Where  does  your  coal  come  from  which  you  use 
there? 

Mr.  Kennedy.  It  comes  from  what  is  known  as  the  Jheria  field. 

Mr.  Young.  How  far  away? 

Mr.  Kennedy.  Eighty  miles. 

Mr.  Young.  Is  that  coked? 

Mr.  Kennedy.  It  is  coked  at  the  plant. 

Mr.  Young.  Do  you  know  anything  about  the  mining  conditions 
where  that  is  mined  ? 

Mr.  Kennedy.  No  ;  I  did  not  have  a  chance  to  go  to  the  mines. 

Mr.  Young.  Have  you  any  reason  to  believe  the  labor  there  is  any 
more  expensive  than  it  is  at  these  mines  where  it  is  7  cents  a  day? 

Mr.  Kennedy.  My  impression  is  that  it  is  somewhat  more  expen- 
sive. 

Mr.  Young.  Do  they  get  as  much  done  ? 

Mr.  Kennedy.  I  do  not  know  about  that ;  I  did  not  go  up  there. 

Mr.  Young.  You  really  made  no  investigation  of  that? 


UNITED   STATES   STEEL   COEPOBATION.  5153 

Mr.  Kennedy.  Not  of  the  labor  at  the  coal  mines.  The  people  do 
not  run  their  own  coal  mines.     They  buy  their  coal. 

Mr.  YoTJNG.  The  transportation,  I  think  you  stated,  was  about  3 
mills  per  ton-mile? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Don't  they  make  any  difference  over  there  between 
long  hauls  and  short  hauls  ? 

Mr.  Kennedy.  Not  on  this  product. 

Mr.  Young.  Is  that  because  the  hauls  are  all  about  the  same  dis- 
tance ?  Is  not  that  principle  applied  over  there  generally  as  to  the 
long  haul  ? 

Mr.  Kennedy.  Oh,  I  judge  so;  yes;  I  don't  know.  I  did  not  go 
into  that  in  general  as  to  freights  in  general,  but  the  freights  for 
this  plant  are  based  on  that. 

Mr.  Young.  It  is  a  fact,  is  it  not,  that  ordinarily  a  long  haul 
can  be  made  at  a  lower  rate  per  mile  than  a  short  h*ul  ? . 

Mr.  Kennedy.  Yes. 

Mr.  Young.  What  is  the  cause  of  that? 

Mr.  Kennedy.  The  cause  of  that  is  there  are  terminal  charges  at 
the  start  and  at  the  finish,  which  are  the  same  for  one  haul  as  for 
another. 

Mr.  Young.  You  say  terminal  charges,  but  actually  there  is  a  ter- 
minal cost,  is  there  not  ? 

Mr.  Kennedy.  Yes ;  perhaps  it  is  more  correct  to  say. 

Mr.  Young.  The  charge  does  not  always  represent  the  whole  cost. 

Mr.  Kennedy.  There  is  a  terminal  cost.  The  cars  have  to  wait 
at  each  end  and  have  to  be  handled  more  or  less,  and  there  are  certain 
costs  connected  with  originating  and  winding  up  the  traffic  at  the 
other  end. 

Mr.  Young.  Who  loads  and  unloads  cars  over  there,  on  which 
coal  and  ore  are  carried,  to  get  this  rate  of  3  mills  ? 

Mr.  Kennedy.  The  steel  company  loads  and  unloads  the  ore. 

Mr.  Young.  You  were  asked  your  judgment  on  the  value  of  the 
Carnegie  Co.  previous  to  its  purchase  or  the  merger,  whatever  you 
call  it,  by  the  Steel  Corporation,  and  you  said  you  would  put  it 
somewhere  between  the  values  fixed  in  the  suit  by  the  defendants 
and  by  the  complainants,  and  suggested  $160,000,000. 

Mr.  Reed.  That  is  for  the  Carnegie  Steel  Co.  (Ltd.). 

Mr.  Young.  Yes.  Did  that  include  all  the  property  that  went 
into  the  Steel  Corporation  as  the  Carnegie  Co.,  the  corporation? 

Mr.  Kennedy.  No.  I  judge  possibly  there  may  have  been  addi- 
tions after  that  time. 

Mr.  Young.  One  addition  was  the  H.  C.  Frick  Coal  &  Coke  Co., 
was  it  not? 

Mr.  KJENNEDY.  I  am  not  certain.  I  think  that  went  to  the  Carnegie 
Co.  before  that  time,  did  it  not? 

Mr.  Reed.  It  was  owned  by  the  individuals  at  the  time  of  the  suit. 

Mr.  Young.  That  was  added  afterwards.  Well,  now,  you  have 
heard,  of  course,  as  everybody  has  in  the  iron  and  steel  business, 
about  a  certain  option  that  was  given  by  the  Carnegie  Co.,  generally 
spoken  of  as  the  Moore  option. 

Mr.  Kjinnedy.  Yes. 
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Mr.  Young.  That  embraced  the  old  companies  before  the  Henry 
C.  Frick  Co.  was  added.  Now,  was  Mr.  Frick  conversant  with  the 
value  of  the  property? 

Mr.  Kennedy.  I  think  so. 

Mr.  Young.  Was  he  as  conversant  as  any?  Do  you  think  there 
were  any  who  knew  more  about  it  than  Mr.  Frick? 

Mr.  Kennedy.  I  judge  he  was  as  conversant  with  it  as  ai^on'e. 

Mr.  Young.  Would  the  facts  which  now  appear,  that  Mr.  Frick 
was  one  of  the  persons  who  obtained  that  option,  that  he  joitied 
with  other  gentlemen  in  obtaining  it,  that  the  price  was  $250,000,000, 
and  that  Mr.  Frick  and  these  other  gentlemen  put  up  a  forfeit  Off 
$2,000,000  in  order  to  obtain  an  option  on  that  property  at  $250,- 
000,000,  would  that  affect  your  mind  in  any  way  as  to  the  value  of 
that  property? 

Mr.  KENNEDY.  Is  that  on  the  same  property? 

Mr.  Young,  Yes.  That  is,  before  the  Henry  C.  Frick  property 
went  in. 

Mr.  Kennedy.  I  do  not  know  just  how  much  that  would  affect 
my  mind.  I  do  not  remember  just  the  exact  circumstances.  My 
impression  is  that  was  largely  contingent  on  other  consolidations 
gomg  with  it;  but  I  don't  know. 

Mr.  Young.  Oh,  no;  there  was  no  contingency  at  all.  It  was  a 
written  contract.  It  is  in  our  records;  and  the  money — at  least  a 
portion,  a  million  and  some  odd  thousand  dollars  which  went  to  Mr. 
Carnegie — was  acually  put  up  and  paid  over  to  Mr.  Carnegie,  al- 
though the  parties,  when  they  failed  to  make  the  deal  go,  tried  to 
get  him  to  release  some  portion  of  it,  and  he  would  not  do  it.  They 
actually  risked  their  money  on  the  chance. 

Mr.  KJENNEDY.  Yes;  but  that  chance,  however 

Mr.  Young  (interposing).  It  failed. 

Mr.  Kennedy.  That  chance,  however,  as  I  recall,  involved  the 
possibility  of  combining  that  propertv  with  other  properties,  did  it 
not? 

Mr.  Young.  No;  not  at  all. 

Mr.  Kennedy.  In  other  words,  did  not  the  Moores  and  Mr.  Frick 
vote  to  form  a  still  larger  combine  in  case  they  took  it  ? 

Mr.  Young.  "What  they  may  have  hoped  does  not  appear.  This 
was  a  simple  proposition  to  take  this  property  at  $250,000,000,  for 
which  they  put  up  a  forfeit  of  $2,000,000. 

Mr.  Kennedy.  Whether  that  would  affect  my  mind  or  not  w'ould 
depend  on  what  was  the  intention  to  do  with  it.  If  they  took  an 
option,  hoping  to  form  a  corporation  somewhat  like  the  Steel  Cor- 
poration was  later  formed,  and  did  not  succeed  in  making  the  dtol 
go,  and  therefore  had  to  drop  the  option,  that  Avould  create  one 
impression. 

The  Chaieman.  Not  to  interrupt  you,  Mr.  Young,  do  you  know 
whether  it  is  true  or  not  that  the  Moores  had  formed  these  concerns 
and  that  they  had  made  approximately  $100,000,000  out  of  the  bank- 
ing operations  prior  to  this  time? 

Mr.  Kennedy.  I  know  the  Moores  have  put  together  some  largP 
combinations,  and  my  impression  was  that  this  option  was  taken  iD 
the  hope  of  putting  together  a  still  larger  one,  which  was  foUnd 
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later  could  not  materialize,  and  therefore  they  were  unable  to  carry 
the  option  through. 

The  Chairman.  Did  not  they  put  together  all  these  combinations, 
I  mean  prior  to  the  formation  of  the  United  States  Steel  Corpora- 
tion, except  the  National  Tube  Co.,  the  Federal  Steel  Co.,  and  the 
American  Bridge  Co.? 

Mr.  Reed.  And  the  American  Steel  &  Wire  Co. 

The  Chairman.  No 

Mr.  Eeed  (interrupting).  They  put  together  four  of  them,  Mr. 
Chairman.  If  I  may  straighten  this  matter  out,  they  took  the  Car- 
negie option  before  they  made  any  of  these  combinations  that  are 
known  as  the  Moore  combinations.  Those  they  did  make  were  the 
American  Sheet  &  Steel  Co.,  the  American  Tin  Plate  Co.,  the  Ameri- 
can Steel  Hoop  Co.,  and  the  National  Steel  Co.  Those  four  con- 
solidations were  all  made  after  the  taking  of  the  Carnegie  option. 

Mr.  Young.  Yes.  The  chairman  asked  you,  Mr.  Kennedy,  a  ques- 
tion about  the  economies  which  would  result  from  combining  the 
plants  at  Pittsburgh  with  plants  at  Chicago,  and  so  on.  You  stated 
there  were  economies  in  marketing.  The  chairman  then  asked  you 
if  that  would  amount  to  the  interest  on  $596,000,000  of  bonds  and 
the  overhead  charges  of  the  holding  company,  the  United  States 
Steel  Corporation,  to  which  you  practically  answered  no.  Are  you 
able  to  see  that  the  interest  on  those  bonds  had  anything  to  do  with 
that  question? 

Mr.  Kennedy.  No;  I  do  not  exactly  see  that. 

Mr.  Young.  It  would  not  make  any  difference  as  to  economy  in 
operation  whether  this  corporation  borrowed  $596,000,000  or  whether 
they  subscribed  it  and  put  it  in  in  stock  instead  of  bonds,  would  it  ? 

Mr.  Kennedy.  Not  that  I  can  see. 

Mr.  Young.  Not  unless  they  borrowed  their  money  at  a  little  lower 
rate  than  they  could  make  on  the  money  with  which  they  would  have 
to  replace  it. 

Was  there  anything,  in  your  judgment,  entering  into  that  question 
of  economy — as  an  adverse  factor  I  mean — except  the  overhead 
charges  of  the  holding  company,  what  that  organization  cost? 

Mr.  Kennedy.  No;  I  think  of  nothing  else. 

Mr.  Young.  Did  not  the  fact  that  organization  enabled  them  to 
practice  a  good  many  economies  as  to  the  organization  of  the  sub- 
sidiary companies,  which  to  a  large  extent  anyway  offset  the  cost  of 
the  holding  company? 

Mr.  Kennedy.  There  may  have  been  some  economies  in  this  line. 

Mr.  Young.  Then  there  were  a  good  many  of  the  smaller  com- 
panies combined,  were  there  not? 

Mr.  Kennedy.  I  believe  so. 

Mr.  Young.  And  their  charges  for  officials  and  so  on  eliminated; 
is  that  true? 

Mr.  Kennedy.  I  believe  so. 

Mr.  Young.  When  we  were  discussing  the  question  of  the  owner- 
ship of  railroads  by  industrial  concerns  you  expressed,  as  I  under- 
stood it,  in  the  first  place,  the  opinion  that  this  was  a  dangerous  thing 
because  of  the  danger  that  an  advantage  would  be  taken  by  the  in- 
dustrial company.  Later  I  understood  you  to  say  that  you  still 
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thought  it  was  a  dangerous  thing  unless  by  some  sort  of  Government 
control  the  evils  could  be  prevented.    Was  I  correct  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  You  are,  of  course,  aware  that  the  Interstate  Com- 
mission has  jurisdiction,  on  its  own  motion,  without  complaint,  not 
only  to  fix  the  rates,  but  to  fix  the  division  of  rates,  where,  for  in- 
stance, an  industrial  plant  has  one  of  these  terminal  roads  which 
start  as  a  mere  plant  facility,  and  they  begin  to  branch  it  out  a  little, 
and  it  takes  on  to  some  extent  the  character  of  a  common  carrier. 
The  Interstate  Commerce  Commission  has  the  power  now  to  say 
whether  that  road  performs  such  a  service  in  transportation  that  it  is 
entitled  to  any  share  of  the  rate,  and  if  so,  just  how  great  a  share  it  is 
entitled  to. 

Can  you  see  any  greater  difficulty  in  their  determining  that  ques- 
tion than  there  is  in  determining  what  the  full  through  rate  should 
be  ?    Is  it  any  more  difficult  to  do  that  ? 

Mr.  Kjinnedy.  They  are  both  pretty  difficult,  I  imagine. 

Mr.  Young.  But  our  whole  legislation  was  framed  on  the  theory 
that  can  be  done,  and  our  commission  is  constantly  doing  it. 

Mr.  Kennedy.  I  think  the  commission  is  doing  the  best  they  can, 
but  it  is  a  long  and  tedious  job,  and  the  inertia  of  things  in  general 
make  it  require  a  long  time  to  correct  things  which  are  not  right 

Mr.  Young.  As  a  matter  of  fact  there  are  not  a  great  many  indus- 
trial concerns  so  large  that  they  have  these  railroads. 

Mr.  Kennedy.  No  ;  not  a  great  many. 

Mr.  Young.  They  would  not  make  a  great  many  cases  to  go  be- 
fore the  Interstate  Commerce  Commission  if  they  all  went  there? 

Mr.  Kennedy.  I  don't  laiow  how  many.  I  suppose  there  would 
be  a  good  many,  probably. 

Mr.  Young.  To  repeat  my  question :  Can  you  see  that  it  would  be 
any  more  difficult  for  them  to  determine  the  share  of  each  road  in 
a  through  rate,  or  whether  a  certain  road  was  entitled  to  any  share 
or  not,  than  it  would  be  to  determine  what  the  whole  through  rate 
should  be? 

Mr.  Kennedy.  No;  I  do  not  see  why  there  should  be  any  greater 
difficulty. 

Mr.  Young.  Yet  this  is  a  practical  scheme  we  have  devised  for 
fixing  rates  and  preventing  rebates  and  abuses.  Do  you  see  any  spe- 
cial difficulty  in  applying  it  to  a  situation  like  this  or  an  industrial- 
owned  railroad? 

Mr.  Kennedy.  If  it  is  practical — which  I  do  not  believe — I  do  not 
see  any  special  difficulty  in  applying  it. 

Mr.  Young.  That  is,  you  do  not  believe  in  the  entire  scheme;  you 
think  the  entire  scheme  of  Government-fixed  rates  is  impracticable? 

Mr.  Kennedy.  I  think  the  scheme  as  at  present  sought  to  be  oper- 
ated is  impracticable. 

Mr.  Young.  Could  you  suggest  any  changes  in  it  that  you  think 
would  make  it  more  practicable  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  What? 

Mr.  Ejinnedy.  If  the  Interstate  Commerce  Commission  were  givep 
power  to  fix  rates  to  go  into  effect  at  once  and  remain  in  effect  until 
decided  to  be  mistaken  or  wrong  by  the  Supreme  Court  of  the  United 
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States,  the  thing  would  be  very  much  more  practicable  than  it  is  at 
present. 

Mr.  Young.  In  what  way  does  that  differ  from  the  present  ? 

Mr.  Kennedy.  At  present  there  is  a  Commerce  Court  which  seems 
to  be  pretty  steadily  reversing  a  large  majority  of  the  decisions  that 
the  Interstate  Commerce  Commission  is  making,  so  far  as  I  note  the 
trend  of  things. 

Mr.  Young.  They  have  been  pretty  largely  reversed  themselves  by 
the  Supreme  Court,  have  they  not,  and  pretty  rapidly  ? 

Mr.  Kennedy.  Possibly  so. 

Mr.  Young.  Their  jurisdiction  has  been  defined  in  a  very  late  de- 
cision of  the  Supreme  Court. 

Mr.  Baetlett.  And  was  defined  in  the  act,  and  there  ought  not  to 
be  any  doubt  about  what  Congress  meant  when  it  established  it. 

Mr.  Young.  I  agree  entirely  with  you. 

Mr.  Baetlett.  And  I  do  not  think,  if  we  can  get  the  assistance  of 
our  friends  on  the  other  side,  that  the  court  would  have  much  more 
opportunity  to  make  any  more  decisions  after  this  Congress  adjourns. 

Mr.  Young.  I  am  not  certain  of  that. 

Mr.  ICennedy.  I  could  suggest,  further,  that  if  a  good  many  of 
the  laws  were  made  more  definite  and  a  good  many  things  in  con- 
nection with  our  Government  were  made  plainer  and  more  definite 
it  would  be  a  great  help,  especially  some  very  indefinite  phrases, 
such  as  "  the  taking  of  property  without  due  process  of  law."  If  the 
phrase  "  due  process  of  law  "  could  be  clearly  defined,  it  would  help 
things  a  great  deal. 

Mr.  Young.  It  has  been  defined  by  the  courts  for  several  decades — 
I  might  have  said  several  hundred  years — so  no  lawyer  would  have 
any  right  to  question  that. 

Now,  Mr.  Kennedy,  the  chairman  called  your  attention  to  these 
four  roads  in  Minnesota,  running  from  the  Mesabi  and  Vermilion 
Ranges,  and  stated  to  you  that  the  rate  was  80  cents  up  there,  and 
assuming  it  ought  to  be  only  40,  asked  you  what  advantage  this 
would  give  to  the  Steel  Corporation,  which  owned  the  roads,  over 
its  competitors  in  the  manufacture  of  iron  and  steel  per  ton  of  pig 
iron,  and  you  stated  it  would  be  $1.60.  A  little  later  you  were  asked 
about  the  rate  from  Conneaut  to  Pittsburgh,  which  is  96  cents,  and 
you  stated  your  own  judgment  that  that  ought  to  be  40  cents — that 
was  your  judgment  of  a  fair  rate.  And  as  it  was  96  cents  there 
would  be  56  cents  a  ton,  and  you  said  there  was  another  advantage 
of  $1.12. 

So  in  the  case  of  these  two  roads  there  would  be  an  advantage  to 
the  Steel  Corporation  of  $2.72  a  ton,  assuming  the  chairman's  figure 
of  40  cents. 

I  was  at  a  little  loss  to  understand  why  a  charge  of  40  cents  a  ton 
on  the  Missabe  should  give  the  Steel  Corporation  an  advantage  of 
$1.60,  while  the  larger  overcharge  of  56  cents  a  ton  from  the  Lakes 
to  Pittsburgh  only  gave  them  an  advantage  of  $1.12.  Is  there  not 
something  wrong  there  ? 

Mr.  Kennedy.  No,  sir.  In  the  haul  from  the  Lakes  to  Pittsburgh 
they  only  get  an  overcharge  on  their  own  ore.  In  the  haul  from  the 
mihes  to  Duluth,  in  case  there  is  an  overcharge,  they  get  the  over- 
charge on  their  own  ore  and  also  on  their  competitors'  ore,  assuming 
there  was  half  of  each,  which  I  did  in  my  answer. 
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In  other  words,  they  get  the  rebate  on  their  own  stuff  plus  the  re- 
bate on  their  competitors'  stuff. 

Mr.  Young.  Why  is  an  overcharge  on  their  own  road  any  advan- 
tage to  them?  They  simply  take  the  money  out  of  one  pocket  and 
put  it  in  another,  don't  they  ?  Is  it  not  a  matter  of  fact  that  would 
be  80  cents  on  the  assumption  the  rate  should  be  half  what  is  was  ? 

Mr.  Kennedy.  No;  I  think  not.     I  think  my  figures  are  correct 

Mr.  Young.  If  the  rate  should  be  40  cents,  and  it  is  80  cents,  then 
the  railroad  company  makes  40  cents  a  ton  too  much,  does  it  not? 

Mr.  Kennedt.  Yes. 

Mr.  Young.  But  if  the  steel  company  pays  that  40  cents  to  the 
railroad  company,  does  not  the  steel  compajny  make  40  cents  a  ton 
less  than  it  ought  to  ? 

Mr.  Kennedy.  If  the  steel  company  were  hauling  out  ore  for  a 
thousand  tons  of  pig  iron  for  themselves  and  an  equal  amount  for 
another  company,  they  would  bring  out  4,000  tons  of  pig  iron? 

Mr.  Young.  Yes. 

Mr.  Kennedy.  On  which  they  would  make  $1,600  extra  profit. 

Mr.  Young.  Yes;  for  the  railroad. 

Mr.  Kennedy.  For  the  railroad. 

Mr.  Young.  Yes. 

Mr.  Kennedy.  And  they  would  then  be  equal  for  their  competitor 
beyond  that? 

Mr.  Young.  Yes. 

Mr.  Kennedy.  Therefore  they  would  be  $1,600  ahead  of  him  on 
the  whole  transaction  and  they  have  made  a  thousand  tons  of  pig 
iron. 

Mr.  Young.  When  their  own  company  pays  $800  of  that  them- 
selves ? 

Mr.  Kennedy.  Yes.  Suppose,  to  illustrate  further,  that  the  rate 
is  40  cents  too  high,  and  the  steel  company  haul  out  on  their  own 
road  2,000  tons  of  ore  and  their  competitor  has  hauled  out  on  an- 
other road  2,000  tons  of  ore. 

Mr.  Young.  Yes. 

Mr.  Kennedy.  In  that  case  they  would  still  be  $800  ahead  of  him. 

Mr.  Young.  Yes. 

Mr.  Kjinnedy.  If,  instead  of  the  outside  road  making  that  other 
$800,  they  made  it,  they  are  $1,600  ahead  of  him  in  a  competitive 
way. 

Mr.  Young.  We  will  assume,  for  instance,  for  the  purpose  of  an 
example,  that  it  costs  the  railroad  company  40  cents  a  ton  to  haul 
this  ore,  and  they  get  80  cents  a  ton  for  it ;  they  haul  half  of  the  ore 
for  the  Carnegie  Co.  and  half  for  Jones  &  Laughlin. 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Do  you  think  they  make  anything  on  their  own  ore? 
Do  you  think  the  United  States  Steel  Co.  makes  anything  on  haul- 
ing its  own  ore  by  that  transaction  ? 

Mr.  Kennedy.  If  they  did  not  make  anything  they  would  gain 
$800  on  the  other  end,  by  having  ore,  to  begin  with. 

Mr.  Young.  Is  it  not  the  actual  cost  to  them  in  any  instance?  It 
might  have  cost  them  more  to  hire  it,  but  the  actual  cost  was  40  cents. 
If  the  railroad  gets  80  cents,  it  gets  it  from  the  Carnegie  Co.  We  will 
assume  it  is  going  to  the  Carnegie  Co.,  which  is  another  branch  of  the 
Steel  Corporation. 
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Mr.  Kennedy.  Yes. 

Mr.  Young.  The  railroad  company  makes  that  40  cents,  but  the 
Carnegie  Co.  pays  it,  and  what  the  Steel  Corporation  make  at  one 
end  it  loses  at  the  other.  So  there  is  no  profit  in  the  business  on 
their  own  ore  in  transporting  it  that  way.  There  would  be  a  profit, 
of  course,  from  hiring  somebody  else  to  do  it  at  80  cents. 

Mr.  KJENNEDT.  Still  there  is  a  profit  over  Jones  &  Laughlin,  if 
you  take  them  as  the  illustration  ? 

Mr.  Young.  Yes ;  of  the  40  cents. 

Mr.  Kennedy.  No;  of  the  80  cents. 

Mr.  Young.  Well,  80  cents  for  two  tons. 

Mr.  Kennedy.  Yes ;  of  the  $1.60. 

Mr.  Eebd.  Just  for  a  suggestion,  Mr.  Young,  is  not  this  what  Mr. 
Kennedy  means:  If  I  pay  you  40  cents  you  are  not  entitled  to,  you 
are  80  cents  better  off  than  I  am.  You  have  gone  up  40  cents  in  the 
scale  of  assets  and  I  have  gone  down.  Is  not  that  what  you  are 
driving  at? 

Mr.  Kennedy.  When  it  comes  to  that,  it  seems  you  would  have 
to  sell  them  for  80  cents  higher  in  order  to  get  out  even. 

Mr.  Young.  You  mean  80  cents  a  ton  on  pig  iron,  or  $1.60. 

Mr.  Kennedy.  $1.60  that  I  pay  you,  which  is  80  cents  more  for 
my  ore  than  I  ought  to  pay  you.  I  am  $1.60  behind  you  in  the  race 
for  competition,  because  you  have  made  80  cents  and  I  have  lost  80 
cents,  and  if  we  go  on  to  sell  I  have  got  to  sell  $1.60  above  you  to 
compete.  You  can  figure  it  every  way  you  can,  and  come  right  back 
to  that. 

Mr.  Young.  That  is,  I  have  made  more  than  I  would,  you  mean, 
if  I  paid  somebody  else  80  cents  to  transport  my  ore  ? 

Mr.  Kennedy.  Certainly. 

Mr.  Young.  Yes. 

The  Chairman.  To  make  this  plain  and  not  interrupt  you,  I  think 
it  will  clarify  the  whole  atmosphere.  Suppose  the  Steel  Corporation 
did  not  haul  the  ore  for  anybody  but  themselves,  and  they  hauled 
it  40  cents  cheaper  on  the  ton  than  any  other  company  could  haul  it. 
Would  not  they  have  an  advantage  of  40  cents  ? 

Mr.  Young.  Undoubtedly ;  but  that  is  not  this  situation. 

The  Chairman.  But,  now,  if  in  addition  to  saving  40  cents  on  their 
own  ore  they  would  haul  the  other  fellow's  ore,  would  not  they  make 
40  cents  more  ? 

Mr.  Young.  On  his  ore  ? 

The  Chairman.  Exactly.  That  would  be  a  difference  of  80  cents  a 
ton. 

Mr.  Kennedy.  Let  me  give  an  illustration  a  little  further,  if  I  may. 
Suppose  the  Carnegie  Co.  made  1,000  tons  of  iron  and  nine  other  peo- 
ple made  a  thousand  tons  each  each  day.  Suppose  the  Carnegie 
people  on  their  railroad  hauled  the  whole  10,000  tons  of  ore  at  40 
cents  more  than  they  should  have. 

Mr.  Young.  Yes. 

Mr.  KJENNEDY.  Would  not  they  be  able  to  sell  iron  $8  a  ton  cheaper 
in  the  market  than  any  of  the  rest  of  them? 

Mr.  Young.  At  the  same  time,  Mr.  Kennedy,  they  have  an  invest- 
ment in  this  railroad  company,  do  they  not  ? 

Mr.  Kennedy.  Of  course  they  do.  I  am  only  speaking  of  what 
is  extra  freight — ^more  than  they  should  pay. 
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Mr.  Young.  Is  not  this  finalljr  what  you  mean:  That  a  company 
which  owns  its  own  mines,  which  transports  its  own  ore,  which 
owns  its  own  coal  and  makes  its  own  coke,  and  transports  its  own 
coke,  and  with  these,  and  the  limestone  which  it  owns  itself,  makes 
iron  and  steel — ^that  it  can  do  it  cheaper  than  the  company  which 
has  a  much  smaller  investment  and  buys  its  pig  iron  and  makes  iron 
and  steel  out  of  that  ?     Is  not  that  what  it  amounts  to  ? 

Mr.  Kennedy.  No;  it  amounts  to  more  than  that.  It  is  on  the 
basis  of  a  company  owning  a  public-utilities  transportatioti  line  and 
getting  1  cent  a  ton  more  than  they  should  get,  and  hauling  one-half 
of  the  ore  for  themselves  and  one-half  for  their  competitors — it  gives 
them  an  advantage  of  4  cents  a  ton  on  their  product,  and  you  can 
not  get  it  anywhere  else,  no  matter  how  you  juggle  the  figures. 

Mr.  Young.  I  do  not  think  I  am  juggling  figures. 

Mr.  EIennedy.  No  matter  how  many  ways  you  figure  it,  it  will  all 
come  back  to  that. 

Mr.  Young.  Mr.  Kennedy,  suppose,  we  will  say,  it  costs  this  road 
30  cents  a  ton  operating  expenses;  it  has  an  investment  of  twenty- 
seven  millions  in  this  road — if  it  got  40  cents  under  those  circum- 
stances, you  would  not  think  it  was  making  an  unreasonable  profit 
on  the  haul,  would  you  ? 

Mr.  Kennedy.  No  ;  not  if  the  operating  cost  was  30  cents. 

Mr.  Young.  If  it  paid  somebody  else  40  cents  a  ton  for  hauling 
that  ore,  of  course  it  could  make  pig  iron  20  cents  a  ton  cheaper  by 
hauling  it  itself. 

Mr.  Kennedy.  No. 

Mr.  Young.  If  you  do  not  consider  the  interest  on  the  investment. 

Mr.  Kennedy.  Oh,  well,  I  don't  mean  that.  If  40  cents  is  a  fair 
rate  to  give  them  interest  on  their  investment,  they  are  just  as  well  off 
as  if  they  hired  the  ore  hauled  at  40  cents  from  somebody  else. 

Mr.  Young.  Yes ;  there  would  be  a  profit  there  of  10  cents  a  ton. 

Mr.  Kennedy.  That  is  accounted  for  by  the  capital  that  they  are 
entitled  to. 

Mr.  Young.  Yes ;  that  is  what  I  have  been  trying  to  get  at. 

Mr.  Kennedy.  That  they  are  entitled  to ;  no  one  denies  that. 

Mr.  Young.  Under  the  circumstances  that  I  assumed,  that  the  40- 
cent  rate  was  a  fair  rate,  and  they  handled  half  of  the  ore  for  them- 
selves and  half  for  Jones  &  Laughlin,  we  will  say,  then  how  much 
advantage  would  they  have  over  Jones  &  Laughlin  ? 

Mr.  Kennedy.  If  they  charged  40  cents? 

Mr.  Young.  If  they  charged  40  cents  and  that  was  a  fair  rate— we 
assume  that  is  a  fair  rate — and  there  is  10  cents  a  ton  profit  in  it. 

Mr.  Kennedy.  There  would  be  no  advantage. 

Mr.  Young.  Because  of  the  investment? 

Mr.  Kennedy.  Because  of  the  investment. 

Mr.  Young.  Then,  how  can  you  figure  if  they  charge  40  (ients  too 
much  they  would  get  $1.60  the  advantage  of  Jones  &  Laughlin? 
Jones  &  Laughlin  would  pay  80  cents  more;  the  cost  to  the  Steel 
Corporation  would  be  just  the  same. 

Mr.  Kennedy.  That  is  right.  If  you  and  I  were  making  pig  iron, 
and  I  paid  you  80  cents  which  I  did  not  pay  you,  you  can  beat  me  out 
$1.60,  because  it  has  added  80  cents  to  your  profit  and  taken  80  cents 
from  mine. 

Mr.  YouxG.  And  I  furnish  the  railroad  to  do  it? 
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Mr.  Kennedy.  It  does  not  make  any  difference  if  it  is  extra  profit 
you  should  not  have.  That  is  what  I  am  speaking  of,  no  matter 
whether  for  rates  or  anything  else.  If  I  pay  you  80  cents  I  should  not 
pay  you,  I  am  at  a  disadvantage  of  $1.60.  You  have  not  only  made 
80  cents,  but  put  me  in  a  hole  to  the  extent  of  80  cents.  And  if  we  go 
out  and  compete  in  a  neutral  market,  there  is  that  much  difference  be- 
tween us. 

Mr.  Eeed.  Will  you  not  pursue  the  illustration  further  and  ask 
whether  if  the  Interstate  Commerce  Commission  should  fix  the  rate 
on  those  roads  at  1  cent  less  than  a  fair  rate  the  competitors  would 
have  four  times  that  much  advantage  over  the  Steel  Corporation  on 
each  ton?    That  is  so,  is  it  not? 

Mr.  Kennedy.  That  is  correct,  on  the  assumption  that  half  goes  to 
each. 

Mr.  YoTJNG.  I  understand  what  you  mean. 

The  Chairman.  And  if  the  converse  of  the  proposition  is  true  you 
can  multiply  by  four  all  the  unearned  increments? 

Mr.  Reed.  Certainly. 

Mr.  Young.  That  is  on  the  assumption  they  carry  just  as  much  for 
others  as  they  do  for  themselves. 

Now,  as  to  this  rate  from  Conneaut  to  Pittsburgh,  and  from  Pitts- 
burgh to  Conneaut,  in  which  direction  is  there  the  most  tonnage 
moving? 

Mr.  Kennedy.  I  judge  toward  Pittsburgh  on  the  Corporation 
Eoad,  although  I  am  not  sure  as  to  the  tonnage. 

Mr.  Young.  Is  that  or  is  that  not  true  of  all  the  rest  of  the  roads 
running  from  the  Great  Lakes  to  Pittsburgh? 

Mr.  Kennedy.  I  think  the  haul  toward  Pittsburgh  would  be  the 
greater  of  the  two ;  yes. 

M[r.  Young.  What  is  the  difference,  if  any,  in  the  cost  per  ton  of 
hauling  coal  and  iron  ore  over  the  same  road  ? 

Mr.  Kennedy.  I  do  not  think  there  is  any  material  difference. 

Mr.  Young.  They  cost  about  the  same? 

Mr.  liENNEDY.  I  should  say  so. 

Mr.  Young.  If  there  is  more  freight  moving  from  Conneaut  to 
Pittsburgh,  we  will  say,  or  say  from  the  Lakes  to  Pittsburgh,  than 
there  is  from  Pittsburgh  to  the  Lakes,  the  natural  tendency  would  be 
for  these  roads,  in  order  not  to  go  back  empty,  to  give  a  little  better 
rate  back  than  they  do  going  south? 

Mr.  Kennedy.  Possibly  so;  yes. 

Mr.  Young.  You  think  that  that  is  wrong,  that  they  ought  to  give 
the  same  rate  both  ways,  if  the  cost  is  the  same  on  your  theory. 

Mr.  KJiNNEDY.  No ;  I  would  not  say  that  exactly. 

Mr.  Young.  You  think  that  is  a  business  condition  that  justifies 
the  lower  rate  north  than  south  ? 

Mr.  Kennedy.  Possibly  so.  That  is  a.  very  large  question,  and  a 
good  "deal  could  be  said  on  both  sides  of  it. 

Mr.  Young.  You  spoke  about  our  sales  of  steel  abroad.  Do  we  sell 
any  steel  in  any  country  abroad  that  makes  steel  itself;  that  is,  in  any 
appreciable  quantity?  _  -  ,     ,    ^     t    i  •  t 

Mr.  Kennedy.  Oh,  I  have  not  kept  in  touch  with  that.  I  think 
a  good  many  sheet  bars  have  gone  to  Wales  in  the  past,  but  I  do  not 
know  exactly.    Mr.  Farrell  could  give  you  that  exactly. 
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Mr.  YotTNG.  According  to  his  statement  the  sale  is  not  appreciable 
even  in  England.  By  England  I  mean  Great  Britain,  and  no  sales 
in  Germany,  France,  and  Belgium,  owing  to  their  high  tariffs  there. 

Mr.  Kennedy.  Yes. 

Mr.  Young.  You  spoke  of  the  disorganization  of  the  tube  business 
in  1898  and  1899. 

Mr.  Kennedy.  Yes. 

Mr.  Young.  And  said  they  were  all  selling  at  a  loss,  and  there 
was  a  terrible  disorganization  of  the  business.  Was  it  any  worse 
in  the  tube  business  than  it  was  in  the  other  branches  of  the  steel 
business  at  that  time  ? 

Mr.  Kennedy.  I  think  it  was  a  little  worse,  although  some  of  the 
others  were  possibly  pretty  bad. 

Mr.  Young.  Was  it  any  worse  in  the  steel  business  than  it  was  in 
wheat? 

Mr.  Kjinnedy.  Wheat? 

Mr.  Young.  Yes. 

Mr.  Kennedy.  I  do  not  remember  the  wheat  market  at  that  time. 

Mr.  Young.  You  remember  in  1896  probably,  when  the  slogan  of 
a  certain  distinguished  political  leader  was  that  silver  and  wheat 
should  keep  together,  and  a  dollar  a  bushel  was  the  only  price  for 
wheat  ? 

Mr.  Kennedy.  Yes ;  it  seems  to  me  I  have  some  hazy  recollection  of 
that. 

Mr.  Young.  You  remember  the  price  of  wheat  was  very  greatly 
depressed  at  that  time  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Do  you  think  the  tariff  had  anything  to  do  with  de- 
pressing the  price  of  wheat  ? 

Mr.  Kennedy.  No;  I  do  not  think  that  it  had. 

Mr.  Young.  Was  it  not  true  that  at  that  period — and  none  of  us 
agree  as  to  the  causes — but  was  it  not  the  fact  that  in  that  period 
beginning  about  1892  or  1893,  and  from  then  on,  beginning  to  get 
a  little  better  in  1899,  that  there  was  a  great  depression  in  all  lines 
of  business  all  through  the  country  ? 

Mr.  Kennedy.  Yes ;  I  think  there  was. 

Mr.  Young.  That  affected  business  which  was  protected  by  the 
tariff  and  business  which  was  not  protected  by  the  tariff,  did  it  not? 

Mr.  Kennedy.  Yes. 

Mr.  Baetlett.  When  was  that,  1893? 

Mr.  Young.  Yes ;  and  on.  Now,  I  understood  you  to  say  that  you 
thought  an  unduly  high  tariff — which  you  believed  there  was  at  that 
time  on  tubes,  and  probably  you  are  right — led  to  the  building  of  a 
great  many  tube  plants  in  this  country  ? 

Mr.  Kennedy.  Yes;  I  felt  that  was  one  reason  why  so  many  had 
been  built. 

Mr.  Young.  And  the  result  of  that  competition  between  these  dif- 
ferent plants  was  to  bring  down  the  price  not  only  to  a  reasonable 
price  but  below  a  reasonable  price  ? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  I  suppose  the  ultimate  consumer  got  the  advantage  of 
that  condition  while  it  lasted? 

Mr.  Kennedy.  Yes ;  while  it  lasted,  to  a  certain  extent. 
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Mr.  Young.  Was  it  not  also  true  that  during  those  years  when 
there- was  this  depression  not  only  in  the  iron  and  steel  business,  but 
everywhere  else,  that  the  production  of  iron  and  steel  did  not  grow 
as  it  has  at  other  times  in  our  history  when  the  industry  was  more 
prosperous,  but  that  it  halted? 

Mr.  Kennedy.  Undoubtedly. 

Mr.  YotTNG.  The  demand  was  less? 

Mr.  Kennedy.  Yes. 

Mr.  YoTJNG.  And  for  a  while  the  lower  the  price  the  less  the  de- 
mand seemed  to  be ;  that  is  true,  is  it  not  ? 

Mr.  Kennedy.  That  is  true. 

Mr.  Young.  That  in  itself  would  have  a  great  effect  upon  prices^ 
would  it  not ;  the  falling  off  of  the  demand  ? 

Mr.  Kennedy.  Yes ;  the  falling  off  of  the  demand  has  an  effect  on 
the  prices. 

Mr.  Young.  Something  has  been  said  about  the  fact  that  the  Steel 
Corp&ration  had  a  capacity  of  16,000,000  tons  of  pig  iron  per  annum 
and  you  only  made  11,000,000  tons  in  1910, 1  think  it  was. 

Mr.  Eebd.  In  1910  and  1911. 

Mr.  Young.  Yes;  and  the  fact  was  referred  to.  Mr.  Farrell  had 
sworn  there  Was  a  total  pig-iron  capacity  in  this  country  of  about 
40,000,000  tons,  although  they  had  never  made  over  27,300,000  tons. 
Is  it  not  a  fact  that  the  production  of  pig  iron  and  also  the  produc- 
tion of  steel  in  this  country  doubled  from  1900  to  1910  ? 

Mr.  Kennedy.  I  think  it  is.  I  do  not  remember  the  exact  figures, 
but  I  think  that  is  substantially  correct. 

Mr.  Young.  Soiriething  more  than  that.  In  1900 — these  figures 
are  from  the  Statistical  Abstract,  which  is  pretty  generally  correct — 
it  was  10,639,000  tons,  and  in  1910,  26,094,000  tons.  In  fact  it  grew 
nearly  150  per  cent,  fully  150  per  cent. 

In  view  of  that  fadt  and  the  history  in  the  iron  and  steel  business 
in  the  past,  would  you  think  that  a  capacity  of  40,000,000  tons  of  pig 
iron  was  any  more  than  a  prudent  provision  against  a  sudden  de- 
mand that  was  liable  to  come  when  business  revived  ? 

Mr.  Kennedy.  No;  I  would  not  say  that  was  an  exorbitant  pro- 
vision for  a  good  revival  of  business. 

Mr.  Young.  Would  not  the  natural  effect  of  that  be  to  prevent,  or 
tend  to  prevent,  a  violent  and  unreasonable  rise  in  prices  when  the 
demand  came,  the  fact  that  they  had  the  capacity  in  this  country  to 
meet  it? 

Mr.  Kennedy.  Yes ;  I  think  that  would  be  the  result. 

Mr.  Young.  And  in  that  way  it  would  be  a  wise  business  policy, 
would  it  not? 

Mr.  Kennedy.  Yes. 

Mr.  Young.  To  prepare  in  time  of  depression  for  the  turn  that 
we  know  always  comes. 

I  think  you  stated  in  comparing  what  the  chairman  called  the 
foreign  and  domestic  prices — ^but  what  you  meant  was  the  price  at 
the  mill  for  the  domestic  use  and  the  price  at  the  mill  for  the  export. 

Mr.  Kennedy.  Yes. 

Mr.  Young.  Do  you  think  that  the  policy  which  all  nations  seem 
to  practice  of  selling  a  certain  amount  of  their  product  abroad 
cheaper  than  they  do  at  home — that  is,  a  less  price  at  the  mill — ought 
to  be  stopped? 
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Mr.  Kennedy.  Yes ;  at  least  to  a  certain  extent.  I  think  the  Gov- 
ernment which  would  permit  some  of  the  things  which  go  with  that 
naturally  would  not  be  doing  right. 

Mr.  Young.  What  do  you  mean  by  the  things  that  go  with  it  ? 

Mr.  Kennedy.  I  mean  the  railroads  of  the  country  carrying  stuff 
for  less  than  cost  for  export  business,  and  carrying  stuff  for  less  than 
cost  for  import  business,  making  ridiculously  low  prices  for  stuff 
brought  in  from  abroad,  which  in  effect  nullifies  the  tariff.  We  see 
ourselves  arresting  a  woman  for  bringing  in  a  few  pearls,  and  at  the 
same  time  allowing  people  to  sacrifice  thousands  of  dollars  on  a  rail- 
road to  nullify  the  effect  of  a  tariff  on  something  else.  I  do  not  think 
that  is  equitable  or  right.  I  think  there  are  a  lot  of  those  things 
that  ought  to  be  stopped.  I  think  the  whole  business  of  carrying  ex- 
port and  import  goods  for  less  than  they  are  carried  for  our  own 
l^eople,  is  inequitable  and  wrong,  and  I  think  Congress  should  get 
at  that  vigorously. 

Mr.  Young.  Do  you  think  the  carrying  of  goods  for  export  for 
less  than  you  do  goods  for  domestic  use  rests  exactly  on  the  same 
foundation  as  carrying  imported  goods  for  less  than  you  do  domes- 
tic goods? 

Mr.  Kennedy.  Possibly  not  on  exactly  the  same  foundation,  but 
I  think  it  is  inequitable.  I  think  it  is  wrong  that  a  man  living  in 
New  York  should  pay  more  for  his  intrastate  haul  in  order  to  let 
somebody  else  haul  these  goods  for  less  than  cost  on  the  same  railroad 
or  another  railroad. 

Mr.  Young.  Then  you  entirely  disapprove  of  the  system  which 
prevails  in  Germany,  where  transportation  is  largely  under  the  con- 
trol of  the  Government,  in  making  a  different  rate  for  export  goods. 

Mr.  Kennedy.  That  is  different. 

Mr.  Young.  Why? 

_Mr.  Kennedy.  That  does  not  touch  any  one  individual  for  the 
difference. 

Mr.  Young.  Nobody  gets  any  benefit  of  that  but  the  exporter, 
does  he,  of  that  latter  rate  ? 

Mr.  Kennedy.  Possibly  not. 

Mr.  Young.  Every  exporter  can  get  the  advantage  of  it,  but  there 
are  few  exporters. 

Mr.  Kennedy.  Possibly  not,  but  the  bill  is  footed  by  the  whole 
Nation,  and  it  makes  it  different  from  where  it  is  footed  by  other 
l^eople  who  use  the  railroad. 

Mr.  Young.  Then  your  idea  is 

Mr.  Kennedy.  I  don't  know  that  that  is  wrong. 

Mr.  Young  (continuing).  That  somebody  is  charged  more. 

Mr.  Kennedy.  Of  course. 

Mr.  Young.  AVhy  "  of  course  "  ? 

Mr.  Kennedy.  The  railroads  can  not  haul  all  their  freight  below 
cost;  somebody  must  put  it  on. 

Mr.  Young.  Right  there,  what  do  you  mean  by  cost? 

Mr.  Kennedy.  Well,  cost  is  indefinite,  of  course.  I  understand 
that.  The  true  cost  of  a  railroad  should  be  enough  to  pay  their  oper- 
ating expenses  and  a  fair  interest  on  their  capital.  That  is  one  cost. 
You  can  have  other  costs,  of  course. 

Mr.  Bartlett.  What  do  you  mean  by  the  capital  ?  You  would  not 
mean  their  excessive  capital? 
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Mr.  Kennedy.  No;  not  on  watered  capital,  but  on  reasonable 
capital,  assuming  the  railroad  is  honestly  built. 

Mr.  Young.  This,  is  a  pretty  live  question.  For  instance,  it  is 
recognized  by  everybody  that  fruit  from  California  is  carried  to  the 
eastern  market  at  a  price  which  is  below  the  actual  cost  of  the  busi- 
ness, provided  you  charge  against  these  shipments  of  fruit  their  pro- 
portion of  the  overhead  charges,  the  interest  on  the  capital,  and  all 
that  sort  of  thing.  If  you  did  that  there  would  be  no  fruit  sent  out 
from  California.     It  could  not  stand  the  rate. 

The  railroads  claim,  however,  that  having  the  road  there,  having 
their  organization,  having  their  train  crews  and  engines,  and  all  that, 
they  can  carry  this  fruit  at  an  added  expense  over  what  they  would 
pay  if  they  did  not  carry  it,  which  is  less  than  what  they  get  for  it, 
and  that  therefore  the  practice  is  justified,  because  it  builds  up  an 
industry  in  California  and  they  do  not  actually  lose  money  by  it, 
although  they  could  not  carry  all  their  business  at  that  rate. 

What  would  you  say  about  a  proposition  of  that  kind  ? 

Mr.  Kennedy.  There  are  two  sides  to  that  question.  They  do  not 
go  below  what  is  called  their  limit,  or  shop  cost. 

Mr.  Young.  No  ;  they  do  not  go  below  the  extra  operating  cost. 

Mr.  Kennedy.  It  may  be  better  sometimes  to  take  that  stuff  above 
your  operating  cost,  without  interest  on  your  capital,  or  only  a  partial 
interest  on  your  capital,  than  to  not  originate  the  business. 

Mr.  Young.  The  railroads  make  exactly  the  same  claim,  whether 
just  or  not,  with  regard  to  export  business.  They  say  they  are  aid- 
ing the  domestic  manufacturers  to  introduce  their  goods  abroad; 
that  they  want  to  help  them.  Do  you  think  there  is  anything  in  that 
claim  ? 

Mr.  Kennedy.  Oh,  yes ;  there  is  something  to  be  said  on  that  side 
of  it,  of  course;  but  not  to  the  extent  of  going  below  their  operating 
cost,  which  I  have  no  doubt  they  do.     I  am  so  informed. 

Mr.  Young.  But  that  would  not  ajjply  to  import  goods,  would 
it?  That  would  be  helping  the  foreigner  at  the  expense  of  the 
domestic  producer. 

Mr.  Kennedy.  So  is  the  other  helping  the  foreigner  at  the  expense 
of  the  domestic  producer. 

Mr.  Young.  It  is  helping  the  consumer  abroad,  you  mean? 

Mr.  Kennedy.  In  the  iron  and  steel  business,  of  course,  we  never 
think  of  the  consumer;  we  always  talk  of  the  producer.  That  is 
all  we  think  of. 

Mr.  Young.  But  it  appears  from  the  testimony  we  have — I  don't 
know  whether  this  is  all  to  be  said  on  the  question — ^but  all  the 
testimony  we  have  shows  that  on  the  steel  products  the  foreign 
consumer  pays  more  than  the  domestic  consumer  pays  because  the 
freight  has  to  be  absorbed;  that  he  actually  pays  a  higher  price 
than  our  domestic  consumer  does.  All  the  testimony  that  we  have 
had  indicates  that. 

Mr.  Kennedy.  Well,  that  has  not  accorded  with  my  experience 

exactly. 

Mr.  Young.  A  few  years  ago? 

Mr.  Kennedy.  A  few  years  ago  I  bought  some  billets  to  go 
abroad  and  I  bought  some  billets  for  here  at  home,  and  I  paid 
$8  a  ton  more  for  the  ones  in  this  country  than  for  those  to  go 
abroad. 
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Mr.  Young.  Paid  where? 

Mr.  Kennedy.  In  Pittsburgh. 

Mr.  YoTJNG.  And  when  you  got  abroad  what  was  the  differoice? 

Mr.  Kennedy.  There  was  still  a  difference. 

Mr.  Young.  You  got  those  that  went  abroad  cheaper? 

Mr.  KiiNNEDY.  The  people  abroad  got  them  $3  or  $4  a  ton  cheaper, 
and  at  that  time  they  used  to  get  a  good  many  plates  that  would  go 
over  to  shipbuilders  abroad  at  about  $8  a  ton  cheaper  than  they  were 
sold  to  our  people. 

Mr.  Young.  You  mean  $8  to  the  mills. 

Mr.  Kennedy.  Yes. 

The  Chairman.  Was  not  that  a  little  job  lot  they  had,  a  surplus, 
or  stuff  that  we  would  not  have  in  this  country  ? 

Mr.  Kennedy.  Oh,  no;  not  exactly  that.  We  like  to  talk  about 
that,  but,  as  I  remember,  a  good  deal  of  wire  that  is  sent  abroad 
from  this  country  was  made  over  at  AUentown  for  a  good  many 
years,  running  right  in  one  mill.  It  was  not  a  case  of  a  few  tons 
being  run  out  on  a  Saturday  afternoon,  or  something  of  that  kind. 

Mr.  Baetlett.  Was  it  stuff  made  in  order  to  keep  their  mills 
running  during  hard  times? 

Mr.  Kennedy.  I  think  you  will  find  the  AUentown  mills  running 
all  the  time  on  export,  year  in  and  year  out. 

The  Chaihman.  What  is  that— a  wire  mill? 

Mr.  Kennedy.  Yes. 

Mr.  Baetlett.  For  a  long  time  it  was  denied  that  was  true.  I 
do  not  speak  with  reference  to  steel  products  particularly,  but  with 
reference  to  other  things.  It  was  denied  they  did  sell  articles  manu- 
factured in  this  country  which  had  the  benefit  of  a  protective  tariff 
cheaper  abroad  than  at  home.  When  it  was  admitted  it  was  said  to 
be  because  it  was  a  sTirplus  which  they  made  in  order  to  keep  their 
mills  running  all  the  time  upon  full  time;  that  to  throw  that  sur- 
plus on  the  domestic  market  would  unsettle  prices  at  home;  and 
that  having  that  surplus  on  hand  which  they  had  made  because 
they  could  not  afford  to  stop  their  mills  and  not  run  them  on  full 
time;  that  having  made  this  surplus,  they  had  nothing  else  to  do 
Avith  it  save  sell  it  abroad;  and  that  they  could  not  sell  it  abroad 
except  by  meeting  the  prices  in  the  foreign  markets  at  which  the 
foreign  manufactured  goods  were  sold. 

So  I  understand  you  to  say  that  was  not  true  in  your  case? 

Mr.  Kennedy.  I  suppose  there  were  cases  where  that  condition  of 
affairs  prevailed,  not  exactly  as  you  put  it  in  most  cases.  I  suppose 
in  wire  goods  that  might  prevail.  In  the  matter  of  plates  they  all 
have  to  be  made  to  order,  and  the  order  would  have  to  be  taken  in 
advance.  But  still  there  might  be  plates  made  very  close  to  shop 
cost  rather  than  to  run  the  mills  slower.  That  to  a  certain  extent 
would  be  legitimate,  certainly  legitimate  so  far  as  the  mill  is  con- 
cerned. 

Mr.  Baetlett.  Having  purchased,  about  the  same  time,  orders  for 
domestic  consumption  and  orders  for  goods  to  be  shipped  abroad, 
do  you  know  about  the  difference  made  m  price  ? 

Mr.  Kennedy.  Yes ;  that  was  what  I  was  speaking  about  when  I 
bought  a  large  lot  of  buildings  to  go  abroad^  several  thousand  tons, 
and  in  the  same  week  bought  about  the  equivalent  to  be  erected  in 
tills  country. 
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The  Chaieman.  Those  were  bought  on  specifications  ? 

Mr.  Kennedy.  Yes;  the  same  kind  of  buildings.  The  steel  was 
all  rolled  in  the  same  shop. 

Mr.  Baktlett.  Those  were  the  ones  you  paid  $8  less  when  shipped 
abroad  than  you  did  for  domestic  use  ? 

Mr.  Kennedy.  Yes;  and  that  was  perfectly  legitimate  from  the 
steel  makers'  point  of  view,  but  it  showed  a  lack  of  humor  on  the 
part  of  the  American  people  in  framing  their  tariff. 

Mr.  YoTJNG.  Could  that  special  order  you  gave  have  been  filled 
from  any  cheap  lot  they  had  in  a  shed  somewhere,  that  the  American 
people  would  not  take  ? 

Mr.  Kennedy.  No. 

Mr.  YoTJNG.  They  had  to  make  it  to  order? 

Mr.  Kennedy.  They  had  to  fill  the  order  in  some  way  on  the 
specifications  that  came  in. 

Mr.  Young.  Do  you  know  whether  that  was  sold  at  less  than  the 
cost  of  production,  the  shop  cost,  that  which  you  took  abroad  ? 

Mr.  Kennedy.  It  sold  at  a  very  close  price;  I  do  not  think  at  less 
than  the  shop  cost.    But  I  would  not  be  positive  about  that. 

Mr.  Young.  Would  you  have  bought  it  in  this  country  even  if  it 
had  been  much  higher  than  that  ?  Would  you  have  paid  more  than 
that  for  it? 

Mr.  KENiifEDY.  I  judge  not  much  more. 

Mr.  Young.  Then  it  was  necessary  to  make  that  price  in  order  to 
sell  it,  was  it? 

Mr.  Kennedy.  Well,  that  was  the  theory.  I  do  not  know  that  I 
took  any  other  bids.  The  proposition  was  a  cheap  one,  and  I  do 
not  know  that  they  came  into  competition. 

Mr.  Young.  You  think  that  while  it  was  a  close  price  it  covered 
the  price  of  production  ? 

Mr.  I^NNEDY.  That  is  mj  impression. 

Mr.  Young.  The  manufacturer  was  really  a  little  something  ahead 
by  doing  it? 

Mr.  KiiNNEDY.  I  thinlj  he  figured  on  saving  a  little  on  his  overhead 
charges,  soinething  of  that  kind ;  that  he  was  getting  his  shop  costs 
and  possibly  a  little  more. 

Mr.  Young.  Do  you  think  he  would  have  sold  goods  any  cheaper 
in  this  country  if  he  had  not  made  that  sort  of  trade  to  sell  goods 
abroad?  Suppose  he  had  refused  orders  of  that  kind,  would  he 
have  sold  any  cheaper  at  home? 

Mr.  Kennedy.  No. 

Mr.  Eeed.  Necessarily  he  would  have  to  charge  more  at  home  in 
order  to  pay  for  the  overhead  charges  that  the  foreign  orders  would 
take  care  of. 

Mr.  KJBNNEDY.  No;  he  would  not  have  had  to  pay  more,  because 
he  was  charging  a  good  fat  profit  at  home. 

The  Chairman.  In  other  words,  he  charged  at  home  all  the  traffic 
would  bear  and  abroad  what  he  could  get  ? 

Mr.  Eeed.  What  is  the  difference,  Mr.  Chairman  ? 

Mr.  Young.  He  charged  them  both  what  he  could  get,  I  suppose, 
did  he  not  ? 

Mr.  Kennedy.  I  presume  so. 
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The  Chairman.  At  home  he  charged  what  the  manufacturers  con- 
cluded they  ought  to  charge,  and  abroad  he  charged  what  the  pur- 
chaser would  give  him  and  what  competition  fixed  as  the  price. 

Mr.  KJENNEDY.  That  is  about  it. 

Mr.  Young.  It  is  a  very  common  practice,  is  it  not,  not  only  in 
large  transactions  but  in  small  ones,  if  a  trader^ — a  merchant,  a  manu- 
facturer— can  invade  territory  of  some  rival  manufacturer  or  mer- 
chant, he  sells  there  at  less  than  he  sells  at  home  to  get  the  business 
he  is  not  really  entitled  to  by  his  situation  ? 

Mr.  EJENNEDT.  Yes ;  that  used  to  be  a  pretty  common  practice.  It 
is  not  so  common  a  practice  in  this  country  between  our  domestic 
producers  as  it  used  to  be. 

Mr.  Young.  The  practice  is  getting  better  in  that  respect? 

Mr.  Kennedy.  Well,  it  has  changed  somewhat. 

Mr.  Young.  I  notice  it  even  in  small  things.  Since  I  have  been 
in  Washington  I  have  noticed  advertisements  here  of  merchants  that 
they  would  pay  customers  from  Baltimore  the  fare  over  here  and 
back  if  they  bought  a  certain  amount  of  goods.  And  in  Baltimore 
they  have  been  doing  the  same  thing  for  Washington  customers. 
My  impression  was  that  was  very  common  everywhere. 

Mr.  Bartlett.  They  used  to  do  that  in  my  little  town  in  Georgia. 

Mr.  Young.  I  happened  to  live  in  a  little  town  of  15,000  people, 
and  there  is  another  town  about  the  same  size  3  miles  away.  I 
know  it  is  very  common  there,  and  I  presume  the  same  principle, 
whether  it  is  right  or  wrong,  is  what  induced  these  sales  abroad  at 
lower  rates.    That  is  it,  is  it  not? 

Mr.  Kennedy.  That  is,  to  invade  other  territory? 

Mr.  Young.  Yes.  Whatever  you  get  there  is  so  much  gain  if  you 
make  any  profit  on  it  at  all  above  your  mill  costs  ? 

Mr.  Kennedy.  Yes;  undoubtedly. 

Mr.  Young.  Just  one  other  question  I  wanted  to  ask  you  about 
transportation.  You  have  spoken  very  properly  about  every  manu- 
facturer being  placed  upon  an  equality  with  public  utilities.  We 
had  the  other  day  a  representative  of  the  Pennsylvania  Railroad 
before  us,  and  he  stated  in  testifying  that  the  railroad  companies 
had  attempted  to  bring  about  what  he  called  equality  between  the 
Pittsburgh  district,  the  valleys,  and  the  West  Virginia  district  by 
making  rates  which  would  permit  the  manufacturers  in  each  of  those 
two  points  to  assemble  all  the  material  to  make,  we  will  say,  a  ton 
of  pig  iron,  for  the  same  price. 

Now,  he  did  not  state  whether  that  corresponded  exactly  to  the 
actual  cost,  whether  they  made  as  much  on  one  of  these  transactions 
as  they  did  on  the  other,  but  I  assume  from  what  he  did  say  that 
they  did  not ;  that  this  was  done  arbitrarily  for  these  industries  that 
existed  there  at  these  three  points.  Do  you  think  that  is  justifiable 
or  not? 

Mr.  Kennedy.  I  think  that  is  not  justifiable. 

Mr.  Young.  That  is  all. 

The  Chairman.  Mr.  Kennedy,  do  you  know  of  any  country  which 
sells  abroad  cheaper  than  at  home  which  has  not  a  protective  tariff? 

Mr.  Kennedy.  Oh,  no ;  of  course  not ;  that  could  not  be  done. 

The  Chairman.  Do  you  know  of  any  country  that  sells  abroad 
cheaper  than  at  home  where  the  difference  between  the  sale  at  home 
and  abroad  is  in  excess  of  the  tariff  on  the  articles  sold? 
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Mr.  Kennedy.  No. 

Mr.  Young.  Righ,t  there.  Are  you  familiar  with  a  publication  in 
London— I  can  not  think  of  the  name  of  it,  but  it  is  the  organ  of 
the  steel  trade.  It  is  a  financial  paper  in  which  prices  are  quoted 
daily  on  steel  products.  It  is  a  publication  that  is  known  pretty 
generally. 

Mr.  Kennedy.  The  Iron  and  Coal  Trade  Review,  is  it? 

Mr.  Young.  Perhaps  that  is  it. 

Mr.  Kennedy.  I  get  such  a  paper  in  my  office. 

Mr.  Young.  I  have  seen  it;  I  don't  know  whether  that  is  it  or  not. 
But  in  this  paper  to  which  I  refer  there  are  quotations,  export  and 
domestic,  right  along  side  of  each  other,  and  they  almost  invariably 
vary.  There  seems  to  be  no  concealment  about  it,  and  that  is  in  free- 
trade  England.  Sometimes  they  vary  a  good  deal  and  sometimes 
very  little.  Sometimes  the  export  price  is  a  little  higher  than  the 
domestic  price,  but  generally  it  is  lower. 

Mr.  Kennedy.  It  could  not  vary  to  any  great  extent,  however. 

Mr.  Young.  But  it  sometimes  varies  to  a  very  great  extent. 

Mr.  Kjinnedy.  How  much  a  ton? 

Mr.  Young.  Several  dollars.     Of  course  it  is  quoted  in  pounds. 

Mr.  Kennedy.  I  do  not  understand  that,  unless  there  is  some  dif- 
ference in  the  specifications ;  something  of  that  sort. 

Mr.  Young.  Apparently  from  the  paper  there  is  not.  It  is  the 
same  in  the  quotations,  the  price  for  domestic  and  the  price  for 
export. 

I  do  not  quite  see,  if  the  merchant  in  Washington  can  do  it 
for  a  customer  in  Baltimore,  why  the  manufacturer  in  England  could 
not  do  it  for  a  customer  in  South  Africa  if  he  chose. 

Mr.  Kennedy.  Well,  he  could  do  it  to  a  certain  extent,  but  I  should 
think  not  to  a  very  large  extent,  on  large  orders,  thousands  of  tons. 
Of  course  on  small  quantities  I  have  no  doubt  that  could  be  done, 

Mr.  Baetlett.  You  made  a  remark  that  was  to  the  effect  that  the 
makers  of  the  tariff  were  lacking  in  humor.  What  did  you  mean 
by  that? 

Mr.  Kennedy.  Well,  so  far  as  the  tariff  is  concerned,  I  am  a  be- 
liever in  a  tariff  for  portection,  if  the  tariff  is  the  question  that  is 
under  discussion.  I  believe  in  a  tariff  made  carefully,  and  only  large 
enough  to  grant  the  necessary  protection.  I  think  when  it  gets  to 
what  has  been  termed  a  Chinese-wall  tariff  it  is  a  bad  thing  for 
everybody,  and  a  tariff  for  revenue  is  an  abomination.  I  think 
everybody  else  thinks  that  who  has  studied  the  matter.  It  has 
no  redeeming  purposes  at  all.  It  is  the  same  as  applied  to  every 
other  system  of  indirect  taxation.  It  taxes  the  wrong  people,  and 
the  only  virtue  is  they  do  not  know  they  are  being  taxed.  And  when 
a  tariff  gets  more  than  enough,  like  that  tariff  I  mentioned  of  $40 
on  tubes,  it  becomes  absurd. 

Now,  the  effect  of  it,  as  I  have  contended  for  years — I  have  talked 
the  matter  over  with  Senator  Hanna  and  with  Representative  Dal- 
zell  and  with  lots  of  our  people  as  I  have  met  them  for  years.  I 
have  told  them  and  begged  of  them  to  use  their  influence  to  make  the 
tariff  in  a  business  manner  and  put  it  just  where  it  ought  to  be,  and 
get  rid  of  these  very  exorbitant  tariffs,  on  the  ground  that  if  they 
did  not  the  people  would  get  so  sick  of  them  that  after  awhile  they 
would  kick  them  over  altogether  and  go  the  other  extreme,  which 


5170  UNITED  STATES  STEEL  COEPOBATION. 

I  fear  they  will  do  now,  and  the  latter  end  will  be  worse  than  the 
first. 

Mr.  Danfoeth.  In  other  words,  you  believe  in  information  de- 
rived from  some  such  commission  as  the  Tariff  Board? 

Mr.  Kennedy.  I  don't  know  about  that.  We  have  the  informa- 
tion.   We  know  very  well  about  what  it  is. 

Mr.  Baetlett.  We  have  had  the  information  for  many  years. 

Mr.  Kennedy.  Yes ;  but  the  method  is  all  wrong. 

Mr.  Danfoeth.  Who  has  the  information? 

Mr.  Kennedy.  We  all  have  the  information.  We  all  have  the 
information,  but  the  iron  men  come  down  here  and  holler  for  $40  a 
ton  when  they  know  they  do  not  need  it,  and  naked  selfishness  would 
tell  them  not  to  do  it.  But  some  of  them  seem  to  think  the  more 
they  have  the  better,  when  they  know  they  do  not  need  it.  They 
would  take  as  much  as  you  would  give  them. 

A  distinguished  Representative  in  Congress  admitted  to  me  at  one 
time  that  the  consideration  of  the  tariff  was  never  taken  up  as  you 
would  sit  down  and  figure  with  a  pencil,  but  they  swap  with  one 
another — "  Give  me  a  good  tariff  on  pottery,  a  good  tariff  on  steel 
rails,  and  I  will  work  for  the  sugar  tariff,"  and  vice  versa.  Or  a 
tariff  on  some  article  is  swapped  for  a  Government  building  out 
"West. 

Mr.  Danfoeth.  Would  you  approve  the  present  method  of  taking 
rnp  the  matter  one  schedule  at  a  time  to  taking  up  the  tariff  entirely 
and  putting  the  entire  proceeding  on  business  lines  ? 

Mr.  Kennedy.  Yes.  Then  we  ought  to  get  the  information  where 
we  can,  but  I  do  not 

Mr.  Danfoeth.  I  mean  without  information,  without  hearings, 
without  obtaining  any  information. 

Mr.  Kennedy.  Well,  the  best  information,  as  a  general  rule,  does 
not  come  from  where  you  ask  for  it — that  is,  the  most  disinterested 
information.  It  is  the  first  rule  of  those  that  have  studied  that  sort 
of  thing  that  the  information  should  not  come  from  the  beneficia- 
ries altogether.  But  it  is  not  a  question  so  much  of  information.  I 
think  the  tariff  should  be  revised  by  getting  all  the  information  you 
can  and  settling  the  tariff  as  nearly  correct  as  you  can.  But  I  think 
there  should  be  no  tendency  to  knock  it  clear  over  because  it  has  been 
too  high  in  the  past. 

Mr.  Danfoeth.  I  do  not  think  you  understood  me.  I  was  opposed 
myself  to  getting  information  from  those  in  the  trade  who  were 
going  to  be  the  beneficiaries.  I  suggested  to  you,  and  I  understood 
you  to  say  it  was  not  a  wise  plan,  to  obtain  it  by  nonpartisan,  disin- 
terested parties. 

Mr.  Kennedy.  Oh,  I  think  it  should  be  obtained  by  nonpartisan, 
disinterested  parties,  although  I  do  not  think  it  is  necessary  always 
to  await  two  or  three  years  for  the  report  of  a  commission  to  know 
Avhether  we  ought  to  have  a  tariff  of  1.95  cents  a  hundred  pounds 
on  sugar  higher  than  No.  16  Dutch  standard.  In  other  words,  penal- 
izing the  bringing  in  of  nice,  clean  sugar  and  making  everybody 
refine  it.  We  all  know  that  is  crooked  and  ought  to  be  stopped.  It 
ought  to  have  been  stopped  years  ago.  If  you  had  a  cargo  of  sugar 
out  in  the  harbor,  higher  than  No.  16,  whatever  it  is,  Dutch  stand- 
ard, the  easiest  way  for  you  to  get  it  in  would  be  to  take  out  some 
black  molasses  and  pollute  the  sugar,  and  then  bring  it  in  and  refine 
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it,  and  you  could  save  the  1.95  cents  over  bringing  it  in  straight. 
You  could  black  that  and  get  it  in  for  0.95  of  a  cent,  and  save  the 
difference  between  the  two.  It  is  exactly  like  the  case  of  the  labor 
uiiions  that  will  make  you  take  down  a  slab  of  marble,  take  it  out 
and  scarify  it,  and  put  it  back  again. 

Mr.  Danforth.  I  see  you  are  an  expert  in  other  lines  than  in  iron 
and  steel. 

Mr.  Young.  What  did  you  say  the  difference  is,  Mr.  Kennedy,  in 
the  tariff  on  refined  sugar  and  raw  sugar? 

Mr.  Kennedy.  Have  we  a  tariff  here? 

Mr.  Young.  You  need  not  wait  to  look  it  up.  I  understood  you 
to  say  one  was  1.95  cents  and  the  other  0.95  of  a  cent. 

Mr.  Kennedy.  That  is  about  right.    It  is  something  like  that. 

Mr.  Young.  It  is  considerably  different  from  that,  is  it  not  ? 

Mr.  Kennedy.  It  may  be  I  am  wrong.  If  I  am,  I  will  apologize ; 
but  I  do  not  think  so.    Here  it  is : 

Schedule  E. — Sugar,  molasses,  and  manufactures  of. 

216.  Sugars  not  above  number  sixteen  Dutch  standard  in  color,  tank  bottoms, 
sirups  of  cane  juice,  melada,  concentrated  melada,  concrete  and  concentrated 
molasses,  testing  by  tbe  polariscope  not  above  seventy-five  degrees,  ninety-five 
one-hundredths  of  one  cent  per  pound,  and  for  every  additional  degree  shown 
by  the  polariscopic  test  thirty-five  one-thousandths  of  one  cent  per  pound  addi- 
tional, and  fractions  of  a  degree  in  proportion ;  and  on  sugar  above  number 
sixteen  Dutch  standard  in  color,  and  on  all  sugar  which  has  gone  through  a 
process  of  refining,  one  cent  and  ninety  one-hundredths  of  one  cent  per  pound. 

In  other  words,  there  is  a  great  big  jump  for  the  refining,  which  is 
probably  cheaper  in  this  country  than  in  any  country  of  the  world. 
Now,  the  chances  are  they  take  off  all  the  farmers'  protection  because 
that  thing  has  been  running. 

The  Chairman.  Mr.  Kennedy,  does  the  duty  of  $40  a  ton  on  tubes 
benefit  the  trade  itself  ? 

Mr.  E^ENNEDY.  There  is  not  that  much  on  now.  There  is  only  $20. 
In  fact,  the  tariff  on  iron  and  steel  is  a  pretty  good  tariff  at  the 
present  time.  I  have  no  criticism  of  the  present  tariff  on  iron  and 
steel.    I  speak  of  the  older  tariff. 

The  Chairman.  But  I  was  speaking  abstractly.  Do  you  think  a 
duty  of  $40  a  ton  is  beneficial  to  the  trade  ? 

Mr.  Kennedy.  No  ;  I  do  not.  Any  more  than  a  fair  protection  to 
anybody  is  a  detriment  to  the  trade. 

Mr.  Danforth.  Is  the  present  tariff  too  high,  in  your  judgment, 
of  $20? 

Mr.  Kennedy.  No ;  I  think  that  is  not  much  out  of  the  way. 

Mr.  Bartlett.  What  would  be  the  effect  of  no  duty  being  put  on 
steel  rails  at  all? 

Mr.  Kennedy.  I  suppose  some  more  steel  rails  would  come  in  here 
occasionally,  especially  on  the  Pacific  coast. 

Mr.  Bartlett.  You  say  occasionally.  Would  it  materially  affect 
the  manufacturer  in  the  price  of  steel  rails  generally  in  the  United 
States  except  on  the  Pacific  coast? 

Mr.  KJENNEDY.  Well,  I  don't  know ;  there  is  not  very  much  on  steel 
rails  now.    I  have  forgotten  what  it  is. 

Mr.  Bartlett.  About  $4  a  ton,  is  it  not? 

Mr!  Eeed.  $8  is  my  recollection. 
31572— No.  58—12 3 
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Mr.  Kennedy.  Oh,  no;  not  that  much. 

The  Chairman.  What  do  you  think  of  a  duty  of  2  cents  a  pound 
on  tubes? 

Mr.  Kennedy.  That  is  the  old  duty.    I  think  that  was  too  high. 

The  Chairman.  What  would  you  think  of  a  duty  of  35  per  cent 
ad  valorem  on  tubes? 

Mr.  Kennedy.  I  think  that  would  make  it  pretty  hard  sledding 
for  a  good  many  of  our  tube  mills  in  this  country. 

The  Chairman.  I  notice  this  present  tariff  has  a  duty  on  tubes, 
of  small  tubes,  of  2  cents  a  pound.  .  It  then  provides : 

That  no  tubes,  pipes,  flues,  or  stays,  made  of  charcoal  iron,  shall  pay  a  less 
rate  of  duty  than  one  and  one-half  cents  per  pound;  cylindrical  or  tubular 
tanks  or  vessels,  for  holding  gas,  liquids,  or  other  material,  whether  full  or 
empty,  thirty  per  centum  ad  valorem ;  flexible  metal  tubing  or  hose,  not 
specially  provided  for  in  this  section,  whether  covered  with  wire  or  other 
material,  or  otherwise,  including  any  appliance  or  attachments  affixed  thereto, 
thirty  per  centum  ad  valorem ;  welded  cylindrical  furnaces,  tubes,  or  flues 
made  from  plate  metal,  and  corrugated,  ribbed,  or  otherwise  reinforced  against 
collapsing  pressure,  two  cents  per  pound ;  all  other  iron  or  steel  tubes,  finished, 
not  specially  provided  for  in  this  section,  thirty  per  centum  ad  valorem. 

Mr.  Kennedy.  I  do  not  know.  I  am  not  accustomed  much  to 
those  duties. 

The  Chairman.  You  have  been  asked  about  the  value  of  the  Ten- 
nessee Coal  &  Iron  Co.  Do  you  know  who  organized  that  company, 
who  was  at  the  head  of  the  syndicate,  who  was  the  moving  spirit? 

Mr.  Eeed.  You  do  not  mean  organized  it? 

The  Chairman.  I  mean  the  company  that  developed  it.  I  under- 
stand for  many  years  the  Tennessee  Coal  &  Iron  Co.  had  been  poorly 
handled,  that  it  was  no  company  at  all,  as  Mr.  Schwab  says. 

Mr.  Kennedy.  I  suppose  you  are  referring  to  Mr.  John  W.  Gates? 

The  Chairman.  Yes.     Was  John  W.  Gates  a  capable  steel  man? 

Mr.  Kennedy.  He  was  not  a  manufacturer ;  he  was  a  financial  man. 

The  Chairman.  Do  you  think  he  had  a  good  idea  of  the  value  of 
steel  property? 

Mr.  Kennedy.  Yes;  I  should  judge  he  had  a  good  idea  of  the 
value  of  steel  properties ;  he  ought  to  have. 

The  Chairman.  If  John  Gates  had  sworn,  and  Mr.  Schley  had 
sworn,  that  the  plants  of  that  company,  at  the  time  it  was  absorbed, 
were  equal  in  efficiency  to  the  plants  of  the  Steel  Corporation  itself, 
would  that  have  affected  your  judgment? 

Mr.  Kennedy.  Equal  in  efficiency  with  which  ? 

The  Chairman.  Any  plant  of  the  Steel  Corporation. 

Mr.  Kennedy.  I  would  not  have  believed  that. 

The  Chairman.  If  you  had  known  that  fact,  had  heard  men  that 
were  practical  steel  men  to  answer  it,  how  would  it  have  affected 
your  judgment?  Would  you  be  inclined  to  raise,  rather  than  lower, 
the  estimates  you  have  made  ? 

Mr.  Kennedy.  If  they  had  sworn  the  plants  that  existed  there 
were  equal  in  efficiency  to  the  Steel  Corporation  plants,  I  would  not 
believe  any  man  would  say  that. 

The  Chairman.  The  plant  at  Ensley  ? 

Mr.  Kennedy.  It  was  not  equal  in  efficiency,  at  that  time,  to  plants 
in  the  North. 

The  Chairman.  Mr.  Schley  swore  the  plant  at  Ensley  was  equal  in 
efficiency  to  any  plant  of  the  Steel  Corporation. 
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Mr.  Kennedy.  Oh,  well,  Mr.  Schley  was  mistaken.  He  might 
have  thought  so,  but  it  was  not.  It  was  a  fair  plant,  but  not  equal 
to  some  of  the  best  of  their  plants. 

The  Chairman.  If  you  had  heard  men  who  have  spent  their  money 
swear  that  this  corporation,  while  paying  4  per  cent  on  its  bonds, 
making  a  net  income  of  about  a  million  and  a  half  a  year,  had  spent 
seven  or  eight  million  dollars  within  a  very  short  period  in  the  de- 
velopment of  that  property,  would  that  have  affected  your  judgment 
of  the  value  of  the  property  ? 

Mr.  Reed.  Won't  you  add  to  that  that  seven  or  eight  million  dol- 
lars came  from  syndicate  subscriptions  and  not  sales  of  stock? 

The  Chairman.  Yes.     Their  earnings  went  into  the  same  thing. 

Mr.  Kennedy.  I  do  not  know  that  I  grasp  that  altogether. 

The  Chairman.  If  I  suppose  in  my  question  the  fact  that  this  cor- 
poration, in  addition  to  the  property  that  I  have  mentioned,  the 
properties  generally  known,  had  very  recently,  prior  to  the  absorp- 
tion by  the  Steel  Corporation,  spent  seven  or  eight  million  dollars 
on  this  property  within  two  years  of  the  time  it  was  absorbed,  would 
that  have  affected  your  judgment  as  to  its  value? 

Mr.  Kennedy.  Oh,  yes;  that  would  have  had  a  bearing,  un- 
doubtedly. 

The  Chairman.  You  would  have  added  that  amount  to  the  value 
of  the  concern  if  it  had  been  wisely  expended  ? 

Mr.  Kennedy.  Yes ;  if  it  had  been  wisely  expended. 

The  Chairman.  If  you  had  known  its  stock  which  was  sold  to  the 
United  States  Steel  Corporation  on  the  basis  of  116 

Mr.  Reed.  119  and  a  fraction,  figuring  the  bond  worth  par. 

The  Chairman.  Figuring  they  were  worth  par,  I  think  the  Steel 
Corporation  bonds  were  at  85,  which  would  make  it  practically  a 
par  value,  85  being  15  per  cent  less  than  100  per  cent— about  10%. 
If  you  had  heard  Mr.  Gates  swear  Mr.  Morgan  offered  Mr.  Kesslei, 
who  was  one  of  the  men  in  the  syndicate,  $150  a  share  on  the  condi- 
tion of  the  corporation  ratifying  the  trade,  and  he  had  refused  $150. 

Mr.  Young.  I  do  not  think  Mr.  Gates  swore 

The  Chairman.  I  am  reading  from  Mr.  Gates's  testimony: 

I  think  Mr.  Morgan  offered  Mr.  Kessler,  wtio  was  one  of  the  men  in  this 
syndicate,  $150  a  share  for  the  stock,  conditioned  upon  the  corporation  ratify- 
ing the  trade. 

They  got  119f.  Mr.  Gates  also  swore,  and  I  am  positive  about 
that,  that  he  refosed  $150. 

Mr.  Kennedy.  Mr.  Gates  was  always  a  good  bluffer,  when  he 
was  alive. 

The  Chairman.  That  is  what  he  swore  here.  Now,  if  you  had 
heard  Mr.  Gates  make  this  statement,  how  would  it  affect  your  idea 
of  the  value  of  that  property : 

The  Ohaieman.  I  was  referring  to  a  reported  interview  which  appeared  in 
the   hearings  before   the    Senate  committee,   in   which   you  are   reported   as 

saying ; 

"As  to  the  purchase  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  by  the  United 
States  Steel  Corporation,  the  steel  men  got  the  best  property  in  the  country, 
and  at  a  bargain  price.  I  regard  it  as  a  sacrifice  of  stock  worth  a  great  deal 
more  than  the  purchase  price.  I  did  not  want  to  sell  my  stock,  but  had  to 
follow  the  crowd.  Had  Tennessee  stock  been  thrown  on  the  market,  I  would 
have  been  better  off,  as  I  could  have  increased  my  holdings  at  a  low  price. 
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The  iron  ore  and  coal  deposits  of  the  Tennessee  Co.  are  worth  many  times 
more  than  the  entire  cost  of  the  property  to  the  Steel  Corporation." 

Jlr.  Gates.  That  I  would  be  willing  to  make  an  affidavit  to  to-day,  in  my 
opinion ;  it  is  purely  an  opinion. 

If  you  had  heard  Mr.  Gates  make  that  statement  what  eflPect 
would  it  have  had  upon  your  valuation  as  made  here  ? 

Mr.  Kennedy.  I  can  not  tell.  I  suppose  I  might  have  been  in- 
fluenced by  Mr.  Gates's  opinion,  and  by  other  people's. 

The  Chairman.  To  increase  or  decrease  your  valuation,  to  raise  or 
lower  the  valuation  you  made  before  the  committee  ? 

Mr.  Kennedy.  I  do  not  know  that  I  would  be  persuaded  to  change 
it  either  way.  Of  course,  opinions  of  men  who  have  seen  the  whole 
thing  would  have  some  weight,  of  course.  But  I  do  not  know  just 
how  it  would  affect  me.  I  suppose  you  gentlemen  heard  him  and 
could  size  it  up  better  than  I  could. 

Mr.  Young.  Do  you  know  Mr.  Gates,  and  know  him  well? 

Mr.  Kennedy.  Yes ;  I  know  Mr.  Gates  pretty  well.  Those  things 
are  matters  of  temperament  somewhat,  of  course. 

Mr.  Daneorth.  How  does  he  compare  as  a  practical  steel  man 
with  Mr.  Hanna  and  Mr.  Topping?  You  have  said  you  knew  Mr. 
Hanna. 

Mr.  Kennedy.  Well,  Mr.  Hanna  is  not  a  practical  steel  man  in  the 
way  of  operating  a  steel  plant,  and  neither  is  Mr.  Gates.  They  are 
both  financial  men,  interested  in  these  specialties. 

Mr.  Danforth.  Mr.  Hanna  is  interested  in  iron  properties  and 
coal  properties? 

Mr.  Kennedy.  Yes.  I  suppose  Mr.  Hanna  is  better  acquainted 
with  ores  and  pig  iron  than  he  is  with  steel,  and  Mr.  Gates  probably 
a  little  better  on  steel  than  on  ores  and  pig  iron.  But  they  were  both 
Ir  tgely  in  the  financial  and  promoting  end  of  the  business.  They 
Yere  not  practical  men  like  Mr.  Schwab  and  Mr.  Crawford,  or  those 
men  who  are  in  charge  of  the  making  of  the  steel. 

Mr.  Daneorth.  Mr.  Topping  was  a  practical  steel  man  ? 

Mr.  KENNEDY.  Well,  he  is  a  financial  man — a  salesman — practical 
in  regard  to  knowing  prices  and  that  sort  of  thing. 

The  Chairman.  My  recollection  is  that  Mr.  Hanna  stated  he  got 
his  money  back. 

Mr.  Bartlett.  You  say  Mr.  Topping  was  a  practical  man  in  this 
kind  of  business  ? 

Mr.  Kennedy.  Mr.  Topping  has  been  in  the  steel  business  for  a 
long  time.  He  is  not  a  superintendent  of  works;  he  is  more  in  the 
financial  end  of  it. 

Mr.  Bartlett.  Being  a  practical  man  of  this  sort,  and  familiar 
with  the  properties,  if  he  had  put  his  money  into  this  transaction, 
in  purchasing  the  control  of  the  shares  of  the  Tennessee  Coal  &  Iron 
Co.,  and  had  contributed  money  for  the  purpose  of  improving  it,  if 
he  and  his  associates  held  the  stock  and  spent  large  sums  of  money 
on  improving  the  property  very  materially,  and  that  as  stated,  in  the 
condition  it  then  was,  although  they  had  this  offer  of  119^  for  the 
stock  in  exchange  for  United  States  Steel  Corporation  bonds  at  85, 
that  he  himself  did  not  think  it  was  a  good  trade  for  him  to  sell  it  at 
that,  and  that  neither  he  nor  his  associates  did  sell  it,  would  not  you 
think  that  would  indicate  he  placed  a  very  considerable  value  upon 
this  property,  both  at  the  time  and  as  to  its  future  value  ? 
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Mr.  Kennedy.  Yes ;  I  undoubtedly  would. 

Mr.  Baetlett.  That  is  Mr.  Topping's  testimony  in  reference  to 
the  property  and  the  view  he  and  his  associates  had  with  reference 
to  it.  Would  not  you  say  that  the  property  was  very  valuable  and 
would  increase  in  value  if  kept  in  repair,  and  everything  of  that 
sort? 

Mr.  Kennedt.  That  would  signify  he  thought  it  was  a  very  val- 
uable property.  And  I  know  that  Messrs.  Hanna  and  Oglebay  were 
very  enthusiastic  over  the  property,  because  I  had  talked  with  them 
about  it. 

Mr.  Baetlett.  They  did  not  want  to  sell  the  stock  when  it  was 
sold,  and  it  was  only  sold  under  certain  and  peculiar  pressure. 

Mr.  Young.  It  appeared  that  they  had  the  stock,  and  yet  they 
concluded  to  sell  it  at  this  price,  and  that  there  was  no  pressure  on 
them. 

Mr.  Reed.  Mr.  Topping  had  comparatively  little  stock.  He  had  a 
high  position  in  the  Tennessee  Co.,  and  possibly  his  reluctance  to 
see  his  associates  sell  out  was  affected  by  the  fear  he  might  lose  his 
position. 

The  Chairman.  As  a  practical  steel  man,  is  it  possible  to  under- 
stand how  men  would  prefer  not  to  remain  minority  stockholders  in 
a  company  after  a  majority  of  the  stock  had  gone  out  of  their  con- 
trol, although  they  felt  they  were  not  getting  the  full  value  for  that 
minority  stock. 

Mr.  Kennedy.  No.  That  often  happens,  that  the  minority  chooses 
to  go  out. 

The  Chairman.  For  instance,  the  United  States  Steel  Corporation 
got  51  per  cent  of  the  stock  of  the  Bessemer  &  Lake  Erie  Eailroad. 
The  Pittsburgh,  Bessemer  &  Lake  Erie,  a  road  8  miles  long,  leased 
the  Bessemer  &  Lake  Erie,  and  the  road  leased  is  valued  at  $500,000. 
The  minority  stockholders  get  3  or  4  per  cent  on  their  bonds,  and  I 
think  it  is  4  per  cent  on  their  stock. 

Mr.  Eeed.  Six  per  cent  on  preferred  and  3  per  cent  on  the  common. 

The  Chairman.  Six  per  cent  on  preferred  and  3  per  cent  on  com- 
mon, an  average  of  about  4  per  cent  on  their  stock,  and  the  51  per 
cent  stockholders  get  about  250  per  cent. 

Mr.  Reed.  Except  in  the  years  when  the  company  earns  a  deficit. 

The  Chaieman.  In  the  years  when  they  declared  it.  Of  course, 
that  would  cover  a  deficit  of  a  year  or  two  by  strict  economy.  Could 
not  that  sort  of  legerdemain  be  practiced  on  minority  stockholders 
of  an  industrial  concern  as  well  as  in  a  railroad? 

Mr.  Kennedy.  Oh,  yes;  I  suppose  it  could. 

The  Chaieman.  There  is  nothing  unusual  about  the  fact  that  when 
these  men,  after  the  control  was  gained,  say  they  wanted  to  lead, 
the  hide  would  go  with  the  tallow  ? 

Mr.  Kennedy.  No  ;  nothing  unusual. 

Mr.  Young.  If  in  1907  you  could  have  been  interested  in  an  inde- 
pendent steel  company,  would  you  have  regarded  it  as  having  a  tend- 
ency to  bear  the  value  of  the  stock,  if  the  Steel  Corporation  acquired 
a  majority  of  it? 

Mr.  KJENNEDY.  Is  that  the  Tennessee  Co.  ? 

Mr.  Young.  Any  company.  If  you  had  been  a  minority  holder 
with  other  gentlemen  you  knew  in  an  independent  steel  company  in 
1907  would  you  have  deemed  that  the  fact  that  the  Steel  Corporation 
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had  acquired  control  of  that  company  was  likely  to  bear  the  stock  and 
make  it  worthless? 

Mr.  Kennedy.  I  do  not  think  you  could  tell  about  that.  I  might 
and  might  not,  depending  upon  circumstances. 

I  notice  in  looking  over  the  record  one  case  of  the  Frick  Coke  Co., 
the  majority  of  whose  directors  were  in  the  Carnegie  Steel  Co.,  and 
they  sold  coke  at  $1.35  over  the  very  bitter  protest  of  Mr.  Frick,  who 
stated  they  were  allowing  their  interest  in  the  steel  company  to  rob 
him  as  the  minority  owner  of  the  Frick  Coke  Co.  That  sometimes 
happens  even  in  pretty  large  companies. 

The  Chairman.  Was  it  not  true  in  that  contract  they  were  selling 
coke  at  less  than  the  market  price?  What  was  the  difference  be- 
tween that  price  and  the  market  price  ? 

Mr.  Kennedy.  Yes,  very  much  less. 

Mr.  Young.  When  was  that? 

Mr.  EIennedy.  That  was  a  good  while  ago.  At  page  4140  of  your 
record,  at  a  meeting  of  the  directors,  this  resolution  was  adopted: 

Resolved,  That  the  president  is  hereby  directed  to  render  bills  for  coke  to 
the  Carnegie  Steel  Co.  (Ltd.)  at  a  price  to  be  charged  by  the  late  chairman, 
beginning  January  1,  1899,  in  accordance  with  the  terms  of  the  agreement  made 
by  him  and  the  board  of  directors,  approved  January  10,  1900,  namely,  $1.35 
per  net  ton  at  ovens. 

Mr.  Frick  protested  very  vigorously. 

Mr.  Young.  That  was  before  the  Steel  Corporation  was  organized. 
Mr.   Kennedy.  Before  the   Steel  Corporation  was  organized,  I 
think.     The  following  then  occurred: 

Mr.  Feiok.  I  protest  against  that  resolution  because  no  such  contract  exists, 
or  was  ever  made,  and  because  the  price  named  In  the  resolution  Is  less  than 
one-half  the  value  of  the  coke,  and  the  members  of  this  board  voting  for  the 
resolution  are  using  their  official  positions  for  the  advantage  of  themselves  and 
of  the  Carnegie  Steel  Co.  (Ltd.),  of  which  they  are  members,  to  the  great  loss 
of  this  company  and  of  its  stockholders,  especially  those  who  are  not  members 
of  the  Carnegie  Steel  Co.   (Ltd.). 

Mr.  Lynch.  I  wish  the  secretary  to  record  me  as  joining  In  that  protest. 

They  called  for  the  "  ayes  "  and  "  noes  "  and  the  vote  was  two  to 
four. 

The  Chairman.  They  voted  it  over  on  him. 

Mr.  Reed.  There  is  a  perfectly  adequate  remedy  for  that  state  of 
affairs  in  Pennsylvania. 

The  Chairman.  Do  you  know  whether  the  United  States  Steel 
Corporation  was  supererogated  to  the  rights  of  the  Carnegie  Co. 
in  this  contract  by  the  transfer? 

Mr.  Kennedy.  No  ;  this  was  long  before. 

The  Chairman.  Mr.  Kennedy,  have  you  anything  further  to  say? 

Mr.  KiiNNEDY.  There  was  one  statement  I  wanted  to  make  as  bear- 
ing on  this  matter  of  transportation,  that  occurs  to  me  in  looking 
over  the  history  of  the  case.  There  is  a  statement  here  of  Mr.  Gary 
having  testified  December  18,  1908,  and  in  answer  to  the  question  as 
to  whether  he  could  put  the  price  down  and  put  other  people  out  of 
business,  Mr.  Gary  said: 

Quite  likely ;  that  may  be  true.  I  will  not  say  that  it  is  not  true.  I  will 
not  say  that  in  the  competition  we  could  not  drive  n  good  many  of  our  com- 
petitors out  of  the  business. 

Mr.  Clark.  Now.  another  thing. 

Mr.  Gaey.  It  is  not  because  of  a  hold  on  the  market. 

Mr.  Clark.  What  is  it,  then? 
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Ml-.  Gaby.  It  is  because  of  our  ability  to  produce  cheaper  and  because  of  our 
ownersliip  in  the  independent  concerns,  such  as  the  railroads,  the  steamship 
lines,  etc.,  which  gives  a  large  credit  from  the  United  States  Steel  Corporation's 
standpoint. 

Showing  that  transportation  lines,  in  Mr.  Gary's  opinion,  are  im- 
portant factors. 

Mr.  Baktlett.  That  is  from  the  tariff  hearings  in  1908? 

Mr.  Kennedy.  Yes,  sir. 

The  Chairman.  As  I  understand  it,  you  are  of  the  opinion,  if  by 
any  method  we  could  force  the  common  carriers  of  the  country  to 
treat  all  industrials  exactly  alike,  the  advantage  of  the  Steel  Cor- 
poration over  its  competitors  would  be  practically  eliminated? 

Mr.  EJ)NNEDT.  To  a  great  extent.  I  think  Mr.  Gary  has  always 
been  very  reasonable  and  very  honest  to  his  competitors,  but  some 
other  man  in  the  future,  some  other  king  might  rise  who  knew  not 
Joseph,  and  it  would  really  be  better  that  no  one  company  had  as 
large  an  inside  hold  on  the  others. 

The  Chairman.  If  the  Steel  Corporation  chose  to  do  it,  with  its 
present  weapons,  could  it  destroy  its  competitors? 

Mr.  EIennedt.  I  think  it  could ;  yes. 

The  Chairman.  Mr.  Kennedy,  the  committee  is  deeply  grateful  to 
you  for  your  very  kind  appearance  and  valuable  testimony. 

Thereupon,  at  1.46  o'clock  p.  m.,  the  committee  adjourned  until  to- 
morrow, Friday,  March  29,  1912,  at  10.30  o'clock  a.  m. 
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The  committee  this  day  met,  Hon.  Augustus  O.  Stanley  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  be  in  order. 

Mr.  Reed.  Mr.  Chairman,  yesterday  you  asked  me  how  many 
blast  furnaces  there  were  at  the  Sharon  Steel  Works.  I  find  now 
there  were  three  at  the  Sharon  Steel  Works  and  at  the  Donora  Steel 
Works  there  are  two.  At  both  of  those  plants  blast  furnaces  were 
not  completed  at  the  time  the  Union  Steel  Co.  was  taken  over  by 
the  Steel  Corporation.  At  that  time  Sharon's  actual  production 
was  nothing  in  pig  iron,  and  there  was  one  furnace  operating  at 
Donora. 

The  Chairman.  Mr.  Stenographer,  at  the  conclusion  of  this  hear- 
ing you  may  insert  in  the  record  and  have  printed  the  last  annual 
report  submitted  to  the  Committee  of  the  United  States  Steel  Cor- 
poration for  the  purpose  of  reference.  I  think  that  will  be  a  good 
idea. 

Mr.  Bartlett.  The  one  received  in  the  mail  the  other  day? 

The  Chairman.  Yes. 

Mr.  Young.  The  1911  report,  you  mean  Mr.  Chairman? 

The  Chairman.  Yes ;  the  last  one  will  be  better.  It  gives  a  good 
deal  of  delfailed  information  that  may  be  of  value  to  us. 

Mr.  Steeling.  When  did  that  come  out? 

Mr.  Reed.  Last  week,  I  think. 

The  Chairman.  Mr.  Munsey,  you  may  be  sworn. 

STATEMENT  OF  MR.  FRANK  A.  MUNSEY. 

The  witness  was  sworn  by  the  chairman. 

The  Chairman.  Mr.  Munsey,  there  has  been  considerable  discus- 
sion of  an  article  which  appeared  in  Munsey's  Magazine  of 

Mr.  Munsey  (interposing).  June,  1908? 

The  Chairman.  Yes ;  of  June,  1908,  written  by  Frank  A.  Munsey. 
Are  you  the  author  of  that  article  ? 

Mr.  MuisrsEY.  I  am. 

The  Chairman.  This  article  purports  to  have  been  written  on 
April  27.    Is  that  correct? 

Mr.  Munsey.  Finished  on  that  date ;  yes. 
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The  Chairman.  This  article,  on  page  364,  contains  this  statement: 

We  should  not  have  ihe  article  ready  even  now  but  for  the  courtesy  and 
assistance  of  the  Steel  Corporation.  Indeed,  without  this  courtesy  it  would 
not  have  been  possible  to  get  the  facts  and  figures  In  this  compilation— to  get 
facts  and  figures  worth  while — a  compilation  which  shows  $1,782,000,000  worth 
of  property.     The  following  is  the  inventory. 

I  will  ask  you  to  explain  to  what  extent  the  Steel  Corporation  ex- 
tended its  courtesy  to  you  in  making  this  elaborate  report? 

Mr.  MuNSET.  It  furnished  me  the  figures. 

The  Chairman.  That  are  contained  in  this  article  ? 

Mr.  MuNSET.  Yes,  sir. 

The  Chairman.  Did  you  take  these  from  their  books  ? 

Mr.  MuNSEY.  No. 

The  Chairman.  They  just  furnished  you  the  statements  showing 
these  figures? 

Mr.  MuNSEY.  They  just  furnished  me  the  statements  showing 
these  figures;  yes. 

The  Chairman.  On  page  368  I  find  in  this  article  the  following: 

If  other  big  corporations  and  important  railroads  will  show  us  a  similar 
courtesy  and  give  us  a  similar  amount  of  help  in  workins  up  an  inventory  of 
their  properties,  we  shall  follow  this  article  with  other  articles  of  like  nature. 
Nothing  can  be  of  greater  service  to  the  investor  in  securities  than  accurate 
information  of  this  kind  about  the  great  railroads  and  great  corporations  whose 
stocks  and  bonds  occupy  so  big  a  place  in  the  financial  interests  of  America, 
and,  in  fact,  the  financial  interests  of  the  whole  world. 

Assuming  that  this  inventory  of  the  Steel  Corporation  is  reasonably  accu- 
rate, it  makes  a  wonderful  showing  for  the  company — a  showing  of  more  than 
$300,000,000  in  assets  in  excess  of  the  total  capitalization  of  the  concern  In 
both  stocks  and  bonds  at  par  value;  and,  figured  at  the  price  at  which  these 
stocks  and  bonds  are  now  selling,  the  assets  exceed  the  total  capitalization  by 
over  $600,000,000. 

Did  you  reach  that  conclusion  from  a  careful  examination  of  the 
statements  furnished  you  by  the  Steel  Corporation? 

Mr.  MuNSEY.  From  the  statements;  yes,  sir;  from  the  figures  as 
they  are  stated  there. 

The  Chairman.  Had  you  any  other  data  at  the  time  you  started  to 
write  this  article  or  any  opinion  other  than  that  obtained  from  this 
data? 

Mr.  MuNSEY.  I  talked  with  a  great  many  men  familiar  with  steel 
properties,  financial  matters,  and  the  use  of  steel,  the  probable  use 
of  steel,  and  everything  that  would  bear  or  have  any  bearing  upon 
the  value  of  the  property  of  that  kind  and  its  outworking. 

The  Chairman.  Did  you  obtain  from  any  other  source  data  as  to 
the  tonnage  or  output  or  value  of  the  Steel  Corporation  properties 
except  from  the  Steel  Corporation  itself? 

Mr.  Mtinsey.  I  did  not. 

The  Chairsian.  This  article 

Mr.  Bartlett  (interposing).  And  you  published  them  as  you  got 
them  from  them? 

Mr.  MuNSEY.  I  can  not  say  that  I  published  them  absolutely  ac- 
curately as  I  got  them  from  them,  but  I  published  them  substan- 
tially, I  think,  as  I  got  them  from  them. 

Mr.  Bartlett.  They  knew  the  purpose  for  which  you  wanted  to 
use  them? 
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Mr.  MuNSEY.  Yes.  It  would  have  been  quite  impossible  for  a 
magazine  man  to  go  into  an  organization  like  that  and  get  any  esti- 
mate without  getting  it  from  the  inside. 

The  Chaibman.  I  see.  This  article,  as  you  say,  was  completed  in 
April  and  published  in  June  ? 

Mr.  MuNSET.  Yes. 

The  Chairman.  Why  did  you  publish  it  so  long  after  finishing  it? 

Mr.  MuNSET.  We  publish  the  June  number — we  issue  it  on  the 
20th  of  May.  It  takes  about  a  month  to  get  a  magazine  article  into 
type  and  get  it  through  the  great  edition  that  we  have  to  print. 
We  usually  allow  about  a  month  as  the  shortest  time. 

The  Chaieman.  During  that  time  what  persons  interested  in  the 
Steel  Corporation  had  an  opportunity  to  examine  your  manuscript? 

Mr.  Mttnsey.  I  do  not  think  anyone  did. 

The  Chairman.  Was  not  this  manuscript  shown  to  Judge  Eeed? 

Mr.  MtJNSET.  No ;  not  to  my  knowledge. 

The  Chairman.  Was  it  not  submitted  to  Judge  Gary? 

Mr.  MuNSEY.  Who  is  Judge  Reed  ? 

The  Chairman.  A  director  of  the  Steel  Corporation. 

Mr.  MuNSEY.  Not  to  my  knowledge.    I  have  no  belief  that  it  was. 

The  Chairman.  Was  it  not  submitted  to  Judge  Gary  ? 

Mr.  MuNSEY.  I  do  not  think  so. 

The  Chairman.  Did  not  any  member  of  the  Steel  Corporation  ex- 
press their  approval  or  disapproval  of  this  work  prior  to  the  time  it 
was  given  to  the  public? 

Mr.  MuNSET.  Not  to  my  knowledge,  other  than  the  facts  or  the' 
figures,  and  the  facts  and  figures  I  got  from  them. 

Mr.  Bartlett.  Did  they,  after  it  was  published  in  the  magazine, 
make  any  suggestion  to  you  that  it  was  inaccurate  in  any  way? 

Mr.  MxmsET.  No. 

Mr.  Bartlett.  Any  officer  of  the  Steel  Corporation  ? 

Mr.  MuNSEY.  No. 

Mr.  Bartlett.  Have  you  since  that  time  ever  received  any  sugges- 
tion from  them  that  the  information  you  conveyed  to  the  public  in 
this  article  was  inaccurate? 

Mr.  MtTNSEY.  No.  I  would  like  to  say  I  recollect  no  such  informa- 
tion. 

Mr.  Bartlett.  Sir? 

Mr.  MuNSEY.  I  recollect  no  such  statement. 

Mr.  Bartlett.  If  a  magazine  with  a  circulation  such  as  your 
magazine  has  prints  an  article  with  reference  to  the  business  of  a 
large  corporation  or  any  corporation  or  man,  and  would  make  an 
inaccurate  statement,  it  would  be  the  policy  of  the  paper  to  correct 
inaccuracies  if  their  attention  were  called  to  any  such  ? 

Mr.  MuNSEY.  If  they  were  serious;  yes. 

Mr.  Bartlett.  That  is  what  I  mean. 

Mr.  MuNSEY.  Yes. 

Mr.  Bartlett.  Have  there  been  instances  where  statements  have 
been  corrected? 

Mr.  Munsey.  There  have  been  times — very  infrequently,  because 
we  try  to  be  pretty  accurate. 

Mr.  Bartlett.  I  apprehend  anyone  might  make  an  inaccurate 
statement,  no  matter  how  careful  they  would  be  ? 
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Mr.  MuNSET.  Yes. 

Mr.  Baetlett.  It  is  understood  if  this  article  was  not  substantially 
correct  in  its  material  statements,  your  attention  would  have  been 
called  to  it  in  all  probability  ? 

Mr.  Reed.  Understood  by  whom? 

Mr.  Baetlbtt.  I  assume  if  you  did  not  believe — I  wiU  put  it  that 
way — ^that  if  the  article  was  inaccurate  in  any  substantial 

Mr.  Mttnset  (interrupting).  Grossly  inaccurate,  would  you  say? 

Mr.  Bartlett.  I  would  not  say  grossly  inaccurate,  because  things 
might  be  inaccurate  and  not  be  grossly  inaccurate.  In  other  words, 
if  you  had  done  the  Steel  Corporation  an  injustice  in  the  matter  of 
stating  matters  which  you  did  state,  is  it  not  likely  your  attention 
would  have  been  called  to  it  for  the  purpose  of  correction  so  the  pub- 
lic might  not  get  the  wrong  impression  from  what  you  wrote  ? 

Mr.  MuNSEY.  I  do  not  know  what  the  policy  of  the  Steel  Corpora- 
tion would  be,  but  I  can  fancy  that  if  a  thing  were  grossly  inaccurate, 
as  to  the  policy  of  the  Steel  Corporation,  the  management  of  the  Steel 
Corporation  would  have  told  me  so. 

Mr.  Baetlett.  This  article  holds  out,  so  far  as  the  statement  of 
statistics  is  concerned,  and  what  they  own  and  the  value  of  these 
properties,  as  being  virtually  furnished  you  by  the  Steel  Corporation? 

Mr.  MuNSBY.  That  is  right. 

Mr.  Bartlett.  If  that  statement  was  not  correct,  do  you  not  be- 
lieve the  inaccuracies,  whether  gross  or  otherwise,  would  have  been 
corrected  ? 

Mr.  MuNSEY.  I  should  think  if  they  had  been  slight,  perhaps  noth- 
ing would  have  been  said  about  it.  lit  they  had  been  gross,  something 
would  have  been  said  about  it. 

The  Chairman.  Suppose  you  made  a  mistake  in  estimating  one  of 
the  properties,  say,  of  only  about  sixty  or  seventy  million  dollars,  do 
you  think  they  would  have  said  anything  about  it  ? 

Mr.  MuNSEY.  Are  you  referring  now,  Mr.  Stanley,  to  my  own  edi- 
torial comment  or  to  the  statement  of  the  assets  of  the  company? 

Mr.  Reed.  Would  it  not  be  better,  Mr.  Chairman,  to  direct  Mr. 
Munsey's  attention  to  the  particular  figures  which  you  have  in  mind? 

The  Chairman.  I  have  no  particular  figures  in  mind.  I  am  just 
asking,  for  instance,  to  get  an  idea  of  what  he  considers  a  slight 
inaccuracy. 

Mr.  Munsey.  Perhaps  I  can  help  you  a  little,  if  I  may.  The  in- 
ventory as  set  forth  in  that  article  is  represented  in  the  figures — not 
the  figures  in  what  I  may  call  the  editorial  side  light.  The  figures  in 
that  inventory  represent  the  one  million  seven  hundred  thousand 

The  Chairman  (interrupting).  I  will  take  the  inventory.  Have 
you  one  of  those  magazines  containing  the  article  there  before  you? 

Mr.  MuNSEY.  I  have  one  here. 

The  Chairman.  Turn  to  page  364.  I  will  take  the  inventory  or 
tabulated  statement  where  it  is  just  a  mere  matter  of  addition  and 
subtraction.  At  the  bottom  of  page  364  you  start  with  something  that 
looks  to  me  like  a  balance. 

Mr.  Munsey.  Ore  and  mining  timber  properties  ? 

The  Chairman.  Yes,  sir.    That  reads  as  follows : 

Unmined  ores  located  in  the  Lake  Superior  districts  on  the  Marquette,  Me- 
nominee, Gogebic,  Vermillion,  and  Mesabi  iron  ranges,  and  in  the  Baraboo 
district,  Wisconsin,  in  all  an  estimated  tonnage  of  1,182,815,200  tons  of  all 
grades,  exclusive  of  the  Great  Northern  ores. 
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Where  did  you  get  that  figure  of  1,182,815,200  ? 

Mr.  Mtjnsey.  At  60  cents  per  ton 

The  Chairman.  I  am  not  asking  about  that.  I  am  talking  about 
the  number  of  tons. 

Mr.  Mtjnsey.  The  tonnage  I  got  from  the  Steel  Corporation. 

The  Chairman.  Now,  then,  are  you  a  geologist,  Mr.  Munsey  ? 

Mr.  Mtjnset.  I  am  not. 

The  Chairman.  Or  a  mining  expert? 

Mr.  Mtjnsey.  I  know  nothing  about  it. 

The  Chairman.  Where  did  you  get  that  idea  that  it  was  worth 
60  cents  a  ton? 

Mr.  Munsey.  I  got  that  from  talking  to  people  generally. 

The  Chairman.  Did  you  talk  to  the  Steel  Corporation  about  what 
you  thought  the  ore  was  worth? 

Mr.  Munsey.  I  talked  with  a  great  many  people.  I  talked  with 
Mr.  Schwab  and  a  great  many  other  people. 

The  Chairman.  Was  Mr.  Schwab  at  that  time  identified  with  the 
United  States  Steel  Corporation? 

Mr.  Munsey.  No;  he  was  not. 

The  Chairman.  Did  anybody  in  the  Steel  Corporation,  or  did  you 
find  any  data  in  the  Steel  Corporation's  books  touching  what  that 
ore  was  worth? 

Mr.  Munsey.  I  don't  remember  that  directly.  I  don't  know  that 
they  placed  a  valuation  on  that  ore. 

The  Chairman.  Let  me  have  your  last  report. 

Paper  handed  to  chairman  by  Mr.  Keed. 

The  Chairman.  Did  you  examine  their  reports,  Mr.  Munsey  ? 

Mr.  Munsey.  I  suppose  perhaps  I  did  at  the  time. 

Mr.  Eeed.  I  think  the  only  place  that  would  appear  would  be  in 
the  general  balance  sheet  mingled  in  with  the  property  account. 

The  Chairman.  Well,  you  say  you  found  nothing  in  the  Steel 
Corporation's  books  or  nothing  in  their  accounts,  nothing  in  conver- 
sation with  them  to  give  you  any  idea  ? 

Mr.  Munsey.  I  never  saw  their  books. 

The  Chairman  (continuing) .  To  give  you  any  idea  as  to  what  that 
ore  was  worth? 

Mr.  Munsey.  I  presume  I  did  have,  but  I  don't  know  just  what  fig- 
ures they  gave  me.  After  getting  your  summons  to  come  over  here  I 
looked  up  to  see  if  I  had  any  original  data  from  which  the  article 
was  made  up,  but  I  find  it  has  all  been  destroyed,  as  is  our  custom, 
after  a  magazine  article  has  gone  to  press. 

The  Chairman.  This  one  item  of  $709,000,000  is  practically  one- 
half  of  the  total  valuation  that  you  placed  on  the  ore  properties,  is 
it  not — on  the  entire  property,  is  it  not? 

Mr.  Munsey.  I  think  the  entire  property  is  something  like 

Mr.  Reed.  One  billion  four  hundred  million. 

The  Chairman.  The  capitalization  is  one  billion  four  hundred 
and  what,  at  the  time  of  this  article  ? 

Mr.  Reed.  About  fourteen  hundred  million. 

The  Chairman.  About  fourteen  hundred  million? 

Mr.  Reed.  Yes. 

The  Chairman.  At  the  time  of  the  organization  it  was  fourteen 
hundred  million  capitalization,  and  this  would  be  about  half  of  that 
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sum.  Now,  take  the  miniiig  plants,  improvements,  and  development 
work  in  active  mines 

Mr.  Beall.  You  did  fix  this  value  at  60  cents  a  ton,  Mr.  Munsey? 

Mr.  MuNSET.  I  think  so. 

Mr.  Beall.  You  did  that  after  investigation? 

Mr.  Munsey.  I  talked  with  a  great  many  people,  as  a  man  is 
wont  to  do  when  he  writes  an  article  for  a  magazine. 

Mr.  Beall.  You  wanted  to  have  the  article  correctly  represent 
the  value  of  these  different  properties? 

Mr.  Munsey.  Yes. 

Mr.  Beall.  And  you  availed  yourself  of  every  opportunity  and 
of  every  source,  did  you,  that  was  available  ? 

Mr.  Munsey.  Yes. 

Mr.  Beall.  To  get  accurate  information  on  this  subject? 

Mr.  Munsey.  To  get  opinions— to  get  accurate  information  and 
opinions  from  these  different  sources,  and  from  what  information 
I  could  get  to  make  up  my  own  opinion. 

Mr.  Beall.  And  you  made  up  your  opinion  upon  that  basis? 

Mr.  Munsey.  I  did. 

Mr.  Beall.  Having  recourse  to  every  reasonable  source  of  in- 
formation that  was  available? 

Mr.  Munsey.  Yes. 

Mr.  Beall.  And  after  doing  that,  you  reached  the  conclusion  that 
CO  cents  per  ton  was  a  reasonable  estimate  of  the  value  of  the  ores 
owned  by  the  United  States  Steel  Corporation? 

Mr.  Munsey.  Yes;  and  I  will  tell  you,  if  I  may,  a  fact  that  had 
great  influence  with  me  in  my  decision.  That  was  the  price  fixed 
upon  between  Mr.  Hill — Mr.  J.  J.  Hill — and  the  United  States  Steel 
Corporation  for  its  ores.  On  the  basis  of  that  price,  60  cents  a  ton 
for  this  ore  looked  cheap;  looked  an  undervaluation. 

Mr.  Beall.  Yes.  You  took  into  consideration  the  different  char- 
acter of  ores  owned  by  the  Steel  Corporation  ? 

Mr.  Munsey.  I  was  told  that  this  ore  owned  by  the  Steel  Cor- 
poration was  a  better  average  than  that  of  the  Hill  ores.  That  was 
the  general  impression  I  gathered  from  discussing 

The  Chairman.  The  Hill  ores  have  to  be,  great  quantities  of 
them,  necessarily  concentrated,  do  they  not? 

Mr.  Munsey.  I  don't  know  as  to  the  details. 

The  Chaieman.  Did  you  get  any  data  on  that  subject? 

Mr.  Munsey.  Oh,  that  is  four  or  five  or  six  years  ago.  I  know  I 
talked — in  an  effort  to  get  up  an  honest  article,  I  got  information 
from  all  sources  that  I  could.  I  did  not  confine  myself  to  the  Steel 
Corporation  alone,  but  I  talked  to  people  outside. 

The  Chairman.  Did  you  talk  with  financiers? 

Mr.  Munsey.  I  talked  with  financiers^  steel  men,  engineers 

The  Chairman.  Did  you  ever  talk  with  any  financiers  about  the 
reason  for  the  Hill  lease? 

Mr.  Munsey.  No. 

The  Chairman.  Or  did  any  financiers  ever  intimate  to  you  that 
the  Hill  lease  and  the  Hill  roads  were  the  only  available  outlet  for 
ores  from  the  Superior  district,  except  the  roads  controlled  by  the 
United  States  Steel  Corporation? 

Mr.  Munsey.  I  don't  recall  any  such  conversation  as  that  or  such 
information. 
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The  Chairman.  Did  you  ever  get  any  information  from  financiers 
or  from  the  Steel  Corporation  or  from  anybody  else  that  the  ores 
controlled  by  the  HiU  people  were  practically  all  the  available  ores 
in  the  Lake  Superior  region  not  held  by  some  great  steel  concern, 
except  probably  some  5  or  6  per  cent? 

Mr.  MuNSET.  I  don't  knovr  that  I  got  that  expression  directly  from 
anybody,  but  I  think  that  thought  was  general  in  New  York. 

The  Chairman.  Well,  did  you  take  that  into  consideration  in  fix- 
ing the  value  of  this  ore  at  60  cents  per  ton  ? 

Mr.  MuNSET.  I  should  say  that  I  took  into  consideration  more  the 
statement  of  men  like  Mr.  Schwab  and  other  steel  men,  and  was  par- 
ticularly influenced  by  the  price  fixed  for  the  Hill  ores.  I  think 
that  was  the  dominating  thought  in  my  mind  in  fixing  upon  a  value 
for  these  ores. 

The  Chairman.  Now,  what  value  did  you  put  on  the  southern 
ores,  Mr.  Munsey  ? 

Mr.  MuNSET.  The  Tennessee  Coal  &  Iron  ? 

The  Chairman.  Yes. 

Mr.  Munsey.  That  did  not  enter  into  the  inventory  figures  at  all. 
That  is  what  I — what  I  said  about  that  I  might  term,  after  the  in- 
ventory was  in,  a  side-light  editorial  expression.  That  is  not  made 
up  in  the  one  billion  seven  hundred  million  of  assets  at  all. 

Mr.  Young.  Tennessee  Coal  &  Iron  is  in  here  at  $50,000,000  in  this 
inventory  ? 

Mr.  Munsey.  Yes ;  but  I  mean  to  say  the  price  I  figured  of  15  cents 
a  ton  for  the  ore  down  there 

Mr.  Young.  That  was  your  estimate? 

Mr.  Munsey.  Yes ;  that  was  my  estimate,,  as  an  editorial  side  light. 

The  Chairman.  That  editorial  from  a  great  magazine,  over  the 
signature  of  a  great  editor,  was  calculated  to  impress  this  committee 
more  perhaps  than  the  figures  of  a  mere  corporation,  because  cor- 
porations do  things  as  corporations — not  the  Steel  Corporation,  I  am 
not  referring  to  that  particularly — but  every  corporation  is  inclined 
to  do  things  as  a  corporation,  in  my  opinion,  which  the  incorporators 
would  sometimes  hesitate  to  do  as  individuals. 

Mr.  Munsey.  I  understand  that. 

The  Chairman.  I  believe  that  is  generally  true. 

Mr.  Munsey.  Yes. 

The  Chairman.  And  a  statement  made  editorially  upon  the  au- 
thority of  the  editor  and  over  his  signature,  I  assume,  would  re- 
ceive more  careful  consideration  than  the  mere  copying  of  an  in- 
ventory from  the  books  of  a  steel-making  concern  ? 

Mr.  Munsey.  Yes. 

The  Chairman.  I  presume  you  prepared  that  editorial,  dealing 
with  properties  of  this  vast  value  and  this  immense  importance  to 
the  public  generally,  with  great  care  ? 

Mr.  Munsey.  I  did.  I  am  perfectly  willing  to  stand  for  the  state- 
ment to-day  as  uttered  from  that  period. 

The  Chairman.  Now,  upon  what  did  you  base  your  conclusion? 
It  is  not  as  high-grade  ore  as  the  northern  ore,  but  assuming  it  is 
worth  15  cents  per  ton,  it  alone  would  amount  to  $105,000,000.  Now, 
upon  what  did  you  base  your  theory  that  these  low-grade  ores  down 
here — way  down  in  Birmingham,  away  from  civilization  almost,  as 
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we  have  been  told — I  don't  think  we  would  put  it  that  strong,  but  ] 
say  that  is  the  idea  some  people  seem  to  have. 

Mr.  Baetlett.  Oh,  no;  they  are  talking  about  making  a  max 
president  from  that  very  district. 

The  Chairman  (continuing).  Were  15  cents  a  ton? 

Mr.  MuNSET.  How  I  reached  that  conclusion  ? 

The  Chairman.  Yes. 

Mr.  MtTNSET.  I  reached  that  conclusion  from  many  conversations 
I  had  with  people  who  were  familiar  with  the  probable  amount  of  ore 
down  there,  men  who  had  been  connected  with  the  Tennessee  Coal 
&  Iron  Co.,  and  particularly  from  the  price  arranged  between  Jim 
Hill— I  won't  say  "Jim  Hill,"  but  I  will  say  Mr.  Hill— and  the 
Steel  Corporation.  I  reached  it  from  another  point  of  view.  That 
was  an  optimistic  period  in  our  history  when  that  was  written.  The 
year  before  that,  or  approximately  a  year  before  that,  Mr.  J.  J.  Hill 
said  that  we  must  have  or  should  have  $5,000,000,000  with  which  to 
enlarge  our  railroad  systems — double-track  our  roads  and  reequip 
them.  In  that  period  of  optimism  it  looked  like  an  enormous  quan- 
tity— it  looked  as  if  an  enormous  quantity  of  steel  would  be  used  in 
the  upbuilding  of  these  railroads,  and  the  larger  amount  of  steel 
used  the  more  value  that  had.  Of  course,  I  did  not  arbitrarily  fix 
upon  15  cents  a  ton  alone,  without  the  opinion  of  outside  men  with 
whom  I  talked  about  that  property,  and  I  should  like  to  record  right 
here  that  so  far  as  the  Steel  Corporation  is  concerned,  I  had  no  other 
estimate  of  its  value  than  the  $50,000,000  which  was  included  in  the 
inventory. 

The  Chairman.  Well,  did  you  ever  intimate  to  any  person  con- 
nected with  the  Steel  Corporation — ever  discuss  with  them  the  state- 
ments that  you  have  made  in  this  article,  outside  of  the  mere  data 
that  you  copied  ? 

Mr.  MuNSEY.  No ;  I  have  never  discussed  that  in  any  way  with  the 
Steel  Corporation — any  specific  item  in  the  article. 

The  Chairman.  I  am  not  speaking  of  specific  items  now.  I  mean 
before  writing  this  thing,  did  you  talk — I  understood  with  Mr. 
Schwab.  Now,  who  else  did  you  talk  to  about  the  properties  in  gen- 
eral? You  discussed  very  elaborately  their  values  and  location  and 
output  and  all  that  sort  of  thing. 

Mr.  MuNSEY.  I  talked  with  a  good  many  men.  I  could  not  re- 
member all.  I  talked  with  Mr.  Schwab.  I  talked  with  Mr.  John 
(xates.  I  talked  either  directly  or  indirectly  with  Mr.  Topping,  and 
I  had  men  see  other  men. 

The  Chairman.  Well,  did  vou  write  about  the  Steel  Corporation 
and  discuss  matters  concerning  the  iron  industry  generally  with  peo- 
ple outside  of  the  Steel  Corporation  only  ? 

Mr.  Mtjnsey.  The  Tennessee  property  ? 

The  Chairman.  I  am  not  talking  about  the  Tennessee  property. 
I  am  talking  about  all  these  properties ;  about  the  values  of  ores 
generally.    Whom  did  you  discuss  that  with? 

Mr.  MuNSEY.  I  discussed  that  with  a  great  many  people. 

The  Chairman.  Who  in  the  Steel  Corporation  besides  Mr.  Schwab? 

Mr.  Reed.  Mr.  Schwab  was  not  in  the  Steel  Corporation  at  that 
time. 

Mr.  MtTNSEY.  I  can  not  tell  you. 
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The  Chairman.  Mr.  Gailey  is  a  great  expert  on  ore.  Did  you  talk 
with  Mr.  Gailey? 

Mr.  MuNSEY.  Not  to  my  knowledge. 

The  Chaibman.  Now,  when  these  people  turned  their  books  over 
to  you 

Mr.  Young.  I  do  not  understand  they  did  that,  Mr.  Chairman. 

The  Chaieman.  Well,  I  mean  when  they  furnished  you  this  in- 
formation their  books — this  elaborate  information  you  speak  of 

Mr.  MuNSEY.  Yes. 

The  Chaieman.  Now,  did  they  furnish  you  any  information — for 
instance,  the  information  they  furnished  us  here — pages  of  it  on  the 
subject  of  their  ores,  giving  the  name,  extent,  range,  and  whether 
freehold  or  leasehold,  of  all  their  mines — did  they  furnish  you  any 
information  anything  like  that  in  dealing  with  this  $800,000,000 
worth  of  property? 

Mr.  MuNSEY.  No;  they  furnished  me  the  information  substan- 
tially as  I  have  it  there,  but  not  necessarily  all  the  figures,  the  same. 

The  Chairman.  Did  they  simply  furnish  you  with  the  number 
of  tons,  without  furnishing  you  any  guide  to  make  use  of  in  tabu- 
lating these  figures  and  discussing  it  with  the  public  generally? 

Mr.  MuNSEY.  I  can  not  remember  how  that  was  arrived  at. 

Mr.  Bartu!tt.  Take,  for  instance,  this  very  first  item  in  the  inven- 
tory, in  this  article,  "'  Ore  and  mining-timber  properties  in  the  Lake 
Superior  district,"  etc.,  on  the  Marquette,  Menominee,  etc.,  ranges  in 
Wisconsin,  in  all  estimated  tonnage  $709,689,120,  estimated  at  60 
cents  a  ton ;  where  did  you  get  the  estimated  tonnage  ? 

Mr.  MuNSEY.  I  got  the  tonnage  from  the  Steel  Corporation. 

Mr.  Bartlett.  They  furnished  you  that  ? 

Mr.  MuNSEY.  Yes. 

Mr.  Bartlett.  Now,  where  did  you  get  the  price  at  which  you 
fixed  it — 60  cents  a  ton  ? 

Mr.  MuNSEY.  I  think  I  arrived  at  that  conclusion  from  the  gen- 
eral discussion  with  other  people. 

Mr.  Bartlett.  Well,  now,  further  on  you  say  that  Mr.  Schwab  is 
a  good  authority  on  the  value  of  ore,  and  that  he  said  to  you  two 
or  three  days  ago — that  was  prior  to  the  issue  of  this — that  the  ore 
holdings  of  the  Steel  Corporation  were  easily  worth  $1  a  ton,  and 
in  fact  might  safely  and  conservatively  be  regarded  as  worth  still 
more,  for  tiie  reason  that  they  can  not  be  duplicated.  Do  you  re- 
member that  statement  ? 

Mr.  Munsey.  I  am  sure  it  is  so,  if  it  is  in  the  article. 

Mr.  Bartlett.  Well,  it  is  in  the  article,  and  further  on  you  say : 

No  account  has  been  taken  of  it,  though  it  is  of  immense  value  to  the  Steel 
Corporation.  It  is  not  only  an  insurance  against  competition,  but  it  makes 
certain  a  longer  period  of  easily  obtained  ore.  One  of  the  directors  of  the 
Steel  Corporation,  who  is  a  very  big  man  in  the  financial  world,  said  to  me 
yesterday  that  he  thought  this  contract  worth  $500,000,000  to  the  Steel  Corpo- 
ration, and  that  if  an  offer  of  that  kind  were  made  for  it  he  should  vote 
against  the  sale.  Whether  this  estimate  of  its  value  is  excessive  is  proble- 
matical.   His  judgment,  however,  is  usually  very  sound. 

Do  you  not  recall  who  that  was  ? 

Mr.  Munsey.  I  do. 

Mr.  Babtlett.  Who  was  it? 

Mr.  Munsey.  Do  I  have  to  answer  that? 

The  Chairman.  Yes;  I  think  that  is  entirely  proper. 
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Mr.  MuNSEY.  I  usk  Uie  question,  bcfiiiisn  (Iml  wiis  ii  jirivate  con 
AcisiiMnii  hctwccii  ii  frc'iitlctriiin  in  New  '^'ork  and  myself,  and  il 
luiglit  make  sdiih'  discussion 

Mr.  Bartleit.  Well,  a.s  far  as  I  am  concerned,  Mr.  (/Iiairman,  ] 
do  not  caie,  except 

The  Chairman.  That  was  a  private  conversation  which  you  placed 
in  a  public  ma{?azine.  If  it  had  been  a  private  eonv(M'Ha(ion,  and 
you  had  iieard  it  in  a  club,  and  Mr.  Morgan,  for  instance,  talked  to 
you  about  the  value  of  his  property,  I  .should  cerlaitily  not  ask  you 
to  reveal  the  identity  of  that  person. 

Mr.  Mdnsey.  Well,  that  was  the  iialure  of  it. 

The  CirAiitMAN.  But  if  you  put  in  a  |)iibli(^  magazine  a  statement  of 
that  kind,  then  the  aullior  becouies  higiily  p(^rtin(Mit. 

Mr.  Bartlett.  I  would  not  have  askofi,  excepl  he  slated  he  was  a 
director  in  tlu^  Steel  Corjiotation,  and  it  is  pi-obably  worth  something 
for  that  reason;  that  a  l)UsiMess  iiiau  who  was  interested  in  it  made 
that  statement. 

Mr.  Mtinsky.  Well,  you  see,  that  is  a  very  large  board  of  mcn, 
They  differ.  I  presume,  tlie  same  as  any  otbei-  ixiard  dilTc'rs  in  their 
estimates  of  \  aiue. 

Mr.  Barti-iott.  Of  coursi',  I  do  not  uiean  to  say  that  a  casual  remark 
by  an  officer  of  a  corporation  would  bind  theiti. 

Mr.  MuNSEY.  That  is  what  this  was,  a  (casual  reinack  to  rnc!. 

Mr.  T.Aifir.io'i  r.  T  ask  for  the  name,  because^  w<!  liav(^  not  found  out 
who  he  is  or  whei-e  he  is  or  how  we  can  subpcnna  him  her('.  I  don't 
know  whether  he  has  been  on  the  stand  or  not-.  Do  you  know 
whether  he  has  been  on  the  stand  before  the  committee? 

Mr.  MuNSEY.  I  do  not. 

Tlie  Chairman.  It  has  lieen  repc^atcdjy  held  that  where  a  witness 
makes  a  statement  on  the  stand,  that,  it  is  always  projx'r  to  ask  him 
for  his  authority.  I  will  give  you  an  illustration.  A  gentleman  caino 
on  tlie  stand  and  teslilied  about  a  list  of  <'m])loy(!('H  who  had  been  dis- 
charged, and  said  that  the  list  (•arn(!  to  him  in  the  strictest  confidence, 
and  that  h('  Ijeing  an  editor  and  it  coming  to  him  confideiitjallv  that 
he  would  betray  his  employer,  in  a  way,  if  he  divulged  tii(;  author  of 
his  information,     f  held-    flie  chair  ln^ld   that,  under  those  circum- 


stances he  would  hesitate  to  ask  for  the  information,  in  the,  nature  of 
the  masonry  of  the  pi'css.  Mr.  (iardner  strenuously  obji^cted  that  I 
.should  allow  a  stateinent  of  that  kind  be  made  and  not  gei,  tin;  name  of 
the  author,  and  I  agreed  with  Mr.  tJardner  as  perhaps  carrying  the 
(■f)iirtesy  too  far,  and  we  got  the  sense  of  tlu;  committee,  a  ml  the 
^(■ri'-e  of  the  eoinmiflee  was  that  he  was  right,  and  T  think  he  wan 
right.  It  has  been  uniformly  held  hcire,  where  a  stafr^ment  of  that 
kind  is  made,  that  tlie  eonunit((M>  is  entitled  to  the  author  of  the  state- 
ment. 

Mr.  MrxHEY.  You  see,  if  I  had  not  -if  I  had  not  felt  that  that 
was  a  cfinversatiori,  a  private  conversation,  between  the  gentleman 
referred  to  and  myself,  and  T  had  thought  he  was  |)erfcclTy  willing 
to  liave  his  naine  piiblishei],  T  could  have  given  strenglli  of  the 
article  by  publishing  it. 

Mr.  I'.ARn>E'rr.  That  is  the  reason  I  asked  the  question.  If  this 
artiele  is  challeged  upon  the  ground  of  inaceiiracy.  then  the  soiirfi' 
upon  which  you  base  a  material  statement  that  a  contract  was  wortb 
$.500.000.f)f)0  to  the  Steel  Corporation,  and  that  if  an  ofi'ei-  of  that 
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kind  were  made  for  it  he  would  vote  against  the  sale — that  would  be 
something  to  sustain  your  statement. 

Mr.  iluNSEY.  I  will  tell  you  how  I  feel  about  that.  If  I  were  talk- 
ing with  a  friend  of  mine  and  I  was  speaking  without  the  most  care- 
ful consideration  of  my  words,  but  what  I  thought  in  a  general  way 
was  the  fact,  I  should  regret  very  much  if  it  were  published,  because 
it  would  not  have  been  said  with  that  view — ^with  any  view  to  publi- 
cation. 

The  Chairman.  The  director  will  understand  that  and  thoroughly 
appreciate  that  it  is  your  misfortime  and  not  your  fault. 

Mr.  MuNSEY.  I  am  entii-ely  ui  your  hands,  gentlemen. 

The  Chaibjian.  I  think  the  question  should  be  answered.  We 
will  take  the  sense  of  the  committee,  however. 

^Ir.  Young.  This  is  not  a  matter  which  can  possibly  reflect  on  the 
character  of  your  informant.  It  would  only  reflect  on  his  judgment, 
at  any  rate. 

^Ir.  !MuNSET.  It  is  only  in  the  sense  that  I  regret  bringing  the 
man's  name  in  and  making  it  a  question  of  controversy  or  unpleas- 
antness. 

ilr.  Bartlett.  By  this  article  you  have  put  the  public  upon  notice 
with  tlie  information  in  the  article  of  the  value  of  this  property, 
and  by  reason  of  the  fact  that  you  have  made  this  investigation  and 
written  this  article  it  has  caused  the  committee  to  inquire  of  you  the 
sources  of  your  information  upon  which  you  based  the  article.  Xow, 
it  is  a  question  before  this  committee  as  to  what  the  value  of  these 
properties  are,  and  that  is  the  reason  you  are  here.  Xow,  in  order 
that  we  may  ascei'tain  the  value  of  the  article,  we  ought  to  have  the 
sources  of  the  information  upon  which  you  predicated  so  important 
a  statement.    That  is  the  reason  I  ask  the  question. 

Sir.  !MuNSEr.  Is  it  your  wish  that  I  answer  the  question  ? 

The  Chairman.  Yes. 

3tlr.  ^MuNSEY.  Mr.  Greorge  F.  Baker. 

Mr.  Bartlett.  President  of  the  First  National  Bank  ? 

ilr.  MvNSET.  He  is  not  president  now.  He  is  chairman  of  the 
board,  I  think. 

The  Chairman.  Ordinarily  I  would  not  insist,  Mr.  ^Mimsey.  but 
this  article,  you  understand,  is  a  matter  of  great  weight  with  this 
committee.  "We  find  gentlemen  of  the  most  exalted  position  in  politi- 
cal and  journalistic  work  differing  very  radically,  and,  for  my  part, 
as  chau-man  of  this  committee,  I  feel  the  greatest  respect  for  the 
judgment  of  the  gentlemen  who  hold  that  it  is  comparatively  worth- 
less, and  also  the  greatest  respect  for  the  gentlemen  who  hold  that  it 
is  worth  hundreds  of  millions,  and  in  choosing  between  the  editor  of 
Munsey's  Magazine  and  an  ex-President  of  the  United  States,  where 
they  differ  so  sharply,  I  am  anxious  to  get  all  the  facts  possible. 

ih.  Reed.  That  was  just  Mr.  Baker's  personal  opinion,  of  course  ? 

Mr.  iluNSEY.  Yes. 

Mr.  Eeed.  And  expressed  as  such  ? 

Mr.  IMrNSEY-.  Yes. 

Mr.  Bartlett.  ilr.  Baker  is  at  present  a  member  of  one  of  the 
finance  committees  of  the  Steel  Corporation  1 

Mr.  McNSEY.  I  don't  know. 
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Mr.  Baktlett.  It  is  so  published  in  this  report.     Mr.  Gary 
chairman,  and  Mr.  Baker  is  the  first  man  on  one  of  the  committees  ( 
the  Steel  Corporation  at  the  present  time. 

Mr.  YoTXNG.  Mr.  Baker  did  not  claim  to  be  an  expert  on  iron  ore 
or  to  have  anything  except  the  general  knowledge  a  New  Yor 
financier  might  have? 

Mr.  Mtjnsey.  Entirely  so ;  and  he  was  speaking  to  me  as  one  ma 
speaks  to  another  in  the  club. 

The  Chairman.  I  see  you  state  here :  "  You  will  observe  that  tt 
contract  for  the  Great  Northern  ores  has  not  been  listed  as  an  asse 
in  this  inventory.  No  account  has  been  taken  of  it,  though  it  is  o 
immense  value  to  the  Steel  Corporation.  It  is  not  only  an  insuranc 
against  competition,  but  it  makes  certain  a  longer  period  of  easil 
obtained  ore."  Now,  when  you  were  discussing  this  matter  with  Mi 
Baker,  were  you  discussing  the  period  at  which  the  ores  of  the  Stee 
Corporation  would  probably  be  exhausted,  or  were  you  discussing  it 
value  as  an  insurance  against  competition,  or  both  ? 

Mr.  MuNSEY.  I  do  not  recall  that  I  had  any  discussion  with  Mr 
Baker  about  that,  in  that  way,  but  I  know  I  have  heard  many  con 
versations  as  to  the  period  in  which  the  ores — the  good  ores  of  thi 
country,  the  easily  obtainable  ores  of  the  country — -would  be  ex 
hausted. 

The  Chaieman.  When  did  these  people,  these  Steel  Corporatioi 
people,  consider  that  these  ores  would  be  exhausted  ? 

Mr.  Mtjnsey.  I  don't  remember  that  period. 

The  Chairman.  I  shall  not  ask  you  for  the  name  of  anybody  yoi; 
talked  to.    It  is  only  where  you  mentioned  it  was  a  director. 

Mr.  MuNSEY.  Well ;  but  I  don't  remember. 

The  Chairman.  Well,  where  did  you  get  this  idea  that  it  was  ar 
insurance  against  competition  ?  In  what  way  was  the  Hill  lease  an 
insurance  against  competition?  How  did  they  reach  that  conclu- 
sion ?    How  did  you  reach  it  from  talking  ? 

Mr.  MuNSEY.  I  reached  that  conclusion  from  the  fact  that  the  ores 
were  being  used  up  very  rapidly,  and  from  the  general  conversation 
as  to  the  time  and  period  that  those  ores  would  be  exhausted. 

The  Chairman.  Well,  do  you  remember  about  what  was  the  con- 
sumption of  ore  at  the  time  this  article  was  written? 

Mr.  Mtjnsey.  No;  I  know  nothing  about  that. 

The  Chairman.  Well,  it  was — I  don't  recall  the  years — but  not  ii 
excess  of  (it  has  doubled  in  10  years,  I  think) — not  in  excess  ol 
30,000,000  tons  a  year,  was  it,,  the  total  consumption  in  1898? 

Mr.  Sterling.  1908. 

Mr.  Eeed.  The  total  consumption  in  1908  was  25,000,000  from 
the  Superior  region.    In  1907  it  was  42,000,000. 

The  Chairman.  1908,  I  am  asking. 

Mr.  Reed.  1907,  42,000,000;  1908,  25,000,000. 

The  Chairman.  That  will  give  an  average  of  about  30,000,000, 

Mr.  Reed.  The  average  is  considerably  more  than  that.  Twenty- 
five  million  is  considerably  below  the  average. 

The  Chairman.  Yes ;  and  1907  was  an  unusual  year  and  above  the 
average.  Now,  taking  the  Steel  Corporation's  ore  at  one-half  of  it. 
15,000,000  tons  a  year  at  that  time— now,  you  had  1,800,000,000  tons. 

Mr.  Reed.  Where  do  you  get  1.800,000,000? 
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The  Chairman.  One  billion  eight  hundred  million  tons  of  all 

trade  of  ore.     Great  Northern  ore  is  excepted,  according  to  his 
gures. 

Mr.  YoTiNG.  That  was  the  holding  of  the  steel  corporation? 

The  Chairman.  Yes. 

Mr.  Keed.  One  billion  one  hundred  and  eighty-two  million. 

The  Chairman.  That  is  what  I  said.  Using  15,000,000  tons  annu- 
ally, that  would  be,  roughly  speaking,  100,000,000  tons  would  last 
them  six  years.  They  had  oyer  100  years'  supply  on  the  Lake  Supe- 
rior ores  alone,  did  they  not? 

Mr.  Beed.  Provided  the  panic  continued  for  60  years. 

The  Chairman.  Well,  there  was  no  panic  in  1908,  was  there? 

Mr.  Eeed.  I  seem  to  remember  there  was. 

The  Chairman.  In  1907  there  was  one.  It  was  very  short  and 
decisive ;  it  was  a  bankers'  panic,  and  it  comes  quick  and  goes  quick, 
like  the  colic.  I  am  taking  the  average  between  the  best  year  you 
had  in  Superior  and  the  worst  one.  What  was  the  consumption 
of  ore  for  1909? 

Mr.  Eeed.  The  Lake  Superior  production  of  ore  in  1909  was 
42,900,000. 

The  Chairman.  How  much  did  you  use?  What  was  the  con- 
sumption by  the  Steel  Corporation  ? 

Mr.  Eeed.  Its  production  of  pig  iron  was  about  44  per  cent  of 
the  country's  production. 

The  Chairman.  And  you  were  not  entirely  confined  to  this  ore. 
You  rarely  ever  exceed  15,000,000  tons  from  the  Lake  Superior 
region  ? 

Mr.  YoTTNG.  Oh,  yes. 

Mr.  Eeed.  Twenty  million  would  be  a  very  fair  average. 

Mr.  Munset.  But  with  an  increasing  population  and  an  increasing 
demand  for  steel  wouldn't  that  ore  disappear  much  more  rapidly 
than  it  had  been  disappearing  on  the  average  ? 

The  Chairman.  Well,  in  your  elaborate  study  of  ore  did  you  come 
to  the  conclusion  that  all  the  ore  on  the  continent  had  been  dis- 
covered ? 

Mr.  MuNSET.  I  would  not  say  I  made  an  elaborate  study  of  it. 

The  Chairman.  Well,  in  your  elaborate  discussion  or  investiga- 
tion that  was  not  elaborate  did  you  come  to  that  conclusion  ? 

Mr.  Mttnset.  I  came  to  the  conclusion  that  it  was  a  very  impor- 
tant thing — that  raw  materials  were  a  very  important  thing. 

The  Chairman.  I  quite  agree  with  you. 

Mr.  Munset.  To  any  manufacturing  concern. 

The  Chairman.  But  you  would  not  lay  it  down  as  a  basis  for  any 
conclusion  with  reference  to  ore  that  you  would  consider  the  ever- 
increasing  capacity  for  consumption  by  the  people  in  this  country 
and  would  not  consider,  at  the  same  time,  any  possibility  of  the  de- 
velopment of  any  future  mines  ? 

Mr.  MuNSEY.  Oh,  yes ;  I  think  that  should  be  taken  into  considera- 
tion. The  best  answer  to  all  that,  to  my  mind,  was  the  contract  made 
with  Mr.  James  J.  Hill  for  that  ore.  That  is  a  technical  thing  of 
which  I  know  nothing. 

The  Chairman.  Now,  taking  that  as  a  basis,  you  place  the  ores  of 
I  he  Tennessee  Coal  &  Iron  at  an  average  of  15  cents  a  ton? 
Mr.  Munset.  Yes. 
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The  Chaieman.  You  used  the  same  reasoning  and  the  same  basic 
facts  in  coming  to  this  conclusion  that  you  did  in  coming  to  the  con- 
clusion that  the  ores  of  the  Steel  Corporation  were  worth  40  cents 
a  ton? 

Mr.  MuNSEY.  I  did  not  get  the  same  facts.  I  did  not  get  any  facts 
from  the  United  States  Steel  Corporation  as  to  the  various  phases 
of  its  property.     It  was  lumped;  it  was  put  in  at  $50,000,000. 

The  Chaieman.  I  am  not  speaking  about  that.  I  am  talking  now 
about  the  facts  in  your  possession  from  which  you  reached  certain 
conclusions.  Mr.  Hill  did  not  place  any — did  you  talk  with  Mr. 
Hill? 

Mr.  Mtjnset.  No ;  not  about  that. 

The  Chaiemak.  Well,  neither  Mr.  Hill  nor  any  person  connected 
with  the  Steel  Corporation 

Mr.  Munset.  No. 

The  Chaieman.  Nor  even  Mr.  Schwab  himself  said  to  you  that 
these  ores  are  worth  60  cents  a  ton — the  Superior  ore  ? 

Mr.  MuNSET.  I  think  the  statement  says  there  that  Mr.  Schwab 
said  they  were  worth  $1  a  ton. 

The  Chaieman.  Yes.  You  took  the  statements  of  Mr.  Schwab, 
the  Hill  ore  lease,  the  amount  or  ores  available,  as  you  mentioned 
here,  and  all  of  these  other  facts,  and  from  those  facts 

Mr.  Mtjnsey.  Made  up  an  estimate. 

The  Chaieman.  Made  up  an  estimate  that  they  were  worth  60 
cents  a  ton? 

Mr.  MuNSEY.  Yes. 

The  Chaieman.  You  had  the  same  facts,  the  same  quantity  of  ore 
available,  the  same  consumption,  the  same  market,  the  same  owner- 
ship, the  same  process  of  manufacture  when  you  came  to  the  con- 
clusion that  the  Tennessee  Co.'s  ores  were  worth  15  cents  a  ton? 

Mr.  Mtjnsey.  In  some  respects  the  same,  but  not  absolutely.  The 
Steel  Corporation  gave  me  the  actual  tonnage  in  this,  1,182,000,000, 
or  something  like  that,  of  their  estimate.  The  estimate  as  to  the 
amount  of  coal  and  ore — ore  properties  of  the  Tennessee  Coal  & 
Iron  Co.  I  got  wherever  I  could.  I  had  to  get  that  from  outside 
sources. 

The  Chaieman.  Well,  then  you  knew — what  you  got  from  outside 
sources,  were  they  reliable? 

Mr.  Mttnsey.  They  were  reliable — ^they  were  the  most  reliable  I 
could  get. 

The  Chaieman.  Well,  do  you  consider  them  reliable,  Mr.  Munsey? 

Mr.  Mttnsey.  I  considered  they  are  reliable,  and  I  still  consider 
they  are  reliable. 

The  Chaieman.  Certainly.    I  am  sure  you  do. 

Mr.  MuNSEY.  As  to  the  tonnage. 

The  Chairman.  There  are  over  100,000  persons,  I  believe,  who 
have  stock  in  the  United  States  Steel  Corporation? 

Mr.  MuNSEY.  Yes. 

The  Chairman.  And  this  article  would  be  liable  to  affect  them 
very  materially,  and  other  subsequent  persons.  I  should  think  you 
would  have  used  great  care. 

Mr.  MuNSEY.  I  did  use  great  care. 
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The  Chairman.  Now,  Mr.  Munsey,  suppose  your  estimate  had  been 
inaccurate  as  to  the  number  of  tons  that  were  available.  Instead  of 
having  400,000,000  tons  of  available  ore — [reading]  : 

Its  ore  is  estimated  at  700,000,000  tons.  It  is  not  as  hlgli  grade  as  the 
northern  ores,  but  assuming  tliat  it  is  worth  15  cents  per  ton,  it  alone  would 
amount  to  $105,000,000. 

Now,  let  us  assume  that  they  did  not  have  that  much  ore-^-that 
400,000,000— and  that  the  400,000,000  tons  of  ore  was  all  the  available 
ore  not  preempted  by  other  steel  concerns  down  there 

Mr.  Munsey.  Yes. 

The  Chairman.  Practically  all  of  it 

Mr.  MuNSET.  Yes. 

The  Chairman.  Then  it  would  be  an  insurance  against  competi- 
tion the  same  way  that  the  Hill  ores  were,  would  it  not,  in  that 
locality  ? 

Mr.  Eeed.  Where  do  you  find  anything  in  the  record  to  warrant 
that  assumption? 

The  Chairman.  Mr.  Perrin  testified,  Mr.  Moore  and  others  testi- 
fied, that  there  was  not  over  5  per  cent  of  the  ore  in  the  Birmingham 
district  on  the  market  that  Avas  available  for  any  new  concern  going 
into  the  steel  business  in  the  Birmingham  district. 

Mr.  Reed.  I  did  not  remember  that  testimony,  and,  in  any  event, 
they  show  by  their  testimony  that  what  they  meant  by  the  Birming- 
ham district  was  a  tract  of  about  10  miles  on  the  mountain  east  of 
Birmingham,  and  the  testimony  shows  that  mines  are  open  and 
operating  for  many  miles  both  to  the  north  and  south  of  that  tract. 
It  seems  to  me  the  assumption  is  not  warranted  by  the  record. 

The  Chairman.  Oh,  yes.  Mr.  Perrin  testified  that  he  had  a  blast 
furnace  near  Big  Stone  Gap  in  Tennessee,  many  miles  from  the  Bir- 
mingham district,  where  you  have  identically  the  same  ore  you  have 
in  the  Birmingham  district,  except  a  different  iron  content ;  but  that 
those  blast  furnaces  had  been  shut  down  for  years  because  the  cost  of 
converting  the  ore  into  pig  iron  at  any  point  other  than  the  Birming- 
ham district,  where  the  ore  and  the  coal  and  limestone  were  immedi- 
ately adjacent,  was  so  much  greater  that  the  difference  was  sufficient 
to  prevent  him  from  selling  pig  iron,  except  at  unusual  times  in 
opposition  with  pig  iron  made  from  the  same  ore  and  the  same  coal 
and  the  same  limestone  where  the  facilities  for  assembling  were 
greater. 

Mr.  Eeed.  T  wanted  to  avoid  the  possible  inference,  which  I  think 
would  be  unfair,  which  would  result  from  considering  the  Birming- 
ham district  as  limited  to  those  few  miles. 

The  Chairman.  I  think  before  we  get  through  we  will  establish 
that  fact  to  your  satisfaction,  that  in  the  Birmingham  district — and 
Mr.  Schwab  testified  to  the  same  thing — that  there  was  no  room  for 
any  other  blast  furnaces  down  there. 

Mr.  Reed.  I  don't  remember  it. 

The  Chairman.  Oh,  yes. 

Mr.  Reed.  I  wanted  to  caution  the  chairman  against;  making  any 
assumption  that  the  record  does  not  warrant. 

The  Chairman.  I  was  quoting  the  record. 
31572— No.  59—12 2 
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Mr.  Young.  There  is  a  good  deal  of  contradiction  in  the  record  ar 
to  what  is  meant  by  the  Birmingham  district.  It  appears  that  all  of 
the  witnesses  did  not  mean  the  same  thing  by  that  term. 

The  Chairman.  I  wish  to  be  understood  distinctly  as  making  this 
a  hypothetical  question.  If  my  hypothesis  is  based  upon  ill-consid- 
ered or  inconsistent  facts,  or  if  there  are  not  facts  in  the  record  to 
sustain  the  hypothesis^  then,  of  course,  nobody  will  be  hurt  either  by 
the  question  or  by  the  answer.  Assuming  that  the  ores  of  the  Bir- 
mingham district  that  are  available  and  that  can  be  converted  into 
pig  iron  economically  and  competitively  were  preempted  by  the  ab- 
sorption of  the  Tennessee  Coal  &  Iron  Co.;  that  is,  that  the  Steel 
Corporation  had  the  same  position — identity  in  the  Tennessee  Coal  & 
Iron  Co.  field  so  far  as  absorbing  all  the  ore  that  was  open  to  com- 
petitors or  to  new  concerns  that  it  had  in  the  Lake  Superior  region 
by  the  Hill  ore  leases,  then  this  would  have  been  an  insurance  against 
competition  in  the  same  way,  and  practically  to  the  same  extent  that 
the  Hill  ore  lease  was,  would  it  not? 

Mr.  Baetlett.  I  have  a  statement  here  in  the  testimony  with  refer- 
ence to  the  Birmingham  district,  on  page  1232  of  these  hearings,  in 
which  you  asked  Mr.  Topping  the  following: 

The  Chairman.  I  see.  on  page  32  of  tlie  forty-seventli  annual  report  of  the 
Tennessee  Coal,  Iron  &  Railroad  Co.,  this  statement  as  of  December  31,  1906: 

"  The  knowleiige  that  your  executive  committee  has  acquired  as  to  the  tonnage 
and  character  of  the  iron  ore,  coal,  and  limestone  owned  in  fee  simple  by  your 
company,  satisfies  them  that  in  wealth  of  raw  materials  required  for  the  manu- 
facture of  iron  and  steel  your  company  ranks  as  second  to  only  one  in  the 
world,  and  Is  far  in  advance  of  any  other  iron  or  steel  producer  in  cost  of 
assembling  its  raw  materials  for  manufacture. 

The  mineral  reserves  of  coal  and  iron  contained  in  your  lands,  as  computed 
by  competent  authorities,  are  estimated  to  be  700,000,000  tons  of  iron  ore  and 
2,000,000,000  of  coal.  Approximately,  one-half  of  your  coal  supply  is  of  a 
superior  coking  quality,  and  your  iron  ore  is  largely  of  a  self-fluxing  character! 
analyzing  approximately  38  per  cent  metallic  iron.  This  ore  is  well  suited  to  the 
manufacture  of  high-grade  foundry  pig  iron  and  to  the  production  of  basic  pig 
iron  for  use  in  the  manufacture  of  basic  open-hearth  steel. 

Is  that  the  statement  prepared  by  you  at  the  time  as  the  chairman  of  the 
board  ? 

Jlr.  Topping.  That  is  the  statement  I  made  to  the  stockholders. 

The  Chaieman.  Is  that  a  correct  statement? 

Jlr.  Topping.  So  I  believe;  it  was  the  report  of  our  engineers,  and  based 
on  their  own  estimate.  I  might  say  in  that  connection  that  that  estimate  wa» 
not  based  on  complete  drilling  records,  the  property  was  not  entirely  drilled,  and 
is  not  as  yet  to-day,  so  far  as  I  know ;  but,  based  on  the  tonnage  produced  per 
acre  and  from  the  opened-up  properties,  our  own  engineering  and  mining  de- 
partment believed  that  that  was  a  conservative  statement,  and  I  accepted  that 
statement  for  my  report  to  the  stockholders. 

The  Chaieman.  Mr.  Reed  was  not  with  us  at  that  time,  but  the  record  li 
full  of  very  complete  and  exhaustive  evidence  to  that  effect. 

Mr.  Young.  That  relates  to  the  total  amount  they  held ;  not  the 
proportion  they  held  ? 

The  Chairman.  Mr.  Perrin  and  Mr.  Moore  both  testified  that 
there  was  not  over  5  per  cent  of  available  ore  in  the  district  that  was 
not  leased  or  owned  in  fee  by  some  going  steel  company,  and  that 
these  scattered  holders  were  a  little  batch  here  and  a  little  batch 
there  that  were  not  available,  and  I  asked  Mr.  Schwab  about  that  in 
addition,  and  he  said  it  would  be  impossible  for  anybody  else  to  go 
into  the  Birmingham  district  and  start  a  steel  company. 

Mr.  Young.  Yes ;  but  they  defined  this  small  territory. 
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The  Chaieman.  Oh,  yes.  There  are  worlds  of  low-grade  ore 
stretched  almost  from  New  York  to  the  Gulf.  The  whole  mountain 
region  has  ore  in  it,  but  it  is  no  more  account  than  salt  for  making 
pig  iron  at  the  present,  because  you  can  not  make  it  at  anything  like 
the  cost  you  can  where  you  have  the  facilities.  Now,  Mr.  Munsey, 
did  you  make  any  inquiries  as  to  the — you  speak  of  low-grade  ore — 
as  to  the  per  cent  of  iron  content  in  this  ore  down  there — the  quality  ? 

Mr.  MuNSET.  I  don't  know.  I  don't  remember  the  processes  I 
went  through  of  absorbing  the  information  I  got.  I  referred  to  all 
the  printed  matter  I  could  get,  and  talked  with  many  men  and  made 
up  a  general  estimate  from  the  sources  of  information  I  had. 

The  Chairman.  You  were  aware  of  the  fact  that  3  tons  of  this 
ore  will  make  as  much  pig  iron,  speaking  roughly,  as  2  tons  of 
Superior  ore  ? 

Mr.  MuNSET.  Well,  I  knew  it  was — I  did  not  know  anything  about 
the  manufacturing  process  of  it,  scientifically  at  all;  did  not  pre- 
tend to. 

The  Chairman.  Did  you  inquire  as  to  the  cost  of  making  pig  iron 
in  Birminghom  and  in  Pittsburgh — the  relative  cost? 

Mr.  MuNSET.  I  presume  I  went  into  all  of  those  matters  that  would 
naturally  bear  upon  the  subject. 

The  Chairman.  Well,  if  you  did  know,  and  if  you  ascertained  the 
fact,  if  it  is  a  fact ;  if  you  had  seen  from  reliable  sources  the  state- 
ment that  3  tons  of  this  ore  would  make  as  much  pig  iron  as  2 
tons  of  the  Mesabi  ore  or  the  Superior  ore — that  is,  a  fair  grade 
of  this  compared  with  the  average  grade  of  that  ore,  and  that  they 
could  make  a  ton  of  pig  iron  about  $4  cheaper  at  Birmingham  than 
they  could  at  Pittsburgh,  what  effect  would  that  have  had  upon  the 
calculations  you  have  made  here  as  to  value  ? 

Mr.  Reed.  Will  you  add  to  that  the  hypothesis  that  not  more  than 
half  of  that  pig  iron  is  available  to  the  South,  and  the  freight  rate 
to  the  North  is  more  than  $4 

The  Chairman.  No;  I  can  not. 

Mr.  Reed.  Don't  you  think  that  is  a  fair  hypothesis  ? 

The  Chairman.  Let  us  see;  what  is  the  rate  on  a  ton  of  pig  iron 
from  Birmingham  to  Chicago? 

Mr.  Reed.  Four  dollars  and  thirty-five  cents  is  my  recollection. 

The  Chairman.  What  is  the  rate  from  Pittsburgh  to  Chicago? 

Mr.  Reed.  I  do  not  recall. 

The  Chairman.  What  is  the  rate  from  Birmingham  to  St.  Louis  ? 

Mr.  Reed.  I  am  not  a  rate  expert? 

The  Chairman.  Well,  it  is  not  over  $3. 

Mr.  Reed.  There  are  blast  furnaces  right  in  Chicago. 

The  Chairman.  Well,  there  are  none  in  St.  Louis.    Take  St.  Louis. 

Mr.  Reed.  I  don't  know  what  the  freight  rate  is. 

The  Chairman.  Well,  it  is  $3,  I  think;  not  over  $4.  Would  you 
say  the  rate  from  Birmingham  on  pig  iron  to  St.  Louis  was  $4 
greater  than  from  Pittsburgh  to  St.  Louis? 

Mr.  Reed.  No  ;  I  would  not  say  it.  I  am  talking  about  the  actual 
conditions.  The  Birmingham  pig  iron  is  taken  to  Chicago  for  sale. 
They  do  not  take  pig  iron  from  Pittsburgh  to  St.  Louis  for  sale. 

The  Chairman.  Would  you  say  the  rate  on  billets  from  Birming- 
ham to  St.  Louis  was  $4  more  than  from  Pittsburgh  to  St.  Louis  ? 

Mr.  Reed.  T  really  do  not  know. 


5196  UXITED   STATES   STEEL   COEPOEATION. 

The  Chaikman.  Isn't  it  a  large  consuming  market  of  billets? 

Mr.  Reed.  Not  of  Pittsburgh  billets. 

The  Chairman.  Well,  billets  of  any  kind? 

Mr.  Reed.  Of  Chicago  billets. 

The  Chaikvian.  Would  you  say  there  was  a  difference  of  $4  be- 
tween Chicago  and  St.  Louis  and  Birmingham  and  St.  Louis? 

Mr.  Reed.  I  should  imagine  it  is  pretty  nearly  that  much. 

The  Chairman.  It  should  not  be. 

Mr.  Reed.  Perhaps  not. 

The  Chairman.  Have  the  large  consuming  markets  of  steel  prod- 
ucts, like  St.  Louis,  Kansas  City,  or  San  Francisco,  or  any  points 
south  of  Mason  and  Dixon's  line,  or  in  that  region,  and  west  of  the 
Mississippi  River,  that  difference  between  Birmingham  and  Pitts- 
burgh— and  I  am  talking  about  Pittsburgh  now,  because  the  Gary 
plant — or  Chicago,  either — $4  a  ton  greater?  Now,  I  will  ask  you 
this  question:  I  believe  you  will  admit,  and  it  has  been  admitted 
on  the  stand  by  Mr.  Perrin,  that  between  El  Paso,  Tex.,  and  Ironton, 
Ohio,  that  no  other  furnace  could  ship  pig  iron  into  the  districts  sup- 
plied for  the  Birmingham  furnaces  without  a  loss  ? 

Mr.  Reed.  I  presume  that  is  true. 

The  Chairman.  Now,  assuming  that  these  Birmingham  furnaces, 
by  virtue  of  their  location  and  their  advantage  in  freight  rates,  Just 
as  Pittsburgh  has  an  advantage  in  freight  rates  from  the  head  or 
source  of  the  Ohio  east  or  from  Cincinnati  east,  and  as  Chicago 
would  have  at  places  adjacent  to  Chicago — that  this  zone  extended 
from  Ironton,  Ohio,  to  El  Paso,  Tex. ;  that  it.  had  that  as  its  own, 
and  that  it  supplied  that  zone  with  steel  products  made  from  pig 
iron  $4  cheaper  than  any  other  blast  furnace  in  the  United  States, 
would  that  have  affected  your  estimate  as  printed  here  ? 

Mr.  Reed.  I  think  that  the  value  of  pig  iron  does  not  entirely 
answer  the  question.  My  understanding  is  that  it  costs  more — con- 
siderably more — to  convert  that  pig  iron  into  rails  than  it  does  the 
pig  iron  made  from  Bessemer  ore. 

The  Chairman.  It  does.  It  costs  $1  more — practically  about  $1 
more ;  between  $1  and  $2  more  to  convert  that  into  rails  than  it  does 
to  convert  the  Bessemer  ore  into  rails,  as  stated  by  Mr.  Kennedy,  who,  I 
believe,  is  an  authority,  and  then  the  rails  sell  for  a  dollar  more  the 
ton  than  the  Bessemer  rails. 

Mr.  MuNSEY.  Yes;  but  they  can  not  make  the  open  hearth  rails 
down  there. 

The  Chairman.  Where? 

Mr.  MuNSEY.  They  can  not  make  Bessemer  rails  down  in  Birming- 
ham at  as  low  a  price  as  they  can  make  them  in  the  North,  because 
in  the  North,  I  understand,  they  use  a  large  percentage  of  scrap,  and 
they  do  not  have  the  scrap  down  there  to  enable  them  to  use  so  large 
a  percentage;  consequently  there  is  considerable  of  a  differential 
there. 

The  Chairman.  You  were  under  that  impression  at  the  time  you 
wrote  this  article,  were  you  not  ? 

Mr.  MuNSEY.  I  don't  know  that. 

The  Chairman.  Well,  now,  suppose  you  had  known  at  the  time 
you  wrote  that  article  that  the  Tennessee  Coal  &  Iron  Co.  was  the 
only  concern  at  the  time  it  was  absorbed  by  the  Steel  Corporation  on 
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this  continent  that  made  rails  out  of  non-Bessemer  ore — made  an 

open  hearth  rail 

Mr.  Eeed.  But,  Mr.  Chairman,  that  is  not  the  fact,  surely. 
The  Chairman.  I  am  so  advised,  and  I  am  sure  I  am  right.     Mr. 
Gates  has  testified  that  they  had  the  first  open  hearth  rail  mill  at 
the  time  they  were  absorbed ;  that  the  Steel  Corporation  had  not  in- 
stalled its  open  hearth  rail  mills.     I  may  be  mistaken  about  that. 

Mr.  Reed.  The  same  mills  will  roll  from  open-hearth  billets,  as 
well  as  from  Bessemer  billets. 

The  Chairman.  I  understand,  but  had  you  installed  your  open- 
hearth  furnaces,  and  were  you  making  a  ton  of  open-hearth  rails  at 
the  time  this  Tennessee  Co.  was  absorbed? 

Mr.  Keed.  Now,  that  is  just  the  point  of  misunderstanding.  The 
Tennessee  Co.,  if  it  made  rails  at  all,  had  to  make  them  out  of  open- 
hearth  steel. 

The  Chairman.  Exactly. 

Mr.  Reed.  The  Steel  Corporation  at  that  time  was  making  all  of 
its  rails  out  of  Bessemer  steel,  but  it  was  perfectly  able  to  make 
open-hearth  steel  at  the  same  furnaces. 

The  Chairman.  I  understand,  but  it  was  not  making  it. 
Mr.  Reed.  Probably  not. 

The  Chairman.  That  is  the  hypothesis  upon  which  I  based  my 
,  questions. 

Mr.  Reed.  The  way  you  stated  the  question  at  first  was  that  the 
i  Steel  Corporation  could  not  make  open-hearth  rails.  It  could  if  it 
'wanted  to. 

The  Chairman.  If  you  had  known  at  the  time  you  wrote  this 
'article   that   the   Steel    Corporation   was   not  making   open-hearth 

rails 

Mr.  MuNSET.  I  knew  they  were  not. 

The  Chairman.  And  that  the  Tennessee  Co.  had  received  an  order 
,from  one  single  concern  for  150,000  tons  of  open-hearth  rails  for  a 
dollar  a  ton  more  than  was  being  paid  for  Bessemer  rails,  and  that 
'they  had  on  their  books  orders  for  450,000  tons,  what  effect  would 
[that  have  had  upon  your  estimate? 

Mr.  MuNSEY.  I  don't  know  that  that  would  have  materially  af- 
fected my  estimate,  when  I  did  know  at  that  time  or  was  told  at  that 
time  on  very  good  authority  that  their  purchase  of  the  Tennessee 
Coal  &  Iron  Corporation,  the  corporation  was  doing  business,  the 
Tennessee  corporation  or  company  was  doing  business,  at  a  loss; 
that  it  was  costing  the  company  more  to  make  its  rails  than  it  was 
getting  out  of  them.  Property  is  worth  a  price  on  which  it  will 
yield  a  proper  return,  either  at  present  or  prospective. 
^  The  Chairman.  You  knew  that  the  Tennessee  Co.  was  running  at 
a  loss? 
'    Mr.  MuNSEY.  I  had  been  told  so. 

:    The  Chairman.  At  the  time  you  estimated  it  as  being  worth 

'i    Mr.  MuNSET.  Fifteen  cents  a  ton. 

The  Chairman.  The  ores  being  worth  $105,000,000,  and  the  coal 
leing  worth  $100,000,000. 
Mr.  MuNSEY.  Yes. 

The  Chairman.  Now,  did  you 

1    Mr.  Munsey.  Let  me  make  that  clear,  please. 


The  Chairman.  Do  you  know  what  it  cost  to  build  a  modern  steel 
plant? 

Mr.  MuNSET.  No ;  but  it  costs  a  great  deal  of  money. 

The  Chairman.  Do  you  know  about  how  much  ? 

Mr.  Mttnsey.  I  have  known,  but  I  don't  know  the  exact  figures 
now. 

The  Chairsian.  If  they  had  the  furnaces  and  had  the  ore,  they 
could  have  put  up  a  steel  mill  or  put  up  a  rail  mill;  you  could  put 
it  up  for  $5,000,000,  couldn't  you? 

Mr.  MuNSET.  Perhaps;  I  should  think  so.  I  don't  know  about 
those  things. 

The  Chairman.  If  they  were  running  at  a  loss  by  virtue  of  the 
fact  that  the  mill  was  not  modern,  it  was  only  a  question  of  interest 
on  four  or  five  million  dollars  that  was  involved  in  estimating  the 
value  of  the  property,  was  it  not  ? 

Mr.  MuNSET.  Yes;  and  the  management  as  well.  One  manage- 
ment will  make  a  property  a  success  and  another  management  -will 
fail  to  make  it  a  success. 

The  Chairman.  Well,  do  you  know  anything  about  the  men  who 
were  in  charge  of  the  concern  at  the  time  it  was  absorbed? 

Mr.  Mtjnset.  I  knew  some  of  them  intimately.  I  knew  Mr.  Gates 
well — very  well,  indeed. 

The  Chairman.  Mr.  Ogleby? 

Mr.  Mtjnsey.  I  had  met  him,  but  I  did  not  know  him  enough  to 
say  I  knew  him. 

The  Chairman.  Did  you  consult  Mr.  Topping  ? 

Mr.  MuNSET.  I  either  talked  with  Mr.  Topping  or  had  somebody 
go  to  him  who  knew  him  and  talk  to  him  for  me. 

The  Chairman.  How  did  you  happen  to  talk  to  Mr.  Topping  in 
writing  this  article? 

Mr.  MuNSET.  He  is  a  good  steel  man. 

The  Chairman.  Do  you  think  he  is  a  reputable  steel  man  ?  Would 
you  rely  on  his  judgment  at  all  ? 

Mr.  MxjNSET.  I  don't  know  of  any  reason  why  I  should  not. 

The  Chairman.  What  did  you  think  of  him  as  a  steel  man? 

Mr.  MuNSET.  I  only  laiew  of  him  as  one  of  the  public,  a  man 
about  whom  I  had  often  heard. 

The  Chairman.  How  is  he  regarded  as  a  steel  man  by  the  public? 

Mr.  Mtjnset.  He  is  generally  well  regarded. 

Mr.  Bartlett.  There  is  abundant  evidence  here  that  he  is  a  very 
high  authority. 

The  Chairman.  Do  you  so  consider  him? 

Mr.  MuNSET.  I  assumed  he  was  a  man  of  high  authority. 

The  Chairman.  I  think  you  are  right.  Isn't  he  regarded  as  one 
of  the  most  expert,  live,  efficient  young  men  in  the  steel  business? 

Mr.  MuNSEY.  Mr.  Topping? 

The  Chairman.  Yes. 

Mr.  MuNSEY.  I  am  not  capable  of  answering  that  question  accu- 
rately.   All  I  know  of  Mr.  Topping  is  in  a  general  way. 

The  Chairman.  Well,  did  you  know  at  the  time  you  wrote  this 
iirticle  that  Mr.  Topping  was  not  only  in  direct  personal  charge  of 
the  works  of  the  Tennessee  company,  but  that  he  was  prominently 
identified  with  the  Eepublic  Iron  &  Steel  in  that  region? 

Mr.  Eeed.  Not  at  the  time  this  article  was  written. 


iiic  v^jtiAiKJUAJM .  X  mean  at  the  time  the  Steel  Corporation  ab- 
sorbed the  Tennessee  Coal  &  Iron  Co. 

Mr.  MuNSET.  Am  I  not  right  in  my  memory  that  Mr.  Topping  was 
president  of  the  Tennessee  Coal  &  Iron  Co.  ? 

The  Chaibman.  You  are  right;  yes. 

Mr.  MtTNSET.  Then  it  was  because  of  the  fact  that  he  was  presi- 
dent of  the  Tennessee  Coal  &  Iron  Co.  that  I  sought  information 
from  him. 

The  Chairman.  Do  you  know  Mr.  Hanna? 

Mr.  MuNSEY.  No;  I  don't  know  Mr.  Hanna. 

The  Chairman.  Well,  do  you  consider  those  men  that  I  have  men- 
tioned as  safe  and  conservative  careful  business  men  and  good  steel 
men? 

Mr.  Mtjnset.  I  know  of  nothing 

The  Chairman.  Gates  and  Ogleby  and  Topping? 

Mr.  MuNSEY.  Mr.  Hanna  has  the  reputation  of  being  a  very  able 
business  man,  but  what  he  knows  about  steel  I  don't  know. 

The  Chairman.  Have  you  heard  of  the  firm  of  Pickens,  Hanna  & 
Co.,  or  of  Mr.  Hanna  as  a  practical  ore  man?  Isn't  he  one  of  tlie 
biggest  handlers  of  ore  in  the  world? 

Mr.  MuNSEY.  I  know  nothing  of  him  in  that  connection. 

The  Chairman.  Well,  did  your  investigation  show  you — did  you 
ascertain  whether  or  not  this  company  had  spent  six  or  seven  million 
dollars  in  improving  its  property  shortly  before  is  was  absorbed? 

Mr.  MuNSEY.  I  think  I  recall  that. 

The  Chairman.  Did  you  inquire  to  find  out  whether  or  not  those 
improvements  were  wisely  made? 

Mr.  MuNSEY.  No. 

The  Chairman.  Do  you  believe  that  sane  and  clear-headed  busi- 
ness men,  such  as  Gates  and  Topping  and  Hanna  and  Ogleby  and 
Thorne  and  Oliver  H.  Payne,  would  have  invested  $10,000,000  each 
in  a  property  inside  of  24  months  if  they  did  not  regard  it  as  a 
very  good  proposition? 

Mr.  MuNSEY.  I  should  not  wish  to  say  yes  to  that;  I  should  not 
wish  to  say  no. 

The  Chairman.  Well,  how  do  you  account  for  the  fact — you 
know  they  had  invested  this  money,  because  you  say  you  had  inves- 
tigated this  property.  How  do  you  account  for  the  fact — did  it 
strike  you  as  peculiar  that  these  experienced  steel  men 

Mr.  Young.  Very  few  of  those  were  steel  men. 

The  Chairman.  Gates  had  been  in  it  for  20  years  from  a  wire 
merchant  up.    Ogleby  was  an  old  iron  man. 

Mr.  Young.  Yes ;  but  not  a  steel  man. 

The  Chairman.  Well,  they  were  men  expert  in  ore  and  expert  in 
the  management  of  men  and  machinery.  They  were  men  expert  in 
forming  holding  companies  and  in  the  financial  end  of  it,  and  there 
were  men  with  many  millions  of  dollars  behind  them.  That  is  true, 
is  it  not? 

Mr.  Young.  That  is  undoubtedly  true. 

The  Chairman.  How  do  you  account  for  the  fact  that  men  like 
those  I  have  named  were  spending  money  so  lavishly — eight  or  nine 
million  dollars  in  a  few  months  on  a  losing  proposition?  Didn't 
that  strike  you  as  a  little  peculiar? 
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Mr.  MuNSEY.  I  don't  know  that  it  did.  I  think  they  probably 
thought  the  property  could  be  operated  at  a  profit  if  they  did  it 
wisely. 

The  Chairjian.  If  they  had  ore  that  could  be  assembled  and  con- 
verted into  pig  iron  at  $8  a  ton  when  Pittsburgh  ore  was  selling  for 
$12,  and  that  they  could  convert  their  ore  into  open-hearth  rails  at 
$2  a  ton  greater  cost  than  the  cost  of  making  Bessemer  rails,  and  that 
rail  would  bring  a  dollar  more  on  the  market,  and  they  could  sell 
those  rails,  150,000  tons  at  a  pop,  to  a  man  like  Harriman,  and  had 
orders  on  their  books  for  450,000  tons  more,  do  you  think  the  mere 
fact  that  the  mill  that  rolled  this  steel  was  antiquated  would  ma- 
terially affect  the  value  of  that  property? 

Mr.  MuNSEY.  Theoretically  that  all  sounds  very  good;  but  prac- 
tically that  corporation  had  not  had  a  very  good  record  for  making 
money. 

The  Chairman.  Now,  you  speak  of  "  that  corporation."  It  is 
true  that  corporation  had  never  made  any  money,  but  were  these  men 
behind  that  corporation  any  length  of  time  before  it  was  absorbed? 

Mr.  MuNSEY.  I  should  say  all  of  those  men  to  whom  you  referred 
as  practical  men,  ore  and  steel  men,  some  of  them  business  men — I 
should  not  like  to  classify  them  quite  in  that  way.  I  should  think 
those  men  are  men  who  take  up  many  affairs  of  different  kinds.  Mr. 
Gates,  to  be  sure,  was  a  steel  man,  but  Mr.  Gates  did  not  confine  his 
mentality  to  the  operations  of  steel.  He  was  associated  with  many 
things. 

The  Chairman.  Mr.  Gates  organized  the  American  Steel  &  Wire 
Co.  He  was  connected,  I  believe,  with  the  old  Illinois  Consolidated 
Steel  &  Wire  Co.  ? 

Mr.  MuNSEY.  Yes. 

The  Chairman.  And  its  properties  were  worth  about — well,  they 
had — it  was  capitalized  at  so  many  shares ;  they  recapitalized  it  and 
made  each  share  worth  $175  common  and  $175  preferred,  and  then 
they  recapitalized  it  again  and  made  each  share  worth  160  and  the 
common  120,  and  a  few  months  later  they  recapitalized  again  so  that 
one  share  of  the  original  concern  sold  for  520,  or  nearly  six  times  as 
much  as  in  the  first  concern.  Doesn't  that  look  like  pretty  good 
business  ? 

Mr.  IMuNSEY.  That  looks  like  pretty  good  business  in  securities, 
but  I  don"t  know  that  it  means  anything  in  the  handling  of  steel. 

The  Chairman.  If  a  man  is  in  the  steel  business  to-day,  don't  you 
think  he  ought  to  know  as  much  about  securities  as  he  does  about 
blast  furnaces? 

Mr.  MuNSEY.  I  would  not  want  to  raise  or  argue  that  question  at 
all;  but  Mr.  Gates  did  not  confine  his  activities  to  the  practical 
handling  of  the  steel  business. 

The  Chairman.  I  understand. 

Mr.  MtJNSEY.  Mr.  Gates  had  other  interests. 

The  Chairman.  What  say? 

Mr.  MuNSEY.  Mr.  Gates  had  other  interests,  as  well  as  steel. 

The  Chairman.  Well,  now,  you  say  you  have  had  no  experience  in 
the  steel  business? 

Mr.  MuNSEY.  None  whatever. 

The  Chairman.  Have  you  had  any  experience  in  steel  stock? 

ilr.  MuNSEY.  I  have. 
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The  Chairman.  You  own  some  steel  stock? 

Mr.  MuNSEY.  I  have. 

The  Chairman.  You  would  naturally,  then,  be  interested  in  the 
operations  of  the  stock  market,  more  or  less  ? 

Mr.  MuNSET.  No ;  I  have  been  pretty  honest  in  that  way  in  what 
I  have  done. 

The  Chairman.  Oh,  no ;  I  didn't  mean  to  reflect  on  your  motives  at 
all,  but  if  I  owned  steel  stock  I  would  naturally  watch  the  market  to 
see  whether  it  was  going  up  or  down. 

Mr.  MuNSBT.  That  would  be  temperamental. 

The  Chairman.  Yes. 

Mr.  MuNSEY.  Well,  my  temperament  might  not  lead  me  to  do  it 
that  way. 

The  Chairman.  Don't  you  think  it  is  as  necessary  in  the  steel  busi- 
ness to-day  for  a  man  to  be  as  much  a  master  of  the  stock  market  as 
it  is  for  him  to  be  a  master  of  his  trade  ? 

Mr.  MuNSEY.  I  don't  see  any  connection  whatever. 

The  Chairman.  Didn't  the  Tennessee  Coal  &  Iron  Co.  come  into 
the  hands  of  the  United  States  Steel  Corporation  by  virtue  of  a 
stock  transaction  ?     Isn't  that  generally  well  known  ? 

Mr.  MuNSEY.  It  was  taken  over  in  the  time  of  a  panic  by  the  Steel 
Corporation. 

The  Chairman.  Yes. 

Mr.  MuNSEY.  I  would  not  call  that  a  stock  deal. 

The  Chairman.  Well,  the  men  that  owned  the  stock — Mr.  Oglevie, 
Mr.  Gates,  and  others — -have  all  sworn  they  did  not  want  to  give  it 
up,  but  that  it  was  a  case  of  necessity;  and  Mr.  Ledyard,  who  was 
the  attorney  for  them,  said  they  gave  it  up  with  great  reluctance. 
Mr.  Topping  stated  the  same.  Take  Mr.  Payne;  he  had  10,300 
shares.     Would  you  regard  him  as  a  conservative  business  man? 

Mr.  Mtjnsey.  A  very  able  business  man. 

The  Chairman.  How  about  Mr.  Hanna  ? 

Mr.  MuNSEY.  I  have  the  same  opinion  of  him. 

The  Chairman.  How  about  James  B.  Duke? 

Mr.  MuNSEY.  The  same. 

The  Chairman.  E.  J.  Berwind? 

Mr.  Mttnsey.  A  very  able  man. 

The  Chairman.  A.  N.  Brady? 

Mr.  MuNSEY.  A  very  able  man. 

The  Chairman.  Mr.  Oakley  Thorne  ? 

Mr.  MuNSEY.  I  only  know  him  as  a  banker. 

The  Chairman.  Is  he  a  good  banker  ? 

Mr.  Mtjnsey.  I  should  think  so. 

The  Chahsman.  Mr.  H.  S.  Black? 

Mr.  MuNSEY.  He  is  a  good  business  man. 

The  Chahjman.  Mr.  S.  D.  Stout  ? 

Mr.  MuNSEY.  I  don't  know  him. 

The  Chairman.  Mr.  J.  W.  Stimson? 

Mr.  MuNSEY.  I  don't  know  him. 

The  Chairman.  Mr.  S.  G.  Cooper? 

Mr.  MuNSEY.  I  don't  know  him. 

The  Chairman.  Mr.  Topping? 

Mr.  MuNSEY.  I  know  of  him. 


Mr.  Bartlett.  If  you  are  through,  Mr.  Chairman,  I  would  like  to 
digress  just  a  little  bit.  Now,  you  say  in  this  article  that  there  are 
items  in  this  inventory  that  have  been  overvalued  and  there  are  other 
items  that  have  been  undervalued — greatly  undervalued.  That  was 
your  opinion  at  the  time? 

Mr.  MuNSET.  Where  is  that  page? 

Mr.  Babtlett.  I  haven't  got  the  page.  It  is  just  after  the  part  I 
read  before. 

Mr.  MuNSET.  After  the  total  figures,  is  it? 

Mr.  Bahtlett.  Yes ;  I  will  give  you  the  catchword. 

The  Chaieman.  Page  368. 

Mr.  MuNSET.  I  see. 

Mr.  Baetlett.  Now,  you  say  there  are  items  in  this  inventory  that 
have  been  overvalued;  there  are  other  items  that  have  been  under- 
valued, greatly  undervalued. 

Mr.  MuNSEY.  Oh,  I  see.  "  If  there  are  items  in  this  inventory  that 
have  been  overvalued  there  are  other  items  that  have  been  under- 
valued, greatly  undervalued."    That  is  it. 

Mr.  Bartlett.  Yes. 

Mr.  MuNSET.  That  was  probably  my  opinion  at  the  time  I  wrote  it. 

Mr.  Bartlett.  Well,  can  you  recall  what  particular  items  you 
thought  were  undervalued? 

Mr.  Mtjnsey.  No;  I  don't  laiow. 

Mr.  Bartlett.  And  you  say :  "  Our  purpose  has  been  to  keep  under 
the  actual  values  rather  than  to  exceed  them  and  in  the  case  oi  the  ore 
lands  and  coal  lands  our  figures  are  probably  very  much  under  actual 
values  to-day."  So  these  figures  you  did  make  were  a  conservative 
estimate,  as  I  understand? 

Mr.  MtTNSEY.  Based  on  the  contract  of  the  Hill  ore  lands  with  the 
United  States  Steel  Corporation. 

Mr.  Bartlett.  And  if  you  had  not  pursued  this  policy  of  conserva- 
tive valuation  of  property,  you  would  have  found  that  the  total  value 
of  the  inventory  of  the  Steel  Corporation's  property  would  be 
$2,000,000,000,  instead  of  one  billion  seven  hundred  and  eighty-two 
million. 

Mr.  MuNSEY.  Assuming  that  the  holdings  of  the  United  States 
Steel  Corporation  are  equally  good — with  the  Hill  ore  holdings,  I 
can  see  no  reason  why  they  should  be  valued  at  a  less  price  than— 
why  they  should  be  valued  at  a  less  price  than  that  fixed  by  the 
United  States  Steel  Corporation  and  Mr.  Hill  for  his  ores. 

Mr.  Bartlett.  Yes;  and  you  stated  that  while  this  was  a  large 
sum,  and  almost  hardly  susceptible  of  being  conceived  to  such  an 
extent  that  it  appeared  to  be  fiction 

Mr.  Mtinsey.  Yes. 

Mr.  Bartlett.  That  there  was  no  fiction  in  is,  but  that  it  was  real? 

Mr.  Munsey.  Yes;  based  on  that  conclusion.  Well,  based  on  the 
general  rise  in  the  price  of  the  ore  lands.  I  suppose  a  dozen  years 
before  the  formation  of  the  Steel  Corporation  those  ore  properties 
were  selling  for  perhaps  a  cent  or  less  than  a  cent  a  ton.  I  don't 
know  the  exact  amount.  A  very,  very  small  amount.  Yon  have 
some  facts  bearing  on  that.  You  have  them  in  the  testimony  of  the 
Merritt  brothers. 

Mr.  Bartlett.  Yes.    I  did  not  hear  that ;  but  I  read  it. 


Mr.  MuNSEY.  But  a  very  small  price.  That  price  had  increased  in 
value,  so  that  the  Kockefeller  ore  properties  were  sold  to  the  United 
States  Steel  Corporation  shortly  after  its  formation  at  what  I  recall 
as  about  25  cents  a  ton.  Then  from  the  time  of  that  purchase,  we 
will  say  at  25  cents  a  ton,  if  I  am  correct  in  that,  the  price  of  ore 
lands  advanced  to  85  cents  a  ton,  the  price  fixed  between  the  Steel 
Corporation  and  Mr.  Hill. 

Mr.  Baktlett.  84.5  cents,  I  think  it  was. 

Mr.  MuNSEY.  Well,  about  85.  Something  like  that.  So  that  all 
of  the  upward  trend  of  prices,  together  with  the  price  made  on  the 
Hill  ore  lands  and  an  article  written  in  the  optimistic  period  when 
we  were  forging  ahead  and  in  the  first  place  in  the  world  as  a  pro- 
gressive country,  gave  me  my  viewpoint  at  that  time  as  to  values  of 
these  properties;  that,  together,  as  stated,  with  the  conversations 
I  had  with  a  good  many  men  seeking  to  get  as  close  to  an  estimate — 
rational  estimate — of  the  values  as  possible. 

Mr.  Baetlett.  "Well,  even  with  what  is  admitted,  this  seems  to  be 
the  greatest  industrial  organization  in  the  world,  is  it  not,  as  far  as 
you  know  or  have  read  ? 

Mr.  Mtjnsey.  It  is,  as  far  as  I  know. 

Mr.  Baeti^tt.  Did  you  own  stock  in  the  Steel  Corporation  at  that 
time  ? 

Mr.  MuNSEY.  I  did. 

Mr.  Baetl-ett.  I  do  not  want  to  ask  the  amount. 

Mr.  Mtjnsey.  You  are  quite  at  liberty  to  ask  anything. 

Mr.  Baetlbtt.  You  owned  a  considerable  interest  in  the  stock  ? 

Mr.  MuNSEY.  I  did;  but  not  out  of  proportion  to  my  interest  in 
other  things. 

Mr.  Baetlett.  I  did  not  ask  that. 

Mr.  MuNSEY.  I  would  like  to  say  that,  though,  if  I  may.  Not 
out  of  proportion,  price  considered,  to  my  interest  in  rails  and  other 
securities. 

Mr.  Baetlett.  The  people  or  the  corporation  from  whom  you  got 
this  information  were  certainly  aware  that  you  were  not  unfriendly 
to  the  corporation? 

Mr.  MuNSEY.  I  should  think  so. 

Mr.  Baetlett.  That  you  were  a  considerable  stockholder,  and  that 
the  article  was  not  written  with  any  view  of  doing  anything  more 
than  to  give  the  public  information  about  this  enormous  business 
concern  ? 

Mr.  Mtjnsey.  Absolutely. 

Mr.  Baetlett.  And  to  give  the  information  as  nearly  accurate  as 
you  could? 

Mr.  Mtjnsey.  Most  certainly. 

Mr.  Baetlett.  This  was  1908  ? 

Mr.  Mtjnsey.  1908.  _ 

Mr.  Baetlett.  I  will  ask  you  a  question  now:  Did  you  know  or 
have  you  ever  known  that  that  corporation  was  distributing  from 
the  corporate  funds  for  political  campaigns? 

Mr.  Keed.  At  what  time,  Judge? 

Mr.  Baetlett.  1904. 

Mr.  MuNSEY.  I  don't  know  anything  about  that. 

Mr.  Baetlett.  You  were  never  informed  about  that  ? 

Mr.  MuNSEY.  No.     I  have  never  been  a  director  in  the  corporation. 
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Mr.  Baetlett.  You  are  a  stockholder,  however? 

Mr.  MuxsEY.  Yes;  but  there  are  more  than  a  hundred  thousand 
others. 

Mr.  Bartlett.  Your  money  went  in  that  way  ? 

Mr.  Mu>;sEx.  What?    . 

Mr.  Baetlett.  The  stockholders'  money  was  contributed? 

Mr.  MuNSEY.  Yes,  but  so  was  that  of  more  than  a  hundred  thou- 
sand others. 

Mr.  Baetlett.  Yes. 

Mr.  MtTNSEY.  I  don't  know  anything  about  that  at  all. 

Mr.  Baetlett.  Well,  do  you  approve  of  corporations  like  this  con- 
tributing to  campaign  funds  of  political  parties? 

Mr.  MuNSEY.  No,  I  do  not. 

Mr.  Baeilett.  Then,  if  you  had  known  of  it,  you  would  have  dis- 
approved of  it  ? 

Mr.  Mttnsey.  I  don't  know ;  I  might  have  and  I  might  not  have.  I 
don't  know  what  influence  one  stockholder  would  have  in  the  policy 
of  an  organization  as  large  as  this. 

Mr.  Baetlett.  You  have  no  objection  to  an  individual  officer  con- 
tributing to  such  funds? 

Mr.  Muxsey.  If  he  contributes  his  own  funds  for  campaign  pur- 
poses, no;  not  as  long  as  that  is  customary  with  the  people  of  the 
country.  I  wish  it  might  be  done  away  with  entirely.  I  wish  there 
were  no  such  thing  as  the  use  of  individual  moneys  for  such  purposes. 

Mr.  Baetlett.  How  long  have  you  been  of  that  opinion,  Mr.  Mun- 
sey? 

Mr.  MuNSEY.  I  should  think  for  a  very  long  time. 

Mr.  Baetlett.  But  you  have  not  followed  it  yourself;  you  have 
contributed  yourself? 

Mr.  MuNSEY.  I  have. 

Mr.  Baetlett.  Considerable  amounts? 

Mr.  MuNSEY.  I  have  always  done  what  seemed  to  me  to  be  the  work 
of  a  citizen  to  do. 

Mr.  Baetlett.  Well,  if  it  is  proper  for  the  citizen  to  do  it,  why 
do  you  say  it  should  be  done  away  with  ? 

Mr.  MuNSEY.  One  man  can  not  change  a  system.  If  you  give  for 
political  purposes;  if  you  have  not  come  to  the  conclusion  I  have, 
that  it  were  better  that  private  individuals  did  not  give  anything, 
and  you  did  give  it  and  I  did  not  give,  then  the  cause  that  seemed  to 
me — the  party,  cause,  or  purpose  that  seemed  to  me  wisest  in  the  man- 
agement of  the  country  would  be  at  a  disadvantage,  from  the  fact 
that  you  had  not  arrived  at  the  conclusion  I  had. 

Mr.  Baetlett.  Yes,  but  there  are  certain  expenses  connected  with 
legitimate  purposes  that  a  citizen  can  legitimately  give  to,  such  as 
office  rent,  clerical  force,  the  distribution  of  information — are  you 
opposed  to  a  citizen  giving  anything  in  that  way? 

Mr.  MuNSEY.  I  am  not  opposed  to  it,  so  long  as  the  public  gener- 
ally is  not  opposed  to  it.  I  think  it  were  better — I  think  I  will  try 
to  put  this  differently — I  think  it  were  better  that  our  politics  were 
entirely  free  from  all  of  that  sort  of  thing;  that  whatever  expenses 
there  are  should  be  borne  by  the  Commonwealth,  and  that  individuals, 
corporations — no  one  should  give. 

Mr.  Baetlett.  Well,  do  you  think  you  could  have  a  campaign  in 
which  millions  of  dollars — say,  three  or  four  or  five  million  dollars 
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were  expended  in  a  presidential  campaign ;  don't  you  think  that  is  a 
pretty  exorbitant  sum  to  expend  for  legitimate  expenses? 

Mr,  MuNSET.  It  would  seem  to  me  so,  but  I  don't  know  anything 
about  it.  I  am  not  a  politician.  I  am  a  publisher.  You  perhaps 
know  more  about  that  than  I  do. 

Mr.  Bahtlett.  These  contributions  you  have  made,  I  suppose  you 
have  made  to  the  party  to  which  you  belong  ? 

Mr.  Mtjnsey.  Is  this  part  of  the  legitimate  inquiry  that  is  going 
on? 

The  Chairman.  I  do  not  suppose  the  judge  will  insist  on  an 
answer  to  that  question. 

Mr.  Young.  I  think  we  are  rather  far  afield,  if  the  witness  objects. 

Mr.  Bartlett.  I  am  not  going  to  ask  any  questions  that  Mr. 
Munsey  does  not  desire  to  answer.  It  is  a  fact  of  record  in  this  case 
that  the  Steel  Corporation  contributed  in  1904  the  small  sum  of 
$10,000  that  fall  to  the  campaign  fund  of  the  Republican  Party. 

Mr.  Sterling.  Yes ;  and  it  appears  in  the  record  that  it  contributed 
to  the  Democratic  Party  too,  did  it  not? 

Mr.  Bartlett.  Well,  that  was  said  in  the  sugar  investigation. 
That  has  not  been  stated  here. 

TJie  Chairman.  I  presume  that  this  discussion  between  Judge 
Bartlett  and  Mr.  Munsey  is  interesting. 

Mr.  Sterling.  Well,  it  does  not  go  to  the  question  of  the  Steel 
Corporation  contributing  money,  and  I  do  not  think  it  is  anybody's 
business  what  Mr.  Munsey  gives  to  a  political  party  or  to  a  campaign 
fund. 

Mr.  Bartlett.  It  may  not  be,  but  Mr.  Munsey  said  he  did  not  think 
it  should  be  done,  and  he  wished  the  practice  could  be  stopped.  If 
Mr.  Munsey  does  not  desire,  as  an  editor  of  an  important  magazine 
that  publishes  articles  along  certain  lines  which  he  advocates — if 
he  does  not  desire  to  state  whether  or  not  he  has  contributed  large 
amounts  of  money  to  either  party,  I  will  desist,  as  far  as  that  is  con- 
cerned; but  I  have  fallen  into  that  line  without  any  intention  of 
finding  out  anything  about  Mr.  Munsey's  private  business. 

Mr.  Munsey.  It  is  quite  all  right.  Judge. 

Mr.  Bartlett.  I  wouldn't  have  asked  it,  except  that  I  had  seen 
statements  in  the  newspapers  of  what  had  been  done.  Now,  Mr. 
Munsey,  you  have  thought  about  the  problems  before  the  country 
with  reference  to  the  regulation  and  control  of  great  corporations 
doing  interstate  business,  have  you  ? 

Mr.  Munsey.  I  have. 

Mr.  Bartlett.  This  committee  will  probably  have  some  inquiry 
on  that  subject;  at  least  some  suggestions  to  make.  Can  you  give 
the  committee  any  suggestions  that  you  have  thought  about,  what  the 
Congress  should  do  in  order  to  correct  the  evils  that  exist  and  which 
undoubtedly  exist  by  operations  of  great  combinations  of  wealth, 
either  industrial  or  those  engaged  in  the  transportation  of  the  busi- 
ness of  the  country  ? 

Mr.  Munsey.  I  have  done  a  good  deal  of  thinking  about  the  prob- 
lem, because  it  is  a  very  important  one.  I  don't  know  that  my  con- 
clusions are  at  all  accurate,  but  my  own  reasoning  is  that  in  a  coun- 
try of  so  much  wealth,  with  corporations  so  large  as  we  have  now, 
I  can  not  see  how  it  is  possible  to  get  what  the  people  want  and  get 
what  we  are  seeking  to  get  except  through  the  strong  governmental — 
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strong  hand  of  the  Government — governmental  control.  I  can  not 
see  how  it  can  be  done  in  any  other  way. 

The  Chaieman.  What  are  the  evils  so  imminent  that  the  Federal 
Government  should  take  cognizance  of  them,  and  so  dominant  that 
the  States  are  not  able  to  control  them  ?  What  are  those  evils  which 
should  be  now  taken  under  the  supervision  of  the  Federal  Govern- 
ment which  have  hitherto  been  left  to  the  jurisdiction  of  the  States? 

Mr.  MuNSEY.  I  should  think  it  would  be  very  difficult  in  inter- 
state matters  for  the  States  to  work  those  things  out,  because  they 
might  not  cooperate.  I  should  think  there  must  be  some  govern- 
mental control  that  reaches  the  entire  country. 

The  Chairman.  I  was  not  speaking  of  the  reason  why  the  Gov- 
ernment should  do  it,  but  I  was  speaking  of  the  specific  evils  which 
the  Federal  Government  should  take  under  its  jurisdiction  and  con- 
trol. What  are  the  wrongs  that  you  would  right  by  Federal  legis- 
lation ? 

Mr.  MuNSEY.  Well,  in  the  case  of  the  Standard  Oil  it  seemed  to  be 
the  opinion  of  the  people  that  Standard  Oil  was  a  menace  because  it 
crushed  competition.  In  the  case  of  the  United  States  Steel  Cor- 
poration it  seems  to  be  the  contention  of  the  Government  that  it  was 
m  error  because  it  kept  up  prices. 

Mr.  Young.  Did  not  crush  competition  ? 

Mr.  MuNSEY.  Because  it  did  not  crush  competition. 

Mr.  Reed.  You  will  be  sued  if  you  do  and  sued  if  you  don't. 

The  Chairman.  Is  that  the  government  that  you  would  have 
take  charge  of  the  States'  affairs?  Is  that  the  kind  of  government 
whose  jurisdiction  you  would  enlarge,  such  a  fool  government  as 
that? 

Mr.  MuNSEY.  I  would  not  call  it  a  fool  government. 

The  Chairman.  I  beg  pardon.  I  did  not  mean  to  use  such  a  strong 
term,  but  such  a  paradoxical  government;  a  government  that  will 
punish  one  concern  for  competing  and  punish  another  for  not  com- 
peting, and  take  both  cases  into  the  Supreme  Court  of  the  United 
States,  it  looks  to  me  more  like  an  organized  feeble-minded  institute 
than  anything  else. 

Mr.  MtTNSEY.  There  are  many  other  corporations  against  which 
the  Government  has  brought  action. 

Mr.  Baetlett.  Mr.  Munsey,  you  did  not  get  through.  You  said 
the  Government  should  control.  The  Government  now  undertakes 
to  control  and  regulate  interstate  carriers  by  requiring  them  to 
charge  only  reasonable  rates  and  desist  from  discriminatory  prac- 
tices, such  as  giving  rebates  or  preferences  either  to  the  individual 
or  to  the  commimity.  Have  you  any  suggestions  to  make  as  to  inter- 
state carriers  which  would  obviate  or  correct  any  of  the  evils  which 
exist?     I  mean,  in  the  carriage  now  of  interstate  commerce. 

Mr.  MuNSEY.  Well,  what  kind  of  remedies  do  you  refer  to  ? 

Mr.  Baetlett.  Well,  do  you  think  that  the  present  law  is  sufficient 
or  needs  remedying? 

Mr.  Mtjnsey.  I  should  think  that  the  present  policy  is  more  unwise 
than  the  law.    I  don't  know  but  what  the  law  is  all  right  in  itself. 

Mr.  Baetlett.  How  do  you  distinguish  between  the  policy  and  the 
law? 

Mr.  MuNSEY.  Perhaps  I  am  wrong  in  my  premise,  but  I  mean  to 
say  this:  For  instance,  in  the  matter — in  the  attitude — of  the  Inter- 
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state  Commerce  Court,  it  is  a  question  in  my  mind  if  it  has  not  drawn 
too  sharp  a  line,  considering  the  high  price  of  wages  and  the  demand 
for  still  higher  price  of  wages. 

Mr.  Baktlett.  You  mean  the  court  or  the  commission  ? 

Mr.  Mtjnsey.  Well,  the  court  or  the  commission. 

Mr.  Young.  Well,  the  court  is  one  thing  and  the  commission  is 
another. 

Mr.  Baetlett.  The  commission  fixes  the  rates,  and  corrects 
them 

Mr.  MuNSET.  The  commission,  I  referred  to,  fixing  the  rates. 

The  Chaikman.  The  commission  fixes  them  and  the  court  unfixes 
them. 

Mr.  MuNSEY.  Yes;  passes  upon  them. 

Mr.  Baetlett.  You  really  mean  the  commission  ? 

Mr.  MuNSEY.  Yes;  I  mean  the  commission.  I  should  think  the 
policy  has  not  been  broad  enough  for  the  best  development  of  our 
railroads.  I  said  something  to  that  effect  in  an  article  that  I  wrote 
for  the  April  number  of  Munsey's  Magazine.  I  think  you  starve  our 
railroads  and  you  starve  the  people 

Mr.  Baetlett.  You  mean  that  the  rates  fixed  by  the  commission 
are  too  low  ? 

Mr.  MuNSEY.  I  think  that  they  are  low.  I  think  that  they  are 
so  low  that  they  have  forced  the  railroads  to  economies  that  have  not 
been  to  the  best  interests  of  the  people  of  the  country. 

The  Chaieman.  Take  the  Duluth,  Messabe  &  Northern,  earning 
60  per  cent  more  than  the  operating  charges  on  a  capitalization  of 
less  than  $4,000,000.  How  much  more  would  you  feed  that  to  keep 
it  from  inanition? 

Mr.  MuNSEY.  I  would  not  take  a  case  like  that.  I  think  where 
rates  are  too  high  they  should  be  reduced,  but  where  the  rates  are 
too  low  they  should  be  made  such  that  we  can  get  the  best  railroad 
service  in  the  world. 

Mr.  Baetlett.  Then  you  think  it  is  not  so  much  a  matter  of  rates 
as  it  is  a  matter  of  service — efficient  service  to  the  public  ? 

Mr.  MUnsey.  We  should  have  the  most  efficient  service  in  the 
world. 

Mr.  Baetlett.  And  the  rates  should  be  such 

Mr.  Munsby.  As  to  sustain  the  most  efficient  service  and  to  give 
a  rational  return  on  the  money  invested. 

The  Chaieman.  Don't  you  think  it  would  be  well  to  have  the 
Interstate  Commerce  Commission  make  a  real  investigation  as  to  the 
cost  of  these  roads  and  the  amount  of  water  in  their  stock,  if  any? 
What  is  a  just  rate,  and  what  the  people  are  paying  interest  on, 
whether  an  actual  investment  or  a  cunning  manipulation  of  stocks 
and  bonds  and  debts? 

Mr.  Munsey.  I  should  not  say  so.  The  only  way  to  get  at  it  is 
to  inventory  the  roads  to-day. 

Mr.  Baetlett.  Their  physical  valuation? 

Mr.  Munsey.  Yes ;  with  no  allowance  for  good  will,  though  there 
is  decided  value  in  good  will  to  the  road  that  has  been  well  handled 
and  well  operated,  but  I  don't  think  that  should  be  taken  into  con- 
sideration, but  rather  the  physical  value  of  the  railroad  as  it  exists 
to-day  would  be  the  basis,  to  my  mind,  of  determining  what  interest 
it  should  ""T-T],  ,„ 
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The  Chaieman.  I  do  not  mean  to  be  understood  as  railing  at  the 
railroads. 

Mr.  MuNSET.  I  beg  your  pardon? 

The  Chaieman.  I  said,  I  do  not  mean  to  be  understood  as  railing 
at  the  railroads.  1  am  firmly  convinced,  while  the  railroads  do  a 
great  many  things  that  are  reprehensible,  that  in  matters  for  which 
they  have  been  most  bitterly  assailed,  offenses  for  which  they  carry 
all  the  blame,  like  rebates,  undue  allowances,  private-car  concessions, 
and  a  great  many  other  such  things  as  that,  that  the  railroad  is  infi- 
nitely more  sinned  against  than  sinning. 

Mr.  Baetlett.  Mr.  Munsey,  passing  from  that,  have  you  ever 
considered  the  question  of  whether  the  railroads  should  be  permitted 
to  own  industrial  manufacturing  concerns,  as  well  as  to  run  and 
operate  the  great  interstate  roads  that  carry  the  freight  and  pas- 
sengers ? 

Mr.  Munsey.  Well,  if  it  were  a  question  put  up  for  me  to  vote 
on,  I  should  vote  against  their  doing  so. 

Mr.  Baetlett.  You  think  that  is  one  of  the  evils  that  should  he 
corrected  also? 

Mr.  Munsey.  I  think  so,  to  the  extent  that  I  would  vote  against  it. 

Mr.  Baetlett.  You  mean  you  would  prohibit  them  from  doing 
so? 

Mr.  Munsey.  From  running  manufacturing  institutions;  that  is 
what  I  understood  you  to  say. 

Mr.  Baetlett.  Yes;  that  is  it.  Let  us  turn  the  question  around, 
What  do  you  think  of  corporations  who  organize  for  industrial 
purposes  to  manufacture  steel  or  iron  or  any  other  great  product 
of  the  country  which  the  people  have  to  have,  owning  railroads 
which  they  can  operate  for  their  benefit  in  bringing  raw  materials 
to  their  manufactories.    Do  you  think  that  should  be  stopped,  too? 

Mr.  Munsey.  My  reasoning  would  be  the  same  on  that. 

Mr.  Baetlett.  That  is  the  instance  in  this  case,  in  this  particular 
corporation  which  we  are  investigating. 

Mr.  Munsey.  If  it  is  a  common  carrier.  If  it  is  a  concern  that  car- 
ries simply  its  own  supplies,  that  is  a  different  thing. 

The  Chaieman.  You  draw  a  distinction  between  a  railroad  oper- 
ated as  a  common  carrier;  that  is,  hauling  for  the  public  gener- 
ally  

Mr.  Munsey.  Yes. 

The  Chaieman.  And  a  railroad  used  simply  as  a  means  of  con- 
veyance for  this  industry  alone? 

Mr.  Munsey.  Yes. 

Mr.  Baetlett.  In  other  words,  if  it  were  a  railroad  like  a  road 
from  a  sawmill  into  the  woods  to  bring  logs  up  to  the  place  where 
they  were  sawn  into  lumber- 
Mr.  Munsey.  Yes. 

Mr.  Baetlett  (continuing)  That  would  not  be  objectionable? 

Mr.  Munsey.  No. 

Mr.  Baetlett.  But  if  it  were  a  manufacturing  concern  that  made 
steel  and  iron  from  iron  ore,  and  it  owned  the  railroad  that  hauled 
not  only  their  own  products  from  the  mines  but  served  the  public 
as  well  and  other  people  engaged  in  competitive  business,  you  think 
that  latter  kind  of  ownership  should  not  be  permitted  ? 
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Mr.  MuNSEY.  I  should  think  it  were  better  not.  I  should  like, 
if  you  will  permit  me 

Mr.  Baetlett.  I  will  be  glad  to  hear  anything  you  desire  to  say. 

Mr.  Mtjnset.  I  would  like  to  go  back  a  minute  to  those  questions 
you  asked  me  about  fixing  the  price  of  Tennessee  Coal  &  Iron.  I 
stand  thoroughly  by  that  price,  as  I  saw  the  situation  at  that  time. 
I  was  told  that  there  were  7,000,000  tons 

The  Chaieman.  Seven  hundred  million  tons,  you  mean. 

Mr.  MuNSET  (continuing).  Of  ore.  I  have  since  been  told  that 
that  ore  did  not  average — did  not  make  a  good  average;  that  per- 
haps 400,000,  or  half  of  it,  or  something,  was  of  much  better  grade 
than  the  other.  But  as  seen  from  that  point  of  view,  with  the 
ascending  scale  of  ore  values  as  they  had  gone  up  from  1  cent,  or  less 
than  1  cent,  or  perhaps  much  less  than  1  cent  in  a  quarter  of  a 
century,  and  the  great  and  growing  demand  for  iron  and  steel,  and 
with  a  view  to  using  up  our  raw  materials  as  they  were  being  used 
up,  that  price,  it  seems  to  me,  was  a  reasonable  price  for  that  ore, 
based  on  all  the  information  I  got  and  the  conversations  I  had  with 
people.  The  coal — I  was  told  that  there  were  1,000,000,000  tons  of 
coal,  and  now  I  understand  that  there  are  about  2,000,000,000  tons 
of  coal.     Evidently  I  fixed  too  high  a  price  on  the  coal. 

The  Chaieman.  You  mean  per  ton? 

Mr.  MuNSEY.  Yes;  per  ton.  I  don't  know  why  I  did  that.  I 
know  that  I  did  it  in  perfect  good  faith. 

The  Chaieman.  Certainly.  Now,  would  you  estimate  the  two 
billions  were  worth  less  than  you  estimated  the  one  billion  in  the 
total  of  your  estimate? 

.  Mr.  MuNSEY.  From  the  information  I  have  had,  if  I  had  to  write 
the  article  again  I  should  be  inclined  to  do  so. 

The  Chaieman.  You  would  be  inclined  to  hold  that  because  there 
is  a  billion  tons  of  coal  there  more  than  you  thought  were  there,  that 
the  2,000,000,000  were  worth  less  than  you  said  the  1,000,000,000  was 
worth  ? 

Mr.  MuNSEY.  Not  because  of  that,  but  because  the  coal  did  not 
average  as  good  a  trade  as  I  thought  it  did.  I  would  not  write  the 
article,  in  the  first  place,  without  making  a  much  more  thorough 
investigation,  but  if  I  had  to  write  the  article  I  should  think  that 
the  estimate  of  the  coal,  notv/ithstanding  that  it  was  estimated  at  a 
less  price,  i.s  of  less  value  to-day  than  T  estimated  it  at. 

The  Chaieman.  What  was  the  amount  of  fixed  carbon  in  that 
coal? 

Mr.  MuNSEY.  You  are  away  over  my  head  when  you  go  into  the 
scientific  things. 

The  Chaieman.  That  is  way  under  your  feet.  What  about  the 
sulphur  or  ash? 

Mr.  MuNSEY.  I  don't  know  anything  about  it. 

The  Chaieman.  How  about  the  thickness  of  the  vein  ? 

Mr.  MuNSEY.  I  don't  know  anything  about  it. 

The  Chaieman.  How  about  the  expense  of  mining? 

Mr.  MtTNSEY.  I  don't  know  anything  about  it. 

The  Chaieman.  Dou  you  know  to  what  depth  they  had  to  sink  the 
shafts? 

Mr.  MuNSEY.  No. 
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The  Chaieman.  Or  whether  it  was  a  slope  or  drift  or  shaft  mine? 

Mr.  MuNHEY.  No. 

The  CiiAiEMAK.  Do  j'ou  Itnow  anything  about  the  cost  of  min- 
ing per  ton?  .  .   . 

Mr.  MrNSEY.  I  know  nothing  about  practical  mining. 

The  Chaikman.  Do  you  know  its  value  as  coking  coal? 

Mr.  INIuNSET.  In  a  general  way,  I  understand  it  is  good  coking  coal. 

The  Chairman.  Then  you  know  just  as  much  now  as  you  knew 
then  about  the  thickness  of  vein,  the  per  cent  of  fixed  carbon,  the 
cost  of  mining.'  and  the  only  additional  light  you  have  had  on  the 
subject  is  that  there  is  twice  as  much  of  it,  and  therefore  you  think 
it  is  worth  a  less  total  amount  ? 

Mr.  MuNSEY.  No ;  not  because  of  that,  but  because  the  grade  is  not 
perhaps  as  good  as  I  thought  it  was  at  the  time,  or  perhaps  I  was 
misled  as  to  the  value  per  ton  of  the  coal  at  that  time.  I  can  not  tell 
you  where  I  got  my  information,  from  whom,  but  it  was  made  up  as 
writers  make  up  their  opinion — from  the  general  information  they 
get. 

The  Chairman.  You  estimated  1,000,000,000  tons,  to  be  worth  10 
cents  a  ton  ? 

Mr.  MuNSEY.  Yes. 

The  Chairman.  What  would  you  say  it  is  worth  per  ton  now  ? 

Mr.  MuNSEY.  My  best  answer  to  that  is :  If  I  were  buying  it  I 
should  want  to  put  an  expert  on  and  find  out. 

The  Chairman.  What  would  you  think  now?  You  had  a  judg- 
ment then.  Roughly,  how  much  per  ton  now,  on  account  of  its  be- 
ing a  different  grade  ? 

Mr.  MuNSEY'.  I  don't  know  at  all. 

The  Chairman.  Two  cents  less? 

Mr.  MuNSEY.  I  don't  know  at  all  what  it  is  worth. 

Mr.  Bartlett.  He  said  he  would  have  to  get  an  expert  to  tell  him. 

The  Chairman.  I  am  very  anxious  to  get  your  estimate  now,  be- 
cause I  give  great  weight  to  it. 

Mr.  Mtjnsey.  I  do  not  think  it  would  be  useful  for  you  to  place 
any  reliance  on  my  estimate  at  all. 

The  Chairman.  But,  Mr.  Munsey,  I  think  too  well  of  you  to  think 
that  you  would  for  an  instant  publish  in  a  great  magazine  like  this, 
where  there  are  hundreds  and  thousands  of  them  sent  out — I  have 
read  magazines  all  of  my  life,  for  years  and  years,  with  great  inter- 
est and  with  implicit  confidence  about  matters  industrial,  political, 
and  commercial,  and  matters  moral  and  spiritual,  and  now,  surely,' 
you  are  not  going  to  tell  me  that  you  would  write  an  article  affecting 
the  value  of  a  billion  tons  of  coal  and  can  not  tell  to  what  extent 
you  have  taken  certain  important  elements  into  consideration,  ex- 
cept to  say  that  you  were  wrong  then  and  do  not  know  what  is  right 
now? 

Mr.  MuNSEY.  That  is  exactly  the  position  I  take.  I  do  not  hesi- 
tate to  say  it  is  quite  possible  for  me  to  be  wrong. 

The  Chairman.  Will  you  tell  me  how — ■ — ■ 

Mr.  Reed.  You  have  been  giving  the  opinions  of  gentlemen  who 
nobody  else  except  themselves  would  say  were  experts.  Surely  you 
are  not  going  to  force  Mr.  Munsey  to  give  you  an  expert  opinion, 
when  he  says  he  is  not  an  expert. 
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The  Chairman.  I  will  ask  you  this,  Mr.  Munsey :  Why  did  you 
change  your  opinion?     You  say  you  have  concluded  since  it  is  not 
as  high-grade  coal  as  you  thought  it  was. 
Mr.  Munsey.  I  have  been  told  so. 

The  Chairman.  Now,  the  person  who  told  you  that,  was  he  a  coal 
expert  ? 

Mr.  Munsey.  Yes;  I  think  so.-  I  think  the  people  who  talked 
with  me  about  it  knew  a  good  deal  more  about  it  than  I  did. 

The  Chairman.  Did  he  tell  you  to  what  extent  you  were  wrong  in 
your  estimate  of  the  value  of  that  coal  ? 

Mr.  Munsey.  I  think  they  are  leasing  these  coal  lands  down 
there — you  know  all  about  this  thing.  They  are  leasing  these  coal 
lands  down  there  at  a  very  much  less  estimate  than  that  Avas. 

The  Chairman.  No.  The  testimony,  as  we  get  it,  does  not  show 
from  men  who  have  lived  in  that  field  all  their  lives  near  these  fur- 
naces— does  not  show  that  it  is  purchasable  to-day  at  less  than  10 
cents  a  ton. 

Mr.  Munsey.  Isn't  that  the  best  of  it  ? 

The  Chairman.  Well,  any  of  it  that  is  available.  Did  he  tell  you 
to  what  extent  you  were  wrong  in  your  estimate  ? 

Mr.  Munsey.  I  don't  remember  the  figures,  but  they  were  consid- 
erably under  the  figures  of  10  cents  a  ton. 

The  Chairman.  That  is  what  I  want  to  get  at.  Did  he  say  you 
were  twice  as  high  ? 

Mr.  Munsey.  I  don't  know.    I  don't  recall  the  figures. 
The  Chairman.  Well,  was  it  your  impression  from  what  he  said 
that  you  were  altogether  wrong  or  that  you  were  somewhat  too  high, 
in  your  estimate  on  this  billion  of  tons. 

Mr.  Munsey.  I  should  think  it  is  quite  a  good  deal  too  high,  I 
should  think. 
t       The  Chairman.  Perhaps  40  per  cent  too  high  ? 
If       Mr.  Munsey.  Well,  I  don't  know  that. 

The  Chairman.  All  right. 
I  Mr.  Munsey.  Here  is  the  point  I  wish  particularly  to  make :  That 
in  all  of  the  discussion  in  that  article  the  price  of  the  Tennessee  Coal 
li  &  Iron  was  fixed  at  fifty  millions  of  dollars.  That  was  the  inven- 
I  toried  price,  and  that  was  the  price  on  which  I  based  all  of  my  cal- 
-I  culations  and  discussions  when  I  said  one  billion  seven  hundred 
jti  millions.  I  did  not  take  into  consideration  at  all  that  editorial  side 
gdi  light  on  the  property.  I  believed  at  that  time,  in  that  optimistic 
,  J  period,  and  loiowing  no  more  than  I  did,  but  writing  that  much  from 
^  an  editorial  point  or  view — I  believed  that  that — that  those  ore  lands 
,l!  and  coal  lands  were  easily  worth  the  prices  that  I  fixed  upon  them. 
(In  Whether  they  are  worth  that  to-day  or  not  I  don't  laiow ;  and  if  it 
j|,  would  not  be  offensive  to  the  committee,  I  should  like  to  say,  I  don't 

care. 

J,      The  Chairman.  Not  at  all,  Mr.  Munsey,  as  far  as  the  chairman  is 

concerned.     We  have   cross-examined  you   somewhat;   I  hope  not 

tediously  or  unnecessarily,  because  I  gave  great  weight  to  what  you 

,  said.     If  this  article  had  been  written  by  some  cub  in  the  office  of 

J  &ome  newspaper  here  and  published  as  a  news  item  in  some  daily 

;  paper,  anonymously,  why,  I  should  never  have  paid  any  attention  to 

'  it,  but  the  fact  that  it  was  incorporated  in  these  hearings,  that  it 

has  been  discussed  by  many  able  and  learned  men.  many  men,  which, 
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if  I  were  the  author  of  that  article,  it  would  be  a  soiuve  of  profounc 
gratification  to  me,  and  it  is  on  account  of  the  fact  that  I  re^arc 
your  article  with  great  concern  and  great  weight — and  I  am  inclmec 
to  think  you  are  correct  in  your  estimate  of  this  commodity.  Now 
you  spoke  of  the  fact  that  you  ascertained  that  the  Steel  Corporatioii 
got  from  the  Tennessee  Coal  &  Iron  Co.  twice  as  much  coal  as  you 
thought  it  did,  and  being  more  coal,  that  it  was  worth  less  per  ton, 
I  think  you  are  entirely  correct  in  that.  There  was  a  greater  area  oi 
Goal. 

INIr.  McxsEV.  Certainly. 

The  Chairman.  Did  you  apply  that  same  reasoning  to  ores? 

Mr.  Mi'iXSET.  1  should  think  all  ores  are  worth  less  to-day  than  at 
the  time  that  article  was  written. 

The  Chairman.  You  thought  there  were  700,000,000  tons  of  ore 
and  afterwards  found  there  were  300,000,000  tons.  Would  you  apply 
that  same  reasoning  to  the  ore? 

Mr.  MuNSKY.  Is  there  not  700,000,000  tons? 

The  Chair jrAN.  I  understood  you  to  say  you  discovered  less  ore. 

Mr.  MuNSEY.  No;  I  said  I  have  been  told  part  of  the  ore  was  not 
of  a  good  grade. 

The  CiiAHiJiAN.  Mv.  jNIunsey,  will  you  kindly  return  at  half-past 
2?     We  will  not  keep  you  much  longer. 

]Mr.  MuNSKY.  All  right. 

The  CiiAiRjiAN.  The  committee  will  now  take  a  recess  until  2.30 
p.  m. 

AA'hereupon,  at  1  o'clock  p.  m.,  on  the  '29th  day  of  March,  1912,  a 
recess  was  taken  vmtil  2.30  p.  m.  on  the  same  date. 

aiter  recess. 

March  29,  1912—2.30  p.  m. 
The  committee  reconvened  pursuant  to  adjournment. 
The  Chairman.  The  committee  will  come  to  order. 
Mr.  Reed.  Mr.  Munsey. 

STATEMENT  OF  MR.  FRANK  A.  MUNSEY— Resumed. 

Mr.  Bartlett.  Before  Mr.  Young  proceeds,  without  any  view  of 
asking  any  questions  that  are  not  entirely  agreeable  to  be  answered  bv 
Mr.  Munsey,  I  desire  to  proceed  a  little  further  along  the  line  whicn 
T  took  this  morning.  You  do  not  confine  your  objections  or  your 
criticisms  of  furnishing  campaign  funds  to  the  final  election  merely. 
Don't  you  think  it  ought  to  be  applied  to  the  primary  elections  as  well 
as  to  the  general  elections? 

Mr.  MuNSEY'.  Fore  and  after — everytliing. 

Mr.  Bakteett.  The  Congress  seemed  to  have  been  of  that  opinion, 
and  not  only  enacted  a  law  that  required  the  publication,  so  far  as 
Congressmen  are  concerned,  of  election  expenses  during  elections,  but 
extended  it  last  year  to  the  primaries. 

Mr.  MuNSEY.  Yes.  I  think  that  is  perfectly  right.  I  think  tin 
State  should  cover  all  of  those  expenses. 

Mr.  BARTLE-rr.  The  State? 
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Mr.  MuNSEY.  I  use  the  word  "  State,"  meaning  the  Government. 
I  do  not  necessarily  mean  the  States  of  the  Union  or  the  United 
States.    I  mean  the  Commonwealth. 

Mr.  Bartlett.  The  sovereign  that  has  the  power  over  the  particu- 
lar election? 

Mr.  MuNSEY.  Yes ;  I  think  it  should  assume  all  of  the  election  ex- 
penses in  every  way,  shape,  or  manner. 

Mr.  Bartlett.  Primary,  too? 

Mr.  MuNSEY.  Primary  and  everything. 

Mr.  Bartlett.  But  this  criticism — I  will  call  it  that — or  objection 
that  you  have  to  the  contribution  and  the  use  of  money  from  contri- 
butions applies,  in  your  estimation,  as  much  to  primary  elections  as 
to  the  real  elections. 

Mr.  MuKSEY.  Yes ;  I  should  think  quite  as  much  or  more.  I  should 
think  it  is  more  pernicious  in  the  primary  election  than  in  the  other. 

^Iv.  Bartlett.  Where  I  live  the  primary  settles  the  election  in 
many  cases. 

Mr.  MuNSEY.  Where  is  that? 

Mr.  Bartlett.  In  Georgia. 

Mr.  MuNSEY.  There  is  the  same  thing  in  California.  If  a  man 
gets  the  majority  you  have  to  have  no  election  afterwards. 

Mr.  Bartlett.  Well,  that  is  not  the  law,  but  the  effect  of  it  is  that; 
a  person  nominated  in  Georgia  has  no  real  opposition  at  the  election ; 
not  by  reason  of  law,  but  by  reason  of  a  one-sided  political  situation. 
It  is  not  the  law,  but  it  is  the  condition. 

!Mr.  MrxsEY.  Now,  while  I  take  that  position,  Judge,  I  do  not  mean 
to  say  that  I  myself  am  living  up  to  that  theory,  because  I  can  not 
live  up  to  it  so  long  as  that  system  is  in  vogue;  I  mean  to  say,  the 
system  of  giving.    One  man  can  not  change  a  condition. 

Mr.  Bartlett.  You  can  start  it. 

Mr.  ^luNSEY.  In  a  population  of  100,000,000  you  can  not  make  a 
dent  in  it. 

Mr.  Bartlett.  If  everybody  in  that  line  continues  to  go  wrong,  it 
will  continue  to  go  wrong  unless  some  good  man  sets  the  way  by  de- 
parting from  the  bad  practice. 

Mr.  MuNSEY.  It  takes  a  good  deal  better  man  than  I  am  to  make  a 
dent  in  it.    If  you  will  let  me  give  you  an  illustration 

Mr.  Bartlett.  Sure. 

Mr.  MuNSEY.  The  newspapers  of  the  country  carry  at  times  a  great 
deal  of  advertising  that  they  would  wish  not  to  carry;  advertising 
that  is  not  honest,  that  is  not  sincere,  and  is  not  for  the  benefit  of  the 
people.  Sometimes  swindling  mining  schemes;  sometimes  other 
swindling  schemes. 

The  Chairman.  Patent  medicines. 

Mr.  MuNSEY.  Yes;  patent  medicines  and  all  that  kind  of  thing. 
Now,  there  is  not  a  decent  newspaper  proprietor  in  the  country  that 
carries  that  kind  of  advertising  who  does  not  do  it  with  a  positive 
protest,  and  yet  the  very  fact  that  his  competitor  carries  it  so  weakens 
his  position  that  he  is  compelled  to  carry  it  or  go  down  and  out.  Xow, 
if  he  goes  down  and  out  wherein  are  the  people  benefited  ? 

Mr.  Bartlett.  If  he  goes  down  and  out  in  struggling  to  correct 
the  evil,  it  looks  like  the  people  are  satisfied  with  it. 
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Mr.  MuNSEY.  The  people  are  satisfied,  perhaps,  with  the  evil.  The} 
do  not  raise  a  protest  against  it.  It  rests  with  the  people  to  do  ii 
but  if  they  don't  do  it  what  is  the  publisher  to  do? 

The  Chairman.  I  want  to  get  clear  on  that.  Do  you  believe,  Mr 
Munsey,  that  contribution  for  political  campaign  funds  in  large 
amounts,  which  funds  are  always  used  for  improper  purposes  when 
made  in  large  amounts,  is  morally  wrong? 

Mr.  Munsey.  Is  moral  in  law? 

The  Chairman.  Morally  wrong  ? 

Mr.  Munsey.  I  don't  know  the  difference  between  large  amounts 
and  small  amounts  in  the  theory. 

The  Chairman.  Well,  the  contribution  of  money  to  political  cam- 
paign funds,  which  make  use  of  it  for  the  debauching  of  the  electro- 
rate — do  you  believe  that  is  morally  wrong? 

Mr.  Munsey.  I  think  it  is  politically  wrong. 

The  Chairman.  Well,  morally? 

Mr.  Munsey.  If  you  say  it  all  goes  for  debauching  the  electorate, 
yes. 

The  Chairman.  If  any  part  of  it  goes  for  that  purpose • 

Mr.  Munsey.  I  don't  know  how  you  are  going  to  know. 

The  Chairman.  If  you  are  in  doubt  about  it.  is  it  morally  wrong 
to  give  to  a  fund  where  the  probabilities  are  that  a  man's  suffrage 
will  be  bought  and  his  citizenship  bought? 

Mr.  Munsey.  May  I  ask  you  to  answer  a  question  ?  You  have  had 
much  more  experience  in  the  world  than  I.  To  what  use  do  you  think 
money  is  put  that  is  given  by  an  individual  ? 

The  Chairman.  I  think  it  is  often  put  to  a  most  pernicious  use. 

Mr.  Munsey.  I  dare  say  it  is. 

The  Chairman.  Now,  is  that  morally  wrong  in  your  opinion? 

Mr.  Munsey.  I  should  think,  while  it  is  morally  wrong,  that  it  is 
in  the  nature  of  a  necessity,  so  long  as  it  is  generally  done  and  done 
by  the  opposing  parties. 

The  Chairman.  Now,  do  you  believe 

Mr.  Munsey.  Much  the  same  as  I  did  the  editorial. 

The  Chairman.  Now,  do  you  believe  a  man  is  justified  in  doing  a 
thing  that  he  believes  to  be  morally  wrong  because  there  nre  a  great 
number  of  similar  sinners? 

Mr.  jNIrNSEY.  Well,  I  should  ask  you  to  give  me  a  specific  case.  I 
might  wander  off  too  far  on  general  principles. 

The  Chairman.  In  this  case,  say,  a  thousand  men,  and  each  one  is 
going  to  contribute  $2,  which  $2  is  to  be  used  to  buy  a  thousand  other 
votes,  and  that  thousand  votes  will  settle  an  election.  Now,  do  you 
believe  that  each  one  of  those  men  is  justifiable  because  he  is  one  of  a 
thousand  who  practice  that  sort  of  political  activity  ? 

Mr.  Munsey.  If  it  were  put  to  me,  would  I  contribute  to  the  buy- 
ing of  a  voter? 

The  Chairman.  No;  I  am  not  putting  that  question. 

Mr.  ^IrxsEY.  No;  but  I  say  if  it  were.  I  should  say  emphatically 
no;  but  if  it  were  put  to  me  to  contribute  toward  the  general  ma- 
chinery of  nominations  and  elections,  I  should  say  yes ;  I  have  got  to 
do  it  as  long  as  it  is  in  vogue.    I  should  regard  that  as  citizenship. 

Mr.  Bartlett.  The  Congress  has  enacted  a  law  which  provides 
that  no  corporation  incorporated  by  the  United  States,  such  as  the 
national  banks,  etc.,  should  contribute  at  all  to  campaign  funds.    If 
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the  Congress  had  the  power  do  you  think  it  should  extend  that  law 
to  prohibit  any  corporation  over  which  it  has  control — that  is,  doing 
interstate  commerce  business — to  prohibit  that  sort  of  a  corporation 
from  contributing  also  ? 

Mr.  MuNSET.  Decidedly. 

Mr.  Bari-lett.  Both  in  the  primary  and  in  the  real  election  ? 

Mr.  MuNSEY.  Decidedly.    I  think  the  primary  is  basic. 

Mr.  Baetlett.  Well,  can  you  imagine  what  these  large  funds  for 
primary  presidential  delegates — some  say  about  $3,000  a  day  is  being 
expended  in  various  headquarters  in  this  city  and  other  cities — what 
that  could  be  expended  for 

Mr.  MuNSEx.  I  don't  know  myself. 

Mr.  Baetlett.  I  say  do  you  imagine  what  it  could  be  expended 
for? 

Mr.  Munsey.  Well,  we  have  48  States,  have  we  not  now? 

Mr.  Baetlett.  Not  48  holding  primaries  just  now. 

Mr.  Munsey.  No;  but  I  mean  48  States  which  are  interested  in 
this  campaign. 

Mr.  Baetlett.  Yes. 

Mr.  Munsey.  My  understanding  of  that  situation  is  that  there  is 
very  little  money  raised  in  the  individual  States,  and  that  the  getting 
out  of  campaign  literature,  the  holding  of  campaign  meetings — ^I 
don't  know ;  you  know  all  about  that  thing,  10  times  as  much  as  I  do. 

Mr.  Baetlett.  We  do  not  do  that  sort  of  thing  down  our  way,  in 
the  first  place,  and  in  the  next  place  we  haven't  got  the  money  to 
expend  that  way.  Now,  you  do  know  that  men  are  called  on — men  of 
means  are  called  upon  to  contribute  considerable  sums  of  money 
every  election,  presidential  and  congressional,  do  you  not,  Mr. 
Munsey  ? 

Mr.  Munsey.  I  have  not  seen  any  time  that  they  have  forgotten  it. 

Mr.  Baetlett.  You  have  been  reminded  every  time  about  it? 

Mr.  Munsey.  Yes;  they  are  very  punctual  about  it. 

The  Chairman.  Mr.  Munsey,  you  interest  me  very  much  in  this 
discussion  of  isolated  vice  and  collective  virtue  in  the  same  transac- 
tion. Do  you  believe  that  if  600  men  in  a  community,  intelligent, 
brave,  patriotic  men,  would  get  together  and  determine  that  they 
would  use  their  influence  and  their  voices  to  prevent  the  debauching 
of  the  electorate,  that  it  would  have  a  great  influence  in  that  commu- 
nity and  do  a  great  deal  of  good,  even  though  it  endangered  either 
party  with  which  those  500  men  might  be  identified  ? 

Mr.  Munsey.  I  don't  know  just  how  much  good  would  be  accom- 
plished, but  I  should  like  to  be  a  charter  member  of  the  organization. 

The  Chairman.  Exactlj^.  Suppose  they  would  preach  a  doctrine 
like  this:  That  a  man's  citizenship  is  essential — ^his  regard  for  his 
political  honor,  his  respect  for  the  high  and  exalted  privilege  of 
casting  a  vote,  of  being  the  only  king  in  the  world— that  is  what  an 
American  citizen  is,  in  my  opinion. 

Mr.  Munsey.  Yes ;  I  think  500  earnest  citizens  of  brains  and  heart 
would  accomplish  a  good  deal. 
The  Chairman.  Yes. 

Mr.  Munsey.  I  do  not  mean  right  away  they  would  do  it,  but  I 
think  it  would  grow.  It  would  accelerate  the  coming  of  the  time 
when  all  of  this  thing  is  going  to  be  wiped  out,  which  ought  to  be 
wiped  out. 
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The  Chairman.  If  those  500  men  should,  for  instance,  take  th( 
position  that  the  sale  by  a  citizen  of  his  voice  in  Government  for  s( 
much  money  was  a  political  offense  as  loathsome  as  the  sale  of  hei 
body  by  woman — that  is,  her  standing  for  virtue — that  his  standing 
for  honest  citizenship ;  that  his  position  as  an  honest,  self-respecting 
patriotic  citizen  was  as  much  debauched  by  the  sale  of  his  ballot  as 
the  position  of  chastity  and  decency  of  a  woman  is  debauched  by  the 
sale  of  her  body,  do  you  believe  those  men  would  be  as  guilty  as 
that  woman? 

Mr.  MuNSEY.  You  put  it  very  excellently  and  very  strongly  in- 
deed, but  you  can  not  put  it  too  strongly  for  me. 

The  Chairman.  Exactly. 

Mr.  MuNSET.  I  am  thoroughly  in  accord  with  you. 

The  Chairman.  Now,  you  speak  not  with  500,  or  with  1,000 
tongues,  but  with  50,000  tongues.  If  you  were  to  preach  that  doc- 
trine editorially  in  every  paper  j^ou  publish,  in  every  magazine, 
don't  you  believe  if  you  were  sui  generis,  isolated  and  alone,  and  that 
it  meant  great  financial  loss,  that  you  would  do  a  great  work,  a 
great  service  to  the  country? 

Mr.  MuNSEY.  I  suppose  I  can  give  you  a  concrete  answer  to  that 
by  saying  that  at  luncheon  to-day  I  asked  Mr.  Welliver,  one  of  our 
editors,  to  write  an  editorial  entirely  along  that  line  for  the  next 
magazine. 

The  Chairman.  Now,  don't  you  believe  that  your  editorials  would 
have  even  more  weight  if  it  were  known  that  the  editor  practiced 
what  he  preached? 

Mr.  MuNSEY.  I  am  ready  to  practice  it  with  500.  I  told  you  I 
would  like  to  be  a  charter  member. 

The  Chairman.  But  don't  you  think  that  with  these  great  papers 
you  could  go  alone  with  safety? 

Mr.  MuNSEY.  No;  I  fear  I  would  be  unable  to  accomplish  much 
alone. 

Mr.  Bartlett.  Why  couldn't  you  go  alone?  What  is  to  prevent 
you  from  standing  out  like  a  great  mountain  in  a  desert  for  this 
reform  ? 

Mr.  MuNSEY.  Judge,  I  have  done  a  good  deal  of  work  in  my  time, 
and  I  think  this  is  too  hard  a  job  for  me  to  tackle  alone.  I  will  get 
my  shoulders  under  it  with  you  and  others,  but  I  don't  want  to  go 
it  alone.    The  Government  can  pass  it  and  make  it  a  law. 

The  Chairman.  Do  you  believe — what  do  you  think  of  the  effect 
of  a  monopoly  in  a  natural  resource  like  coal  or  ore? 

Mr.  MuNSEY.  I  think  it  is  just  as  wrong  as  it  can  be.  I  think  if 
the  Government  had  owned  its  great  natural  resources  that  there 
would  never  have  been  any  Standard  Oil  of  its  power  and  size; 
there  would  never  have  been  any  United  States  Steel  Corporation 
of  its  power  and  size;  there  would  never  have  been  any  Andrew 
Carnegie — any  wealth  of  the  measure  of  Andrew  Carnegie's — if  the 
Government  had  owned  its  own  coal,  own  ores,  own  copper,  own 
water  powers,  and  all  the  great  natural  resources  of  the  Nation. 

Mr.  Bartlett.  You  seem 

Mr.  MuNSEY.  I  think  the  Government  either  ought  to  own  them  or 
ought  to  control  them  so  they  could  lease  them,  or 

The  Chairman.  But  since  the  Government  does  not  own  the  natu- 
ral resources,  if  a  resource  like  ore,  for  instance,  or  oil  should  become 
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monopolized  by  any  particular  concern,  what  legislation  would  you 
recommend;  what  steps  on  the  part  of  the  Government  to  prevent 
the  perpetuation  of  that  particular  monopoly  ? 

Mr.  MuNSET.  I  don't  know  whether  it  would  be  feasible  for  the 
Government  to  get  a  bill  through  and  condemn  those  lands — ^these 
great  natural  resources.  If  it  were,  I  should  certainly  recommend 
that,  and  see  that  the  mischief  does  not  go  any  further  than  it  should. 

Mr.  Baetlett.  You  mean  for  the  Government  to  operate  the  busi- 
ness  

Mr.  MuNSEY.  Yes.  I  don't  know  just  the  machinery  of  the  out- 
working of  it,  but  in  the  main,  to  control  it  in  some  way. 

Mr.  Bartlett.  That  would  be  rather  Utopian. 

Mr.  MuNSET.  Perhaps.  I  think,  perhaps,  we  are  drifting  toward 
it.  The  oil  that  is  being  drawn  now  is  worth  $2  a  barrel  if  refined — 
$2  plus  the  cost  of  refining.  This  tremendous  waste  is  going  on  in 
burning  your  crude  oil,  thereby  wasting  the  resources  of  the  Govern- 
ment and  robbing  future  generations  of  the  advantage  of  cheap  oils, 
cheap  kerosene  and  gasoline,  and  everything  that  is  got  out  of  the 
crude  oil ;  but  you  can  not  control  this  thing,  you  know,  so  long  as  it 
is  owned  in  various  individual  hands. 

Mr.  Bartlett.  What  time  would  the  Government  have  to  give  to 
engaging  in  that  sort  of  business? 

Mr.  MuNSEY.  Well,  I  think  that  works  out  just  the  same  as  any 
business.     You  square  your  management  to  the  job  in  hand. 

Mr.  Bartlett.  Then,  to  carry  your  suggestion  further,  I  apprehend 
you  are  in  favor  of  the  policy  of  preventing  monopoly  of  interstate 
commerce  and  the  restraint  of  trade  in  interstate  commerce,  are  you 
not? 

Mr.  MtTNSEY.  I  am. 

Mr.  Bartlett.  Well,  to  carry  your  suggestion  as  to  the  ownership 
of  coal  mines  and  oil  fields  and  other  necessary  natural  products 

Mr.  MuNSEY.  Great  basic  products. 

Mr.  Bartlett.  Yes;  you  would  go  further  and  authorize  the  Gov- 
ernment not  only  to  regulate  interstate  business,  but  to  control  that, 
if  necessary,  by  fixing  prices? 

Mr.  MuNSEY.  Well,  that  is  a  detail  of  outworking.  I  don't  know 
how  that  is  going  to  be  done  best ;  whether  they  have  got  to  fix  the 
prices  or  not.  I  should  not  think  so.  I  should  think  another  plan 
might  work  better.  My  idea  of  the  transportation  lines,  for  instance, 
is — the  transportation  business — that  an  inventory  should  be  taken. 

Mr.  Bartlett.  Of  the  valuation,  you  mean  ? 

Mr.  MuNSEY.  Yes;  of  valuation  and  taken  as  of  a  certain  date. 
However  much  crookedness  obtained  in  the  building  of  that  property 
up,  I  do  not  think  you, can  get  back  to  that  now.  The  securities  are 
in  the  hands  of  innocent  holders.  Those  properties  have  grown,  as 
real  estate  has  grown,  as  it  has  grown  in  New  York  and  as  it  has 
grown  everywhere.  Their  terminals  have  grown,  and  they  are  en- 
titled to  their  advance  on  that  the  same  as  anybody  else.  I  should 
say  you  should  take  an  inventory  as  of  a  certain  date,  and  then  allow 
the  railroads  to  make  a  fixed  percentage — to  earn  a  fixed  percentage 
on  their  investment. 

Mr.  Bartlett.  Regardless  of  the  value  of  the  service  rendered  in 
the  transportation? 

Mr.  MuNSEY.  No ;  I  was  going  to  get  at  that. 
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Mr.  Baktlett.  Well- 


Mr.  Mtjnsey.  But  to  demand  a  standard  quality  of  service,  am 
that  the  best  appliances  and  most  modem  conditions  obtain  every 
where,  and  in  addition  that  the  railroads  be  allovred  to  charge  rate 
that  would  maintain  their  dividends  and  save  a  guarantee  fund  fo 
the  dividend,  and  also  a  fund  for  all  the  new  improvements  that  com 
out;  for  prosperous  seasons  and  dull  seasons  alike,  so  that  the  standan 
would  always  be  kept  up,  and  so  that  the  dividends  would  always  bi 
kept  up  on  the  railroads. 

Mr.  Baetlett.  That  may  be  feasible  in  the  case  of  the  transporta 
tion  business.  I  rather  think  that  that  might  be  obtained,  anc 
probably  we  are  in  line  of  obtaining  that  whenever  we  get  when 
we  can  have  a  physical  valuation  of  the  railroads,  and  after  obtain 
ing  that,  then  proceed  along  a  line  similar  to  that.  I  have  thought 
about  that  some  myself,  and  voted  for  the  physical  valuation  of  the 
railroads  when  I  had  an  opportunity  to  do  it.  I  offered  an  amend- 
ment to  the  interstate  commerce  bill  in  1906  and  1908  to  that  end, 
But  we  come  to  another  question  where  the  same  rule  and  the  same 
reasoning  does  not  apply  as  it  does  to  the  railroads — interstate  com- 
merce. That  is,  the  control  and  regulation  of  business  people  Hke 
this  great  corporation  of  Standard  Oil  and  the  tobacco  peoples- 
Mr.  MuNSET.  The  industrials. 

Mr.  Baetlett.  Yes;  which  have  been  chartered  in  States  and 
which  have  a  right  to  engage  in  interstate  commerce,  and  which 
combine  and  fix  prices  and  which  interfere  with  interstate  com- 
merce.    I  don't  mean  to  say  this  particular  corporation  does 

Mr.  Mttnset.  No  ;  I  understand. 

Mr.  Baetlett.  I  hope  nobody  will  infer  I  mean  that.  I  refer 
particularly  to  those  that  have  been  adjudged  to  have  done  that— 
the  Tobacco  and  Standard  Oil  and  others. 

Mr.  MtTNSET.  Yes. 

Mr.  Baetlett.  Now,  it  is  claimed  by  very  prominent  men,  some 
pery  distinguished  men,  that  that  ought  not — that  the  law  ought 
to  be  such  as  to  prohibit  the  interference  with  interstate  commerce 
in  a  reasonable  manner,  but  that  the  law  is  too  harsh.  Judge  Gary 
has  suggested  to  this  conunittee  the  establishment  of  a  commission, 
if  necessary,  to  fix  the  prices  of  the  product  of  these  great  corpora- 
tions, so  that  there  will  be  no  opportunity  for  manipulation,  and  then, 
if  necessary,  to  fix  not  only  the  methods  by  which  they  may  do 
business  and  keep  a  strict  supervision  over  them,  but  to  fix  the  prices 
at  which  they  may  sell  their  products,  if  necessary. 

Mr.  MuNSEY.  I  have  great  admiration  for  the  soundness  of  Judge 
Gary's  reasoning,  but  if  the  question  were  put  up  for  me  to  vote  ob 
as  to  whether  I  would  try  to  apply  first  the  same  theory  that  I  said 
I  would  apply  to  the  railroads,  to  your  Standard  Oil  and  your 
United  States  Steel  and  the  Tobacco  Co.  and  other  big  organizations, 
I  would  vote  to  apply  that  before  I  would  vote  for  the  Government 
to  fix  the  prices  on  those  products. 

Mr.  Baetlett.  Apply  what,  now  ?    The  present  laws  ? 

Mr.  MtTNSET.  No ;  not  the  present  law.  The  taking  of  an  inventory 
and  saying  to  these  men,  "  You  may  make  so  much  money — such  a 
percentage;  you  may  earn  such  a  percentage  on  your  capital,"  as 
shown  by  this  inventory. 
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Mr.  Baetlett.  Regardless  of  whether  they  monopolized  the  trade 
or  not? 

Mr.  MuNSEY.  I  do  not  think  it  makes  any  difference  to  the  public. 

Mr.  Baktlett.  You  do  not? 

Mr.  MuNSET.  I  would  just  as  soon,  under  conditions  like  that, 
that  the  entire  steel  business  or  the  entire  oil  business — I  mean  to 
say,  there  may  be  some  reason  that  I  do  not  see,  but  as  I  see  it,  I 
do  not  see  how  it  could  be  any  disadvantage  to  the  public  if  the  entire 
shoe  business  and  the  entire  steel  business  and  the  entire  oil  business 
was  done  by  one  concern,  providing  this  law  made  it  perfectly  clear 
that  the  people  should  not  be  taxed — should  not  be  excessively  taxed 
on  the  goods  they  consumed.  Now,  that  would  make  it  clear,  be- 
cause if  the  Government  said — ^you  take  a  billion  dollars  of  capital — 
if  the  Government  said  you  may  make  on  this  billion  dollars  capital 
6  per  cent  or  6  per  cent  or  7  per  cent,  whatever  you  will,  probably 
5  per  cent,  is  enough  with  a  guarantee  fund ;  I  means  to  say  if  by 
reserving  a  fund  that  will  always  guarantee  the  dividend,  under  that 
condition  5  per  cent  would  make  our  securities  the  best  securities  in 
God's  great  world.    We  would  not  need  any  bonds  then. 

Mr.  Bartlett.  Then  only  a  few  people  could  engage  in  the  busi- 
ness of  manufacturing  oil  or  sugar. 

Mr.  MuNSEY.  As  one  of  the  citizens,  that  would  not  make  any  dif- 
ference to  me,  so  long  as  I  did  not  have  to  pay  more  for  my  oil  or 
sugar. 

Mr.  Bartlett.  That  is,  so  long  as  you  were  not  engaged  in  that 
business  ? 

Mr.  Mtjnsey.  I  think  it  is  rather  a  mistake  for  us  to  think  of  some 
friend  of  ours,  or  some  member  of  our  family,  if  he  has  employment 
in  some  business  or  not.  We  should  think  of  the  hundred  millions 
and  see  that  the  hundred  millions  are  not  taxed  an  excessive  amount 
for  the  goods  they  consume. 

Mr.  Bartlett.  What  would  be  the  difference  in  that  and  the  Gov 
ernment  itself  owning  the  business  and  fixing  the  price  and  selling  ii 
to  the  individuals  and  making  everybody  go  out  of  business  except 
itself? 

Mr.  MuNSEY.  There  is  more  danger 

Mr.  Bartlett.  What  difference  would  it  make  to  the  people? 

Mr.  Mtjnsey.  Because  the  big  concerns  can  furnish  to  the  people 
at  much  less  price.  There  is  perhaps  as  much  danger  from  too  much 
competition  as  from  not  enough  competition.  I  would  like  to  give 
you  one  point — one  illustration  which  seems  to  me  to  fit  the  case  very 
well.  Secretary  Wilson  of  the  Agriculture  two  years  ago,  or  three 
yesLTS  ago,  when  there  was  so  much  published  about  the  high  cost  of 
living  and  such  a  protest  about  it,  made  an  investigation  of  the  retail 
charges  placed  upon  meats  in  the  various  cities  of  the  country.  He 
found  that  in  the  city  of  Baltimore  the  average  price — the  average 
profit  placed  on  meats  was  16  cents  and  a  fraction.  I  think  I  am 
accurate  in  that,  but  I  am  approximately  accurate  if  not  absolutely. 

Mr.  YoTJNG.  A  pound,  16  cents? 

Mr.  Mtjnsey.  No;  16  per  cent.  I  am  glad  you  spoke  of  that.  In 
the  city  of  Washington,  40  miles  away,  42  per  cent  profit  placed  on 
by  the  retailers.  That  means  that  these  Washington  men  who  place 
42  per  cent  profit  on  their  meat  are  not  making  any  more  money, 
perhaps  not  doing  as  well  as  the  Baltimore  men  are  at  16  per  cent, 
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because  in  Baltimore  you  have  your  old-fashioned  open  market,  opei 
three  days  a  week,  I  think  it  is — a  certain  number  of  days  a  week- 
and  the  business  is  concentrated  in  a  few  hands. 

The  Chairman.  We  have  a  market  here  open  every  day  in  th( 
week. 

Mr.  MuNSET.  I  don't  know,  but  the  people  here  don't  want  to  g( 
to  market  in  this  town,  I  think.  They  are  not  as  economical  as  thi 
people  in  Baltimore.  You  have  here  hundreds  and  hundreds  oJ 
places  where  you  sell  meat,  and  each  man  has  certain  friends,  anc 
so  on 

The  Chairman.  It  is  the  example  of  the  hotels  here  that  has 
ruined  the  market.  They  make  40  per  cent,  and  the  hotel  makes 
400  per  cent  that  feeds  us. 

Mr.  MuNSEY.  That  is  right. 

Mr.  Bartlett.  You  do  not  believe,  then,  the  suggestion  of  Judge 
Gary  that  the  Government  ought  to  take  charge  of  the  business  in 
the  way  he  suggested,  even  to  the  extent  of  fixing  prices? 

Mr.  MuNSEY.  I  would  rather  try  out  the  other  theory  first.  I 
won't  say  that  is  not  a  better  theory  than  mine,  but  I  would  rather 
try  out  the  other  theory  first. 

Mr.  Bartlett.  And  you  believe,  so  far  as  prohibiting — so  far  as 
preventing  monopoly  or  maintaining  competition,  that  that  is  not  a 
good  thing  to  do  ? 

Mr.  MuNSEY.  I  don't  see  that  it  means  anything  to  the  hundred 
millions  who  do  the  manufacturing,  so  long  as  it  is  done  at  the  lowest 
possible  cost. 

The  Chairman.  It  would  not  make  any  difference  to  the  public  if 
one  concern  did  all  the  steel  business,  under  your  theory  ? 

Mr.  MuNSEY.  No. 

The  Chairman.  And  it  would  not  make  any  difference  to  the  pub- 
lic if  one  concern  did  all  the  cotton  business? 

Mr.  MuNSEY.  That  is  right. 

The  Chairman.  And  one  concern  did  all  the  wool  business? 

Mr.  MuNSEY.  Providing  the  Government  said  6n  an  honest  in- 
vestment you  shall  not  make  over,  say,  5  per  cent.  I  would  like  to 
make  one  provision  in  that.  I  would  like  to  see  more  than  one  con- 
cern in  it.  I  would  like  to  change  to  that  extent.  I  would  like  to 
see  that,  because  with  one  concern  you  might  not  get  the  greatest 
measure  of  efficiency. 

The  Chairman.  I  mean  so  far  as  the  public  are  concerned,  if  you 
had  the  same  efficiency  and  it  only  charged  a  reasonable  profit,  it 
would  not  matter  if  one  concern  manufactured  all  the  steel. 

Mr.  MuNSEY.  Yes. 

The  Chairman.  And  another  all  the  woolen  goods  and  another 
all  the  cotton  goods. 

Mr.  Mtjnsey.  That  is  right. 

The  Chairman.  Now,  then,  would  it  make  any  difference  if  that 
one  concern  manufactured  all  three  in  the  same  way,  with  the  same 
efficiency,  and  at  the  same  low  cost? 

Mr.  MtTNSEY.  Well,  I  do  not  know. 

The  Chairman.  Would  it  make  any  difference  if  one  concern  did 
aU  the  business  if  they  only  charged  a  fair  price  and  made  only  > 
fair  profit? 
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Mr.  MuNSEY.  In  the  first  place,  I  do  not  think  it  would  work  out. 
I  do  not  think  it  would  be  practicable. 

The  Chairman.  I  mean,  in  your  theory  would  there  be  any  harm 
if  it  could  ? 

Mr.  Mtjnsey.  I  do  not  think  it  could  be  done.  The  lines  are  so 
divergent  it  would  not  work  out.  I  want  to  put  myself  on  record 
here  as  saying,  in  the  interest  of  efficiency,  that  I  would  not  like  to 
see  onp  concern  do  all  of  any  one  industry.  I  should  like  to  see  two 
or  thpee  concerns,  perhaps  more,  but  not  so  many  concerns  but  that 
we  could  buy  our  goods  at  the  lowest  possible  price  and  eliminate 
every  bit  of  unnecessary  expense. 

Mr.  Baetlett.  How  far  would  that  be  from  socialism  ? 

Mvi  MuNSEY.  That  I  do  not  know.    You  are  over  my  head  now. 

Mr^  Beall.  What  would  be  the  limit  to  it?  Where  would  you  stop 
if  you  began  a  system  of  that  kind? 

Mr.  MuNSEY.  I  will  tell  you  where  I  stop  in  my  business.  I  stop 
when  I  am  wrong — when  I  find  it  out.  I  never  try  to  be  right.  I 
have  been  successful,  more  or  less  successful,  in  acting  on  a  conclu- 
sion when  I  reach  it.    When  I  found  I  was  wrong  I  changed. 

Mr.  Beall.  Would  it  be  to  the  interest  of  the  publishing  business 
for  the  Government  to  step  in  and  control  the  prices  at  which  peri- 
odicals should  be  sold  to  the  people  of  this  country  ? 

Mr.  MuNSEY.  Well,  T  was  working  on  a  little  different  theory,  you 
know.  I  was  working  on  the  theory  of  the  percentage  of  earnings 
on  the  capital  invested. 

Mr.  Beall.  Do  you  think  that  would  be  a  wise  policy  applied  to 
the  publishing  business?  Suppose  they  applied  that  to  the  maga- 
zines ? 

Mr.  Munsey.  Whatever  would  apply  to  steel  would  apply  to 
magazines. 

Mr.  Beall.  Do  you  think  that  would  be  a  good  kind  of  policy  for 
our  kind  of  Government  to  begin  ? 

Mr.  Muns;ey.  Yes;  I  think  any  policy  that  will  result  in  furnish- 
ing goods  to  the  consumer  at  a  less  price  than  any  other  policy  is 
the  wisest  policy  to  follow. 

Mr.  Bartlett.  Well,  now,  down  in  Panama  the  Government  runs 
all  sorts  of  stores  and  everything  of  that  sort.  That  is  temporary^ 
of  course,  and  the  Government  furnishes  supplies  to  everybody  down 
there  cheaper  than  they  can  buy  them  at  other  places.  I  have  been 
down  there  and  seen  that. 

Mr.  MuNSEY.  Yes. 

Mr.  Baetlett.  The  Government  has  been  able,  in  Panama,  to 
carry  on  the  business  of  furnishing  shoes,  hats,  and  all  other  things 
necessary  to  live  with  down  there ;  it  runs  a  hotel  and  everything  of 
that  sort,  and  the  Government  does  it  cheaper  than  anybody  else 
down  there  has  been  able  to  do  it. 

Mr.  Munsey.  Yes.  Well,  that  would  be  an  experiment  that  I 
don't  loiow,  but  I  should  think  one  of  the  greatest  menaces — great- 
est difficulties  that  you  legislators  have  to  contend  with  is  the  effort 
always  to  be  right ;  not  only  right,  but  dead  right. 

Mr.  Baetlett.  Some  of  us  are  dead  before  we  are  right. 

Mr.  Munsey.  The  general  public  seems  to  expect  a  man  in  public 
life  should  never  make  an  error.     Whereas  it  recognizes  the  fact 
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that  a  man  in  business,  no  matter  how  big  the  business,  is  entitle 
to  make  a  certain  percentage  of  mistakes. 

Mr.  Barthett.  The  effort  of  some  of  the  press  is  to  suggest  tha 
the  man  in  public  life  never  does  right  and  is  always  wrong. 

Mr.  MuNSET.  Well,  the  press  sometimes  slips  up  itself. 

Mr.  Young.  Mr.  Munsey,  suppose  your  suggestion  were  adopta 
and  the  profits  of  concerns  in  business — ^manufacturers,  we  will  say- 
were  limited  to  5  per  cent,  as  you  suggest,  and  they  knew  they  neve 
could  make  any  rrtore  than  that,  do  you  think  you  would  ever  ge 
the  highest  efficiency  out  of  them? 

Mr.  Mtjnsey.  There  might  very  well  be,  in  connection  with  that 
some  plan  as  there  is  with  the  gas  company  in  Massachusetts.  The] 
are  allowed  to  make  a  certain  percentage,  and  as  they  decrease  th( 
price  of  gas — in  the  ratio  that  they  decrease  the  price  of  gas  to  thi 
consumer,  keeping  up  to  a  standard  all  the  while,  they  are  allowed  t( 
make,  by  the  State  of  Massachusetts,  a  larger  income  for  themselves 

Mr.  Young.  Then,  you  would  make  that  modification  in  the  plan! 

Mr.  Munsey.  That  might  very  well  be. 

Mr.  Young.  The  lower  the  price  the  higher  the  percentage  of 
profit  you  would  allow  the  concern  ? 

Mr.  Munsey.  Well,  I  think  that  something  of  that  sort  might  be 
worked  out.  I  know  a  big  problem  needs  thrashing  out  in  a  great 
many  ways,  but,  on  general  lines,  it  seems  to  me  that  there  is  a  way 
out  of  our  economic  problems  of  great  business  and  our  transporta- 
tion lines,  which  is  to  fix  the  amount  that  a  concern  can  make.  I 
don't  care  whether  it  is  5  per  cent,  6  per  cent,  or  7  per  cent. 

Mr.  Young.  That  is  simply  an  illustration? 

Mr.  Munsey.  Yes ;  but  I  would  make  it  enough  so  it  would  not  be 
a  burden  on  the  people,  on  the  one  hand,  and  so  that  it  would  attract 
the  best  efforts  and  business  energy  on  the  other. 

Mr.  Young.  But  is  it  not  true  that  the  great  incentive  to  efficiency 
in  the  past  has  been  the  fact  that  the  individual  or  corporation  which 
was  the  most  efficient  reaped  the  largest  harvest  ? 

Mr.  Munsey.  Yes;  I  think  so,  and  with  a  view  to  that,  it  might 
very  well  be  an  important  thing  to  attach  to  that  theory  some  kind 
of  a  reward  for  the  highest  grade  of  efficiency. 

Mr.  Young.  Yes. 

Mr.  Munsey.  I  think  that  I  should  certainly  recommend  that. 

Mr.  Young.  Well,  now,  to  return  from  this  very  interesting  di- 
version to  our  mutton.  This  statement  which  appears  to  be  an 
inventory  in  your  article  on  the  Steel  Corporation,  I  understand  you 
to  say  that  the  descriptions  of  the  property — inventoried  property— 
you  received  from  the  Steel  Corporation  itself  ? 

Mr.  Munsey.  I  did. 

Mr.  Young.  But  did  they  value  all  of  it  ? 

Mr.  Munsey.  No;  they  did  not. 

Mr.  Young.  And  sometimes  where  they  did  value  it,  you  changed 
the  figures  according  to  your  judgment  after  investigation? 

Mr.  Munsey.  According  to  my  judgment  and  according  to  the 
feeling  and  according  to  the  atmosphere  and  according  to  every 
bearing,  as  a  man  writing  does  bring  into  play. 

Mr.  Young.  And  the  figure  on  the  ore,  which  is  the  largest  item, 
that  you  fixed  yourself  after  such  investigation? 

Mr.  MuNSET.  I  did. 
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Mr.  YoTTNG.  Is  that  true  also  of- 


Mr:  MuNSET.  I  think  I  -will  add  also  that,  if  my  memory  serves 
me  right,  the  price  suggested  for  their  steamships  I  reduced.  I  in- 
troduce that  to  show  you  I  was  not  lavish  in  my  prices  regarding 
their  figures. 

Mr.  YoTTNG.  Now,  this  large  item  of  $142,000,000  of  coal  and  coke 
properties,  do  you  remember  whether  you  altered  those  figures 
or  not? 

Mr.  MuNSEY.  I  do  not. 

Mr.  YotTNG.  Or  the  item  for  limestone  or  natural  gas  ? 

Mr.  MuNSET.  The  only  figures  that  I  remember  distinctly  are  the 
ore  and  the  steamships. 

Mr.  Young.  Yes.  Do  you  remember  whether  you  made  any  alter- 
ations in  the  values  of  the  railroads  as  they  gave  them  to  you  ? 

Mr.  MuNSEY.  I  don't  remember  that  I  did. 

Mr.  Young.  Or  the  manufacturing  plants? 

Mr.  MuNSEY.  No.  I  had  no  way  of  knowing  anything  about 
them. 

Mr.  Young.  Their  liquid  assets,  I  suppose,  are  practically  a 
fixed 

Mr.  MuNSEY.  Yes;  reported  every  quarter.  I  did  assume  on  the 
amount  of  ore  that  they  quoted  the  correct  amount,  but  as  to  the 
price  I  did  think  that  I  could  be  somewhat  independent  from  them, 
from  all  these  various  reports  that  I  got,  and  particularly  was  I 
guided  by  a  price  fixed  on  the  J.  J.  Hill  ore  lease. 

Mr.  Young.  Then,  in  exercising  your  judgment  on  these  valuations, 
you  relied  entirely  on  the  information  that  you  received  from  others 
whom  you  thought  were  competent 

Mr.  MuNSEY.  I  did. 

Mr.  Young  (continuing).  To  give  it. 

Mr.  MuNSEY.  I  did. 

Mr.  Young.  You  had  no  practical  experience? 

Mr.  MuNSEY.  None  whatever. 

Mr.  Young  (continuing).  In  the  iron  and  steel  business  and  the 
iron-ore  business  and  coal  business. 

Mr.  MuNSEY.  You  know,  in  writing  an  article  a  man  gathers  infor- 
mation from  every  side ;  talks  with  people,  thinks  about  it,  analyzes 
it,  considers  it,  and  he  turns  out  the  conclusions  that  he  reaches — the 
conclusion  that  he  reaches. 

Mr.  Young.  Yes. 

Mr.  MuNSEY.  Perhaps  it  is  partially  atmospheric,  perhaps  par- 
tially temperamental,  perhaps  partially  the  feeling  of  the  hour,  but 
in  all  events  it  is  wrought  out  and  brought  out  in  that  way. 

Mr.  Young.  Your  figures,  your  total  of  $1,782,000,000  is  a  consid- 
erably higher  valuation  than  the  investing  public  has  ever  put  upon 
those  properties,  is  it  not,  as  evidenced  by  the  price  of  the  stocks  in 
the  market? 

Mr.  MuNSEY.  Well 

Mr.  Baetlett.  You  mean  evidenced  by  the  stocks? 
Mr.  Young.  Evidenced  by  the  price  of  the  stocks  in  the  market. 
That  is  evidence  of  what  the  public  is  willing  to  pay  for  it  ? 

Mr.  MuNSEY.  Well,  you  see  the  public  has  to  consider  not  only  the 
inventoried  value  of  those  things — the  investing  public  has  not  only 
to  consider  that,  but  he  must  consider  the  corporation  in  its  relation 
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to  the  Government,  with  the  Sherman  law,  and  all  of  those  variou; 
things,  and  with  regard  to  other  competition  that  is  coming  up,  anc 
so  forth. 

Mr.  Young.  Yes. 

Mr.  MuNSEY.  Each  security  is  very  much  governed  by  the  valu( 
of  other  securities.  All  securities,  more  or  less,  go  up  and  down  to 
gather. 

Mr.  Young.  Yes;  but  is  it  not  a  fact  that  this  price  is  higher? 

Mr.  MuNSET.  Oh,  it  is  higher;   yes. 

Mr.  Young  (continuing).  Than  ever  the  public  placed  upon  it,  as 
evidenced  by  the  price  of  the  stocks  in  the  market? 

Mr.  MuNSET.  Yes;  it  is  higher  than  the  Wall  Street  quotations 
ever  gave  it. 

Mr.  Young.  Yes.  Was  there  a  considerable  advance  in  the  stock 
in  the  months  following  the  publication  of  this  article  ? 

Mr.  MuNSEY.  I  do  not  remember  that.  It  had  been  advancing— 
it  had  been  advancing — the  common  stock  had  been  advancing  all 
the  while  from  23^,  I  think,  down  there  somewhere  at  the  lowest 
point  of  the  panic.     It  had  been  constantly  advancing. 

Mr.  Young.  The  lowest  point  of  the  panic  of  1907  ? 

Mr.  MuNSEY.  Yes ;  and  went  on  advancing  until  the  latter  part  of 
December,  1909. 

Mr.  Young.  Yes ;  at  the  time  you  published  this  article,  as  I  un- 
derstood you  to  say  to  Judge  Bartlett,  you  were  a  considerable  owner 
of  stock  in  the  corporation  ? 

Mr.  MuNSEY.  I  was.    Also  a  considerable  owner  of 

Mr.  Young.  Other  stocks? 

Mr.  MuNSEY.  Other  stocks;  yes. 

Mr.  Young.  Did  you  increase  or  decrease  your  holdings  after  the 
publication  of  this  article? 

Mr.  jNIunsey.  I  think  I  increased  my  holdings  for  a  considerable 
time — more  than  a  year  after  that. 

Mr.  Young.  Yes.  So  at  all  events  you  had  the  faith  in  your  own 
estimate  which  induced  you  to  invest  more  money  in  this  enterprise. 

Mr.  MuNSEY.  Yes;  and  I  brought  down  here  the  compilation  of 
the  articles  that  I  had  published  on  the  financial  situation  before, 
dating  back  into  the  early  part  of  1908  or  the  latter  part  of  1907,  on 
the  business-  situation,  and  I  said  to  the  public  that  these  prices  were 
low  for  good  securities,  and  I  said  to  them  what  I  say  to  you,  that 
that  is  what  I  am  doing  myself.  I  would  not  tell  you  that  I  thought 
these  prices  were  low  if  I  did  not  act  on  the  same  conclusion  myself. 

Mr.  Young.  The  prices  were  considerably  lower  at  that  time  than 
they  were  a  year  or  a  year  and  a  half 

Mr.  iluNSEY.  That  is  1908.  They  kept  on  advancing  all  the  while 
up  to  the  latter  part  of  1909. 

The  Chairman.  When  was  it  steel  common  was  selling  at  about  10 
cents  ? 

Mr.  MuNSEY.  That  is  a  long  time  ago ;  but  in  the  panic  of  1907  it 
went  down  to  about  23  or  24 ;  somewhere  around  there. 

Mr.  Young.  Did  the  price  advance  considerably  soon  after  the 
publication  of  this  article  that  you  remember  ? 

]\Ir.  MuNSEY.  Not  to  my  knowledge.  I  have  no  knowledge  that  it 
did.  I  think  it  began  to  rise  much  more  rapidly  in  September,  or 
along  in  the  winter. 


UNITED    STATES    STEEL    COEPOEATION.  5225 

Mr.  Baetlett.  It  did  advance  some  time  after  this  article  was 
published  ? 

Mr.  MuNSEY.  Oh,  it  kept  on  advancing.  It  had  been  advancing 
before.  I  don't  think  its  pace  was  accelerated  by  the  publication  of 
that  article. 

Mr.  Baetlett.  The  article  was  not  calculated  to  depress  it? 
Mr.  Mttnsey.  It  was  not  calculated  to  depress  it.  It  was  calcu- 
lated to  bring  out  the  facts  about  a  very  big  dramatic  company.  It 
is  the  biggest  thing  of  its  kind  in  the  world,  and  to  write  about  the 
biggest  thing  of  its  kind  in  the  world  is  a  very  good  article  for  a 
magazine. 

Mr.  Baetleti.  And  another  thing,  it  is  something  that  the  people 
of  the  country  should  know  about. 

Mr.  MuNSET.  It  is  something  that  the  people  should  know  about 
and  the  investors  are  interested  in  it.  With  100,000  investors — that 
is  a  pretty  good  following. 

Mr.  Baetlett.  I  did  not  know  of  it  myself  until  I  read  it  in  the 
hearings. 

Mr.  YoTJNG.  Now,  to  go  back  to  the  Tennessee  Coal  &  Iron  Co., 
do  I  understand  that  the  information  you  received  from  the  Steel 
Corporation  in  regard  to  the  value  of  that  property  was  included  in 
the  inventory  at  which  they  valued  it  at  $50,000,000? 

Mr.  MuNSEY.  That  is  the  only  information  I  received  about  it. 
Mr.  Young.  Now,  I  have  before  me  Herbert  Knox  Smith's  report 
on  the  steel  industry,  No.  1,  page  257,  in  which  it  is  stated  that  more 
careful  estimates  of  coal  and  iron  of  the  Tennessee  Coal  &  Iron  Co. 
were  made  by  the  Steel  Corporation  after  it  purchased  the  property, 
and  then  it  gives  the  figures  which  he  received  from  the  Steel  Cor- 
poration as  the  estimates  made  by  their  engineers.  In  that  I  see 
that  the  coking  coal  was  217,000,000  tons  proven ;  steam  and  domestic 
coal,  68,000,000  tons  proven — the  existence  proven. 
Mr.  MuNSEY.  Yes. 

Mr.  Young.  Making  285,000,000  tons.  That,  then,  they  placed  as 
probable  90,000,000  more  of  coking  coal  and  351,800,000  tons  of 
steam  and  domestic  coal,  making  441,000,000  of  probable.  Then, 
they  said  it  was  possible  that  there  were  670,000,000  tons  more. 
Then,  going  to  the  ore,  they  say  red  ore,  reasonably  assured,  includ- 
ing tonnage  already  developed;  that  is,  the  tonnage  that  they  have 
actually  developed  by  opening  it  up  and  that  which  they  feel  reason- 
ably sure  exists,  and  they  fixed  that  at  175,000,000  tons.  Then,  red 
ores  of  a  lower  grade,  but  which  may  be  of  future  value — could  not 
be  used  at  the  present  time— 204,000,000,  making  379,000,000,  and, 
then,  an  additional  probable  tonnage  of  317,000,000.  So  it  would 
seem  that  all  they  were  dead  certain  of  was  285,000,000  tons  of  coal 
and  379,000,000  tons  of  ore,  of  which  204,000,000  was  not  at  present 
available ;  too  low  grade  to  be  used  in  the  present  market.  Now,  if 
you  had  had  those  figures  before  you,  instead  of  the  figures  you  did 
have,  don't  you  think  it  likely  that  you  would  have  made  a  rather 
more  moderate  estimate? 

Mr.  MuNSEY.  I  certainly  should  have. 
Mr.  Young  (continuing).  Of  that  property? 

Mr.  MuNSEY.  I  certainly  should  have.  When  did  he  get  these 
figures  out  ?    When  he  made  his  report  about  a  year  ago  ? 
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Mr.  Young.  That  is  when  he  got  them  out. 

Mr.  MuNSET.  And,  of  course,  that  represented  a  thorough  invest! 
gation,  and  with  the  work  of  an  engineer. 

Mr.  Young.  Yes.  He  refers  to  these  former  estimates  made  at  a 
previous  time,  in  which  larger  amounts 

Mr.  MuNSET.  Yes.  Now,  you  see  my  estimate — this  is  the  estimate 
that  we  relied  on;  the  estimate  taken  in  the  inventory  which  was 
placed  at  $50,000,000,  buildings  and  all. 

Mr.  Young.  Yes. 

Mr.  MuNSET.  My  editorial  comment  was  based  on  the  genera] 
knowledge  that  I  was  able  to  obtain  at  that  time  and  represented 
what  I  believed  to  be  the  accurate  state  of  the  situation. 

Mr.  Young.  Now,  the  chairman  in  questioning  you  referred  to  the 
fact  that  the  Steel  Corporation  was  not  making  any  open-hearth 
rails  at  the  time  of  this  purchase,  and  that  the  Tennessee  Coal  &  Iron 
Co.  had  received  an  order  from  Mr.  Harriman  for  160,000  tons.  We 
also  have  it  in  the  evidence  that  the  Steel  Corporation  had  a  large 
number  of  open-hearth  furnaces  at  this  time,  and  that  it  could  roll 
open-hearth  rails  just  as  easily  as  it  could  Bessemer  in  its  mills.  I 
see  here  from  Mr.  Burchett's  report  of  the  Greological  Survey— a 
pretty  well-knovm  publication — that  in  the  year  1907,  the  year  be- 
fore you  wrote  this  article,  that  there  were  made  in  the  United  States 
11,549,736  tons  of  open-hearth  steel,  while 

The  Chairman.  How  much? 

Mr.  Young.  11,549,736  tons. 

The  Chairman.  That  was  in  1907  ? 

Mr.  Young.  In  1907,  the  year  this  purchase  was  made,  of  which  the 
Tennessee  Coal  &  Iron  Co.,  of  course,  made  only  a  very  few  hundred 
thousand  tons.  Now,  under  those  circumstances  would  you  think 
there  was  anything  in  the  fact  to  which  the  chairman  referred,  of 
this  company  being  the  only  one  that  actually  made  open-hearth  steel 
rails,  thart  that  added  anything  especially  to  the  value  of  the  prop- 
erty? 

Mr.  MuNSEY.  Would  I  think  what  ? 

Mr.  Young.  That  there  was  anything  in  the  fact  that  the  Ten- 
nessee Coal  &  Iron  Co.  was  the  only  company  actually  making  steel 
rails,  when  the  Steel  Corporation  had  the  capacity  to  make  10  times 
as  much,  that  that  added  anything  especially  to  the  value  of  the 
Tennessee  Coal  &  Iron  Co.  ? 

Mr.  MuNSET.  Well,  I  should  think  the  facts  that  you  relate  there 
make  it  conclusive  that  the  Tennessee  Coal  &  Iron  Co.  was  not  making 
all  the  rails. 

Mr.  Young.  No. 

Mr.  MuNSET.  Some  other  company  was 

Mr.  Young.  No.  This  amount  of  11,000,000  was  not  all  rails. 
This  was  steel;  all  kinds — open-hearth  steel. 

Mr.  MuNSET.  I  don't  know. 

The  Chairman.  Now,  I  want  to  put  the  converse  of  that  propo- 
sition. Suppose  there  had  never  been  any  rails  up  to  that  time  made 
from  phosphoric  ore  and  that  the  manufacturers  of  steel  had  con- 
fined themselves  entirely  to  Bessemer  rails,  and  this  southern  ore  had 
never  been  utilized  for  anything  except  foundry  pig  iron,  and  the 
ores  had  been  controlled  entirely  by  makers  of  foundry  iron  or  by 
•oncerns  that  had  neither  the  skill  nor  the  capital  to  enter  the  rail 
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business,  and  one  morning  they  woke  up  and  found  a  new  company 
had  been  organized  and  that  Mr.  Harriman  and  others  like  him  were 
patronizing  it  to  the  tune  of  about  400,000  tons  of  rails 

Mr.  YotTNG.  One  hundred  and  fifty  thousand  tons  for  Harriman. 

The  Chairman.  I  know;  but  they  had  400,000  on  their  books; 
150,000  was  the  Harriman  order  alone.  Don't  you  think  that  would 
have  been  an  item  of  considerable  interest  to  the  Steel  Corporation 
if  the  Steel  Corporation  had  hitherto  had  a  monopoly  or  an  approxi- 
mate monopoly  in  the  steel  business? 

Mr.  Reed.  Mr.  Chairman,  the  records  show  it  did  not  have  a  mo- 
nopoly of  the  steel  business. 

The  Chairman.  I  do  not  pay  any  attention  to  those  per  cents. 

Mr.  Reed.  Those  are  the  percentages  of  actual  output. 

The  Chairman.  I  do  not  think  they  amount  to  a  row  of  pins. 
What  does  it  matter  whether  the  Steel  Corporation  had  49  or  89  per 
cent  of  the  business ;  if  it  was  done  by  Jones  &  Laughlin,  or  the  Penn- 
sylvania, or  the  Cambria  Co.,  with  their  interlacing  directorates  or 
fixed  contracts — what  difference  does  it  make  ?  And  here  was  a  free- 
lance entering  the  field  with  a  150,000-ton  order  from  Harriman  alone 
and  400,000  tons  booked — don't  you  think  that  that  would  have  been 
a  strong  inducement  to  the  Steel  Corporation  or  any  other  concern 
that  hitherto  had  a  monopoly  to  go  down  and  take  hold  of  that  prop- 
erty? 

Mr.  MuNSEY.  To  take  over  that  business  ? 

The  Chairman.  Yes. 

Mr.  MuNSET.  If  the  Steel  Corporation  could  see  how  it  could  earn 
money  on  that — turn  it  into  a  profit  without  robbing  its  other  prop- 
erties— then  there  can  only  be  one  answer  to  it. 

Mr.  Young.  Right  there,  Mr.  Munsey,  supposing,  as  was  the  fact, 
ithat  the  Steel  Corporation  at  that  very  time  had  a  capacity  for  the 
manufacture  of  steel  rails  of  several  million  tons,  would  there  have 
fbeen  any  special  necessity 

Mr.  MuNSEY.  In  excess  of  output? 

Mr.  Young.  Yes;  which  they  could  make.  Having  the  furnaces 
and  the  rolling  mills,  would  there  have  been  any  special  necessity  to 
;:buy  the  Tennessee  Coal  &  Iron  Co.? 

;     Mr.  Munsey.  My  answer  t,o  that  is  really  covered  by  my  answer 
jto  the  chairman,  when  I  said  if  it  would  not  rob  the  existing  prop- 
erties of  orders. 
,f    Mr.  Young.  Yes. 

j[  Mr.  MuNSEY.  I  should  say  that  if  they  had  more  capacity  than 
they  had  orders — if  it  were  put  up  to  me  to  vote  on  whether  I  should 
take  it  over  or  not,  I  should  give  it  very  thorough  consideration 
before  I  should  say  "  yes." 

,  The  Chairman.  The  Steel  Corporation's  capacity  exceeds  its  out- 
put in  pig  iron,  for  instance,  by  about  6,000,000  tons. 

Mr.  Munsey.  You  have  got  me  talking  about  scientific  subjects 
that  are  way  over  my  head.  I  am  just  a  publisher — a  newspaper 
man. 

I'l   The  Chairman.  You  operate  under  water  very  interestingly. 
'     Mr.  Munsey.  Thank  you. 

I  Mr.  Young.  You  said  something  about  the  large  advance  in  the 
Srice  of  ores  from  a  period  12  years  before  the  Steel  Corporation 
Ivas  organized  until  a  little  later  than  that. 
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Mr.  MuNSEY.  When  the  Rockfeller  sale  was  made. 

Mr.  Young.  Yes.  I  see  that  12  years  before  the  Steel  Corpora- 
tion was  organized,  the  Mesabi  Range  had  not  been  opened  at  all. 

Mr.  MuNSET.  When  I  say  12  years,  I  mean  to  say  half  a  dozen  or 
h  dozen  years. 

Mr.  Young.  Yes.  12  years.  All  the  ores  were  being  mined  on  the 
ore  ranges  and  the  royalties  were  at  least  as  high  as  they  are  now. 
The  Mesabi  coming  in  and  a  panic  coming  on  at  the  same  time 
brought  down  the  royalties,  of  course. 

Mr.  MuNSEY.  Yes. 

Mr.  Young.  I  think  that  is  all. 

Mr.  MuNSEY.  From  the  questions  that  have  been  asked  here  I 
should  like  to  make  one  or  two  remarks,  if  I  may? 

Mr.  Young.  We  would  be  glad  to  have  you. 

Mr.  MuNSEY.  So  that  there  can  be  no  misvmderstanding  that  would 
be  detrimental  to  the  management  of  the  Steel  Corporation  and  men 
of  my  acquaintance  and  friends  in  New  York  City.  It  might  be 
inferred  from  these  questions  that  I,  in  writing  this  article,  was 
actuated  by  a  desire  to  increase  the  value  of  the  steel  shares,  and  that 
I  was  working  in  sympathy  with  the  management  of  the  Steel  Cor- 
poration and  others.  If  such  a  conclusion  were  reached,  it  would 
not  be  true. 

Mr.  Young.  I  did  not  mean  to  raise  any  such  question. 

Mr.  MuNSEY.  No ;  I  know  that  you  did  not,  but  I  want  to  get  that 
in  as  part  of  the  record.  It  would  not  be  true.  I  was  actuated  en- 
tirely by  the  desire  to  give  the  facts  as  I  could  gather  them  of  the 
inventory,  the  actual  property,  about  this  great  mysterious  concern- 
mysterious,  because  so  great,  so  marvelous,  the  biggest  thing  in  the 
world  of  its  kind — and  it  was  a  good  magazine  article ;  and,  as  a  pub- 
lisher, I  published  it  from  that  point  of  view,  and  I  would  like  to 
publish  a  similar  article  about  the  Pennsylvania  Railroad,  about  the 
Great  Northern  Railroad,  about  the  New  York  Central  Railroad, 
and  the  Union  Pacific  Railroad.  I  should  like  to  publish  in  my 
magazine  once  a  month  for  the  coming  months  until  I  had  covered 
these  great  things  in  which  the  public  is  interested.  I  should  like  to 
publish  a  complete  inventory,  as  accurate  an  inventory  as  it  is  pos- 
sible to  get,  but  as  to  any  cooperation  with  anybody  connected  with 
the  Steel  Corporation  or  anybody  else  I  hope  you  will  permit  me  to 
say  this:  That  I  am.  first  and  last  and  all  the  time,  a  publisher;  that 
whatever  I  have  done  in  the  wav  of  investing  in  securities  has  been 
<tuite  as  independently  as  anything  I  have  ever  done  in  the  publish- 
ing business,  and  God  knows  that  is  absolutely  independent  of  any- 
body else.  I  go  down  to  Wall  Street  less  frequently  than  I  go  to 
Europe.  I  have  never  bought  or  sold  a  share  of  stock  in  my  life 
in  conjunction  with  any  other  man  or  anv  other  men.  I  have  never 
been  a  party  to  any  scheme  to  put  up  prices  or  depress  prices  in  my 
life.  I  have  never  been  connected,  directly  or  indirectly,  with  any 
pool  in  any  security  in  my  life.  I  never  have  had  a  ticker  in  mj 
oflBce.  I  do  not  bother  with  quotations  of  stocks.  I  invest  in  securi- 
ties when  I  think  that  the  country  is  on  a  sound  footing,  and  that 
things  are  going  right,  and  that  the  squalls  are  out  of  the  sky.  I 
invest  in  them  just  exactly  as  I  would  invest  in  real  estate,  and  I 
invest  for  a_  period,  not  for  a  day.  That  is  speculation.  I  dont 
know  anything  about  that  phase  of  it.    I  am  too  busy  a  man;  I 
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have  no  temperament  for  it;  no  liking  for  it.  I  buy  it  as  I  would 
buy  a  piece  of  real  estate,  that  I  could  see  in  six  months  or  a  year 
or  five  years  that  there  would  be  a  good  profit  in  it.  I  appreciate 
you  letting  me  say  that,  because  there  has  been  so  much  talk  about 
it  that  I  wanted  to  get  that  fact  out. 

The  Chairman.  We  are  very  glad  to  have  you  say  it.  It  adds 
weight  to  what  you  have  said,  that  your  estimates  of  the  values  of  the 
Steel  Corporation  were  based  upon  their  tangible  visible  assets,  and 
not  upon  any  desire  to  boost  the  stocks  in  the  slightest. 

Mr.  Young.  I  do  not  understand  Mr.  Munsey  to  say  that.     I  un- 
derstand him  to  say  it  was  not  with  any  desire  to  boost  the  stock,  but' 
I  understand  him  to  say  it  was  based  entirely  on  information  from 
others. 

Mr.  MuNSEY.  Yes,  that  is  right. 

Mr.  YoiTNG.  And  without  any  examination  of  the  property  or 
sending  anybody  to  examine  the  property. 

Mr.  MuNSET.  Information  received  from  others 

Mr.  Young.  As  a  publisher,  in  order  to  write  an  article  which  you 
intended  to  be  true? 

Mr.  Munsey.  Yes,  as  a  newspaper  or  magazine  man  writes  things — 
as  an  editor  writes  things.  It  went  through  precisely  that  same  proc- 
ess, and  the  thing  that  influenced  me  more  than  anything  else  in 
the  matter  or  prices  of  ore  lands  whicTi  looked  like  a  very  tangible 
guide,  was  the  price  fixed  on  between  Mr.  Hill  and  the  Steel  Cor- 
poration. I  should  be  deceived  just  in  the  same  way  if  a  similar 
condition  came  up  again,  if  I  have  been  deceived.  I  could  not  help 
taking  a  thing  of  that  kind  as  an  index,  what  Mr.  Hill  and  the  Steel 
Corporation  considered  the  value  of  the  ore. 

Sir.  Bartlett.  I  do  not  thmk  you  made  any  mistake  about  it. 
Mr.  Munsey.  If  I  did,  I  did  it  honestly. 

Mr.  Young.  I  suppose  you  took  into  account  the  fact  that  the  price 
paid  was  upon  a  royalty  basis? 

Mr.  Munsey.  Yes,  you  could  take  85  cents  as  a  basis. 
Mr.  Young.  And  you  reduced  this  to  60  cents  to  make  a  cash  basis 
for  deferred  payments  ? 

Mr.  Munsey.  Yes.     You  see,  you  could  take  85  cents,  the  price  at 
'which  it  started.    All  he  added  year  by  year  was  the  interest. 
Mr.  Young.  Yes. 

Mr.  Munsey.  So  you  can  take  85  cents  a  ton  as  the  price.  On 
that  same  theory  I  made  the  price  of  this  other  ore,  which  was  said 
'to  be  equally  good,  or  better — I  made  it  60  cents ;  I  had  no  knowledge 
of  whether  the  Steel  Corporation — I  had  no  knowledge  whether  they 
wanted  to — but  what  they  might  have  had  some  motive  in  not  making 
Ithe  stock  as  high  as  it  should  be.  I  knew  nothing  about  that,  ana 
[consequently  I  used  my  best  judgment  in  connection  with  all  the 
(facts  at  my  command  as  to  what  was  a  safe  value  for  that  ore.  That 
iwould  seem  to  me,  as  a  magazine  man,  to  be  sounder  than  it  would 
to  take  figures  that  anybody  gave  you  without  using  your  judgment. 

Mr.  Young.  Undoubtedly. 
i:    Mr.  Munsey.  That  is  what  I  exercised,  was  my  judgment,  and  the 
great  guide  was  the  Hill  contract. 

j    Mr.  Young.  I  don't  think  you  are  so  far  oif  on  the  value  of  that 
(ire,  myself. 
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Mr.  Bartlett.  I  think  the  evidence  before  this  committee  rathei 
justifies  that  conclusion. 

The  Chairman.  As  far  as  the  Tennessee  Coal  &  Iron  Co.  is  con- 
cerned. 

Mr.  Bartlett.  Yes. 

Mr.  Eeed.  I  want  to  call  your  attention  to  those  pages  in  Mr. 
Givens's  testimony,  in  which  he  gave  the  various  royalties  that  were 
paid  on  coal  in  the  Birmingham  district.  I  find  that  he  discussed 
the  matter  on  pages  1003,  1004,  1005,  and  1006,  and  he  gave  the 
royalties  in  the  different  districts.  They  range  from  3  cents  to  10 
cents  a  ton. 

The  Chairman.  That  was  my  recollection,  that  the  available  coal- 
where  the  thickness  of  the  seam  and  the  like  of  that  was  such  as  to 
make  it  available — was  worth  10  cents  a  ton.  Do  you  remember  the 
amount  of  that  that  he  fixed  at  10  cents  a  ton  ? 

Mr.  Reed.  My  recollection  was  that  the  chairman  said  this  morn- 
ing that  his  impression  of  the  testimony  was  that  it  showed  royalties 
exceeding  10  cents  a  ton. 

The  Chairman.  No ;  I  said  approximately  10  cents  a  ton.  I  never 
heard  of  any  ores  down  there  exceeding  10  cents  a  ton.  I  am  utterly 
indifferent,  for  the  purposes  of  this  inquiry,  whether  that  2,000- 
000,000  tons  of  ore  was  worth  5  or  10  cents. 

Mr.  Young.  I  see  that  the  chairman  still  sticks  to  his  basis  of 
2,000,000,000  tons. 

Mr.  Eeed.  I  think  the  chairman  was  misled  by  that  report  of  1906, 
which  was  issued  by  these  experienced  steel  men  who  had  stock  to 
sell. 

Mr.  Bartlett.  Would  the  fact  that  the  Steel  Co.  has  determined 
to  cancel  the  Hill  lease  affect  your  judgment  now,  Mr.  Munsey? 

Mr.  MuNSEY.  I  should  not  regard  it  as  valuable  to-day  as  I  thought 
at  that  time.  After  I  receded  somewhat  from  that  contract  and  had 
time  to  think  it  over,  I  was  not  very  favorable  toward  it  as  a  stock- 
holder in  the  company. 

The  Chairman.  I  should  not  think  you  would  have  been. 

Mr.  Munsey.  In  the  first  flush  of  it — in  the  general  conversation 
with  men  I  met  in  New  York,  it  was  a  very  important  thing. 

The  Chairman.  That  Hill  lease  is  like  the  mysteries  of  godland 
something  I  eagerly  yearn  to  know,  and  have  tried  in  vain  to  fathom 
You  are  in  the  councils  of  the  great  among  them.  When  you  wer( 
there  preparing  this  report  and  they  were  revealing  these  greal 
secrets  of  that  mysterious  concern,  did  you  ever  hear  any  gossip  aboul 
who  were  for  and  who  were  against  the  Hill  ore  lease? 

Mr.  Munsey.  I  never  did. 

The  Chairman.  Not  a  word? 

Mr.  Munsey.  I  never  did. 

The  Chairman.  Did  you  ever  hear  that  Morgan  and  one  or  tw( 
others  favored  it,  and  that  Mr.  Gailey,  who  was  very  experienced,  anji 
other  men  up  on  the  Lakes  all  swore  and  chai'ged  and  said  that  il 
was  milking  this  corporation  and  was  endangering  its  property,  an'' 
that  it  was  plundering  its  assets  and  all  that  sort  of  thing,  but  that! 
strong  hand  said,  "  this  contract  must  be  signed,"  and  after  maDj 
wounds  and  bruises,  much  talk  and  protestation,  it  was  signed— did 
you  ever  hear  anything  like  that? 

Mr.  Munsey.  I  never  heard  anything  of  that  sort  in  my  life. 
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Mr.  YoTTNG.  Does  the  chairman  mean  to  say  that  there  is  any  evi- 
dence of  that  sort  before  this  committee  ? 

The  Chairman.  No,  sir;  I  do  not.  I  asked  him  if  he  had  ever 
heard  anything  of  that  kind.  I  have  heard  it  in  New  York,  and  I 
have  heard  it  upon  the  ranges.  I  thought  maybe  he  was  closer  to 
them  than  I  was,  although  I  think  a  great  deal  of  these  steel  people, 
and  that  maybe  he  had  really  gotten  things  and  been  taken  into  their 
confidence. 

Mr.  Mtjnsey.  No ;  I  never  heard  a  word  about  that. 

Mr.  Young.  If  the  chairman  has  such  information  as  that,  I  think 
it  would  be  of  his  duty  to  bring  it  before  this  committee. 

Mr.  Reed.  If  the  chairman  will  give  us  the  name  of  his  inform- 
ant  

The  Chairman.  Well,  now,  let  me  ask  you,  Mr.  Reed,  was  there  not 
a  decided  difference  of  opinion  between  the  various  men  at  the  head 
of  the  United  States  Steel  Corporation  as  to  the  propriety  of  mak- 
ing the  Hill  ore  lease? 

Mr.  Reed.  I  don't  know.    I  was  not  in  New  York  at  that  time. 

The  Chairman.  However,  haven't  you  ever  heard  that  there  was 
that  difference  of  opinion  ? 

Mr.  Reed.  I  just  heard  it  from  you. 

The  Chairman.  Haven't  you  ever  heard  it  from  anybody  else? 

Mr.  Reed.  I  am  not  a  witness,  Mr.  Chairman. 

The  Chairman.  And  I  would  not  make  you  one. 

Mr.  Bartlett.  Now,  Mr.  Munsey,  as  a  stockholder,  do  you  think 
the  interests  of  the  company  would  be  subserved  by  the  cancellation 
of  that  lease,  upon  the  ground  that  it  was  too  high  a  price  to  pay ;  is 
that  right? 

Mr.  MuNSEY.  As  a  layman,  without  knowing  anything  about  the 
situation  scientifically,  I  should  say  "  Yes  " ;  that  would  be  my  idea. 
If  I  had  to  vote  on  a  thing  like  that,  however,  I  should  want  to  know 
what  I  would  have  to  guess  at. 

Mr.  Bartlett.  Knowing  the  character  of  the  men  who  are  in 
charge  of  the  business  of  the  United  States  Steel  Corporation,  you 
are  confident  that  they  have  given  notice  of  their  desire  to  cancel  this 
lease,  taking  advantage  of  the  terms  of  the  lease,  because  they  do  not 
believe  it  to  be  profitable — to  be  a  profitable  investment  for  this 
company? 

Mr.  Mtjnsey.  I  should  so  interpret  their  actions.  I  do  not  believe 
they  have  ever  taken  out  a  great  deal  of  it. 

Mr.  Bartlett.  Did  you  know  at  the  time  of  this  article  that  the 
lease  provided  for  cancellation? 

Mr.  Munsey.  Yes. 

Mr.  Bartlett.  You  knew  that? 

Mr.  Munsey.  Yes;  I  think  I  did.  I  do  not  remember  that.  I 
have  known  it  quite  a  long  time,  but  whether  or  not  I  knew  it  at  that 
time  I  don't  know. 

Mr.  Bartlett.  That  is  all  I  have. 
The  Chairman.  That  is  all. 
Mr.  Young.  I  haven't  anything  further. 

The  Chairman.  Mr.  Munsey,  we  are  deeply  grateful  to  you  for 
your  kindness  in  appearing  before  the  committee,  and  I  hope  we  have 
not  inconvenienced  vou. 
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Mr.  MuNSEY.  I  am  deeply  grateful  to  you  for  your  courtesy  and 
very  nice  treatment. 

The  Chairman.  We  will  adjourn  now  until  half  past  10  to-morrow 
morning. 

Whereupon,  at  4.05  p.  m.,  on  the  29th  day  of  March,  1912,  an 
adjournment  ^yas  taken  until  10.30  a.  m.,  March  30, 1912. 
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Office  op  United  St.vtes  Steel  Corpor.\tion, 

51  Newark  Street, 
Hoboken,  N.  J.,  March  19,  191?. 
To  the  stockholders: 

The  board  of  directors  submits  herewith  a  combined  report  of  the  operations  and 
affairs  of  the  United  States  Steel  Corporation  and  subsidiary  companies  for  the  fiscal 
year  which  ended  December  31,  1911,  together  with  a  statement  of  the  condition  of 
the  finances  and  property  at  the  close  of  that  year. 

Income  account  for  the  year  1911. 

The  total  earnings  of  all  properties  after  deducting  all  expenses  inci- 
dent to  operations,  including  those  for  ordinary  repairs  and  main- 
tenance (approximately  $38,000,000),  employees'  special  compen- 
sation under  bonus  plan,  allowance  for  Federal  excise  tax,  payable 
in  1912,  and  also  interest  on  bonds  and  fixed  charges  of  the  sub- 
sidiary companies,  amounted  to $104, 305, 465. 87 

Less  charges  and  allowances  for  depreciation,  viz: 

Sinking  funds  on  bonds  of  subsidiary  companies.    $1,  610, 038. 99 
Depreciation    and    extraordinary    replacement 

funds ". 18,  229,  059.  76 

1 9, 839, 098. 75 

Net  earnings  in  the  year  1911 84, 466, 367. 12 
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Deduct:_ 

Interest   on    United   States   Steel   Corporation 
bonds  outstanding,  viz: 

50-year  5  per  cent  gold  bonds $13,  613, 064.  64 

10-60year  5  per  cent  gold  bonds 9,493,858.48 

Sinking  funds  on  United  States  Steel  Corpora-  ' 

tion  bonds,  viz  (representing  an  allowance  for 
depreciation  in  addition  to  the  $19,839,098.75 
deducted  above): 
Installment  on  50-year  5  per 

cent  gold  bonds $3,  040, 000. 00 

Installment  on  10-60  year  5 

per  cent  gold  bonds 1, 010, 000. 00 

Interest  on  above  bonds  in 

sinking  funds 2, 090,  926. 88 

6, 140,  926 .  88 

129,  247,  850. 00 

Add:  Net  balance  of  sundry  credits  and  charges,  including  adjust- 
ments of  various  accounts 81,  779.  66 

Total 55,300,296.78 

Dividends  for  the  year  1911  on  United  States  Steel 
Corporation  stocks,  viz: 

Preferred,  7  per  cent |25,  219,  677. 00 

Common,  5  per  cent 25, 415, 125. 00 

50,  634,  802.  00 

Surplus  net  income  for  the  year 4,  665,  494.  78 

Undivided  surplus  of  United  Slates  Steel  Corporation  and  subsidiary  companies  (since 

Apr.  1,  1901). 

Surplus  or  working  capital  provided  in  organization |25, 000,  000.  00 

Balance  of  surplus  accumulated  by  all  companies 
from  Apr.  1,  1901,  to  Dec,  31,  1910,  exclusive  of 
subsidiary    companies'    intercompany  profits  in 

inventories,  per  annual  report  for  year  1910 $105, 438,  718.  67 

Less  charges  to  and  appropriations  from 
the  foregoing  Valance  during  the  year 
1911,  viz: 
Discount  in  sale  of  subsidiary  com- 

,     panies'  bonds $750, 000. 00 

Appropriation  for  permanent  pen- 
sion fund 663, 018. 37 

1,413,018.37 

104, 025,  700. 30 

Surplus  net  income  for  the  year  1911,  as  above 4,  665. 494. 78 

108,  691, 195.  08 

Total  undivided  surplus  Dec.  31,  1911,  exclusive  of  profits 
earned  by  subsidiary  companies  on  intercompany  sales  of 
products  on  hand  in  inventories  (see  note  below) 133,  691, 195. 08 

Note. — The  surplus  of  subsidiary  companies  representing  profits  accrued  on  sales 
of  materials  and  products  to  other  subsidiary  companies  and  on  hand  in  latter's  inven- 
tories, which  in  pre\'iou8  years  was  carried  as  a  part  of  the  surplus,  is  now  stated  as  a 
deduction  from  the  amount  of  inventories  included  under  Current  Assets.  (See 
Consolidated  general  balance  sheet,  p.  5254.) 


5234 


XJXITED    STATES    STEEL    CORPORATION. 


Comparative  income  account  for  the  fiscal  years  ended  Dec.  31,  1911  and  1910. 

]  1911  1910 


I  Increase  C+)  or 
I     decrease  (— ), 


Earnings 

Less  clmrges  and  allowances  for  depreciation,  viz: 
Sinking  funds  on  bonds  of  subsidiary  companies. 
Depreciation  and  extraordinary  replacement 
funds 


I_ 


1104,305,485.87 

1.610.a38.99 

13,229,059.76 


$141,054,754.51  '     -S36,749.L>8S.64 

2,176.041.18        -        566.002.19 

22,140,555.53  \     -     3,911.493.77 


Net  earnings  in  the  year M.  466, 367. 12 

Deduct; 

Interest  on  United  States  Steel  Corporation 

bonds  outstanding !      23, 106, 923. 12 

Sinking  funds  on  United  States  Steel  Corpora-  | 
tion  bonds,  viz: 

Installments 4. 0.50,000.00 

Interest  on  bonds  in  sinking  funds 2.090.926.88 


SO 


116,738.1 
23,360,760.53 


4,050,000.00 
1.831,089.47 


-  32.271.790.t» 
2,59,837.41 


+ 


259,837.41 


Add  net  balance  of  sundry  credits  and  charges,  in- 
cluding adjustments  of  various  accounts 


55.218.517.12 
Cr.  ,S1,779.66 


S7. 490.307.; 
Dr.  ,83.122.1 


Balance 

Dividends   on    United    States    Steel    Cori^oration 
stocks,  viz: 

Preferred,  7  per  cent 

Common,  5  per  cent 


56,300,296.78 


25,219,677.00 
25.415,125.00 


87, 407, 184.  82 


25,219,677.00 
25.415.125.00 


-  32, 271. 790.  IS 
+        164, 902.  M 

-  32,106,888.IH 


Surplus  net  income  for  the  year 

Appropriated  from  surplus  net  income  for  the  fol- 
lowing purposes,  viz: 

On  account  of  expenditures  made  on  authorized 
appropriation  for  additional  property,  new 
plants  and  construction,  and  for  discharge  of 
cai^ital  obligations 

Specifically  set  aside  for  account  of  construction 
expenditures  at  Gary,  Ind.,  plant 

For  reserve  fund  to  cover  advanced  mining 
royalties 


Balance  of  surplus  for  the  year. 


4.  665  494.78 


36,772.382.82 


32,106,888.04 


4, 665, 494. 78 


l.i.OOO.OnO  00  ;     -  15.000,000.00 

10.000,000.00  ,     -  10.000,000.00 

1,000,000.00        -     1,000,000.00 


10. 


,  :!82.  S2 


6.106,888.04 


Net  profits  and  undivided  surplus  of  United  States  Steel  Corporation  and  subsidiary  com- 
panies at  close  of  each  of  the  periods  named. 
[Includes  only  surplus  received  or  earned  on  or  subsequent  to  Apr.  1, 1901.] 


Period. 


9  months,  1901 . . . 

Year  1902 

Year  1903 

Year  1904 

Year  1905 

Year  1906 

Quarter  ending: 

Mar.  31,1907. 

June  30, 1907. 

Sept.  30, 1907. 

Dec.  31, 1907. 

Mar.  31,1908. 

June  30, 1908. 

Sept.  30, 1908. 

Dec.  31.1908. 

Mar  31,1909.. 

June  30, 1909 . 

Sept.  .30. 1909. 

Dec.  31, 1909. 

Mar.  31,1910. 

June  30, 1910. 

Sept.  30, 1910. 

Dec.  31, 1910. 

Mar.  31, 1911. 

June  30, 1911. 

Sept.  30, 1911. 

Dec.  31,1911. 


S60, 600, 109.  05  $85, 600, 109.  05 
90, 306, 524.  25  133, 927, 464.  56 
68, 462, 549. 52  146, 337, 146. 57 
31,450,901.31  96,293,247.19 
68, 684, 745. 93136, 357,  ,381.  45 
98, 219, 038. 13|l85, 696, 942.  .54 


Net  profits 

for  period 

available  for 

dividends. 


Surplus  at 
close  of  period 
before  dec- 
laration of 
dividends.! 


$41,979,168.75 
56,052,867.50 
43,111,735.91 
25,219,677.00 
26,219,677.00 


008.20118, 
512.61131, 
142.  27[140, 
416.20138, 
297. 37il27, 
027.55126, 
455. 19ll37, 
899.  00  142, 
107.  35142, 
432.  78  149, 
056. 48  170, 
653.36184, 
232. 18  167, 
793. 11  180 
762.55193: 
519.90183, 
864.  44  169, 
877.  24  169, 
194. 28  175, 
691. 16  170, 


266,429. 
134, 185. 
376,218. 
173, 190. 
092,583. 
937,322. 
606,368. 
167,611. 
482,808, 
096,537 
258,048, 
206,295. 
473, 663. 
372, 252. 
657,902. 
620,041. 
816,096. 
879, 566. 
370,267. 
264,734. 


Dividends 
on  United 
States  Steel 
Corporation 
stock  for  re- 
spective 
periods. 


Appropria- 
tions to  cover 
capital  ex- 
penditures, 
for  special 
funds,  and 

sundry 

credits  and 

charges. 


$37, 128, 728. 
9,708,124.50 
26,399,253.78 


35,385,727.00   52,690,501.19 


$43,620,940.30 
77, 874,  .597. 05 
65,724,879.11 
52,247,978.92 
69, 313, 794.  07 
79, 556, 654.  01 


8,846,431.751  14,600,000.00 
8,846,431.75!  18,500,000.00 
8, 846, 431.  75,  15, 000, 000.  00 
8,846,431.75  6,681,515.52 
431.75, 

431.  76 

431.  76 

431.75,   Cr.  94,034.59 

43L  75i 


8,846, 
8,846, 
8,846, 
8,846, 
10,117, 
11,387, 
2  16,200, 
12,658, 
12,  ft58, 
12,658, 
12, 658, 
12,6.58, 
12,658, 
12,658; 
12.658, 


188.00. 
944.  25  . 
213.  OOi 
700.  50i 
700.  50 
700.  50 
700.50, 
700.50 
700.50 
700i  .50 
700.  .50 


17,651,554.92 
5,000,000.00 
7,600,000.00 
7,600,000.00 
6,818,182.64 


1,331,238.71 


Balance. 


Undivided 
surplus,  ex- 
clusive of  in- 
tercompany 
profits  m  in- 
ventories. 


Surplus  rep- 
resenting 
intercom- 
pany prolts 
in  inven- 
tories. 


241,230.46, 

73,8, 311.. 321 

650,021.84 

736,490.77 

744, 356. 39 

939,952.19 

091,975.63 

079,477.47 

106,153.07 

000, 397. 85 

165, 510. 

401,395.51 

933,927.19 

344,019.80 

922,081.85 

,438,71,8.67 
469,872.61 
339,049.35 

;  084,  ,543. 13 
691, 195. 08 


$10,  .371, 803. 25 
9,117,466.77 
16,424,656.60 
18,164,060.34 

11,668,767.67 
17,049,442.0s 
24,879,765.23 
27, 908, 752.  «S 
23,501,795.(16 
22,160,938.52 
28,667,960.84 
28,335,736.70 
26,530,223.76 
24,978,951,67 
32,714,59160 
30,9.53,132.24 
22,881,035.72 
26, 869,  .532.  OS 
36,477,120.47 
33,704,439.32 
26, 687, 522.  M 
24,881,806.ffl 
27,627,023.39 
22,583,599.8« 


1  Includes  capital  surplus  of  $25,000,000  provided  at  date  of  organization,  also  surplus  of  subsidiary  com- 
panies representing  accrued  profits  on  intercompany  materials  on  hand  in  inventories 
!  Includes  extra  of  J  per  cent  on  common  for  year  1909. 
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Summary— Apr.  1,  1901,  to  Dec.  SI,  1911. 

Capital  surplus  provided  at  date  of  organization |25,  OOO,  000  00 

Aggregate  net  profits  as  above $789,  839,  751.  4(3 

Less — 

Amount  included  therein 
representing  accrued  prof- 
its on  intercompanj^  mate- 
rials on  hand  in  inven- 
tories    $10,  371,  803.  2.5 

Net  charges  against  profits 
made  at  close  of  fiscal 
years,  not  applicable  to 
particular     quarters     or 

years 

Reserved  for  fund  to  cover 
possible  failure  to  realize 
advanced  mining  royal- 
ties   


8,720,641.42 


7,  000,  000.  00 


26,  092,  444.  67 


Balance  of  profits 763,  747,  306.  79 


Dividends  paid  on  United  States  Steel  Corporation 
stocks,  vizi  • 

Preferred,  75i  per  cent $294,  634,  305.  66 

Common,  29J  per  cent 149,  927, 382.  50 


747,  306.  79 


444,  561,  688. 16 


Leaving  a  surplus  of 344, 185,  618.  63 

Of  the  foregoing  surplus  there  has  been  appropriated  for  payment 
of  capital  expenditures  and  special  charges ". 210, 494, 423.  55 


Balance  of  surplus  Dec.  31,  1911,  exclusive  of  profits  earned  by 
subsidiary  companies  on  intercompany  sales  of  products  on 
hand  in  inventories  (see  note  below) 133,  691, 195. 08 

Note. — The  surplus  of  subsidiary  companies  representing  profits  accrued  on  sales  of 
materials  and  products  to  other  subsidiary  companies  and  on  hand  in  latter's  inventor- 
ies, shown  separately  in  above  table,  and  which  in  previous  years  was  carried  as  a  part 
of  the  surplus,  is  now  stated  as  a  deduction  from  the  amount  of  inventories  included 
under  current  assets.     See  consolidated  general  balance  sheet,  p.  5254.). 

MAINTENANCE,    RENEWALS,    AND   EXTRAORDINARY   REPLACEMENTS. 

The  expenditures  made  by  all  companies  during  the  year  1911  for  maintenance 
and  renewals,  including  the  relining  of  blast  furnaces  and  for  extraordinary  replace- 
ments, in  copiparison  with  expenditures  for  the  same  purposes  during  the  preceding 
year,  were  as  follows: 


1911 

1910 

Decrease. 

82,936,048.65 
1,411,871.27 

Per  cent 
(decrease). 

$37,882,850.77 
7,077,414.37 

$40,818,899.32 
8,489,285.64 

7.2 

16.6 

Total  

44,960,265.14 

49,308,184.96  }       4.347.919.82 

8.8 

The  entire  amount  of  the  foregoing  expenditures  was  charged  to  current  operating 
expenses  and  to  depreciation  and  replacement  funds  received  from  earnings.  A  sum- 
mary showing  the  particulars  of  the  principal  expenditures  for  replacement  and  bet- 
terment, cornprehended  in  the  above  total  outlays  for  extraordinary  replacements, 
is  giv«n  on  pages  5264-5268  of  this  report. 
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The  following  table  shows  the  amount  of  the  expenditures  made  during  the  year 
for  above  purposes  on  the  respective  groups  of  operating  properties: 


ExpfTidcd  on- 


Miinu/acturing  properties: 
Total,  except  blast  fur- 
nace relining  and  re- 
newals   

Blast    furnace    relining 

and  renewals 

Coal  and  coke  properties 

Iron-ore  properties 

Transportation  properties: 

Railroads 

Steamships  and  docks . . , 
Miscellaneous  properties 


Total  expended  in  1911 
Total  expended  in  1910 


Expenditures  during  the  year  1911. 


Extraor  din- 


Ordinary 
maintenance 

.S&    -Replace- 
furnace  relin- 
ings. 


$23,933,416.50     $4,690,322.87 


1,541,354.38 

2,016,308.09 

754,693.37 


575,872.46 
98,628.25 


8,703,071.66       1,176,353.73 
623,777.89  527,702.91 

310,228.88  8,534.15 


37,882.850.77 
40,818.899.32 


I     7,077,414.37 
8,489,285.64 


Decrease  in  1911 2,936,04.s.55  ,     1,411,871.27 


$28,623,739.37 

1,541,354.38 

2.592,180.56 

853,321.62 

9,879,425.39 

1,151,480.80 

318,763.03 


44,960.265.14 


Total  expend- 
itures in  pre- 
vious year. 


$30,228,391.73 

2,046,019.10 
2,908,180.30 
1,249,911.07 

10,993,184.28 

1,468,952.84 

413,645.64 


49.308,184.96 


Decrease. 


$1,604,652.36 

504,664.72 
315,999.75 
396,589.45 

1,113,758.89 
317,472.04 
94,782.61 


4,.-)47,919.82 


1  These  expenditures  worf- paid  from  funds  provided  from  earnings  to  cover  requirements  of  the  character 
ncluded  herein,  as  see  table  below 


BONn    SI\'KIN(!.    DEPRECIATION,    AND    EXTRAORDINARY    REPLACEMENT    FUNDS. 

The  allowances  made  dnrina;  the  year  ending  December  31 ,  1911,  from  e.irnings  and 
ihrough  charges  to  current  operating  expenses  for  account  of  these  funds,  the  income 
received  by  the  funds  from  other  sources,  also  the  payments  and  expenditurcR 
made  therefrom  and  the  charges  made  thergto  during  the  year,  together  with  the 
balam  c^  it,  cridil  of  the  funds  at  December  31,  1911,  are  shown  in  the  subjoined  table: 


Fimrh. 


Balances 
Dec.  31,1910. 


I 


.\ccrurd  sinking  funds 
on  United  States 
Steel  Corpo  ration 
bonds $3 ,  052, 880.  54 

Accrued  sinking  funds 
on  bonds  of  subsidi- 
ary companies 407, 791.  S3 

37 


Cri'dits  to  funds. 

Set  aside 

during  1911  ',  cither  in- 

from  income'  come  and 

and  by      I  credits,  in- 


charges  to 
current  ex-  i 
expenses.    ' 


eluding 
salvage. 


Total  of  foregoing.    3,460,t; 

Depreciation  and  ex- 
traordinary replace- 
ment fund's 56,649,652.58 

Blast  furnace  relining 
and  renewal  funds...,  5,692,498.82 


.?6, 140. 926. 88         $8,214.  93  $9,200,022.35 
1,610,038.99    ^889, 779.40   2,907,610.22 


,  760, 965. 87       895, 994. 33  12, 107,632.  67 


Payments 

from  and 

charges  to 

funds  in  1911. 


I  $6,075,692. 26 
12,490,808.57 


Balances  to 
credit  of 

funds  Dec. 
31,1911. 


$3,124,430.09 
416,801.65 


8,666.400.83 


18, 229, 059.  76  '  •  399,884.  70  74, 478,827. 64  612,249,978. 37 
1,813,184.58, i  7,505,683.40:  «  1.541,364.38 


Grand  total j65.802,S23. 77 

'  Payments  to  trustees  of  bond  sinking  funds. 


27,793,210.21       496,109.63  94.092,143.61   22,367,733.68 


3,641,231.74 

62,228,849.27 
6,964,329.02 


71,734,410.03 


'  Payments  to  trustees  of  bond  sinkmg  funds. 

2  3  These  totals  include,  respectively,  a  credit  and  charge  of  $885,460  for  depreciation  and  extraordinary 

placement  funds  transferred  and  apphed  account  bond  sinking  funds. 

<  Debit. 

'•>  This  total  covers  ex|)enditures  and  charges  made,  viz: 

Expenditures  made  during  1911  for  extraordinary  replacements  (see  p.  5264) $7, 077, 414. 37 

Amounts  charged  'off -(and  credited  property  account)  for  payments  from  these 
funds  for: 

Expenditures  for  additional  property  and  construction : $1,989,887. 51 

Bonds,  mortgages,  and  purchase  obligations  retired 2,997,860.20 

4,987,747.71 

Write-off  to  credit  of  property  account  of  sundry  depreciation 184,816. 29 


f  Exp  nditures  made  during  1911  for  relining  and  renewals  at  blast  furnaces. 


12. 249, 978.  .17 


UNITED    STATES    STEEL    COEPOI^ATION.  5237 

SUMMARY    OF    DEPRECIATION    PROVIDED    FROM    GROSS    INCOME    FOR    THE    YEAR    1911. 

The  aggregate  amount  of  charges  to  and  allowances  from  gross,  earnings  during  the 
yearto  cover  deterioration  arising  from  wear  and  tear  of  improvements,  exhaustion 
of  minerals,  and  for  obsolescence  was  as  follows: 

Outlays  for  repairs  and  renewals  (other  than  blast  furnace  relinings 
and  renewals)  charged  to  current  operating  expenses  and  deducted 
before  stating  earnings $36,  341,  496.  39 

Allowances  for  blast  furnace  relinings  and  renewals  charged  to  current 

operating  expenses  and  deducted  before  stating  earnings 1,  813,  184.  58 

Allowances  made  from  earnings  and  income  for  bond  sinking  and  for 
depreciation  and  replacement  funds 2-5, 980, 025.  63 

Total 64,  134.  706.  60 

Trustees  op  Bond  Sinking  Funds. 

The  trustees'  transactions  for  account  of  the  bond  sinking  funds  of  the  United  States 
Steel  Corporation  and  subsidiary  companies  for  the  year,  and  the  condition  of  the  funds 
on  December  31,  1911,  are  shown  in  the  following  table: 


Cash  re- 
sources in 
liands  of 
trustees 
Dec.  .31, 
1910. 

Installments 
received. 

Interest 
accretions 
and  other 

receipts. 

Total. 

Bonds  redeemed  and 
other  payments. 

Cash  re- 
sources ia 

Funds. 

Par  value 
of  bonds. 

«5, 566, 000 
2.185.000 

Net  pre- 
mium paid 
on  bonds 
redeemed . 

hands  ol 

trustees 

Dec.  .31, 

1911. 

Wnlted  States  Steel 
Corporation  bonds 

Subsidiary  com- 
panies'bonds 

S202,807.08 
653,711.92 

$4,050,000.00 
1,860,473.28 

$2,025,692.26 
740,057.23 

36,278,399.34 
3.244,242.43 

$692,  .566. 25 
104,424.51 

$19,8:!3.i» 
954,817.92 

Total 

8.56,619.00 

6.900,473.28 

2.766,649.49 

9,522,641.77 

7,761.000 

796,990.76 

974,601.01 

Note.— -The  installments  received  bv  the  trustees  include  a  cash  deposit  of  $72,400  not  paid  from  funds 
provided  from  income.  The  item  of  ''Interest  accretions  and  other  receipts"  embraces  $2,74x,:i',7.90  of 
interest  accretions  (of  which  $10,020.44  were  not  paid  from  funds  provided  from  income)  and  $17,:;ul.50  of 
proceeds  from  sale  of  property. 

Redeemed  bonds  held  by  trustees  of  sinking  funds. 


United  States 
Steel  Cor- 
poration 
bonds. 


Subsidiary 

companies' 

bonds. 


Total  redeemed  bonds  at  par,  held  by  the  trustees  on  Dec.  31, 


1910. 


Redeemed  in  1911  as  above. 


$38. 767.  .TOO 
5.566.000 


$12,874,000 
2;  186, 000 


Less  canceled  by  the  trustees  during  the  year  and  returned 
to  the  companies 


44.333,600 


15,059,000 
484.000 


Leaving  redeemed  bonds  held  b  v  the  trustees  of  sinking 
funds  Dec.  31, 1911 


44,333.500 


$.51, 641,. 500 
7,7.51,000 


.59,:3<»2,500 
4,M,00O 


14,575.000  : 


58,908,500 


An  amount  equal  to  the  annual  interest  on  the  above-redeemed  bonds  held  by  the 
trustees  is  currently  paid  into  the  sinking  funds  in  addition  to  the  fixed  installments 
provided  by  the  respective  mortgages. 

Capital  Stock. 


The  amount  of  outstanding  capital  stock  of  the  United  States  Steel  Corporation  on 
December  31,  1911,  was  the  same  as  at  the  close  of  the  preceding  fiscal  year',  as  follows: 

Common  stock 1508,302,500.00 

Preferred  stock 360,  281, 100.  00 
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Bonded,  debenture,  and  mortgage  debt. 

The  total  bonded,  debenture,  and  mortgage  debt  of  the  United  States 
Steel  Corporation  and  subsidiary  companies  outstanding  on  Jan.  ], 

1911,  was $597, 136,  659. 08 

Issues  were  made  during  the  year  as  follows,  viz: 

In  lieu  of  other  bonds  surrendered  for  exchange — 
Union  Steel  Co.  first-mortgage  and  collateral- 
trust  bonds  (issued  in  exchange  for  Sharon 
Steel  &  Sharon  Coke  Co.  bonds,  retired) ...  $172, 000.  00 
Tennessee  Coal,  Iron  &  R.  R.  Co.  general- 
mortgage  bonds  (issued  in  lieu  of  De  Barde- 
leben  Coal  &  Iron  Co.  first-mortgage  bonds, 
retired) 7, 000.  00 

179,000.00 

Bonds  issued  or  assumed  by  subsidiary  com- 
panies in  connection  with  purchase  of  prop- 
erty— 

By  H.  C.  Frick  Coke  Co.,  Pittsburgh-Monon- 
gahela  first  lien  purchase  money  bonds 17,  712,  000.  00 

By  United  States  Steel  Products  Co.,  Risdon 
Iron  (fc  Locomotive  Works  first-mortgage 
bond? 600,  000.  00 

18,  312,  000. 00 

J^ubsidiary  companies'  bonds  issued  and  sold  for 

account  of  construction  expenditures  and  in 
refunding  matured  bonds — 

Illinois  Steel  Co.  debenture  gold  bonds  of 

1940 10,  000,  000  00 

Union  R.  R.  Co.,  Mifflin  equipment  trust 
bonds 700,  000.  00 

Bessemer  i  Lake  Erie  R.  R.  Co.,  Meadville 
equipment  trust  bonds 550, 000.  00 

Duluth  &  Iron  Range  R.  R.  Co.  first-mort- 
gage bonds 1,419,  000.  00 

Duluth,  Missabe  &  Northern  Ry.  Co.  general- 
mortgage  bonds 2,160,000.00 

14,  829,  000. 00 

.Subsidiary  companies'  bonds  sold  to  trustees  of 

sinking  funds — 
Tennessee  Coal,  Iron  &  R.  R.  Co.  general- 
mortgage  bonds 71,  000.  00 

Youghgahela  Water  Co.  first-mortgage  bonds.  25, 000.  00 

96,  000. 00 

Bonds  and  mortgages  retired  or  acquired  during  the 

year,  viz: 
Lorain  Steel  (_'o.,  the  Johnson  Co.  first-mortgage 

bond? 105, 000.  00 

American  Steel  &  ^Vire  Co.,  Allegheny  Furnace 

Co.  mortgage 78, 000. 00 

Illinois  Steel  Co.,  5  per  cent  debentures  of  1910. .  15, 000.  00 

I'lairton  Steel  Co.— 

5  per  cent  mortgage  bonds 499,  000.  00 

St.  Clair  Furnace  Co.  first-mortgage  bonds  . .         100, 000.  00 

St.  Clair  Steel  Co.  first-mortgage  bonds 100, 000.  00 

Union  Steel  Co. — 

Sharon  Steel  Co.  first-mortgage  bonds 54,  000.  00 

Sharon  Steel  Co.  collateral-trust  and  mort- 
gage bonde 239,  000.  00 

Sharon  Coke  Co.  first-mortgage  bonds 1,  000.  00 

Tennessee  Coal,  Iron  &  R.  R.  Co.,  De  Bardeleben 

Coal  &  Iron  Co.  first-mortgage  bonds 7  000.  00 

H.  C.  Frick  Coke  Co.— 

First-mortgage  bonds 100, 000. 00 

Continental  Coke  Co.  purchase-money  mort- 
gage bonds 37,  000.  00 

Pennsylvania  it  Lake  Erie  Pock  (^o.  mortgage 
bond? ; . . .  38,  950.  00 
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Bonds  and  mortgages  retired  or  acquired  during  the 
year,  viz — Continued. 

Bessemer  &  Lake  Erie  R.  R.  national  equipment 

trust  bonds 40,  000.  00 

Pittsburgh,  Bessemer  &  Lake  Erie  R.  R.  Co. — 
Shenango  equipment  trust  bonds  $73, 000.  00 
Greenville      equipment      trust 
bonds 100, 000.  00 

173, 000.  00 
Less  proportion  account  of  mi- 
nority interest  in  stock  of  Pitts- 
burgh, Bessemer  &  Lake  Erie 

R.  R.  Co 82,730.33 

90,  269.  67 

Illinois  Steel  Co.  debenture  scrip 270.  20 

Sundry  real-estate    mortgages    of  various  com- 
panies         231,  869.  59 

1,  736,  359.  46 
Bonds  purchased  by  trustees  of  sinking  funds,  viz: 

United  States  Steel  Corporation 
50-year  5  per  cent  bonds $4, 135, 000.  00 

"United  States  Steel  Corporation 
10-60-year  5  per  cent  bonds 1, 431,  000.  00 

Union  Steel  Co.  first-mortgage  and 
collateral-trust  bonds 1.  056, 000. 00 

Duluth,  Missabe  &  Northern  Ry. 
Co.— 
Consolidated      first-mortgage 

bonds 138, 000.  00 

General-mortgage  bonds 204,  000. 00 

Connellsville  &  Monongahela  Ry. 

Co.  first-mortgage  bonds 30,  000.  00 

American    Steamship    (_)o.    first- 
mortgage  bonds 273,  000.  00 

Pittsburgh    Steamship    Co.    first- 
mortgage  bonds 187, 000.  00 

Tennessee  Coal,  Iron  &  R.  R.  Co. 
general-mortgage  bonds 71, 000.  00 

Scnoen  Steel  Wheel  Co.  first-mort- 
gage bonds 76,  000.  00 

Sharon   Coke    Co.    firs-tmortgage 
bonds 37, 000.  00 

Hostetter-Connellsville  Coke  Co. 
first  mortgage  bonds 39,  000.  00 

Little   Vermilion  Coal    Co.    first- 
mortgage  bonds 18,  000.  00 

Youghgahela  Water  Co.  first-mort- 
gage bonds 25, 000.  00 

St.  Clair  Terminal  R.  R.  Co.  first- 
mortgage  bonds 31, 000.  00 

7,751,000.00 

9,  487,  359.  46 
Potter  Ore  Co.  first  mortgage  bonds  retired  by  that 
company  (Tennessee  Coal,  Iron  &  R.  R.  Co.'s  pro- 
portion)   11, 000.  00 

9,498,359.46 

Bonded,  debenture,  and  mortgage  debt  Dec.  31,  1911 621, 054,  299.  26 

Net  increase  during  the  year  ending  Dec.  31,  1911 23,  917,  640.  54 
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A  detailed  schedule  of  the  various  issues  of  bonds  outstanding  on  December  31, 1911, 
also  of  bonds  held  by  trustees  of  sinking  funds,  the  interest  on  which  is  currently  paid 
into  the  sinking  funds,  will  be  found  on  page  36.  The  following  is  a  summary  by 
general  classes  of  the  total  borfded,  debenture,  and  martgage'debt: 


Total,  includ- 
ing bonds  in 
sinking  funds. 

8303,957,000.00 
200,000,000.00 

]>ss  redeemed 

and  held  by 

trustees  of 

sinking  funds. 

Balance  out- 
standing. 

United  States  Sleel  Corporation  50-vear  5  per  cent  bonds. 
United  States  Steel  Corporation  10-1.0-year  5  per  cent 

S33,680,000.00 
10,653.500.00 

$270,277,000.00 
189,346,500.00 

Total  United  Slates  Steel  Corporation  bonds 

503.957.000.00 

44,333,500.00 

459,623,500.00 

Subsidiary  companies'  bonds   guaranteed  by  United 

88,130,000.00 

87,291,441.84 
31,434.99 

9,227,000.00 
5,348,000.00 

78,903,000.00 

Subsidiary  companies'  bonds  not  guaranteed  by  United 

'81,943,441,84 

31,434.99 

Total  subsidiary  companies'  bonds  and  debentures. 

176,452,876.83 

14,575,000,00 

160,877,870.83 

679,409,876.83 
552,922.79 

58,908,500.00 

620,501,376.83 

552,922.79 

Grand  total  bonded,  debenture,  and  mortgage  debt. 

679,962,799.62 

58,908,500.00 

621,064,299.62 

'  Includes  only  the  proportion  of  bonds  of  Pittsburgh,  Bessemer  &  Lake  Erie  R.  R.  Co.  outstandlDg 
account  of  the  majority  interest  in  stock  of  that  company  owned  by  a  subsidiary  company  of  United  States 
Steel  Corporation.    (See  table  on  pages  5261-5263.) 

From  April  1,  1901,  to  December  31,  1911,  the  amount  of  bonds  and  mortgages  paid 
and  retired  by  all  companies  was  as  followa: 

Bonds  and  mortgages  paid  and  retired  with  moneys  from  deprecia- 
tion funds  and  surplus  income $21,  593, 657. 78 

Bonds  purchased  and  retired  with  bond  sinking  funds  provided  from 
earnings 62,  274,  284. 15 


Total 83,  867, 941, 93 

During  the  same  period  there  were  issued,  sold,  and  assumed  by  subsidiary  com- 
panies bonds  and  mortgages  to  provide  funds  for  new  property  and  construction  work 
and  for  refunding  maturing  bonds  as  follows,  viz: 

For  Pittsburgh-Monongahela  coal  purchase $17,  712, 000. 00 

By  Union  Steel  Co.  to  provide  funds  for  part  payment  of  cost  of  com- 
pleting construction  work  at  Donora  and  South  Sharon  under  way 
when  United  States  Steel  Corporation  acquired  that   company's 

stock 9,168,727,79 

By  sundry  subsidiary  companies 47,  253, 138, 41 

Total 74, 133, 866. 20 

Bonds  have  also  been  issued  by  subsidiary  companies  for  funding 

unsecured  indebtedness  and  for  working  capital  to  the  amount  of. .  985, 795, 00 

There  were  also  issued  and  sold  during  the  period  named  (1901-1911) 
United  States  Steel  Corporation  10-60-year  5  per  cent  bonds  as  fol- 
lows: 

For  account  construction  and  capital  expendi- 
tures    $20,  000, 000. 00 

For  account  purchase  of  stock  of  Tennessee  Coal, 

Iron&  R.  R.  Co 30,000,000.00 


50,000,000.00 


TREASURY  BONDS   SUBJECT  TO    SALE. 


There  were  on  hand  at  the  close  of  the  year  in  the  treasury,  available  for  sale,  bond« 
and  debentures  of  subsidiary  companies  of  the  par  value  of  $964,000,  aa  listed  in  table 
on  page  210.  The  foregoing  bonds  were  issued  by  subsidiary  companies  to  provide 
funds  for  construction  and  in  lieu  of  bonds  redeemed  at  maturity.  The  bonds  have 
been  purchased  from  the  subsidiary  companies  issuing  the  same  by  the  United  States 
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Steel  Corooration  or  by  other  subsidiaxy  companies  and  are  not,  therefore,  included 
in  the  schedule  of  outstanding  bonds  nor  in  the  assets  of  the  organization  as  shown 
by  the  general  balance  sheet. 

There  may  also  be  issued  at  any  time  to  cover  capital  expenditures  made,  Union 
Steel  Co.  first  mortgage  and  collateral  trust  bonds,  to  the  amount  of  $362,000. 

Purchase-Money  Obligations,  Bills  Payable,  and  Special  Deposits  or  Loans. 

During  the  year  1911  payments  were  made  in  the  discharge  of  purchase-money  obli- 
gations and  bills  payable,  as  follows,  viz: 

Purchase-money  obligations $1,  713, 000. 00 

BUls  payable 771,756.41 

2, 484,  756. 41 
And  there  was  an  increase  during  the  year  in  the  liability  account  for 
special  deposits  or  loans  of 25, 457.  98 

Net  reduction  during  the  year  in  amount  of  above-named  lia- 
bilities      2, 459, 298. 43 

The  outstanding  liabilities  of  the  above  classes  at  December  31,  1911,  in  comparison 
with  amounts  outstanding  at  close  of  the  preceding  year,  were  as  follows: 


Outstanding 
Dec.  31, 1911. 


Outstanding 
Dec.  31, 1910. 


Increase  (4-)  or 


Purchase-money  obligations 

Bills  payable 

Special  deposits  os  loans 

Total 


$600,000.00 
41,743.69 
911,580.14 


$2,313,000.00 
813,600.00 
886, 122. 16 


-$1,713,000.00 
-  771,756.41 
+        25,457.98 


1,653,323.73 


4,012,622.16 


-  2,459,298.43 


Since  April  1,  1901,  there  has  been  paid  off  an  amount  of  liabilities  of  the  above 
character  of  $49,293,744.86.  During  the  same  period  purchase  obligations  to  the 
amount  of  $5,403,528.20  were  issued  m  connection  with  the  acquirement  of  additional 
fixed  property  and  other  investments.  Of  the  total  amount  paid  off  as  aforesaid, 
the  sum  of  $11,214,745.98  represents  moneys  originally  borrowed  by  subsidiary  com- 
panies, or  received,  and  used  as  working  capital;  the  balance,  $38,078,998.88,  repre- 
sents specific  obligations  originally  incurred  in  the  acquirement  of  property,  or  for 
moneys  used  for  the  purchase  of  property  or  the  discharge  of  capital  liabilities. 

Inventories  op  Manupacturing  and  Operating  Materials  and  Sitpplibs  and 
Semifinished  and  Finished  Products,  Including  Net  Advances  on  Contract 
Work,  Etc. 

The  total  book  valuation  of  the  inventories  of  the  above  classes  of  assets  for  all  of 
the  properties  equaled  at  December  31,  1911,  the  sum  of  $176,067,189,  a  decrease  in 
comparison  with  the  total  at  the  close  of  the  preceding  year  of  $470,635. 

Inventory  valuations  as  above  stated  are  on  the  basis  of  the  actual  purchase  or  pro- 
duction cost  of  the  materials  to  the  respective  subsidiary  companies  holding  the  same, 
unless  such  cost  was"  above  the  market  value  on  December  31,  1911,  in  which  case  the 
market  price  was  used.  But  as  stated  in  previous  annual  reports  the  valuations  on 
the  basis  indicated  include,  in  respect  of  such  commodities  in  stock  at  the  close  of 
the  year  as  had  been  purchased  by  One  subsidiary  company  from  another,  an  amount 
of  profits  accrued  thereon  to  the  subsidiaries  selling  the  same  or  furnishing  service 
in  connection  therewith.  Theses  profits  are  not,  however,  carried  into  the  currently 
reported  earnings  of  the  entire  organization  until  converted  into  cash  or  a  cash  asset 
to  it,  being  meanwhile  segregated  and  carried  in  a  specific  surplus  account  which  is 
practically  a  guaranty  fund  for  these  profits  so  locked  up  in  inventories  pending 
their  realization  in  cash.  In  order  to  prevent  the  accounts  on  even  a  more  con- 
servative basis  than  heretofore  observed,  it  was  decided  in  this  year's  consolidated 
general  balance  sheet  to  state  the  amount  of  the  specific  surplus  account  referred  to 
as  a  reduction  in  the  total  valuation  at  which  all  inventories  are  carried  in  current 
assets.  (See  balance  sheet,  p.  5254.)  Accordingly,  in  the  subjoined  table  the  surplus 
account  in  question  is  likewise  shown.  This  plan  results  in  there  being  carried  in 
the  combined  assets  for  all  of  the  companies,  the  inventories  of  those  materials  and 
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products  on  hand  which,  have  been  transferred  and  sold  from  one  subsidiary  com- 
pany to  another,  at  net  values  which  are  substantially  the  production  cost  to  the 
respective  subsidiary  companies  furnishing  the  same.  The  net  valuation  thus  ob- 
tained and  shown  for  the  total  inventories  of  all  materials  and  products  is  largely 
below  the  market  value  of  the  same. 

The  following  is  a  general  classification  of  the  inventory  valuations  at  December  31, 
1911,  in  comparison  with  the  valuations  at  the  close  of  the  preceding  year: 


Dec.  31, 1911. 


Dec.  31, 1910. 


Ores 

Pig  iron,  scrap,  ferro,  and  Spiegel 

Coal,  coke,  and  other  fuel 

Pig  fin,  spelter,  copper,  nickel,  aluminum,  and  dross  and  skimmings 

Limestone,  fluxes  and  refractories 

Eolls,  molds,  stools,  annealing  boxes,  etc 

Manufacturing  supplies,  stores,  and  sundry  items  not  otherwise  classified . 

Ingots,  steel 

Blooms,  billets,  slabs,  sheet  and  tin  plate  bars,  etc 

Wire  rods 

Skelp. 


Finished  products 

Mining  supplies  and  stores  (for  ore  and  coal  properties) 

Eaih-oad  supplies  and  stores 

Merchandise  of  supply  companies 

Material,  labor,  and  expense  locked  up  in  bridge  and  structural 

contracts tl9,989,678 

Less  bills  rendered  on  account 14,588,385 


Stocks  abroad  and  on  consignment 

Material  in  transit 

Bills  rendered  account  work  done  on  sundry  material  in  process  of  manufac- 
ture  


Total  inventory  valuations  to  subsidiary  companies 

Amount  included  therein  representing  profits  of  subsidiary  companies  on 
intercompany  sales  of  materials  and  products  on  hand 


Valuation,  exclusive  of  intercompany  profits. 


$73,642,448 

6,998,670 

3,728,695 

6,536,069 

2,000,130 

6,101,885 

13,682,475 

1,278,318 

7,766,691 

829,461 

968,516 

32,737,569 

3,163,242 

3,360,134 

748,004 


5,401,293 
5,361,377 
1,792,322 


176,067,189 
22,683,600 


153,483,589 


180,345,434 

7,348,670 

4,282,791 

6,385,399 

2,281,845 

6,776,398 

13,467,993 

1,001,786 

7,755,479 

941,101 

910,598 

31,9iar,767 

3,183,109 

3,631,629 

771,429 


2,649,990 
3,957,616 
1,390,306 

Cr.  457,474 


176,637,824 
33,704,430 


142,833,386 


Production. 

The  production  of  the  subsidiary  companies  for  the  year  1911,  compared  with  the 
year  1910,  was  as  follows: 


Products. 


1910 


Iron  ore  mined: 

In  the  Lake  Superior  ore  region— 

Marquette  Range 

Menominee  Range 

Gogebic  Range 

Vermilion  Range 

Missabe  Range 

In  the  southern  ore  region — 

Tennessee  Coal,  Iron  &  R.  R.  Co.'s  mines. . . 

Total 

Coke  manufactured; 

In  beehive  ovens 

In  by-product  ovens 

Total 

Coal  mined,  not  including  that  used  in  making  coke. 
Limestone  quarried 

Blast-furnace  production: 

Pig  iron 

Spiegel 

Ferro-manganese  and  silicon 

Total 

Steel-Ingot  production: 

Bessemer  ingots 

Open-hearth  ingots 

Total 


Tons. 

6C0, 685 

1,106,044 

1,264,734 

1,182,076 

14,581,630 

1,239,663 


19,933,631 


9,491,206 
2,629,006 


12,120,212 
6,290,671 
4,835,703 


10,593,726 
66,435 
84,736 


10, 744, 897 


5,065,696 
7, 697, 674 


Tow. 

830,094 
1,384,465 
1,801,480 
1,338,110 
17,910,366 


25,245,816 


11,641,105 
2,008,473 


13,649,578 
4,860,111 
6,005,087 


11,645,610 


11,831,3 


5,796,223 
8,383,1« 


12,753,370 


14,179,38 
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Rolled  and  other  finished  steel  pioducts  for  sale: 

Steel  rails  (heavy  and  light  tee  and  girder) 

Blooms,  billets,  slabs,  sheet,  and  tin-plate  bars 

Plates 

Heavy  structural  shapes 

Merchant  steel,  bars,  hoops,  bands,  skelp,  etc. . 

Tubing  and  pipe 

Wire  rods 

Wire  and  products  of  wire 

Sheets  (black  and  galvanized)  and  tin  plate. . . 

Finished  structural  work 

Angle  splice  bars  and  all  other  rail  joints 

Spikes,  bolts,  nuts,  and  rivets 

Axles 

Steel  car  wheels 

Sundry  steel  and  Iron  products 

Total 

Spelter 

Sulphate  of  iron 

Universal  Portland  cement 


1911 


1910 


Tom. 

Tons. 

1,568,028 

2,118,473 

874,474 

682,364 

630,512 

929,020 

547, 186 

666,797 

1,221,606 

1,527,606 

863,670 

868,650 

118,302 

133,722 

1,613,754 

1,490,318 

1,079,046 

1,082,787 

618,399 

589,228 

160,855 

235,998 

60,386 

71,326 

62,046 

101,066 

36,682 

98,105 

131,332 

148,735 

9,476,248 

10,733,995 

28,333 

26,777 

28,381 

33,684 

Barrels. 

Barrels. 

7,737,500 

7,001,500 

Capital  Expenditures. 

The  expendituies  made  during  the  year  hy  all  companies,  and  chargeable  to  capital 
account,  for  the  acquisition  of  additional  property  and  for  additions  and  extensions 
to  the  plants  and  properties,  less  credits  for  property  sold,  equaled  the  aggregate  sum 
of  $47,815,419.75.  In  addition  there  was  expended  the  net  sum  of  11,615,441.37 
for  stripping  the  overburden  from  ore  bodies  preliminary  to  mining  from  open  pits, 
for  development  work  at  mines,  and  for  additional  logging  and  structural  erection 
equipment,  thus  making  a  total  expenditure  on  property  account  of  $49,430,861.12. 
The  capital  expenditures  are  classified  by  property  groups  as  follows: 

For  purchase  of  additional  cokings  coal  properties  in  the  Connellsville, 
Pa.,  region,  including  mine  improvements,  beehive  coke  plants, 

etc.  (for  further  description,  see  p.  5251) -  $17,  707, 280.  79 

Gary,  Ind.,  properties,  including  the  Indiana  Steel  Plant,  the  city  of 
Gary,  hnage  and  structural  plant  of  American  Bridge  Co.,  sheet 
plant  of  American  Sheet  &  Tin  Plate  Co.,  and  terminal  railroad  work 

adjacent  to  foregoing  properties -  -       7,  939, 813.  46 

Other  properties,  exclusive  of  Tennessee  Coal,  Iron  &  R.  R.  Co.,  viz: 

Manufacturing  properties $10, 077,  605. 08 

Coal  and  coke  properties 1, 194,  957. 44 

Iron-ore  properties 1,  220, 437.  26 

Transportation  properties 4, 472,  583.  86 

Miscellaneous  properties .- 132,  758.  01 

17,098,341.65 

Tennessee  Coal,  Iron  &  R.  R.  Co.'s  properties,  viz: 

Manufacturing  plants 4, 097, 656.  96 

Ore,  coal,  and  limestone  properties 345,  655.  24 

Birmingham  Southern  R.  R 294, 019. 05 

Additional  plant  real  estate  and  mineral  property.  332, 652.  60 

5, 069,  983.  85 


Total  expenditures  during  the  year  for  strip- 
ping and  development  work  at  mines  and  for 
additional   logging  and   structural   erection 

equipment 5, 138,  691.  60 

Less  credit  for  expenditures  of  this  character  absorbed 
during  1911  in  operating  expenses 3, 523,  250.  23 


47, 815, 419.  75 


1, 615, 441.  37 
49, 430, 861. 12 


Total  net  expenditure  in  the  year  1911  on  property  account. . 
The  total  amount  expended  since  Apr.  1,  1901  (the  date  of  organiza- 
tion of  United  States  Steel  Corporation),  to  Jan.  1,  1912,  includ- 
ing expenditures  by  Tennessee  Coal,  Iron  &  R.  R.  Co.,  from  Nov. 
1  1907  only,  for  additional  property  and  construction,  and  for 
net  unabsorbed  outlays  for  stripping  and  development  work  at 
mines,  etc.,  equaled 410,465,265.71 
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Reference  is  made  to  statement  on  page  5248  of  this  report,  showing  the  sources  from 
which  were  provided  the  funds  for  payment  of  the  foregoing  total  of  capital  expendi- 
tures made  since  April  1,  1901;  also  for  the  payments  made  since  same  date  of  capital 
liabilities  (bonds,  mortgages,  and  purchase  obligations),  together  with  the  disposition 
made  in  the  accounts  of  the  organization  of  the  charges  and  payments  named. 

Some  of  the  principal  additions  to  the  properties  of  the  subsidiary  companies  on 
account  of  which  expenditures  were  made  during  the  year  1911  are  as  follows: 

MANUFACTURING   PROPERTIES. 

Total  expended  during  the  year  by  all  manufacturing  companies  (including  outlays 
account  of  all  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  's  properties,  but  excluding 
additions  at  Gary,  Ind.),  ^15,147,588.93. 

Carnegie  Steel  Co. — Work  completed  during  the  year:  Homestead  Steel  Works— 
4  additional  55-ton  open-hearth  furnaces  at  plant  No.  4;  plant  for  protective  coating 
of  steel  railroad  ties;  extending  cinder  breaking  yard  facilities.  Carrie  furnaces- 
Enlargement  of  electric-power  plant  to  supply  power  to  cement  plant  No.  5.  Duquesne 
Works— Bins  and  trestle  for  loading  ore  and  limestone  into  charging  boxes  at  open- 
hearth  plant.  Edgar  Thomson  Works — Installation  of  splice-bar  department.  Ohio 
Works — New  coal-crushing  plant.  Bellaire  Works — Installing  slag-granulating  plant. 
Cleveland  Warehouse — Purchase  of  warehouse  site  and  building.  Additional  land 
purchased — 3  lots  adjoining  Edgar  Thomson  Works  and  3  lots  adjoining  Duquesne 
Works;  IJ  acres  at  Ohio  Works. 

Work  in  progress:  Homestead  Steel  Works — Bins  for  storage  of  ore,  limestone,  and 
dolomite  at  open-hearth  plant  No.  4;  additional  facilities  for  general  pumping  station. 
Howard  Axle  Works — Axle  heat-treating  plant.  Carrie  Furnaces — 15  additional 
cinder  ladle  cars.  Duquesne  Works — Pipe  hne  to  convey  treated  water  to  boiler 
houses  of  blast  furnaces  Nos.  1  to  4;  10  additional  cinder  ladle  cars.  Edgar  Thomson 
Works — 13  additional  cinder  ladle  cars.  Schoen  Wlieel  Works — Additional  generator 
.  set  and  power-transmission  line  from  Davis  Island.  Ohio  Works — Additional  real 
estate  at  McDonald,  Ohio,  for  site  of  bar-finishing  mill,  including  right  of  way  and 
construction  of  railroad  from  main  works.  Cleveland  Warehouse — Additional  ware- 
house and  equipment  for  handling  and  cutting  stock, 

Illinois  Steel  Co. — Work  completed  during  the  year:  South  Works — New  light 
structural  mill;  2  low-pressure  steam  turbines  for  power  plant;  2  additional  boilers, 
open-hearth  plant  No  2.  Joliet  Works — Gas  cleaning  plant  at  Nos.  3  and  4  blast 
fiimaces  and  connecting  gas  main  from  Nos.  1  and  2  furnaces;  aqueduct  from  sanitarj- 
canal  to  plant;  new  pumping  plant  at  water  intake. 

Work  m  progress:  South  Works — Dock  retaining  wall  to  inclose  submerged  lands. 
Joliet  Works — New  electric  power  plant  and  motors,  replacing  steam  power;  new  loam 
storage  building  at  by-product  coke  plant. 

Illinois  Steel  Warehouse  Co. — The  new  warehouse  and  equipment  at  St.  Louis  was 
completed  during  the  year. 

Universal  Portland  Cement  Co. — The  new  cement  plant  (No.  6)  at  Buffington,  Ind., 
annual  capacity  4,000,000  barrels,  was  completed  and  placed  in  operation. 

Lorain  Steel  Co. — Work  completed  during  the  year:  Johnstown  Works — 4  electric 
track- welding  cars  complete  with  equipment;  additional  machinery  in  switch  works 
to  increase  capacity  of  welding  room. 

Work  in  progress:  Johnstown  Works — Extension  to  pattern  shop  building;  addi- 
tional equipment  for  switch  and  pattern  shops  and  steel  foundry. 

National  Tube  Co. — Work  completed  during  the  year:  National  Works — New  elec- 
tric power  station,  including  building,  one  3,000-kilowatt  low-pressure  steam  turbo- 
generator; three  1,000  kilowatt  motor  generator  sets  and  necessary  auxiliary  machinery 
and  equipment;  additional  hot-blast  stove,  furnace  No.  3;  oil  and  paint  storage  house. 

Work  in  progress:  Kewanee  Works^Equipment  for  the  manufacture  of  gate  valves. 

The  National  Tube  Co.  {Lorain,  Ohio). — ^Work  completed  during  the  year:  Extension 
to  building  and  additional  6-hole  pit  furnace  at  No.  1  blooming  mill;  144-foot  exten- 
sion to  boiler  shop  building;  enlargement  of  main  building  of  the  Bessemer  dry  bottom 
house. 

Shelby  SI  'cl  Tube  Co.^Work  completed  during  the  year:  Standard  Works— Increas- 
ing the  reeling  and  rolling  facilities  at  mills  Nos.  1  and  3. 

American  Steel  &  Wire  Co. — Work  completed  during  the  year:  Central  Furnaces-- 
New  blast  furnace  "D."  American  Works — New  storage  warehouse.  Salem  Work»- 
48  American  felt-roofing  nail  machines  and  building  for  same.  Cuyahoga  Works- 
Additions  to  hot  flat  mill  equipment.  Anthony  Works — Enlarging  warehouse  builii- 
ing.  Waukegan  Works — Additional  spring  mill  machinery  and  extension  of  building- 
Rockdale  Works — Enlarging  wire  mill  building;  67  additionaljwire-drawing  blocks: 
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electric  power  plant  and  motor  equipment.  AUentown  Works — Extension  to  wire 
mill  building.  Worcester,  North  Works — 30  additional  wire-drawing  blocks.  Worces- 
ter, Cable  Works — New  storage  building  for  bare  copper  and  insulated  wires.  Worces- 
ter, Rope  Works — Additional  rope  machinery.  New  Haven  Works — ^Additional  rope 
machinery.  Richmond,  Ind. — New  distributing  warehouse.  There  were  constructed 
for  installation  at  various  works  4  automatic  concrete  fabric  machines,  10  Anthony 
fence  machines,  and  13  National  fence  machines.  The  plant  and  patents  of  the 
American  Post  Co.  were  acquired.  There  were  purchased  10  acres  of  land  adjoining 
the  Rockdale  works. 

Work  in  progress:  Newburgh  Wire  Works — Extending  shafting  and  screw  stock 
warehouse  building;  two  5-ton  overhead  traveling  cranes.  Trenton  Works — Enlarging 
electric-power  plant;  two  additional  gas  producers.  River  division — 10  additional 
steel  barges  (9  delivered  in  1911).  Worcester,  North  Works — 2  drawing  frames  for 
odd-shaped  wire.  Worcester,  Cable  Works — New  building  and  equipment  for  manu- 
facture of  varnished  cambric  insulation.  New  Haven  Works — Addition  to  patenting 
building.     Pacific  Works — 2  woven-fence  machines. 

The  construction  of  the  new  rod  and  wire  mill  at  Birmingham,  Ala.,  was  continued, 
expenditures  to  the  amount  of  11,122,802.22  having  been  made  thereon  during  the  year. 

Edgar  Zinc  Co. — Work  in  progress:  Cherryvale  Works — New  automatic  roasting  kiln. 

American  Sheet  &  Tin  Plate  Co. — Work  completed  during  the  year:  Vandergrift 
Works — Brick  office  building;  extending  No.  2  warehouse  building  and  crane  runway. 
New  Castle  Works — Enlarging  No.  1  tin  house;  2  additional  tinning  machines.  She- 
nango  Works — -2  new  annealing  furnaces.  National  Works — Extension  to  white 
annealing  building;  new  10-ton  overhead  traveling  crane.  Laughlin  Works — Addi- 
tional tinning  equipment.  New  Philadelphia  Works — 192-foot  addition  to  main  anneal- 
ing building;  new  warehouse  building;  new  annealing  furnace;  2  squaring  shears. 
Crescent  Works — New  boiler  and  enlarging  boiler  house.  American  Works — New  4- 
door  annealing  furnace.  For  the  benefit  of  the  men  working  at  the  hot  mills  in  the 
various  works  air-cooling  systems  were  installed. 

Work  in  progress:  Vandergrift  Works — ^Enlarging  the  annealing  building;  6  double 
annealing  furnaces;  6  gas  producers;  2  additional  turbogenerators.  Old  Meadow 
Works — Additions  to  boiler  plant.  Crescent  Works — ^New  annealing  furnace;  2  gas 
producers.  Scottdale  Works — Equipping  6  galvanizing  pots  with  washing  and  drying 
machines. 

American  Bridge  Co. — ^Work  completed  during  the  year:  ShifHer  Works — Plant  to 
manufacture  galvanized  towers  for  power  transmission  lines. 

Work  in  progress:  Ambridge  Works — Extending  launching  ways,  handling  facilities 
and  equipping  plate  shop  for  steel  barge  construction. 

Union  Steel  Co. — ^Work  completed  during  the  year:  South  Sharon  Works — Extend- 
ing wire  mill  building;  30  additional  wire-drawing  blocks;  electric-power  line;  addi- 
tional galvanizing  equipment. 

Minnesota  Steel  Co.  (Duluth  plant). — Substantial  progress  was  made  in  the  construc- 
tion of  the  several  units  of  this  plant,  the  expenditures  for  the  year  totaling  the  sum 
of  $1,323,569.77. 

Tennessee  Coal,  Iron  &  Railroad  Co.  (manufacturing  plants). — ^Work  completed 
during  the  year:  Ensley  Works — New  hospital  building ;  equipping  rail  mill  to  roll  4-inch 
billets.  Bessemer  Rolling  Mills — Bar-twisting  department  for  concrete  reenforcement 
bars.  Central  Electric  Power  Plant — Turbogenerator  equipment,  12,000-kilowatt,  to 
provide  electric  power  for  Ensley  plant,  new  by-product  coke  plant,  coal  washer,  and 
for  the  new  wire  plant  of  the  American  Steel  &  Wire  Co.  Central  Water  Works — Reser- 
voir, pumping  plant  and  distributing  mains  for  water  supply  for  steel  works,  furnaces, 
and  coke  ovens;  distributing  main  from  reservoir  to  new  wire  plant  of  American  Steel 
&  Wire  Co.  There  were  acquired  during  the  year  3,689  acres  mineral,  520  acres 
surface,  and  917  acres  mineral  and  surface  lands.  At  Corey,  Ala.,  there  were  pur- 
chased 106  lots  as  sites  for  employees'  houses,  the  construction  of  which  is  in  progress. 

Work  in  progress:  Ensley  Works — 2  additional  hot-blast  stoves,  furnaces  Nos.  1  and 
2;  mould  drying  shed  in  open-hearth  plant;  additional  soaking  pit  crane.  By-Product 
Coke  Plant— New  plant  of  280  coke  evens,  "Koppers"  type;  24-inch  gas  main  to 
Ensley  Steel  Works. 

Ore,  coal,  and  limestone  properties — Work  completed  during  the  year:  Fossilmines — 
Railroad  track  between  Nos.  6J  and  7  slopes. 

Work  in  progress:  Fossil  mines — Opening  No.  6J  slope.  Ishkooda  mines — Opening 
No.  13J  slope.  Pratt  mines — Opening  and  equipping  No.  13  mine;  opening  No.  16 
mine.    Whitwell  mines — 20  new  dwellings. 

Birmingham  Southern  Railroad  Co. — Additional  equipment — 1  locomotive,  25  steel 
gondola  cars,  50  steel  flat  cars,  25  steel  underframe  box  cars,  and  15  steam-shovel  dump 
cars.    A  new  freight  station  was  completed  at  Ensley.    The  new  extensions  from 
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Ensley  to  Bessemer,  and  from  the  main  line  to  the  plant  of  the  American  Steel  &  Wire 
Co.,  were  completed,  as  were  also  the  yards  and  terminals  at  Ensley,  Bessemer,  and 
West  Bessemer. 

United  States  Steel  Products  Co. — Purchase  of  property  of  the  Risdon  Iron  &  Loco- 
motive Works  at  San  Francisco,  Cal.,  for  warehousing  purposes.  Work  was  in  progress 
at  close  of  year  in  dredging  the  main  water  front  and  reconstructing  the  wharves  and 
bulkhead ;  also  constructing  tracks  on  docks,  in  yards  and  buildings  and  increasing  the 
facilities  for  handling  stocks  in  warehouse  buildings. 

COAL  AND  COKE   PROPERTIES. 

Total  expended  during  the  year  by  all  coal  and  coke  companies,  exclusive  of  the 
Pittsburgh-Monongahela  coal  purchase,  $1,194,957.44. 

There  were  acquired  by  purchase  93.219  acres  of  coking  coal  in  the  Pittsburgh 
district. 

At  Ronco  Works  a  new  coke-screening  plant  was  completed. 

New  steel  tipples  and  hoists  and  pit  mouths  at  Nos.  4  and  5  works,  in  the  Pocahontas, 
W.  Va.,  field  were  completed,  on  which  there  were  expended  during  the  year  $88,790.09. 

The  expenditures  in  the  Illinois  and  Indiana  steam-coal  fields  for  acquirement  of 
additional  coal  acreage  and  for  construction  work  amounted  to  $1,037,969.62.  At 
Universal  mines  the  new  double  coal-mining  plant,  to  serve  two  mines,  begun  in  1910, 
is  neaxing  completion;  a  railroad  connection  to  serve  the  new  mines  has  been  built. 
At  Vermilion  mines  the  ventilating  systems  have  been  improved,  additional  escape 
ways  provided,  and  the  haulage  system  extended.  Mine  equipment  purchased 
included  36  electric  coal-mining  machines,  65  steel  and  50  wooden  mine  cars. 

IRON-ORE   PROPERTIES. 

Total  expended  dining  the  year  by  all  iron-ore-mining  companies,  $1,220,437.26. 

The  foregoing  aggregate  expenditure  by  the  iron-ore-mining  companies  covers,  in 
addition  to  the  construction  mentioned  below,  outlays  made  in  exploring  and  opening 
up  mines  on  new  ore  properties. 

Norrie-Aurora  mine:  New  electric  power  and  lighting  plant;  cage  hoist,  shaft  F, 
Aurora. 

Davis  mine:  Air  line  to  Geneva  and  Puritan  mines. 

Iroquois  mine:  Underground  pumping  plant. 

Virginia  district:  Nine  dwellings. 

Sauntry-Alpena  mine:  Pumping  plant;  electric  light  and  power  plant,  shaft  No.  2. 

Leonidasmine:  Nineteen  dwellings  boarding  house;  change  house;  office;  and  ware- 
house; hoisting  plant;  steel  ore  and  rock  trestles,  accotint  water-supply  system  for 
domestic  use  and  fire  protection. 

Mississippi  mine:  Six  dwellings;  electric  tramming  plant. 

Harold  mine:  Fourteen  dwellings;  electric  tramming  plant. 

South  Uno  mine:  Tracks  for  open  pit. 

Dale  mine:  Tracks  for  open  pit. 

Canisteo  mine:  Thirteen  dwellings;  additional  machinery  for  district  repair  shop. 

Hill  mine:  Twenty-nine  dwelings,  two  boarding  houses;  emergency  hospital  build- 
ing; three  mine  pumps. 

Holman  mine:  Underground  pumping  plant. 

TRANSPORTATION   PROPBETIBS. 

Total  expended  during  the  year  by  all  transportation  companies,  $4,472,583.86. 

The  expenditures  as  above  include  the  cost  of  the  following  additional  equipment 
acquired  oy  the  several  railway  companies,  viz,  40  locomotives,  10  steel  ore  cars, 
balance  cost  of  1,000  steel  gondola  cars  (40CKrfs  delivered  in  1911),  balance  cost  of  500 
steel  side-dump  car.s  (375  cars  delivered  in  ^Hl.)  3  tank  cars,  2  flat  cars,  43  caboose  cars, 
11  boarding  cars,  2  slab  cars,  1  cinder  car,  2  snowplows.  For  the  above  equipment 
there  were  expended  $1,494,473.02. 

Expenditures  during  the  year  amounting  to  $592,554.25  were  made  by  the  Pittsburgh 
Steamship  Co.,  covering  the  cost  of  two  additional  12,000-ton  steamships  placed  in 
service  in  1911  as  additional  units  to  the  fleet.  In  addition  to  the  two  foregoing 
steamers,  one  12,000-ton  steamship  was  purchased  and  put  into  commission  in  1911,  the 
cost  being  charged  replacement  account,  as  such  steamer  was  acquired  in  lieu  oi 
steamers  retired  from  service. 
_  For  use  in  the  export  trade  there  was  purchased  and  put  into  commission  an  addi- 
tional ocean-going  freight  steamship. 
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Various  payments  were  made  by  the  following  companies  for  important  construction 
work,  to  wit: 

By  Union  Railroad  Co.— At  Duquesne,  for  right  of  way  and  additional  land  for 
stOTage  tracks,  and  at  Green  Springs,  for  enlarging  yard,  $52,211.73. 

By  Donora  Southern  Railroad  Co.— General  reconstruction  of  yard  tracks  and  better- 
ments at  Donora,  $47,703.44. 

By  Elgin,  Joliet  &  Eastern  Railway  Co.— C(»ipleting  new  roundhouses  at  Wauke- 
gan  and  East  Joliet,  $46,578.68;  account  joint  yard  with  Pennsylvania  lines  at  Harts- 
dale  and  new  storage  yard  at  Rossville  Junction,  $59,351.44;  account  subway  under 
tracks  and  street  improvements  at  Joliet,  $59,756.29;  completing  viaduct  over  tracks 
at  East  Joliet,  account  bascule  bridge  at  Shearson  and  for  bridges,  culverts  and 
drainage  at  various  points,  $61,779.70. 

By  Chicago,  Lake  Shore  &  Eastern  Railway  Co.  (exclusive  of  terminal  work  at 
Gary).— Tracks  for  new  structural  mill  at  South  Chicago  and  for  the  new  cement 
plant.  No.  6,  at  Buffington,  Ind.,  $75,720.27;  account  new  tracks  at  limestone  quarv, 
Pairmount,  $19,181.07.  ^      ■" 

By  Duluth  &  Iron  Range  Railroad  Co. — Reconstructing  with  steel  superstructure 
the  old  ore  dock  No.  1  at  Two  Harbors,  and  raising  track  approaches  thereto,  making 
this  a  thoroughly  equipped  modern  ore  dock  of  210pockets,  $597,795.89;  sundry  mine 
and  yard  tracks,  spurs,  and  sidings,  $102,437.12. 

By  Duluth,  Missabe  &  Northern  Railway  Co.— New  steel  car  repair  and  auxiliary 
shoi)s  at  Proctor,  $55,192.90;  passenger  and  freight  station  at  Hibbing  and  water  and 
coaling  stations  at  Hull-Rust  yard,  $51,211.61.  The  Hull-Rust  Short  Line,  partly  con- 
structed in  1910,  was  completed,  $195,370.16  having  been  expended  in  1911.  Other 
expenditures  were  for  new  track  system  at  Hibbing,  including  281  miles  main  track, 
less  credit  for  track  abandoned,  $70,763.08;  second  track  on  Alborn  Branch,  fromHuU- 
Rust  Junction  to  Coleraine,  23.62  miles,  $133,102.79. 

By  Interstate  Transfer  Railway  Co.  and  Spirit  Lake  Transfer  Railway  Co. — For 
additional  right  of  way  and  terminal  grounds,  for  completion  of  bridge  over  the  St. 
Louis  River  and  approaches,  and  for  track  connection  and  tracks  within  the  Minnesota 
Steel  Plant,  $113,948.66. 

By  Pittsburgh  &  ConneautDockCo. — Expenditures  of  $62,018.44  were  made  to  com- 
plete the  new  electric  ore-unloading  machine  for  dock  No.  4  at  Conneaut  Harbor  and 
to  construct  a  machine  shop  and  storeroom  at  Ashtabula  Harbor. 

MISCELLANEOUS  PROPERTIES. 

Total  expended  during  the  year,  $132,758.01. 

For  the  construction  of  natural-gas  pipe  lines  in  West  Virginia,  17J  miles  of  new 
10-inch  pipe,  $110,588.46;  for  electric-light  wiring  the  village  of  Proctor  and  extension 
of  water  mains,  $16,214.39. 

Volume  of  Business. 

The  volimie  of  business  done  by  all  companies  during  the  year,  as  represented  by 
their  combined  gross  sales  and  earnings,  equaled  the  sum  of  $615,148,839.79,  as  com- 
pared with  a  total  of  $703,961,424.41  in  the  preceding  year. 

This  amount  represents  the  aggregate  gross  value  of  the  commercial  transactions 
conducted  by  the  several  subsidiary  companies  and  includes  sales  made  between  the 
subsidiary  companies  and  the  gross  receipts  of  the  transportation  companies  for  serv- 
ices rendered  both  to  subsidiary  companies  and  to  the  public. 

The  earnings  for  the  year  resulting  from  the  above  gross  business  represent  the  com- 
bined profits  accruing  to  the  several  corporate  interests  on  the  respective  sales  and 
services  rendered,  each  of  which  is  in  itself  a  complete  commercial  transaction. 

Employees  and  Pay  Rolls. 

The  average  number  of  employees  in  the  service  of  all  companies  during  the  fiscal 
year  of  1911,  in  comparison  with  the  fiscal  year  of  1910,  was  as  follows: 


1911 


1910 


Employees  of— 

Manufacturing  properties. . . 
C!oal  and  coke  properties. . . 

Iron-ore  properties 

Transportation  properties. . 
Miscellaneous  properties — 

Total 

Total  annual  salaries  and  wages 


Number. 
140, 118 
21,723 
14,445 
17,963 
2,639 


196,888 
$161,419,031 


Number. 
154,563 
23,528 
16,956 
20,758 
2,630 


218,435 
$174,955,139 
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Employees'  Stock  Subscriptions. 

In  continuance  of  the  plan  observed  in  previous  years,  beginning  with  1903,  the 
employees  of  the  United  States  Steel  Corporation  and  the  subsidiary  companies  were, 
in  January,  1912,  offered  the  privilege  of  subscribing  for  preferred  or  common  stock. 

The  subscription  price  was  fixed  at  $110  per  share  for  the  preferred  and  $65  per 
share  for  the  common  stock.  The  allowances  for  special  compensation  or  bonus  to  be 
paid  subscribers  who  retain  their  stock  were  fixed  at  $5  per  share  per  year  for  the 
preferred  and  $3 .50  per  share  annually  for  the  common  stock .  The  conditions  attached 
to  the  offer  and  subscription,  aside  from  the  features  of  subscription  price  and  the 
amount  of  special  compensation  or  bonus  to  be  paid,  were  substantially  the  same  as 
those  under  which  stock  has  been  offered  to  employees  in  each  of  the  previous  nine 
years. 

Subscriptions  were  received  from  36,946  employees  for  an  aggregate  of  30,619  sliares 
of  preferred  and  30,735  shares  of  common  stock. 

SUMM.^RY    OP    EXPENDITURES    FOR    ADDITIONAL    PROPERTY    AND    CONSTRUCTION    AND 
FOR    PAYMENT    OE    CAPITAL    OBLIGATIONS. 

From  April  1,  1901,  to  December  SI,  1911. 

The  following  is  a  summary  of  the  payments  which  have  been  made  by  all  companies 
since  April  1,  1901  (the  date  of  organization  of  United  States  Steel  Corporation),  for 
the  above-named  purposes,  viz: 

For  additional  property  and  construction,  including  unabsorbed  net 
expenditures  for  stripping  and  development  work,  etc.,  at  mines.  $410, 465,  265. 71 

For  bonds  and  mortgages  discharged,  exclusive  of 
bonds  redeemed  with  sinking-fund  moneys $21,  593,  657.  78 

For  bonds  redeemed  with  bond-sinking  funds 62,  274,  284. 15 

For  piirchase-money  obligations  paid  off,  originally 
issued  for  acquirement  of  property 38, 078,  998.  88 

121,  946,  940.  81 
Less  amount  of  securities  included  in  this  total  of 
payments  which  were  originally  issued  after  April 
1,  1901,  in  financing  property  and  construction 
expetiditures  made  subsequent  to  that  date 6,  610,  582. 02 


115,  336,  358. 79 

Total  payments  on  capital  accounts 525,  801,  624. 50 

Of  the  foregoing  total  expenditures  and  payments  there  have  been 
financed  by  the  issue  and  sale  of  securities  the  following  amounts, 
viz: 

By  United  States  Steel  Corporation  10-60  year  5  per 
cent  bonds $20, 000, 000. 00 

By  Union  Steel  Co.  mortgage  and  collateral  trust 
bonds  issued  and  sold  for  account  of  construction 
expenditures  on  that  company's  properties  made 
since  Dec.  1,  1902 9,168,727.79 

By  H.  C.  Frick  Coke  Co.,  Pittsburgh-Monongahela 
purchase-money  bonds  issued  in  payment  of  cost 
of  coal  and  coke  properties  acquired  in  1911 17,  712, 000. 00 

By  bonds  and  mortgages  of  various  other  subsidiary 
companies 47,  253, 138. 41 

By  purchase-money  obligations  issued 5, 403,  528. 20 


99,537,394.40 
Less  amount  of  the  foregoing  securities  which  have 
been  retired  up  to  Dec.  31,  1911 6,  610,  582. 02 


92, 926, 812. 38 
Balance  of  expenditures  and  payments 432,  874, 812. 12 


This  balance  of  capital  expenditures  has  been  paid  with  funds 
derived  from  the  following  sources,  to  wit: 
Bonds  paid  from  bond -sinking  funds  set  aside  from  income 62,  274, 284. 15 
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Expenditures  paid  from  bond-sinking,  depreciation,  and  replacement 
funds,  and  from  surplus  net  income,  and  formally  written  off  there- 
to by  authority  of  the  board  of  directors,  the  property-investment 
account  being  correspondingly  reduced,  viz: 
Expended  for — • 

Paid  from  sinking, 

depreciation,  and  Paid  Irom  surplus 

replacement  funds.  net  income. 

Additional  property  and 

construction $27,628,712.58  $147,847,237.12 

Payment  of  capital  obli- 
gations        14,076,204.79  15,847,186.43 

41,  704, 917.  37  163,  694, 423.  55  $205,  399,  340.  92- 

Total  of  payments  made  from  funds  and  surplus  net  income 
and  charged  off  thereto 267,  673,  625. 07' 

And  the  funds  for  the  payment  of  the  balance  of  the  outlays  made 
for  capital   expenditures   since  Apr.  1,   1901,  have  been  ad- 
vanced from  the  following  sources,  to  wit: 
From  surplus  appropriated  (since  Jan.  1,  1908)  to  cover  payment 

of  capital  expenditures  made 40, 000  000.  00' 

From  unapplied  balances  at  Dec.  31,  1911,  to  credit  of  accrued 
bond,  sinking,  depreciation,  and  replacement  funds,  and  from 
Tindivided  surplus  at  same  date  of  United  States  Steel  Corpora- 
tion and  subsidiary  companies 125, 201, 187.  05 

Total 432,874,812.12 

BALANCE    SHEET,    STATEMENTS   OF  ACCOUNTS   AND   STATISTICS. 

The  statements  of  accounts,  statistics,  etc.,  presented  in  this  report  comprehend, 
unless  otherwise  specifically  stated,  the  combined  results  for  the  United  States  Steel 
Corporation  and  all  of  the  subsidiary  companies,  including  the  Tennessee  Coal, 
Iron  &  Railroad  Co. 

The  consolidated  general  balance  sheet,  page  5255,  exhibits  the  combined  assets  and 
liabilities  of  the  United  States  Steel  Corporation  and  of  the  several  subsidiary  com- 
panies, based  on  the  valuations  at  which  the  stocks  of  the  subsidiary  companies  and 
the  Carnegie  Co.  bonds  were  acquired  by  the  Steel  Corporation,  but  liabilities  from 
one  company  to  another  are  omitted  from  both  liabilities  and  assets. 

The  accounts  of  the  Steel  Corporation  and  of  the  subsidiary  companies  for  the  year 
1911  have  been  audited  by  Price,  Waterhouse  &  Co.,  the  chartered  accountants 
selected  for  this  purpose  by  the  stockholders  at  the  annual  meeting,  April  17,  1911. 
The  certificate  of  the  chartered  accountants  is  printed  in  full  on  page  524i. 

General. 

The  production  by  the  subsidiary  companies  during  the  year  1911  of  basic  semi- 
finished materials,  and  of  rolled  and  other  finished  products  for  sale  to  customers 
outside  of  the  organization,  in  comparison  with  similar  results  in  the  preceding  year, 
was  as  follows: 


Pig  iron,  spiegel,  and  lerro tons. 

Bessemer  and  open-hearth  steel  ingots do 

Finished  products  for  sale,  except  cement do 

Cement barrels. 


10,744,897 
12,753,370 
9,476,248 
7,737,500 


iQin  Increase  (+)  or  de- 

^''^"       !  crease  (-). 


11,831.398 
14, 179, 369 
10,733,995 
7,001,500 


-1,086,501 
-1,425,999 
-1,257,747 
+    736,000 


Per  cent. 
-  9.2 
-10.1 
-11.7 
-1-10.5 


The  output  of  finished  products  for  sale  was  only  about  67  per  cent  of  the  full  normal 
productive  capacity  of  the  plants.  The  decrease  in  output  was  most  marked  in  those 
classes  of  materials  used  largely  by  railways,  viz,  rails,  track  fittings,  and  steel  car- 
building  material.  The  decrease  in  business  done  as  represented  by  total  tonnage 
output  of  finished  steel  products  was  11.7  per  cent  in  comparison  with  1910.  In  the 
domestic  trade  the  decrease  was,  however,  considerably  greater,  namely,  18.6  per 
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cent,  while  in  the  export  business  there  was  an  increase  of  41.4  per  cent.  The  follow- 
ing is  a  statement  of  shipments  made  in  1911  to  customers  outside  of  the  organization 
in  comparison  with  1910  shipments: 


1911 

1910 

Increase  {+)  or  de- 
crease (— ). 

Domestic. 

Rolled  steel  and  other  finished  products tons . . 

Pig  iron,  spiegel,  ferro,  and  scrap do  — 

Iron  ore,  coal,  and  coke do  — 

Sundry  materials  and  by-products do 

7,740,897 

399,935 

1,587,322 

63,206 

9,511,694 

388,872 

1,360,090 

77,223 

1,770,797 

11,063 

227,232 

14,017 

Percent. 

-  18.6 
-1-    2.8 

-  16.7 

-  1.8 

Total,  all  kinds  of  materials,  except  cement,  do 

Cement barrels . . 

9,791,360 
7,580,758 

11,337,879 
6,679,415 

1,546,519 
901,343 

-  13.6 
+  13.5 

Eiport. 

Rolled  steel  and  other  finished  products tons . . 

Pig  iron  and  scrap do 

Sundry  materials  and  by-products do 

1,719,272 

26,728 

492 

1,216,057 

6,974 

465 

603,215 

19,754 

27 

-1-41.4 
-H283.3 
-1-    5.8 

Total.allkindsof  material3,exceptcement.  .do 

Cement                                                     . .           barrels 

1,746,492 
110,364 

9,460,169 

1,223,496 

522,996 
110,364 

1,267,582 

-1-  42.7 

Aggregate  tonnage  of  rolled  steel  and  other  finished 
products   shipped    to   both    domestic   and   export 
trade tons.. 

10,727,751 

-11.8 

The  material  slackening  in  the  domestic  demand  for  the  products  of  the  subsidiary 
■companies  which  became  apparent  in  the  fall  of  1910  continued  in  a  marked  degree 
imtil  the  early  part  of  1911,  and  to  a  greater  or  less  extent  until  the  closing  weeks  of 
that  year.  In  November,  1911,  a  substantial  buying  movement  developed,  the  sub- 
sidiary companies'  unfilled  orders  on  hand  rising  to  a  total  of  5,084,761  tons  at  Decem- 
ber 31,  1911.  This  improvement  in  business  has  maintained  fairly  well  since  the 
first  of  the  year  and  to  the  date  of  writing  this  report.  At  February  29,  1912,  the 
unfilled-order  tonnage  equaled  5,454,200  tons.  In  May,  1911,  a  sharp  break  occurred 
in  selling  prices  of  nearly  all  steel  products,  and  prices  continued  to  gradually  decline, 
reaching  in  the  latter  part  of  the  year  the  lowest  figures,  in  respect  of  most  of  the  com- 
modities, which  have  been  realized  since  1898. 

The  expenditures  made  during  the  year  for  repairs,  maintenance,  and  general  up- 
keep of  the  properties,  in  comparison  with  similar  outlays  in  1910,  were  as  follows: 


1911 

1910 

Decrease. 

Per  cent. 

$37,882,8.51 
7,077,414 

$40,818,899 
8,489,286 

$2,936,048 
1,411,872 

7.2 

Extraordinary  replacements  and  general  rehabilitation. . . 

16.6 

Total 

44,960,205 

49,308,185 

4,347,920 

8.8 

The  properties  of  the  several  companies  have  been  maintained  in  excellent  physi- 
cal condition.  The  aggregate  sum  of  charges  to  and  allowances  from  gross  earnings  for 
the  year  to  cover  deterioration  arising  from  wear  and  tear  of  improvements,  exhaus- 
tion of  minerals,  and  for  obsolescence  amounted  to  $64,134,706.  Included  in  this 
total  are  the  above  expenditures  of  $44,960,265  for  ordinary  repairs  and  extraordinary 
replacements. 

The  amount  of  bonds,  mortgages,  and  purchase-money  obligations  of  the  corpora- 
tion and  subsidiary  companies  paid  off  during  the  year  was  $11,021,359.46.  Of  this 
total,  $7,751,000  represents  bonds  retired  under  the  sinking-fund  provisions  of  the 
mortgages  securing  the  same.  During  the  year  bonds  of  subsidiary  companies  to  the 
amount  of  $14,854,000  were  issued  and  sold  for  account  of  outlays  for  construction 
expenditures  and  in  the  refunding  of  maturing  bonds.  There  were  also  issued 
$17,712,000  of  subsidiary  company  bonds  in  payment  for  the  Pittsburgh-Monongahela 
coal  property  purchased,  and  there  were  assumed  $600,000  of  outstanding  bonds  on 
warehouse  property  purchased  in  San  Francisco. 

There  was  expended  during  the  year  by  the  corporation  and  the  subsidiary  coni- 
panies  for  additional  property,  extensions  and  construction,  and  for  stripping  and 
development  work  at  mines  the  net  sum  of  $49,430,861.12,  viz: 


UNITED   STATES   STEEL   CORPOEATION.  5251 

For  purchase  of  additional  coking-coal  properties  in  the  Oonnellsville 

(Pa.)  region,  more  fully  described  below $17,  707,  280.  79 

For  the  Gary  (Ind.)  extensions 7,939,  813.  46 

For  Tennessee  Coal,  Iron  &  R.  R.  Co.  extensions 5,' 069,'  983.  85 

For  all  other  properties,  extensions,  and  betterments,  including  net 
additional  expenditures  for  mine  stripping  and  development 18,  713,  783.  02 

49, 430, 861. 12 
The  more  important  items  of  additions  and  construction  for  which  the  foregoing 
outlays  were  made  are  set  forth  in  the  several  statements  and  tables  printed  in  this 
report. 

At  the  close  of  the  year  the  amount  of  unexpended  appropria,tions  for  construction 
and  extraordinarjr  replacements,  iucludiog  the  1912  program  for  stripping  and  devel- 
opment work  at  iron-ore  mines,  was  approximately  $20,000,000,  but  it  is  probable 
that  not  all  of  this  amount  will  be  expended  during  1912.  These  authorizations  cover 
a  wide  range  of  miscellaneous  additions  and  improvements  at  various  points,  but 
none  of  them,  aside  from  that  for  the  new  steel  plant  at  Duluth,  is  of  magnitude.  The 
before-mentioned  total  includes  about  15,500,000  for  additional  work  at  Gary  in  finish- 
ing the  improvements  heretofore  determined  upon. 

In  order  to  insure  to  the  subsidiary  companies  operating  blast  furnaces  in  the  Pitts- 
burgh, Valley,  and  Cleveland  districts  a  supply  of  coke  for  a  period  of  years  more 
nearly  equal  to  that  which  the  large  investment  in  furnaces  and  dependent  mills 
requires,  there  were  acquired  from  the  Pittsburgh  Coal  Co.  and  the  Mononga- 
hela  River  Consolidated  Coal  &  Coke  Co.  on  July  1,  1911,  by  the  H.  C.  Frick  Coke 
Co.,  a  subsidiary  of  the  corporation,  the  following  coking-coal  properties,  viz:  15,943 
acres  of  unmined  coal  and  1,408  acres  of  surface  situated  in  Fayette,  Greene,  and 
Washington  Counties,  Pa.  On  this  property  there  are  3  developed  and  operating 
coal  mmes,  3  coking-coal  plants  comprising  986  beehive  ovens,  necessary  tene- 
ments, equipments,  tools,  etc.,  for  complete  operation  of  the  mines  and  ovens.  A 
large  part  of  the  coal  acreage  acquired  is  located  in  the  third,  fourth,  and  fifth  pools 
of  the  Monongahela  River,  thus  permitting  the  output  to  be  conveniently  shipped 
by  river.  A  portion  of  the  acquu-ed  property  also  lies  immediately  in  front  of  the 
extensive  Mingo  tract  of  coal  (owned  by  Carnegie  Steel  Co.)  in  Washington  County, 
thus  providing  a  practical  means  for  a  large  part  of  the  Mingo  property  to  be  worked 
to  the  river.  The  entire  acreage  as  above  mentioned  has  been  conveyed,  but  the 
titles  to  some  small  parcels  have  not  yet  been  perfected  and  full  and  contplete  mining 
rights  secured  for  other  parcels.  Therefore  the  gross  consideration  payable  the  ven- 
dors has  not  yet  been  exactly  determined.  It  will,  however,  be  about  $17,712,000. 
The  property  has  been  paid  for  by  the  issue  to  the  vendors  of  H.  C.  Frick  Coke  Co., 
Pittsburgh-Monongahela  first  lien  5  per  cent  purchase-money  gold  bonds,  dated 
July  1,  1911,  payable  $600,000  annually  each  July  beginning  in  1915,  and  secured 
on  the  property  acquired.  The  issue  is  limited  to  $18,000,000.  To  the  close  of  the 
year  $16,500,000  in  bonds  had  been  delivered  and  the  balance  retained  pending 
examination  and  acceptance  of  all  titles. 

At  the  close  of  the  year  nearly  all  of  the  manufacturing  plant  construction  hereto- 
fore authorized  for  the  Gary  (Ind.)  district  had  been  completed.  At  the  steel  plant  of 
the  Indiana  Steel  Co.  the  sheet-bar  mill  was  completed  and  put  in  operation  on  June 
29,  1911;  the  two  12-inch  and  the  10-inch  merchant  bar  mills  about  September  1, 
1911;  the  60-inch  plate  mill  on  November  4,  1911.  The  first  battery  of  the  by-prod- 
uct coke  plant,  consisting  of  70  ovens,  went  into  operation  on  April  12,  1911,  and  4 
additional  batteries  at  various  later  dates  in  1911.  The  full  capacity  of  this  plant, 
comprising  8  batteries  of  70  ovens  each,  will  be  completed  by  April  1,  1912.  The 
third  unit  of  open-hearth  furnaces,  consisting  of  14  furnaces  of  65  tons  capacity 
each,  was  placed  in  operation  in  February,  1912.  An  addition  to  the  electric-power 
station,  consisting  of  6  generators  of  3,000  kilowatts  each,  driven  by  gas  engines, 
was  completed  during  the  year. 

The  several  units  of  the  sheet  plant  of  the  American  Sheet  &  Tin  Plate  Co.,  and  of 
the  bridge  and  structural  plant  of  the  American  Bridge  Co.,  both  at  Gary,  were  com- 
pleted and  commenced  operations  at  various  dates  during  the  year. 

The  output  of  the  Gary  steel  plant  of  the  Indiana  Steel  Co.  during  1911  was  as 
follows:  707,273  tons  of  pig  iron,  1,036,545  tons  of  open-hearth  steel  ingots,  281,980  tons 
of  open-hearth  steel  rails,  and  469,360  tons  of  various  other  rolled-steel  products. 
The  by-product  coke  plant  produced  811,804  tons  of  coke.  The  production  of  the 
sheet  plant  was  24,556  tons  of  black  and  galvanized  sheets,  and  at  the  bridge  plant 
there  were  produced  27,371  tons  of  fabricated  steelwork. 

During  the  year  the  Gary  Land  Co.  constructed  in  the  city  of  Gary  261  dwellings 
and  apartment  houses.     Considerable  work  was  also  done  in  paving  streets,  laying 
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sidewalks,  sewers,  gas  and  water  pipe,  and  electric  wire  lines  to  serve  the  increasing 
population  of  the  city. 

The  total  amount  expended  to  December  31,  1911,  at  Gary  by  the  several  subsidiary 
companies  for  acquirement  of  real  estate,  development,  and  construction  was  as 
follows: 

For  real  estate  (exclusive  of  that  occupied  by  the  manufacturing 

giants)  and  for  development  and  construction  work  in  the  city  of 
ary,  less  credits  for  lands,  lots,  and  houses  sold $9,  966, 520. 16 

For  construction  of  the  manufacturing  plants,  together  with  cost  of 

land  occupied  by  same 62,  719, 664. 75 

For  terminal  railroad  work 5, 572, 323. 70 

Total '- 78,  258, 508.  61 

The  funds  for  the  payment  of  the  foregoing  have  been  provided  from  the  following 
sources,  viz: 

From  surplus  specially  appropriated $65, 000, 000. 00 

From  depreciation  allowances  raised  by  subsidiary  companies  on  other 
of  their  properties  and  invested  in  the  Gary  property 1, 510, 000. 00 

By  Chicago,  Lake  Shore  &  Eastern  Ry.  Co.  through  issue  and  sale  of  its 
bonds 5,  258, 405.  32 

And  the  balance  has  been  provided  by  subsidiary  companies  inter- 
ested from  their  surplus  and  working  capital 6, 490, 103. 29 

78, 258, 508.  61 

In  addition  to  the  outlays  made  as  above  for  capital  expenditures  at  Garj;,  the  com- 
panies have  also  invested  a  considerable  amount  in  inventories  and  working  capital 
required  for  the  operation  of  the  plants. 

There  was  purchased  in  May,  1911,  for  warehouse  purposes  the  property  of  the 
Risdon  Iron  &  Locomotive  Works,  in  San  Francisco,  Cal.  The  plant  had  previously 
been  operated  in  the  ship  and  engine  building  and  repairing  business,  and  had  for  a 
long  time  been  offered  for  sale.  The  property  consists  of  about  20  acres  of  land,  with 
considerable  water  front,  is  well  located,  and  has  on  it  several  buildings  especially 
adapted  for  the  storage  and  warehousing  of  steel  products.  It  is  believed  that  by 
carrying  on  the  Pacific  coast  large  and  varied  stocks  of  the  products  of  the  subsidiary 
companies  their  distribution  will  be  materially  expanded. 

Substantial  progress  was  made  during  the  year  on  the  construction  of  the  new  steel 
plant  at  Duluth,  Minn.  The  expenditures  for  the  plant  and  the  terminal  railroads 
serving  the  same  amounted  for  the  year  to  $1,437,518. 

An  additional  outlay  of  $1,037,969  was  made  in  payment  for  coal  property  in  Illinois 
and  Indiana,  the  purchase  of  which  had  been  contracted  for  in  previous  year,  and  for 
the  development  of  the  properties. 

There  were  purchased  by  the  subsidiary  transportation  companies  during  the  year 
additional  railroad  equipment  as  follows:  41  locomotives,  893  freight  cars,  and  71  road 
and  service  cars.  There  were  also  purchased  and  placed  in  commission  three  12,000- 
ton  steamships  for  service  in  the  ore-carrying  trade  on  the  Great  Lakes;  and  there  was 
acquired  one  aditional  ocean-going  freight  steamer  for  service  in  the  export  trade. 

All  of  the  other  important  construction  work  for  new  extensions  and  additions  to 
which  reference  was  made  in  last  year's  report  has  either  been  completed  and  placed 
in  operation  or  was  nearing  completion  at  the  close  of  the  year. 

The  average  number  of  employees  in  the  service  of  the  corporation  and  the  subsidi- 
ary companies  during  the  entire  year  1911  was  196,888,  as  compared  with  218,435  in 
1910,  a  decrease  of  21,547,  or  9.86  per  cent.  The  aggregate  amount  of  the  pay  rolls  for 
the  year  1911  for  all  employees  was  $161,419,031,  as  against  $174,955,139  in  the  pre- 
vious year.  The  average  daily  salary  and  wage  earnings  per  employe  for  titie  year 
1911  shows  an  increase  of  4.23  per  cent  over  1910.  This  increase  is  due  principally  to 
the  advances  made  on  May  1,  1910,  in  the  wage  rates  paid  to  a  large  proportion  of  the 
employees  of  the  subsidiary  companies. 

There  was  set  aside  from  the  accumulated  undivided  surplus  the  sum  of  $663,018.37 
for  permanent  pension  fund,  reference  to  which  was  made  in  last  year's  annual  report. 
Of  the  foregoing  amount  $163,018.37  was  paid  over  in  cash  to  the  board  of  trustees  of 
the  United  States  Steel  and  Carnegie  pension  fund  for  usei  by  the  board  as  cash  work- 
ing fund.  A  like  amount  for  similar  purposes  was  also  contributed  by  the  Carnegie 
relief  fund.  The  balance  of  the  appropriation  first  mentioned,  together  with  the 
$1,000,000  set  aside  in  previous  years  for  pension  purposes,  is  carried  to  credit  of  pen- 
sion fund  in  general  balance  sheet.     During  the  year  the  corporation  also  paid  over 
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to  the  board  of  trustees  $156,301.70  which  was  charged  to  current  operations.  This 
amount,  together  with  the  $200,000  of  income  received  by  the  trustees  from  Carnegie 
relief  fund  (being  the  income  on  the  $4,000,000  fund  created  by  Mr.  Carnegie),  and 
making  a  total  of  $356,301.70,  was  disbursed  by  the  trustees  during  the  year  for  pen- 
sion and  relief  purposes.  At  the  close  of  the  year  there  were  1,606  ex-employees  on 
the  pension  rolls. 

A  change  has  been  made  in  the  manner  of  stating  in  the  consolidated  general  balance 
sheet  the  amount  of  profits  earned  by  subsidiary  companies  on  intercompany  products 
on  hand  in  inventories  on  December  31, 1911.  These  profits,  instead  of  being  carried 
separately  in  the  balance  sheet  as  subsidiary  companies'  surplus  locked  up  in  invento- 
ries, have  been  stated  in  a  deduction  from  the  amount  of  valuation  at  which  inventories 
are  included  in  current  assets.  A  further  and  detailed  explanation  of  this  change  is 
included  in  the  inventory  statement,  page  16.  While  this  change  reduces  the  amount 
specifically^  shown  in  the  balance  sheet  as  surplus,  such  reduction  does  not  mean  a 
corresponding  loss  of  value  in  assets,  but  merely  transfers  the  profits  in  question  to 
another  location  in  the  balance  sheet,  namely,  as  a  deduction  from  gross  values  to  the 
subsidiary  companies  of  inventories  on  hand.  Neither  does  the  change  affect  in  any 
way  the  currently  reported  earnings  as  heretofore  compiled  nor  as  they  will  hereafter 
be  made  up. 

In  the  annual  report  for  1906  reference  was  made  to  the  arrangement  which  had 
been  consummated  for  a  leasei  of  the  so-called  Great  Northern  Railway  ore  properties 
by  the  Great  Western  Mining  Co..  a  subsidiary  company  of  this  corporation.  In 
accordance  with  an  option  reserved  to  the  lessee  to  cancel  the  lease  on  January  1, 
1915,  the  Great  Western  Mining  Co.,  on  October  26,  1911,  formally  notified  the  lessors 
that  the  company  elected  to  cancel  the  lease.  To  December  31,  1911,  there  had  been 
mined  and  shipped  under  this  lease  7,832,137  gross  tons  of  ore;  and  royalties  had  been 
prepaid  on  account  of  minimum  tonnages  for  years  prior  to  1911,  covering  an  addi- 
tional 2,892,183  tons.  It  is  expected  this  prepaid  tonnage,  as  well  as  the  minimums 
called  for  by  the  lease  for  years  1912,  1913,  and  1914,  namely,  15,750,000  tons,  will  be 
mined  and  shipped  prior  to  1915,  thus  making  an  aggregate  of  26,474,320  tons  of  ore 
which  it  is  expected^  will  be  shipped  under  the  lease  prior  to  its  relinquishment  On 
January  1,  1915.  This  total  tonnage  is  equal  to  about  one  year's  ore  requirements  of 
the  blast  furnaces  of  the  subsidiary  companies  (exclusive  of  those  of  Tennessee  Coal, 
Iron  &  Railroad  Co.),  on  the  basis  of  the  furnaces  operating  normally  full  throughout 
the  year. 

On  October  26,  1911,  the  United  States  Government  filed  a  petition  in  the  Circuit 
Court  of  the  United  States  for  the  District  of  New  Jersey  against  the  corporation  and 
a  number  of  its  subsidiary  companies,  alleging  that  the  corporation  and  its  codefend- 
ants  are  in  violation  of  the  act  of  Congress  of  July  2,  1890,  and  asking  that  thejr  be 
adjudged  to  be  illegal,  and  that  they  be  dissolved.  On  October  27,  1911,  an  official 
statement  with  reference  to  this  proceeding  was  issued  on  behalf  of  the  corporation  by 
its  chairman.    This  statement  is  given  below  for  the  information  of  all  stockholders: 

"  I  think  it  would  be  improper  for  me  at  this  time  to  make  any  comments  concerning 
the  suit  which  has  been  brought  against  the  United  States  Steel  Corporation,  except 
to  say  I  regret  exceedingly  that  the  Department  of  Justice  felt  called  upon  to  institute 
proceedings.  If  any  harm  results  it  will  fall  upon  the  stockholders  and  employees, 
aggregating  a  very  large  number,  and  any  loss  to  them  must  be  deplored.  It  is  a  time 
for  everyone  to  keep  cool,  with  a  disposition  to  patiently  await  results,  knowing  that 
in  the  end  justice  will  be  done  to  all  interests, 

"  I  believe  a  disclosure  of  all  the  facts  applicable  to  the  allegations  contaiued  in  the 
Government's  bill  of  complaint  as  a  ground  for  relief  will  show  that  the  suit  ought  to 
be  decided  in  favor  of  the  corporation  on  the  merits,  and  that  the  following  facts  will 
be  established: 

"1.  That  in  the  organization  of  the  United  States  Steel  Corporation  those  in  charge 
had  no  intention  of  forming  a  monopoly  or  of  restraining  trade. 

"2.  That  the  corporation  never  has  had,  or  attempted  to  exercise,  a  monopoly  or 
to  restrain  trade. 

"3.  That  the  conduct  of  the  affairs  of  the  corporation  has  clearly  and  positively 
negatived  any  effort  or  intention  to  violate  any  provision  of  the  Sherman  law. 

4.  That  the  existence  of  the  corporation  has  been  of  benefit  and  not  of  injury  to  its 
•employees,  its  customers,  its  competitors,  and  the  general  public. 

"5.  That  no  misrepresentation  was  made  to  the  President  relative  to  the  Tennessee 
Coal  &  Iron  properties,  and  that  the  motive  of  those  connected  with  the  purchase  was 
to  prevent  a  threatened  general  financial  disaster  which  would  have  adversely  affected 
the  corporation  as  well  as  others." 

The  answer  of  the  corporation  and  codefendants  was  filed  with  the  court  on  Febru- 
ary 1,  1912,  and  a  summary  of  it  is  being  sent  to  each  stockholder  with  this  annual 
report. 
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The  board  takes  pleasure  in  acknowledging  the  loyal  and  efficient  services  of  the 
officers  and  employees  of  the  corporation  and  the  several  subsidiary  companies. 
By  order  of  the  board  of  directors: 

Elbekt  H.  Gabt,  Chairman. 

Certificatb  of  Chartered  Accottntants. 

New  York,  March  4, 1912. 
To  the  stockholders  of  the  United  States  Steel  Corporation: 

We  have  examined  the  books  of  the  United  States  Steel  Corporation  and  subsidiary 
companies  for  the  year  ending  December  31,  1911,  and  certify  that  the  balance  sheet 
at  that  date  and  the  relative  income  account  are  correctly  prepared  therefrom. 

During  the  year  only  actual  additions  and  extensions  have  been  charged  to  property 
account.  Having  regard  to  the  curtailment  of  operations  during  the  year  and  to 
amounts  set  aside  in  previous  years,  the  provision  made  for  depreciation  and  extinguish- 
ment is,  in  our  opinion,  fair  and  reasonable.  The  item  of  deferred  charges  to  operations 
represants  expenditures  reasonably  and  properly  carried  forward  to  operations  in  sub- 
sequent years. 

The  valuation  of  the  stocks  on  hand,  as  shown  by  inventories  certified  by  the  respon- 
sible officials,  have  been  carefully  and  accurately  made  at  approximate  cost.  FuU 
provision  has  been  made  for  bad  and  doubtful  accounts  receivable  and  for  all  ascertain- 
able liabilities. 

We  have  verified  the  cash  and  securities  by  actual  inspection  or  by  certificates  from 
the  depositaries,  and  are  of  opinion  that  the  marketable  bonds  and  stocks  included  in 
current  assets  are  worth  the  value  at  which  they  are  stated  in  the  balance  sheet. 

We  certify  that  in  our  opinion  the  balance  sheet  is  properly  drawn  up,  so  as  to  show 
the  true  financial  position  of  the  corporation  and  subsidiary  companies  on  December 
31,  1911,  and  that  the  relative  income  account  is  a  fair  and  correct  statement  of  the  net 
earnings  for  the  fiscal  year  ending  at  that  date. 

Price,  Waterhotjse  &  Co. 

Properly  investment  account  Dec.  SI.  1911. 

Balance  of  this  account  as  of  Dec.  31,  1910,  per  annual  report $1, 524, 780, 669. 02 

Adjustments  during  1911  in  the  foregoing  balance Or..  45S, 2S$. 78 

Expended  during  1911  for  additional  property  and  construction  . .  47, 815, 419. 75 


1, 572, 142, 855. 99 
Less  charged  oft  to  the  following  accounts,  viz: 

To  bond  sinking  funds $413, 000. 00 

To  depreciation  and  replacement  funds 5, 172, 564. 00 

5,585,564.00 


1, 566, 557, 291. 99 
Expenditures   for  stripping   and   development  at 
mines  and  investment  in  structural  erection  and 
logging  plants,  viz: 

Balance  on  Dec.  31,  1910 23, 103, 712.  21 

Expended  during  the  year  1911 .  $5, 138, 691.  60 
Less  charged  off  to  operat- 
ing expenses 3, 523, 250. 23 

1,615,441.37 

24, 719, 153. 58 

Balance  of  property  investment  account  Dec.  31,  1911,  per  con- 
solidated general  balance  sheet 1, 591, 276, 445. 57 

Appropriated  surplus  to  cover  capital  expenditures  Dec.  31,  1911. 

All  appropriations  made  from  surplus  net  income  prior  to  Januarv  1,  1908,  applied 
in  payment  of  capital  expenditures  and  aggregating  the  total  sum  of  1163,694,423,55, 
have  been  formally  written  off  to  the  credit  of  property  investment  account  in  consoli- 
dated general  balance  sheet.  The  appropriations  made  since  January  1,  1908,  from 
surplus  net  income  for  above-mentioned  purpose  and  totaling  $40,000,000  are  carried 
in  '^'appropriated  surplus"  account,  which  is  represented  on  December  31, 1911,  by  the 
following: 
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Capital  expenditures  made  by   subsidiary  companies  other  than  for 

account  of  the  Gary  (Ind.)  properties $25, 000, 000 

Capital  expenditures  made  for  the  Gary  properties 15, 000, 000 

Total  assets  carried  in  propeity  investment  account  representing 
appropriated  surplus  account 40, 000, 000 

Consolidated  general  balance  sheet,  Dec.  SI,  1911. 

ASSETS. 

Property  account  (properties  owned  and  operated 
by  the  several  companies) : 
Balance  of  this  account  as  of  Dec.  31,  1911, 

per  details  on  page  5254 $1, 591, 276, 445.  57- 

Less  balances  at  Dec.  31,  1911,  to  credit  of — 

Accrued  bond  sinking,  depreciation,  and 

replacement  funds,  per  table  on  page 

5236 $71,734,410.03 

Bond  sinking  funds  with  accretions, 
being  income  appropriated  for  general 
depreciation  and  invested  in  re- 
deemed bonds  not  treated  as  assets 
(but  interest  on  which  is  currently 
added  to  the  sinking  funds)  and  in 

cash  as  below 59,238,052.70 

130, 972, 462.  7S 


D  ef  erred  charges  to  operations :  1, 460, 303, 982.  84 

Payments  for  advanced  mining  royalties, 
exploration  expenses,  and  miscellaneous 
charges,  chargeable  to  future  operations  of 

the  properties 16, 208, 581.  99 

Less  fund  reserved  from  surplus  to  cover  pos- 
sible failure  to  realize  advanced  mining 

royalties 7, 000, 000.  00 

9, 208, 581.  99' 

Investments:  Outside   real    estate    and    invest- 
ments in  sundry  securities,  including  real-estate 

mortgages  and  land-sales  contracts 2, 383, 885. 06. 

Sinking  and  reserve  fund  assets : 

Cash  resources  held  by  trustees  account  of 
bond  sinking  funds  (in  addition  trustees 
hold  $58,908,500  of  redeemed  bonds  which 

are  not  lieated  as  an  asset) 974, 651.  01 

Contingent  fund  and  miscellaneous  assets. . .        3, 650, 906.  83 
Insurance    and    depreciation   funds'    assets 
(securities  at  cost  and  cash),  viz — 

Seciu-ities $9, 264, 017.  29 

Cash 5, 892, 586.  20 


15, 156, 603. 49 


Less  amount  of  fore- 
going represented  by 
obligations  of  subsid- 
iary companies  is- 
sued for  capital  ex- 
penditures made. ...        6, 633, 000.  00 

Current  assets : 

Inventories 176, 067, 188.  55 

Less  surplus  representing 
profits  earned  by  subsid- 
iary companies  on  inter- 
company sales  of  prod- 
ucts on  hand  in  inven- 
tories, Dec.  31,  1911  (see 
note  opposite) 22, 583, 599.  89 


8, 523, 603. 49 
13, 149, 161.  33; 


153, 483, 588.  66 
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Ourrent  assets — Continued. 

Accounts  receivable $48,325,472.88 

Bills  receivable 6, 100, 874.  27 

Agents' balances 786,758.59 

Sundry  marketable  bonds  and  stocks 2, 047, 100. 18 

CaBh  (in  hand  and  on  deposit  with  banks, 
bankers,  and  trust  companies  subject  to 

check) 43,499,127.78 

$254,  242, 922.  SB 

1, 739, 288, 533. 58 
We  have  audited  the  above  balance 
Bheet  and  certify  that  in  our  opinion  it  is 
properly  drawn  up  so  as  to  show  the  true 
financial  position  of  the  United  States 
Steel  Corporation  and  subsidiary  compa- 
nies on  Dec,  31,  1911. 

Price,  Waterhouse  &  Co., 

Auditors. 
New  York,  March  4,  1912. 

LIABILITIES. 

•Capital  stock  of  United  States  Steel  Corporation: 

Common $508, 302, 500. 00 

Preferred 360, 281, 100.  00 

$868,  583, 600. 00 

■Capital  stocks  of  subsidiary  companies  not  held 

by  United  States  Steel  Corporation  (par  value) 596, 702. 50 

Bonded  and  debenture  debt  outstanding  (for 
detailed  statement  see  pp.  5240  and  5261): 
United   States  Steel  Corporation  50-year  5 

per  cent  bonds 270,  277, 000.  00 

United  States  Steel  Corporation  10-60-year 
5  per  cent  bonds 189, 346,  500. 00 

459,  623,  500. 00 
Subsidiary   companies'   bonds,    guaranteed 

by  United  States  Steel  Corporation 78, 903, 000. 00 

Subsidiary  companies '  bonds,  not  guaranteed 

by  United  States  Steel  Corporation 81, 943, 441.  84 

Debenture  scrip,  Illinois  Steel  Co 31, 434.  99 

620,501,376.83 

■Capital  obligations  of  subsidiar)-  companies  au- 

uiorized  or  created  for  capital  expenditures 
made  (held  in  the  treasury  subject  to  sale,  but 
not  included  in  assets  or  liabilities — See 
p.  5240) 1, 326, 000.  00 

Mortgages  and  purchase  money  obligations  of 
subsidiary  companies: 

Mortgages 552, 922.  79 

Purchase  money  obligations 600, 000.  00 

1,152,922.79 

Ourrent  liabilities: 

Current  accounts  payable  and  pay  rolls 22, 938,  620.  87 

Bills  payable. 41,  743.  59 

Special  deposits  or  loans  due  employees  and 

others 911,  580. 14 

Accrued  taxes  not  yet  due,  including  pro- 
vision for  Federal  excise  tax 6, 712,  858.  36 

Accrued  interest  and  unpresented  coupons. .  8,  372,  555.  73 

Preferred-stock  dividend  No.   43,   payable 

Feb.  28,  1912 6,304,919.25 

Common-stock    dividend    No.   33,   payable 

Mar.  30,  1912 6,  353,  781.  25 

51,  636. 059. 19 

Total  capital  and  current  liabilities 1 ,  542, 470, 661. 31 
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Sundry  reserve  funds: 

Contingent    and    miscellaneous    operating 

funds $11, 437, 335. 90 

Pension  fund 1,  500, 000.  00 

Insurance  funds 10, 189, 341.  29 

$23, 126,  677. 19 

Appropriated  surplus  to  cover  capital  expendi- 
tures (see  statement  on  p.  5254),  invested  in 
property  account — additions  and  construc- 
tion   40,  000, 000.  00 

Undivided  surplus  of  United  States  Steel  Corpo- 
ration and  subsidiary  companies: 

Capital  surplus  provided  in  organization 25, 000.  000.  00 

Balance  of  surplus  accumulated  by  all  com- 
panies from  Apr.  1,  1901,  to  Dec.  31,  1911, 
per  table  on  page  5233 108,  691, 195. 08 

Total  surplus  exclusive  of  profits  earned 
by  subsidiary  companies  on  intercom- 
pany sales  of  products  on  hand  in  in- 
ventories Dec.  81,  1911  (see  note  below) 133,  j691, 195.  08 


1, 739, 288, 533. 58 
Note. — The  surplus  of  subsidiary  companies  representing  profits  accrued  on  sales 
of  materials  and  products  to  other  subsidiary  companies  and  on  hand  in  latter 's  inven- 
tories, which  in  previous  j^ears  was  carried  in  consolidated  general  balance  sheet  as 
a  part  of  the  surplus,  has  in  this  balance  sheet  been  deducted  from  the  amount  of 
inventories  included  under  current  assets. 

United  States  Steel  Corporation  and  subsidiary  companies'  consolidated  income  account 
for  the  fiscal  year  ended  Dec.  31,  1911. 

Total  earnings  of  all  properties  after  deducting  all  expenses  incident 
to  operations  including  those  for  ordinary  repairs  and  maintenance 
(approximately  $38,000,000),  employees'  special  compensation 
under  bonus  plan,  provisional  allowance  for  Federal  excise  tax, 
payable  in  1912,  and  also  interest  on  bonds  and  fixed  charges  of 
the  subsidiary  companies,  per  general  profit  and  loss  account, 

page  5258 $104,  305,  465. 87 

Less  allowances  for  depreciation,  viz: 

Sinking  funds  on  bonds  of  subsidiary  companies.    $1,  610,  038. 99 
Depreciation    and    extraordinary   replacement 
funds 18,  229, 059. 76 

19,  839,  098. 75 

Net  earnings  in  the  year  1911 84, 466,  367. 12 

Deduct: 

Interest  on   United   States   Steel   Corporation 
bonds  outstanding,  viz — 

50-year  5  per  cent  gold  bonds 13,  613, 064. 64 

10-60-year  5  per  cent  gold  bonds 9, 493,  858. 48 

Sinking  funds  on  United  States 
Steel   Corporation   bonds,  viz 
(representing  an  allowance  for 
depreciation    in    addition   to 
the     $19,839,098.75    deducted 
above) — 
Annual  installment  on  50- 
year  5  per  cent  gold  bonds.  $3,  040, 000. 00 
Annual  installment  on  10-60- 
year  5  per  cent  gold  bonds.     1, 010, 000. 00 
Interest  on  above  bonds  in 

sinking  funds 2,  090,  926. 88 

6, 140,  926. 88 

29,  247,  850. 00 

55,  218,  517. 12 
31572— No.  59—12 6 
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Deduct — Continued. 

Add  net  balance  of  sundry  credits  and  charges,  including  ad- 
justment of  various  accounts $81, 779. 66 

Balance 55,  300, 296.78 

Dividends  for  the  year  1911  on 
United  States  Steel  Corpora- 
tion stocks,  viz — 
Preferred — 

No.  40,  li  per  cent,  paid 

May  29,  1911 $6,  304, 919. 25 

No.  41,  If  per  cent,  paid 

Aug.  30,  1911 6,  304, 919. 25 

No.  42,  IJ  per  cent,  paid 

Nov.  29,  1911 6,304,919.25 

No.  43,  If  per  cent,  pay- 
able Feb.  28,  1912. ...  6, 304,  919. 25 

$25,  219,  677. 00 

Common- 
No.  30,  liper  cent,  paid 

June  29,  1911 6,  353,  781. 25 

No.  31,  IJper  cent,  paid 

Sept.  29,  1911 6,  353,  781. 25 

No.  32,  IJ  per  cent,  paid 

Dec.  30,  1911 6,  353,  781. 25 

No.  33,  li  per  cent,  pay- 
able Mar.  30,  1912 ...     6, 353,  781. 25 


25, 415, 125. 00 
— — 50,  634, 802.  OO 


Surplus  net  income  for  the  year 4,  665, 494. 7& 

Undivided  surplus  on  December  31,  1910 105, 438,  718. 67 

Less  charges  to  and  appropriations 
from  the  foregoing  during  the  year 
1911,  viz: 
Discount  in  sale  of  subsidiary 

companies'  bonds $750, 000. 00 

Appropriation     for     permanent 

pension  fund 663, 018.  37 

1, 413, 018. 37 

104,025,700.30 

Total  undivided  surplus  Dec.  31,  1911,  exclusive  of  capital 
surplus  provided  m  organization  and  of  subsidiary  com- 
panies' intercompany  profits  in  inventories 108,  691, 195. 08 

We  certify  that  in  our  opinion  the  above  income  account  is  a  fair  and  correct  state- 
ment of  the  earnings  and  income  of  the  United  States  Steel  Corporation  and  subsidiary 
companies  for  the  fiscal  year  ending  Dec.  31,  1911. 

Price,  Watbrhouse  &  Co., 

Auditori. 
New  York,  March  4,  1912. 

United  States  Steel  Corporation  and  subsidiary  companies'  condensed  general  profit  and 
loss  account  for  year  ended  Dec.  SI,  1911. 

Gross  receipts,  gross  sales,  and  earnings  (see  p.  5257) $615, 148, 839.  ^9 

Operating  charges,  viz: 

Manufacturing  and  producing  cost  and  oper- 
ating expenses,  including  ordinary  mainte- 
nance and  repairs  and  provisional  charges 

for  depreciation i  $507, 973,  572. 86 

Administrative,  selling,  and  general  expenses, 
employees'  special  compensation  under  bo- 
nus plan  and  pension  payments  (not  includ- 
ing general  expenses  of  transportation  com- 
panies)           16, 554, 152.  67 

1  Includes  charges  Jor  ordinary  maintenance  and  repairs,  approximately  J38,000,000. 
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Operating  charges,  viz — Continued. 

Taxes  (including  allowance  for  Federal  excise 

tax) $9_  622, 347. 23 

Commercial  discounts  and  interest 3,  378, 133. 86 

537, 528, 206. 62 
Less  amount  included  in  above  charges  for 
provisional  reserves  for  depreciation  now 
deducted  for  purpose  of  showing  the  same 
in  separate  item  of  charge,  as  see  below 19,  839, 098. 75 


$517,  689, 107. 87 

Balance 97,459,731.92 

Sundry  net  manufacturing  and  operating  gains  and 
losses,  including  idle  plant  expenses,  royalties 
received,  adjustments  in  inventory  valuations, 
etc 364, 151. 20 

Rentals  received 593, 499. 55 


957,  650. 75 


Total  net  manufacturing,  producing,  and  operating  income 
before  deducting  provisional  charges  for  depreciation 98,  417,  382.  67 


OTHER  INCOME. 


Net  profits  of  properties  owned,  but  whose  opera- 
tions (gross  revenue,  cost  of  product,  expenses, 
etc.)  are  not  included  in  this  statement $369, 297. 13 

Income  from  sundry  investments  and  interest  on 
deposits,  etc 2, 435,  641. 83 


2, 804,  938. 96 
Total 101, 222,  321. 63 

INTEREST  CHARGES. 

Interest  on  bonds  and  mortgages  of  the  subsidiary 
companies $7,  921, 246. 81 

Interest  on  purchase-money  obligations  and  spe- 
cial deposits  or  loans  of  the  subsidiary  com- 
panies   116, 448. 38 


8, 037,  695. 19 

Balance,  being  the  aggregate  earnings  of  the  several  companies 
for  the  year  before  deducting  provisional  charges  for  depre- 
ciation       93, 184,  626. 44 

Add  net  balance  of  profits  earned  by  subsidiary  companies  on  sales 
made  and  service  rendered  account  of  materials  which  were  on 
hand  at  first  of  year  in  purchasing  companies'  inventories  and 
which  profits  have  since  been  realized  in  cash  from  the  standpoint 
of  a  combined  statement  of  the  business  of  the  United  States  Steel 
Corporation  and  subsidiary  companies 11, 120, 839. 43 

Earnings  for  the  year  1911,  per  income  account,  page  5257 104,  305, 465. 87 

Less  allowances  for  depreciation 19,  839, 098. 75 

Net  earnings  in  the  year  1911 84, 466, 367. 12 

United  States  Steel  Corporation  and  subsidiary  companies — Summary  of  the  financial 
operations  of  all  properties  for  year  ending  Dec.  31,  1911,  showing  the  net  resources  for 
the  year  and  the  disposition  thereof. 

Net  resources: 

Profit  and  loss  surplus  for  the  year,  page  5258 $4,  665, 494.  78 

Net  I'eceipts  appropriated  from  earnings  for  bond 
sinking,  depreciation,  and  extraordinary  re- 
placement funds  (see  income  account,  p.  5258). .  $25,  980, 025.  63 

Receipts  during  the  year  for  account  blast-furnace 
relining  and  renewal  funds 1,  813, 184.  58 

Sundry  receipts  credited  to  the  foregoing  fund  ac- 
counts   496,109.63 

28,  289, 319. 84 
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Net  resources — Continued. 
Less — 

Payments  made  therefrom  to 
trustees    of    bond    sinking 

funds $8,  566.  400.  S.: 

Expended    for    extraordinary 

replacements 7, 077, 414.  37 

Expended  for  blast-furnace  re- 

lining  and  renewals 1, 541, 354.  38 

$17, 185, 169.  58 


Balance  of  receipts  for  the  year  for  account  of 

above  funds $11, 104, 150. 26 

Net  receipts  diu-ing  the  year  account  of  insurance, 

contingent,  and  sundry  operating  funds 2, 533, 949. 28 

Bonds  of  subsidiary  companies  issued,  sold,  and 

assumed  (par) 33,237,000.00 

Less  discount  in  sale  of  certain  of  foregoing 750, 000.  00 

32, 487, 000. 00 

Net  realized  from  disposal  of  investments  made  in 

previous  years  of  depreciation  and  insiuance 

fund  reserves 3, 392, 317. 96 


Total  net  resources  for  the  year 54, 182, 912. 28 

Pa\  raents  made  for  the  following  purposes: 

Expended  for  additional  property  and  construc- 
tion and  for  stripping  and  development  work  at 
mines 49, 430,  861. 12 

Bonds  and  mortgages  paid  (not  including 
$7,751,000  redeemed  by  trustees  of  sinking  funds 
with  installments  and  interest  accretions  paid 
them  as  shown  above) 1,  557,  359.46 

Purchase-money  obligations,  bills  payable,  and 
special  deposits  paid  off ." 2, 459,  298.  43 

Net  additional  advances  account  mining  roj'alties 
and  deferred  charges '. 876,  877.08 

Net  increase  during  the  year  in  outside  real  estate 
and  in  other  sundry  investments 115, 667.  03 

Payment  to  trustees  of  pension-fund  account  work- 
ing capital 163, 018.  37 

54,  603, 081. 49 

Excess  of  above  payments  over  net  resom-ces  for 
the  year 420, 169. 21 

The  above  excess  of  payments  was  provided  from  net 
■vurkiug  assets,  as  shown  below: 
Decrease  in  cinrent  assets: 

In  cash 13, 454, 386. 38 

In  sundry  marketable  securities 2, 363, 693. 43 

15,818,079.81 
Less  the  following  increases,  viz — 

In   inventories   (exclusive   of  intercompany 

profit  therein) 10, 217, 221. 49 

In  accounts  and  bUls  receivable 4, 372,  817.  68 

In  sundry  general  assets 355,  442.  04 

—  14,  945, 481. 21 

Decrease  in  ciurent  and  general  assets 872, 598. 60 

Deduct:  Decrease  in  current  liabilities : 

In  accounts  payable 756,643. 17 

increase  in  accrued  taxes  and  interest 304, 213.  78 

452,429.39 


Balance,  decrease  in  net  working  assets 420, 169. 21 
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United  States  Steel  Corporation  and  subsidiary  companies — earnings  by  months  and  quar- 
ters from  Jan.  1,  1907,  to  Dec.  31,  1911. 


Months. 

1907 

1908 

1909 

1910 

1911 

January          

S12,8-!S,7a3.26 
12,145,814.95 
14,137,973.85 

$5,052,743.24 
6,709,427.64 
7,466,834.23 

.?7, 262. 605. 62 
7,669:335.70 
7,989.327.43 

$11,316,013.95 
11,616,861.41 
14,684,001.20 

$5,869,416.35 

7,180,928.04 

March              

10,468,868.90 

First  quarter 

39,122,492.05 

18.229.006.11 

22,921,268.75 

37, 616,  .876. 66 

23,519,203.29 

April 

14,600,837.97 
16,056,832.06 
14. 846, 034.  .'<2 

6,761,680.59 
6,021,278.73 
7,4S2.796.54 

8,163,244.48 
9,661,227.76 
11,616,019.38 

13,414,966.00 
13,229,289.14 
13,626,715.69 

9,412,672.79 

May                 

9,590,443.99 

9,105,603.45 

Second  quarter.. 

45,503,704.85 

20,265,755.86 

29,340.491.62 

40,170,960.83 

28,108,520.23 

July        

13,804,167.34 
15.279,172.67 
14,720,945.1.5 

.s.. 599. 630. 15 
9,162,311.13 
9,364,333.42 

12,530,769.84 
12.437,754.28 
13,278.383.31 

12,132,188.06 
13.132,756.36 
12.100,243.84 

8,750,467.08 

10,710,144.66 

10,062,112.84 

Third  quarter... 

43,804,285.16 

27.106.274.70 

38,246.907.43 

37,365,187.25 

29,522,724.58 

October         

17.052,210.70 
10,467.252.60 
6,014,728.36 

9,416,667.63 
8,756,728.90 
8.074,278.37 

14,048,205.13 
13,711,764.67 
13,222,776.34 

10,512,130.67 
8,228,867.08 
7,160,742.12 

9.169,338.87 

6,946,716.82 

December 

7,048,962.08 

Fourth  quarter.. 

32,634,191.66 

26,246,674.90 

40,982,746.14 

25,901.729.87 

23,155,017.77 

Total  for  year 

160,964,673.72 

91,847.710.57 

131,491,413.94 

141,054,754.51 

104,306,466.87 

Expenditures  for  Extraordinary  Replacements   During  the  Fiscal  Year 
Ending  December  31,  1911. 

These  expenditures  were  paid  from  funds  provided  currently  from  earnings  to  cover 
requirements  of  the  character  included  herein.  (See  p.  5236.)  The  expenditures  for 
the  year,  classified  by  property  groups,  are  as  follows: 

Manufacturing  properties $4,  690, 322. 87 

Coal  and  coke  properties 575, 872. 46 

Iron-ore  properties 98, 628. 25 

Transportation  properties 1,  704, 056. 64 

Miscellaneous  properties 8, 534. 15 

Total 7,  077, 414. 37 

The  principal  replacement  and  improvement  work  covered  by  the  foregoing  expend- 
itures IS  shown  below: 

manufacturing  properties. 

Carnegie  Steel  Co. — Work  completed  during  the  year:  Homestead  Works — Storage 
building  for  steel  and  overhead  traveling  crane  at  38-inch  mill;  crane  runway  over 
shears  at  32-inch  mill  and  extension  to  tables,  etc. ;  retaining  wall  along  right  of  way 
of  Pittsburgh,  McKeesport  &  Youghiogheny  Railroad;  14  automatic  damper  regu- 
lators for  boilers.  Came  furnaces — Gas  main  connecting  flues  of  blast  furnaces  Nos. 
3  and  4  with  furnaces  Nos.  1,  2,  and  5;  reconstructing  2  hot-blast  stoves  at  furnace 
No.  1;  new  150-ton  track  scale.  Schoen  Steel  Wheel  Works — New  steel  boiler  and 
power  station  buildings.  Duquesne  Works — New  slag  granulating  pit  at  blast  furnace 
No.  4  and  extension  of  overhead  crane  runway;  12  power-operated  cinder  ladles. 
Edgar  Thomson  Works — Strengthening  blast  fimiace  stock  yard  trestles;  installing 
cooling  plates  above  mantle,  blast  furnaces  G  and  K;  35-power  operated  cinder  ladle.'*. 
Isabella  furnaces — Cooling  plates,  water  connections,  and  equipment.  Edith  fur- 
nace— Rebuilding  ore  yard,  cast  house,  and  trestle.  Painter  Works — One  500-horse- 
power  motor  for  8-inch  mill.  New  Castle  Works — New  bedplates  for  blowing  engines, 
blast  furnace  No.  1,  and  general  improvement  of  the  furnace;  new  motor-driven 
planer  for  machine  shop.  Ohio  Works — Moving  and  rebuilding  Nos.  1  and  2  pig 
casting  machines;  installing  8  Venturi  recording  meters  on  feed  water  lines;  floors  on 
skip  bridges  to  protect  employees  at  blast  furnaces  Nos.  1  and  2.  Bellaire  Works- 
Concrete  retaining  wall  to  protect  coal  tracks.  Mingo  works — Overhead  gas  flues  at 
blastf  umaces  Nos.  2  and  3;  removing  750-horsepower  boilers  from  steel  plant  to 
blast-furnace  boiler  house;  cooling  systems  above  mantles,  blast  furnaces  Nos.  - 
and  3. 
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Work  in  progress:  Homestead  Works— Reconstructing  the  23  and  33  inch  mill  boiler- 
house  trestle;  new  water  tank  and  by-pass  pipe  connections,  main  water  works; 
equipping  47  boilers  with  new  drums.  Came  furnaces— Replacement  to  steel 
work  on  8  hot-blast  stoves,  furnaces  Nos.  3  and  4.  Edgar  Thomson  Works — Rebuilding 
hot  saw  roller  table.  No.  1  rail  mill.  New  Castle  Works— New  bedplate  for  blooming 
mill  engine.  Mingo  Work*— New  engine  and  driving  gear  for  No.  2  group  of  stands, 
IS-inch  continuous  mill.  Lower  Union  Works  (Youngstown)— New  150-ton  track 
scale. _  Upper  Union  Works  (Youngstown)— Replacing  steam  with  electric  power 
for  driving  auxiliary  machinery,  enlargement  of  electric  power  plant,  new  electrically 
driven  pumps  and  changes  in  water  system,  and  additional  electric  motors;  additional 
machine-shop  equipment. 

Illinois  Steel  Co. — Work  completed  during  the  year:  South  Works — Installing  4gas- 
driven  blowing  engines  at  furnaces  Nos.  5  to  8;  gas  main  to  plate-mill  boilers;  new  gas 
washer;  equipping  structural  mill  No.  1  for  rolling  sections  from  18  to  24  inches; 
2  new  sanitary  buildings;  remodeling  blast  furnaces  Nos.  2  and  7.  Joliet  Works — 
New  heating  furnace  in  billet  mill;  installing  5  new  gas  exhausters;  4  roll-thread 
machines;  strengthening  roof  of  converter  building;  reconstructing  the  iron  and 
roll-foundry  building.  Milwaukee  Works — 5  new  sanitary  buildings;  2  stands  of 
rolls  for  8-inch  mill.     North  Works — New  machine  tools. 

Work  in  progress:  South  Works — New  steel  coal  trestle  at  rail  mill;  rebuilding  ore- 
unloading  trestles  at  furnaces  Nos.  5  to  10;  equipment  for  removing  dust,  blast  furnace 
E;  remodeling  top  of  blast  furnace  No.  10.  Joliet  Works — New  electric  power  plant 
and  electric  motors,  replacing  steam  power  (see  also  Construction  detail;  extending 
the  high-pressure  water  system  for  additional  fire  protection;  equipping  26  electric 
overhead  traveling  cranes  with  safety  appliances;  new  sewer  from  converting  mill. 

Universal  Portland  Cement  Co. — Work  completed  during  the  year:  16  slow-speed 
motors  for  tube-mill  drives,  cement  plant  No.  3;  new  car  haulage  system  at  stock 
houses,  cement  plants  Nos.  3  and  4;  equipment  for  safety  of  employees,  cement 
plants  Nos.  3,  4,  5,  and  6. 

National  Tube  Co. — ^Work  completed  during  the  year:  National  Works — Increasing 
facilities  of  No.  3  lap-weld  mill  to  manufacture  24-inch  0.  D.  pipe;  installing  cold- 
sawing  equipment  at  Nos.  2,  3,  and  4  lap-weld  mills;  rebuilding  the  settings  of  boilers 
Nos.  1  to  8,  boiler  house  B;  strengthening  runway  of  overhead  traveling  crane,  pipe- 
mill  building;  new  pinion  housings  for  110-inch  plate  mill.  Riverside  Works- — Addi- 
tions and  improvements  for  fire  protection.  Pennsylvania  Works — New  steel-trestle 
connection  with  Baltimore  &  Ohio  Railroad;  3,500  feet  additional  storage  tracks. 
Continental  Works — Changing  Nos.  1  and  2  butt  weld  mills  from  steam  to  motor  drive 
and  additional  equipment.  Kewanee  Works — Heating,  ventilating,  and  sanitary 
ecmipment  in  foundries  and  other  departments. 

Work  in  progress:  National  Works — Steel  storage  bins  for  welding  bells  and  balls; 
remodeling  furnace  top,  blast,  furnace  No.  4,  and  gas  cleaning  plant;  additional 
finishing  equipment  in  galvanizing  works,  Versailles;  enlarging  coupliag  shop  build- 
ing and  additional  overhead  traveling  crane;  safety  devices  to  protect  employees; 
equipment  for  fire  protection.  Kewanee  Works — Machinery  and  equipment  for 
finishing  and  testing  cast-iron  flange  fittings  etc.;  equipment  to  manufacture  flat 
bead  malleable  iron  fittings. 

The  National  Tube  Co. — Work  completed  during  the  year:  Lorain  Works — 160-foot 
addition  to  No.  1  machine  shop,  together  with  new  tool  equipment;  fireproof  shed 
over  Larry  car  runway  at  stock  bins,  blast  furnaces  Nos.  1,  2,  and  5;  additional  tools 
for  threading  new  type  California  joint  casing,  Nos.  2,  3,  and  4  lap-weld  mills;  6 
straightening  presses  for  rail  mill  cold  finishing  department;  2  100-ton  track  scales 
and  narrow  gauge  tracks ;  new  air  compressor;  subway  under  railway  tracks  at  entrance 
to  skelp  mills;  strengthening  rear  track  of  Hulett  ore-unloading  machines;  installing 
safety  devices  at  blast  furnace  No.  1. 

Work  in  progress:  Lorain  Works — Fourteen  40-ton  iron  ladles  and  12  iron  ladle  cars; 
alterations  to  Bessemer  mixer  building;  75-ton  electric  overhead  traveling  crane; 
equipment  to  mechanically  hook  drawing  tongs,  Nos.  1  to  6  butt  weld  mills;  2  roll 
grinding  machines  for  skelp  mill  roll  shop. 

Shelby  Steel  Tube  Co. — Work  completed  during  the  year:  Standard  Works — Enlarg- 
ing the  general  office  building;  eliminating  woodwork,  protecting  wiring,  and  general 
improvements  for  fire  protection. 

American  Steel  &  Wire  Co. — ^Work  completed  during  the  year:  Newburgh  Steel 
^^'orks — Strengthening  overhead  crane  runway  in  open-hearth  scrap  yard.  Newburgh 
Wire  Works — Extension  to  office  building;  two  new  rod-storage  sheds;  additional 
ash-handling  machinery  at  boiler  house;  acid  storage  system  in  galvanizing  depart- 
ment. Central  Furnaces — New  blast  furnace  D  (see  also  Construction  detail);  im- 
provements to  blast  furnace  B;  new  laboratory;  retaining  wall  along  railroad.  Cen- 
tral Furnace   Docks — Increasing  facilities  for  unloading  ore.    American  Works — 
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Additions  to  the  central  boiler  plant  equipment.  Consolidated  Works — -New  roughing 
mill  engine;  3  new  gas  producers;  renewal  of  nail  machines.  H.  P.  Works — New 
warehouse  at  west  mill;  power  improvements  in  east  and  west  mills,  including  new 
low-pressure  turbine  generator  with  drive  and  auxiliary  equipment.  Salem  Works — 
New  muffle  furnace  and  extending  annealing  building;  4  cement  coating  machines. 
Waukegan  Works — Additional  spnng-mill  machinery  and  extension  of  building  (see 
also  Construction  detail);  reconstructing  walls  of  general  warehouse;  equipping  26 
bale-tie  machines  for  continuous  operation;  new  annealing  furnace;  1  roll  grinding 
machine.  Rockdale  Works — -Rebuilding  the  cleaning  house ;  improved  wire  handling 
facilities  in  annealing  building;  subway  under  railroad  tracks  at  entrance  to  works. 
De  Kalb  Works — New  building  for  stationery  department;  new  heating  systems; 
raising  roof  over  fence  machines,  building  No.  9;  equipment  for  fire  protection. 
Anderson  Works — Heating  system  for  cleaning  house;  additional  storage  capacity 
for  acid.  Shoenberger  Works — Equipment  for  handling  and  granulating  slag;  increas- 
ing height  of  hot-blast  stove,  furnace  No.  1.  Rankin  Works — Enlarging  the  cooper 
shop;  new  building  and  extending  the  nail-cleaning  department;  exhaust-fan  system 
in  carpenter  shop.  AUentown  Works — Extension  to  No.  3  storage  shed;  20  additional 
wire  trucks.  Trenton  Works — New  carpenter  and  pattern  shop;  emergency  hospital; 
new  pump  house;  addition  to  electric  power  equipment.  Worcester,  North  Works- 
Strengthening  and  improving  coal  trestle;  vacuum  ash-handling  system  at  main 
boiler  plant;  2  rod-storage  sheds;  stock  room  for  finished  and  process  wire;  14  new 
cold  rolling  machines;  2  additional  annealing  furnaces  and  1  tempering  furnace. 
Worcester,  South  Works — Emergency  escape  from  crane  cabs  in  open-hearth  depart- 
ment; new  lifting  magnet.  Worcester,  Cable  Works — ^24  braiders  for  weatherproof 
wire.  New  Haven  Works — New  water  pumping  equipment;  increasing  wire-storage 
space;  remodeling  pot  annealing  furnaces;  100  additional  wire  trucks. 

Work  in  progress:  Newburgh  Steel  Works — -3  new  gas  producers,  with  mechanical 
coal-handling  equipment  at  rod  mill.  Newburgh  Wire  Works — ^Installation  of  facili- 
ties for  utilizing  waste  gases  from  galvanizing  department  for  heating  dry  house, 
mill  No.  1.  Central  furnaces — Improvements  in  electric  power  station  and  addi- 
tional equipment;  new  air  compressor.  Central  furnace  docks — Safety  equipment 
on  ore-unloading  machinery.  Consolidated  Works — Sewer  connecting  the  plant  with 
city  sewerage  system.  H.  P.  Works — Improvements  in  nail-galvanizmg  department. 
Salem  Works — Enlarging  dry  house.  Anthony  Works — Pipe  connection  with  city 
water  mains  and  equipment  for  fire  protection.  De  Kalb  Works — Relocation  of  nail 
department;  new  nail-storage  warehouse.  Anderson  Works — Replacement  of  nail 
machines.  Shoenberger  Works — -New  floor  in  horseshoe  warehouse.  Rankin  Works- 
Equipment  to  manufacture  metal  reels  for  barbed  wire.  Trenton  Works — Enlarging 
electric  power  plant  (see  also  Construction  detail);  additional  storage  and  shipping 
facilities  in  rod  mill.  Worcester,  North  Works — Additions  to  electro-galvanizing 
equipment;  filtering  system  for  waste  water  from  gas  house;  4  automatic  coiling 
and  testing  machines.  Pacific  Works — -New  water  pumping  and  storage  system  for 
increased  supply  and  additional  fire  protection.  Improvements  in  galvanizing 
departments. 

American  Sheet  &  Tin  Plate  Co. — Work  completed  during  the  year:  Vandergrift 
Works — New  ingot  stripper;  strengthening  runway  of  overhead  traveling  crane;  new 
electric  annealing  furnace;  new  steam  pump,  hydrants,  and  water  lines  for  fire  pro- 
tection; installing  fire-alarm  system;  new  testing  machine.  New  Castle  Works- 
Six  tinning  machines;  increasing  assorting-room  facilities;  enlarging  tin-plate  ware- 
house and  new  storehouse.  National  Works— Rebuilding  hot-mill  engine;  additional 
annealing  furnace.  Wood  Works — Installing  safety  devices  throughout  plant. 
MonongaJiela  Works — New  coal  trestle;  equipping  18  tinning  stacks  with  Cronemeyer 
catchers.  Scottdale  Works — Replacing  hot-mill  engine  No.  2.  Pittsburgh  Works- 
New  general-office  building;  new  400-horsepower  water-tube  boiler;  additional 
machine-shop  equipment.  Pennsylvania  Works — New  400-horsepower  water-tube 
boiler.  Jiltna  Standard  Works— Installing  new  grates  at  boiler  plant  and  lO-inch 
steam  line.  Laughlin  Works — New  building  for  manufacturing  flux;  concrete 
retaining  wall  along  railroad  tracks;  new  bed  and  cylinders  for  cold  mill  engine;  four 
motor-driven  doubling  shears.  La  BeUe  Works — Improvements  to  steam-power 
plant.  Dover  Works — ^Additional  pump  for  the  water-supply  station;  new  sheet  and 
pair  furnace  for  36-inch  widths.  Cambridge  Works — New  floorj  with  steel  runways, 
in  warehouse.  Crescent  Works — New  brick  power  house  and  installation  of  equip- 
ment; new  10-ton  overhead  electric  traveling  crane  and  strengthening  runways. 
Roll  and  Machine  Works — Extending  power-house  facilities.  Chester  Works— New 
bed  and  cylinders  for  hot-mill  engine ;  heating  system  for  assorting  room  and  warehouse. 

Work  in  progress:  Vandergrift  Worts — New  emergency  hospital;  new  steel  coal 
trestle;   steel  pouring  platform  in  open-heazth  department;   increasing  the  electric 


UNITED   STATES   STEEL   COEPOEATION.  5267 

power  plant  facilities.  Wood  Works — Enlarging  four  pair  furnaces,  Mills  Noa.  3 
and  6.  Pittsburgh  Works — New  steel  coal  trestle.  Pennsylvania  Works — Two  new 
pair  furnaces,  Mills  Nos.  7  and  8.  Guernsej^  Works — Replacing  300  feet  of  hot-mill 
building  with  steel  construction;  strengthening  the  overhead  crane  runway. 

Sharon  Tin  Plate  Co. — ^Work  completed  during  the  year:  Sharon  Works — Additional 
pumping  facilities  in  power  house;  new  emergency  hospital. 

American  Bridge  Co. — ^Work  completed  during  the  year:  Ambridge  Works— ^Addi- 
tional foundry  machinery.-  Pencoyd  Works — New  manipulator  for  blooming  mill; 
water-pipe  line  for  fire  protection;  one  80-foot  boring  and  drilling  machine  and  one 
heavy  drill  press.  Shimer  Works — ^Addition  to  office  building.  American  Works — 
New  machine,  rivet,  and  templet  shops  and  installation  of  equipment.  Minneapolis 
Works — Equipping  plant  with  electric  motors. 

Work  in  progress:  American  Works — New  boiler  house  and  boilers,  new  engine 
house,  engine,  and  generator;  rebuilding  punch  shop  and  removing  old  forge  shop  and 
equipment. 

Union  Steel  Co. — Work  completed  during  the  year:  South  Sharon  Works — Cooling 
system,  blast  furnace  No.  1;  steam  line  from  blast  furnaces  to  skelp  and  bar  mill;  ash 
conveyor  for  gas  producers  at  open-hearth  f urnacesj  new  concrete  floors  in  power  and 
engine  houses ;  new  plate  straightening  machinery  m  plate  mill ;  track  and  equipment 
to  convey  wire  between  galvanizing  and  woven-fence  departments.  Donora  Works — 
Water  supply  to  cooling  plates  at  blast  furnaces  Nos.  1  and  2;  extension  to  rod-baking 
equipment;  exhaust  system  to  dispose  of  dust  in  nail -cleaning  department;  100 
additional  wire  trucks. 

Work  in  progress:  South  Sharon  Works — Partition  wall  and  new  floor  for  woven- 
fence  warehouse ;  acid-storage  system ;  two  take-up  frames  in  galvanizing  department . 
Donora  Works — Remodeling  the  nail-packing  department. 

Tennessee  Coal,  Iron  ds  Railroad  Co. — Manufacturing  plants — Work  completed 
during  the  year:  Ensley  Works — Ingot-mold  casting  plant;  rearrangement  of  Larry 
car-truck  system  at  blast  furnaces;  three  35-ton  ladles;  30  ingot-mold  cars.  Besse- 
mer Rolling  Mill — Enlargement  of  boiler  plant,  including  2  new  500-horsepower  Stirling 
boilers;  remodeling  10- inch  roughing  mill. 

Work  in  progress:  Ensley  Works — New  bathhouse;  water-supply  mains  for  steel 
plant;  20  cars  and  20  boxes  for  slag,  open-hearth  department. 

Ore,  coal,  and  limestone  properties — ^Work  completed  during  the  year:  Greeley 
Mines — New  boom  and  hoisting  engine  for  steam  shovel.  Pratt  Mines — ^Additional 
electric-power  line;  100  steel  mine  cars.  Blue  Creek  Mines — New  electric  hoisting 
plant;  ventilating  fan  and  motors. 

Work  in  progress:  Blossburg  Mines — New  ventilating  fan.  Mine  E. 

Birmingham  Southern  Railroad  Co. — ^Work  completed  during  the  year:  Rebuilding 
100  wooden  freight  cars. 

COAL   AND   COKE   PROPERTIES. 

H.  C.  Prick  Cohe  Co. — ^Work  completed  during  the  year:  As  part  of  a  general  plan 
to  better  the  living  and  sanitary  conditions  surrounding  the  various  works,  affecting 
the  welfare  of  employees,  expenditures  totaling  $273,700.61  were  made  for  improve- 
ments to  tenement  houses  and  the  drainage  systems  therefor  and  surroundings  thereto, 
at  40  of  the  coke  plants.  Other  work  completed  included:  Collier  Works — New  air 
compressor;  new  bathhouse.  Kyle  Works — Underground  fireproof  stable.  Conti- 
nental No.  1  Works — Retimbering  100  feet  of  hoisting  shaft.  Leith  Works — Fifteen 
new  dwellings.  Redstone  Works — New  underground  fireproof  stable.  Edenbom 
Works — Additional  ventilating  and  escape  shaft.  Footedale  Works — New  air  com- 
pressor and  five  coal-mining  machines.  Juniata  Works — Twelve  double  dwellings; 
new  masonry  and  I  beam  shaft  bottom.  Leisenring  No.  1  Works — Swimming  pool. 
Leisenring  No.  3  Works — Underground  fireproof  stable.  Trotter  Works — Equipping 
boiler  plant  to  burn  coke-yard  waste.  Mammoth  Works — Ten  new  dwellings;  recon- 
structing headframe  and  coal  bin;  improvements  to  shaft  bottom.  Calumet  Works — 
Extending  air-motor  haulage  system  to  dip  workings;  reconstructing  headframe  and 
coal  bin.  Brinkerton  Works — New  pit  mouths  and  extension  of  haulage  system. 
Hecla  No.  2  Works — New  air  compressor;  addition  to  compressor  house.  Central 
Works— Gravity  drain  for  left  section  of  mine. 

Work  in  progress:  Edenbom  Works — New  fireproof  pump  room  and  discharge-bore 
holes.  Juniata  Works — New  gravity-plane  inclme.  Southwest  No.  3  Works — Con- 
■olidating  Nos.  3  and  4  mine  working  and  haulage  equipment.  Mammoth  Works — 
Additionalputopiflg  facilities  for  the  dip  section. 

At  the  Hostetter  Works  of  the  Hostetter-Connellsville  Coke  Co.  an  auxiliary  tail- 
rope  haulage  system  is  being  installed. 
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At  the  Pocahontas  (W.  Va.)  coal  mines  additions  have  been  made  to  the  haulage 
systems,  and  three  new  electric  locomotives,  50  steel  and  100  wooden  mine  cats 
acquired.  There  is  being  constructed  a  new  water-supply  system  for  domestic  use 
and  fire  protection. 

ORE  PROPERTIES. 

Work  completed  during  the  year:  Chapin  Mine — Remodeling  hoisting  plant. 
Shaft  B.  Lake  Superior  Mine — New  steel  shaft  house  witi  rock  and  ore  trestles, 
Section  16  mine;  rebuildiag  crusher  and  three  new  boilers,  Hard  Ore  mine.  Norrie- 
Aurora  Mine — New  change  nouse,  East  Norrie  Shaft  D;  new  change  house  and  cap- 
tain's office,  Pabat  Shaft  G.  Soudan  Mine — New  coal  trestle,  shaft  No.  8.  Hull-Rust 
Mine — New  coaling  dock  and  approach.  Chisholm  Mine — Installing  hoisting  plant, 
transferred  from  Adams  mine,  at  shaft  No.  2.  Leonard  Mine — Enlarging  change  house. 
Spruce  Miue — Steam  line  from  No.  4  boiler  house  to  No.  1  engine  house. 

Work  in  progress:  Chapin  Mine — New  steel  shaft  house,  Hamilton  shaft  No.  2, 

TRANSPORTATION  COMPANIES. 

Bessemer  &  Lake  Erie  Railroad. — Expenditures  aggregating  $750,171.80  (of  which 
there  were  charged  to  property  account  $262,509.95),  include  $155,199.38  for  new 
second  tracks;  $23,777.31  for  sundry  items  of  right  of  way  and  purchase  of  real  estate; 
$102,662.62  for  17-stall  roundhouse,  new  coaling  station,  and  boiler  washout  system 
at  Greenville,  and  for  new  office,  station,  and  other  buildings;  $131,981.19  for  filling 
and  improving  grades,  completing  4-track  swing  bridge  over  Conneaut  Creek,  double 
track  bridge  at  Shenango,  and  bridge  over  French  Creek;  $311,559.66  for  yard  tracks, 
sidings,  and  elimination  of  grade  crossings;  $18,708.66  for  extending  the  telephone 
train-dispatching  circuits. 

Union  i?m7roarf.— Expenditures  of  $159,648.99  included  $122,467.41  for  filling  and 
extension  of  yard  at  North  Bessemer;  $12,387.19  for  buildings  at  various  points; 
$22,476.14  for  a  switch  engine  and  a  locomotive  crane. 

Duluth  &  Iron  Range  Railroad. — Expenditures  of  $347,788.09  were  made  in  the 
reconstruction  of  ore  dock  No.  1  and  rebuilding  flat  and  box  cars. 

Pittsburgh  Steamship  Co. — Expenditures  aggregating  $458,658.52  included  the  pur- 
chase of  a  12,000-ton  steamship  to  replace  steamers  lost  or  disposed  of;  $122,457.18  for 
renewing  tank  tops  and  plating  sides  of  steamers  in  holds;  $81,880.51  for  improvements 
to  boilers;   $24,340.35  for  new  deck  cabins  and  replacing  wooden  with  cement  floors. 

Pittsburgh  &  Conneaut  Dock  Co. — Expenditures  aggregating  $35,139.21  included 
$12,767.12  for  completing  the  new  concrete  dock  south  of  Dock  No.  1  and  enlarging 
winding  basin;  $22,372.09  for  new  concrete  dock  south  of  Dock  No.  4  and  for  concrelo 
walls  supporting  ore-storage  bridges,  replacing  timber  trestle. 

Pennsylvania  &  Lake  Erie  Dock  Co. — Expenditures  aggregating  $33,446.31  covered 
outlays  {or  rebuilding  Dock  No.  3  with  concrete  construction  and  new  brick  shelter 
und  repair  shop. 

MISCELLAXEOUS  PROPERTIES. 

At  the  pumping  station.  Hundred,  W.  Va.,  four  additional  compressors  were  com- 
]ileted,  and  at  Leisenring  Works  No.  3  a  new  store  building  is  being  constructed. 
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CARNEGIE  STEEL  CO. 

Edgar  Thomson  Works,  Bessemer,  Pa 

Duquesne  Works,  Cochran,  Pa 

Homestead  Works,  Mnnhall,  Pa 

Carrie  Fumaoes,  Eankinj  Pa 

Lucy  Furnaces,  Fifty-flrst  Street,  Pittsburgh, 
Pa 
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McCutcheon  Works,  Allegheny,  Pa 

Painter  Works,  South  Side  Pittsburgh,  Pa 

Clark  Works,  Thirty-filth  Street,  Pittsburgh, 

Pa 

Schoen  Wheel  Works,  McKees  Rocks,  Pa 

Greenville  Works,  Greenville,  Pa 

Monessen  works,  Monessen,  ±-a 

New  Castle  Works,  New  Castle,  Pa 

Sharon  Works,  Sharon,  Pa 

Columbus  Works,  Columbus,  Ohio 
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THE  LORAIN  STEEL  CO. 

Johnstown  Works.  Johnstown,  Pa 
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UNITED  STATES  STEEL  PRODUCTS  CO.   (PACIFIC 
COAST  DEPARTMENT). 

Twentieth  Street  Dock  Warehouse,  San  Fran- 

nisf^o.  Cal 

AMERICAN  SHEET  A  TIN  PLATE   CO. 

Gary  Works,  Gary,  Ind 
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o/  works. 

AMEEICAN  BMDQE  CO.— Continued. 

reniovd  Plant,  Pencoyd,  Pa 

Ed(;e  .Kloor  Plant,  Edge  Moor,  Del 

Brooklyn  Plant,  Brooklyn,  N.  Y 

Elmira,  North  Shop  Plant,  Elmira  Heights, 
N.Y 
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UNITED   STATES   STEEL,   CORPOEATION. 


Iron-Ore  Mines. 
Developed  iron-ore  mints  owned  by  subsidiary  companies,  December  31,  1911. 

IN"  THE  LAKE  SUPERIOR  ORE  REGION. 


Menominee  Range: 
Aragon  mine. 
Chap  in  mine. 
Cuff  mine.' 
Cundy  mine.' 
Hill  Top  mine.' 
Iron  Ridge  mine. 
Mansfield  mine. 
Michigan  mine. 

Pewabic  mine  (one-half  interest) . 
Riverton  mine. 
Marquette  Range: 
Champion  mine. 

Lake    Superior  group  (three-fourths 
interest) — 

Section  16  mine. 

Section  21  mine. 

Hard  Ore  mine. 

Hematite  mine. 
Moore  mine.' 

Queen  mine  (three-fourths  interest). 
Stegmiller  mine. 
Winthrop  mine.' 
Gogebic  Range: 
Atlantic  mine. 
Aurora  mine . 
Chicago  mine.' 
Davis  mine. 
Geneva  mine. 
Norrie  mine. 
Plumer  mine. 
Puritan  mine. 
Tilden  mine. 
Baraboo  Range: 

Iroquois  mine. 
Vermilion  Range: 
Pioneer  mine. 
Savoy  mine. 
Sibley  mine. 
Soudan  mine 
Zenith  mine. 
Mesabi  Range: 

Virginia  district — 

Higgins  mine. 

Mountain  Iron  mine. 

Sauntry-Alj)ena  mine. 

Stephens  mine.' 

Union  mine  (one-half  interest). 

Virginia  group. 


Mesabi  Range — Continued. 
Adams  district — 

Adams  Group. 

Auburn  mine.' 

Spruce  mine. 
Fayal  district — 

Biwabik    mine    (one-fourth   in. 
terest) . 

Duluth  mine.' 

Fayal  mine. 

Genoa  mine. 

Gilbert  mine. 

McKinley  mine.' 
Hibbing  district — 

Burt  mine. 

Dale  mine. 

Day  mine.' 

Donora  mine.' 

Harold  mine. 

Hull-Rust  mine. 

Mace  mine. 

Mahoning  mine  (one-fifth  inter- 
est). 

Mississippi  mine. 

Morris  mine. 

North  Uno  mine. 

Penobscot  mine.' 

Sellers  mine. 

South  Uno  mine. 

Winifred  mine. 
Chisholm  district — 

Chisholm  mine. 

Clark  mine. 

Glen  mine. 

Hartley  mine.' 

Leonard  mine. 

Monroe-Tener  mine. 

Myers  mine. 

Pillsbury  mine.' 

St.  Clair  mine.' 

Sharon  mine.' 
Canisteo  district — 

Arcturus  mine.' 

Canisteo  mine.^ 

Hill  mine. 

Holman  raine.^ 


VA    THE    SOUTHERN   ORE    REGION'. 


Red  Mountain  Range  (near  Birmingham,  :  Alabama  brown-ore  pockets  (at  Greeley, 


Ala.): 

Muscoda  group:  .5  active  mines. 
Fossil  group:  5  active  mines,  1  inac 

tive  mine. 
Ishkooda  group:  4  active  mines,  1  in 

active  mine. 
Green  Springs:  1  inactive  mine. 


Ala.): 

Greeley  group:  3  active  mines. 

Champion  group:  1  active  mine. 
Georgia  brown-ore   pockets   (at  Bartow, 
Ga.): 

Bartow  group:  2  inactive  mines. 


'  Inactive  at  present  time. 


Includes  Walker  pit. 


'Includes  Diamond  mine. 
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In  addition  to  the  foregoing  mines,  the  subsidiary  companies  own  in  fee  or  hold 
under  long-term  leases  in  the  regions  named  extensive  acreages  of  mineral  and  tim- 
ber lands.  These  contain  large  quantities  of  ore  yet  unopened  and  substantial  tracts 
of  standing  timber  held  for  future  use  in  mining  operations. 

Coal  and  cohe  properties  owned  by  subsidiary  companies,  Dec.  SI,  1911. 


Acreage  of  coal  property. 

Coke  plants. 

Coal 
plants 

Northern  coal  and  coke  property. 

Coking 
coal. 

Steam 
coal. 

Surface. 

Plants. 

Bee-hive 
ovens. 

By- 
product 
ovens. 

not  con- 
nected 

with  coke 
plants. 

Connellsvillc  region,  in  West- 
moreland and  Fayette  Coun- 
ties, Pa.: 

70,498 
1,190 

21,912 

67 

21,796 

7 

Pocahontas  region,  in  McDow- 
ell and  Wyoming  Counties, 
W.  Va.,  and  Tazewell  County, 
Va.: 

55 

7 

2,151 

5 

64,660 

Steam  coal  properties: 

In  Washington,  Greene,  Al- 
legheny,    Butler,     Law- 
rence, Mercer,  Cambria, 
and   Somerset  Counties, 
Pa.— 

22,984 
3,817 

3,208 
151 

63,993 

1,042 

Sundry  small   coal    tracts 
located  at  or  near  mill 
plants  in  Ohio,  Pennsyl- 
vania,   and    West    Vir- 
ginia— 

467 

6 

In  Illinois  and  Indiana  coal 

898 

6 

By-product  coke  plants  located 
at  blast-furnace  plants: 

1 
1 
1 
1 

212 
120 
280 
560 

Gary,  Ind 

Total  northern  coal  and 

136,348 

94,153 

24,374 

78 

23,947 

1,172 

31 

1 

Southern  coal  and  cohe  property. 
(Tennessee  Coal,  Iron  &  E.  E.  Co.) 

Acreage  of  coal  territory,  viz:  ^tT^k^ 

Mineral  interests  and  surface,  owned T47  «?« 

Mineral  iuterests  only,  owned -147,  b/b 

Surface  only,  owned iu.yau 

There  are  located  on  developed  sections  of  the  above  property  6  coal-mining  plants 
operating  23  mines,  producing  coal  both  for  sale  and  for  manufacture  mto  coke.  In 
connection  with  these  coal-miuing  operations  there  are  10  coal-washmg  plants  and  7 
coking  plants,  the  latter  comprising  a  total  of  2,974  bee-hive  coke  ovens.  There  is 
under  construction  1  by-product  coke  plant  to  consist  of  280  ovens,  of  which  140 
ovens  were  completed  at  January  1,  1912. 

Miscellaneous  Properties  Owned  by  Subsidiary  Companies,  December  31, 

water-supply  plants. 

There  are  located  in  the  Connellsville  coke  region  various  water-supply  plantr, 
coTisistins  of  12  reservoirs  and  6  pumping  stations,  with  a  distributmg  system  of  pipe 
Ihies  aSregating  about  90  miles  in  length.  These  plants  have  a  daily  capacity  of 
18  000  000  lallons,  furnishing  water  for  use  in  manufacturmg  coke  and,  m  addition, 
providing  the  water  supply  for  3  municipalities. 


5280 


IGNITED   STATES   STEEL,   CORPOEATION. 


NATUKAL-GAS  PROPERTY. 

The  Carnegie  Natural  Gas  Co.  has  in  Pennsylvania  and  West  Virginia  extensive 
natural-gas  territory,  either  owning  or  having  under  lease  about  188,829  acres  and 
owning  629  miles  of  pdpe  lines,  6  pumping  stations,  and  426  active  wells. 

Extensive  natural-gas  territory  and  pipe  lines  are  controlled  and  owned  by  the 
American  Sheet  &  Tin  Plate  Co.  in  Pennsylvania,  and  by  the  National  Tube  Co.  in 
Ohio.  The  former  company  h^s  under  lease  about  32,368  acres  of  gas  territory,  and 
owns  1  large  and  4  smaller  pumping  stations  and  161  active  wells.  The  National  Tube 
Co.  has  under  lease  about  10,823  acres  of  gas  territory  and  5  developed  wells. 

ORE    DOCKS. 

Ore-forvjarding  docks  at  Lake  Superior  ports. 


Owned  by— 

Located  at — 

Docks. 

Poclcets. 

Storage 
capacity. 

Aggregate 
tonnage 
liandled 

over  docks 
in  1911. 

Duluth  &  Iron  Range  R.  R.  Co.. 

Two   Harbors, 

Minn. 
Duluth,  Minn 

16 
3 

1,070 
1,152 

Gross  tons. 
247,763 

269,034 

Gross  (07M. 
6,389,069 

Duluth,  Missabe  &  Northern  Ry.  Co 

6,934,269 

1  Two  0/  these  doclis  are  of  steel  superstructure  on  concrete  foundations;  the  spouts  of  one  are  operated 
by  electrical  power  hoists. 

Ore-receiving  docks  at  Lake  Michigan  and  Lake  Erie  ports. 

Owned  by —  Location. 

Illinois  Steel  Co South  Chicago,  111. 

Illinois  Steel  Co Milwaukee,  Wis. 

Indiana  Steel  Co Gary,  Ind. 

The  National  Tube  Co Lorain,  Ohio. 

American  Steel  &  Wire  Co Cleveland,  Ohio. 

Pittsburgh  &  Conneaut  Dock  Co Conneaut,  Ohio. 

Pittsburgh  &  Conneaut  Dock  Co Ashtabula,  Ohio. 

Pennsylvania  &  Lake  Erie  Dock  Co Faii'port,  Ohio. 

The  foregoing  docks  for  receiving  ore  are  equipped  with  extensive  unloading  machin- 
ery and  apparatus  of  various  types,  ore  bridges,  power  plants,  etc.,  for  use  in  unload- 
ing ore  from  vessels,  handling  ore  in  connection  with  blast-furnace  operations,  and 
loading  ore  into  cars  for  reshipment  to  interior  furnace  plants.  Shipments  of  large 
tonnages  of  coal,  finished  steel  products,  etc.,  are  also  forwarded  over  several  of  these 
docks. 


Standard-gauge  railroad  e 

quipment  owned  by  subsidiary  companies  Dec.  31, 

1911 
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a  . 
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IM       110 

85 

163 

118 

169 

39 

119 

ISl'      105 

1,193 

Passenger-train  cars: 
Passenger 

1.5'          17 
i'          3 
4           S 

1 
2 

44 
8 
11 

6 

5 

1 

89 

Passenger,  baggage'mail 

Baggage,  mall,  and'express... 

8 

25 
23 

8 

3 
2 

165 

3 
2 

221 

2 

Business 

1 

330 

2 

178 

""92 

3 

27 
31 

"  "66 

2 

6!      18 

Freight- train  cars: 
Box,  wood. 

272 
399 
62 

"'"694 
5 

251                   27  1,24S 

345 

70 

68 

46 

4 

8 

Colce 

111      76 
2i     9" 

Coke,  steel 

i 

968 

■  Leased  by  Elgin,  Joliet  &  Eastern  By.  Co. 
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Standard-guage  railroad  equipment  owned  by  subsidiary  companies  Dec.  31,  1911— Con. 
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Freight-traiii  cars— Continued. 
Dump,  commercial,  wood 

93 
100 

113 
3,422 

20 

! 

4 

210 
4,120 

20 

4 

Dump,  mmiriPTcial^  stwl 

698 

"i 

Dump,     commercial,     steel 
iiTiiiArfrftTTip. 

1 

Fence  (EUwood) 

1 

4 

168 
84 

Flat,  wood 

462 

666 

41 

131 
28 
300 
4 
376 
122 

21 

263 

128 

77 

1,895 
375 
300 

Flat,  steel 

186 

Flat,  steel  underirame 

16 
45 

1,200 
60 

'3,'496 
699 

473 
3,999 
4,396 

52 
61 
433 
50 

249 
629 
519 

223 
92 
64 
6 

1 

2,216 
8,647 
6,123 

Gondola,  steel..       

Gondola,  hopper,  wood 

Gondola,  long,  steel  under- 

800 

2,898 

3,699 
420 

Logging  

420 

249 

4,322 

Ore,  wood 

1,281 
5,456 

35 

'  ' 

4 
24 

9,782 
24 

Rack 

Hefrigerator 

22 
2 

2 
27 

4 

75 
4 

69 

25 

8 
3 
2 
1 

Stock 

17 

3 

7 

) 

23 

Work  equipment: 

BaUast 

1 

3 

Boarding 

65 
21 

47 

10 

181 

Cinder,  ditcliing,  dump,  and 

2,048 

96 

1 
6 

2,177 

Tank  and  water 

8 
1 

5 
1 
1 
2 

2 

1 

2 
2 
1 

4 

29 

Pile  drivers 

2 

2 

2 

18 

i 0 

6 

2 

3 

131 
11 

16 
2 

1 

Steam  wrecking  derricks.... 

2 

6 

1 

1 

16 

3 

1 

6 

1 

1 

18 

6 

6 
1 

12 
2 

30 

Tool  and  supply. . 

24I          8 

1 
66 

1 

1 

56 

7 

79 

Total 

5,885 

7,809 

2,779 

9,208 

5,431 

9,515 

1,012 

1,608 

2.224 

863 

46,334 

Marine  equipment  owned  by  subsidiary  companies  Dec.  31,  1911. 


On  Ohio 
River. 


Steamers 

Barges,  steel . . 
Barges,  wood. 

Tugboats 

Scow 


2 
39 

69 


Also  two  ocean-going  steamers. 

Summary  of  standard-gauge  railroad  mileage  operated  by  subsidiary  companies  Dec.  31, 

1911. 


Owned  or  operated  by— 

Line 
owned. 

Branches 

and 

spurs. 

Operated 
under 

trackage 
rights. 

Second 
tracks. 

Sidings. 

Duluth  &  Iron  Range  R.  R.: 

117.22 

1.40 

25.31 

.49 

9.02 

15.02 

0.80 

Waldo  to  mile  49  of  main  line  to  Ely,  Minn 
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Summary  of  standard-gaxuge  railroad  mileage  operated  by  subsidiary  companies  Dec.' SI, 

iSii— Continued. 


Owned  or  operated  by — 

Line 
owned. 

Branches 

and 

spurs. 

Operated 
under 

trackage 
rights. 

Second 
tracks. 

Sidings. 

Duluth  &  Iron  Range  R.  R.— Continued. 

Mesaba  to  Dunka  River,  Minn 

18.29 
6.29 
7.44 



i 

Two  Harbors  to  Allen  Junction,  Minn    

47.90 
18.10 
4.08 

Kfp.TTinlpy  tn  F^yi^l  Vnrd,  iCfinn  . 

1 

174.13 

Branches  and  spurs  to  mines,  etc 

72.17 

200.48 

72.17 

.80 

70.08 

174.13 

Duluth,  Missabe  &  Northern  By.: 

Stony  Brook  to  Mountain  Iron  Mine,  Minn 

48.62 
29.34 
16.45 
17.26 
6.30 
53.00 
18.15 
35.92 

1.90 

Missabe  Junction  to  Columbia  Junction,  Minn 

Wolf  to  HIbbing,  Minn     '                                ... 

Alborn  to  Coleraine,  Minn              ,        

1 

1 

Main  line  branches  

j 

Ore  dock  to  Wolf,  Minn 

66.02 

62.88 

.20 

Wolf,  Minn  ,  WA-stwArH 

144.69 

Branches  and  spurs  to  mines,  etc 

116.96 

i 

32.41 

Total  Duluth,  Missabe  &  Northern  By 

224.04 

116.96 

1.90  1      118.10 

177. 10 

Elgin,  Joliet  &  Eastern  Ry.: 

129.94 
33.30 
9.65 
7.08 
7.05 
6.67 
2.64 

! 

Walker,  III. ,  to  South  Wilmington,  111 

Hammond,  Ind.,  to  Whiting,  Ind 

1 

Grifnth,  Ind.,  to  Cavanaugh,  Ind 

1 

Rockdale  Junction,  111.,  to  Bockdale,  111 

.................... 

East  Joliet,  111.,  to  Griffith.  Ind 

36.46 
4  62 

Griffith,  Ind.,  to  Ivanhoe,  Ind  

Ingalton,  111.,  to  West  Chicago,  111 

2.03 
.56 

Cavanaugh,  Ind.,  to  High  Lme  Connection,  Ind. 

33.66 

Yard  tracks  and  sidings  owned 

147.60 

State  Line,  Ind.,  to  112th  Street,  Chicago,  111. 
(C.  &  W.  I.  R.  R.) 

4.80 

112thStreet  to 98th Street, Chicago,  111.  (Belt Rv.). 

2.05 

80.00 

68.50 

22.20 

34.40 

e.26 

6.25 

4.90 
28.00 

3.40 

7.53 

2.57 

Chicago  Heights,  111.,  to  RossvUle  Junction,  111. 
(C.  &E.  I.  E.B.) 

RossvUle  Junction,  Dl.,  to  Burnett  Yard,  Ind. 
(C.  &E.  I.  R.R.) 

Danville,  111.,  to  Sidell  Junction,  111.  (C.  &  E.  I. 
R.R.) 



Sidell  Junction,  III.,  to  Rossville  Junction,  ill. 

(C.  &  E.  I.  E.  E.) 

Whitmg,  Ind.,  to  B.  &  0.  Junction,  111.  (B.  &  0. 

R.R.) 



Rock  Island  Junction,  111.,  to  Beverly  Junction, 
Jll.  (C,  R.  I.  &  P.  Ry.) 

48th  Street,  Chicago,  111.,  to  Bridgeport,  111.  (C. 
Jet.  Ry.) 

Whiting,  Ind.,  to  McCook,  III.  (C.  Jet.  Ry.) 

B.  &  0.  .function  to  48th  Street,  Chicago,  HI.  (C. 
T.  T.  R.  R.) 

Bufllngton,  Ind.,  to  Gary  &  Western  Junction, 
Ind.  (C.  I.  &  S.  Rv.) 

WestvUle,  111.,  to  Little  VermiUon  Mine,  ill. 
(C,  C,  C.  &  St.  L.  Ry.). 

Total  Elgin,  Joliet  &  Eastern  Ry 

196.23 

33.56 

270.86  1        43.67 

147.60 

Chicago,  Lake  Shore  &  Eastern  Ry.  (leased  to  and 
,  operated  by  E.,  J.  &  E.  Ry.  Co.): 

South  Chicago,  111.,  to  Kirk  Yard,  Ind 

10.77 
4.20 

11.92 
4.15 

South  Chicago,  111.,  and  vicinity 

108.92 

282.46 

8.64 

4.24 

Chicago  &  Southeastern  Ry  ,  at  Bridgeport  111     ' 

Chicago  &  Kenosha  R  y. ,  at  North  Chicago,  HI ...  - 
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Summary  of  standard-gauge  railroad  mileage  operated  by  subsidiary  companies  Dec.  SI, 

iSi.?— Contmued. 


Owned  or  operated  by- 

Line 
owned. 

Branches 

and 

spurs. 

Operated 
under 

trackage 
rights. 

Second 
tracks. 

Sidings. 

Chicago,  Lake  Shore  &  Western  Ry.— Continued. 
Joliet  &  Blue  Island  Ry . ,  at  Toilet,  111 

42.43 
19.43 

Milwaukee,  Bay  View  &  Chicago  R.  R,,  at  Mil- 

Total  Chicago,  Lake  Shore  &  Eastern  Ry 

14.97 

•466.11 

16.07 

Bessemer  &  Lake  Erie  R.  R.: 

Bessemer  to  North  Bessemer,  Pa.   (leased  to 
Union  R.  R.  Co.)                           

8.04 

144.26 

8.71 

8.04 

55  86 

North  Bessemer,  Pa.,  to  Conneaut  Harbor,  Ohio. . 

Conneaut  Junction  to  Wallace  Junction,  Pa 

Wallace  Junction  to  Cascade,  Pa.  (N.  Y.,  C.  &  St, 
L.  R.  R.)                    

12.20 

2.16 
8.87 

10.30 

1.48 

1.80 

.80 

20.54 

.92 

Kremis  to  Osgood,  Pa 

.32 

1.96 

Branchton  to  Hilliard,  Pa 

Gofl-Kirby  Junction  to  GofE,  Pa 

28.89 

129.96 

149. 12 

Meadville  to  LinesviUe,  Pa.  (M. ,  C.  L.  &  L.  R.  R. ) . 
Lynches  Junction  to  Exposition  Pk.,  Pa.  (M.,  C. 

L.  &L.  R.  R.)....: 

Pittsburgh  Junction  to  Butler,  Pa.  (B.  &  0.  R. 

R.)    

.60 

Total,  Bessemer  &  Lake  Erie  R.  R 

207.88 

29.21 

12.70 

138.  00 

206.  94 

Birmingham  Southern  R.  R.: 

9.70 
4,31 
3.89 
11.08 
16.63 

Stockton  Junction  to  Stockton,  Ala 

2.03 
23.15 

Main  T-itip  bra"'^^''.S 

69.27 

Total.  Birmingham  Southern  R.  R 

45.61 

26.18 

69.27 

Union  Railroad: 

E,  Pittsburgh  to  Streets  Rim,  Pa.,  andDuquesne 

8.79 
7.40 

6.09 

1.00 

9.59 
7.40 

63.27 

Junction  near  Port  Perry  Bridge  to  Mifflin  Sum- 
mit (Wabash,  Conn.).                                    .  . 

25.69 

Total  Union  R.  R 

16.19 

6.09 

1.00 

16.99 

78.96 

Pittsburgh  &  Ohio  Valley  Ry.  at  Allegheny  Furnace, 
Pittsburgh,  and  at  Neville  Island,  Pa 

2.23 
.20 
2.00 
1.70 
4.38 

5.46 
.43 

15.68 

1.88 
1.03 

1.18 

9.37 

1.30 

Etna  &  Montrose  R.  R.,  Etna  to  Pine  Creek,  Pa 

6.60 
16.43 

.62 

St.  Clair  Terminal  R.  R.,  atClairton,  Pa 

6.15 

.56 

Donora  Southern  R.  R.,  at  Donorajta 

.90 

McKeesport  Connecting  R.  R.,  McKeesport  to  Port 

7.69 

7.18 

McKeesport  Terminal  R.  R.,  at  McKeesport,  Pa 

Connellsville  &  Monongahela  Ry.,  Moser  Run  Junc- 
tion to  Brownsville,  Pa.  (leased  to  Pa.  R.  R .  Co. ) . . . 
Youghiogheny  Northern  Ry . ,  Broad  Ford  to  Summit, 

.13 

5.22 

.16 

Johnstown  &  Stonycreek  R.  R.,  at  Johnstown,  Pa 

Benwood  &  Wheeling  Conn.Ry.,at  Riverside, W.Va. 
Mercer  Valley  R.  R.,  at  South  Sharon,  Pa 

12.39 

3.00 
13.14 

30.00 

Newburgh  &  South  Shore  Ry.,  at  Newburgh  and 

42.03 

Lake  Terminal  R.  R.,  Lorain  steel  plant  and  other 
industries  at  Lorain,  Ohio,  to  connections  with 

10.39 

1.11 
2.60 
1.15 
6.10 

29.65 

22.08 

connections  with  L.  E.  &  W.,  and  P.,  C,  C.  &  St.  L. 

2.94 

Waukegan  &  Mississippi  Valley  Ry.,  between  E.,  J. 

&  E.,  and  C.  &  N.  WT  Rys.,  at  Waukegan,  111 

Pencoyd  &  Philadelphia  R.  R.,  between  Penna.  R.  R. 

5.60 

2.00 

Interstate  Transfer  Ry.  and  Spirit  Lake  Transfer  Ry. 
between  Duluth,  Minn.,  and  West  Superior,  Wis.. 

.29 

10.56 

977.  78 

737.47 

385.38 

403.20 

987.22 
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Committee  on  Investigation 
OF  United  States  Steel  Coepoeation, 

House  or  Repeesentatives, 

Saturday,  March  30, 1912. 
The  committee  this  day  met,  Hon.  Augustus  C.  Stanley,  chairman, 
presiding. 

Mr.  Reed.  Mr.  Chairman,  I  have  the  statement  of  Mr.  Filbert  as 
to  the  tonnage  of  ore  uncovered  and  the  cost  of  stripping  by  the 
Steel  Corporation  that  the  chairman  asked  Mr.  Filbert  to  submit. 
The  Chaieman.  Very  well. 

Mr.  Reed.  This  is  a  copy  of  the  statement  that  was  submitted  to 
the  chairman  previously,  and  I  have  added  to  it  a  memorandum  of 
the  explanation  I  made  at  the  hearing  of  March  27  as  to  the  amount 
of  ore  that  was  rendered  available  by  this  stripping. 

The  Chaieman.  Mr.  Stenographer,  will  you  put  this  in  as  an  exhibit 
at  the  close  of  to-day's  hearing  ? 
Mr.  Danfoeth.  Suppose  it  be  read. 
The  Chaieman.  All  right. 

Mr.  Reed.  The  first  inquiry  was  as  to  the  tonnage  of  ore  stripped 
at  the  time  of  taking  the  HUl  lease,  and  Mr.  Filbert's  answer  to 
that  is : 
We  have  no  records  or  data  showing  this  information. 

The  second  inquiry  is  the  approximate  cost  of  stripping  per  ton  of 
ore  in  1907.     His  reply  is: 

Statistics  relating  to  cost  of  stripping  are  kept  showing  such  cost  per  yard  of 
overburden  removed ,  but  not  pe/  ton  of  ore  uncovered .  For  the  year  1907  the  average 
cost  of  stripping  per  yard  of  overburden  removed  was  33.1  cents.  The  cost  per  ton  of 
ore  uncovered  necessarily  varies  materially  on  different  properties  accordmg  to  the 
depth  of  the  stripping  removed  and  the  tonnage  of  ore  thus  uncovered.  No  data  has 
been  recorded  showing  the  ore  tonnage  uncovered  by  the  1907  stripping.  From 
general  knowledge  of  the  subject,  however,  it  is  estimated  that  the  stnpping  cost  in 
that  year  was  equal  to  about  14  cents  per  ton  of  ore. 

Your  third  inquiry  is  the  total  cost  of  stripping  on  the  Hill  lease 
properties  and  the  tonnage  uncovered  by  same.     His  reply  is: 

To  December  31, 1911,  there  had  been  expended  for  stripping  as  above,  $4,406,478.21. 
To  the  same  date  there  had  been  uncovered  ore  tonnage  of  approximately  37,865,000 
tons. 

I  have  added  this  note: 

As  explained  at  the  conclusion  of  the  hearing  of  March  27,  1912,  not  nlore  than 
27  000  000  tons  of  this  ore  is  available  by  the  open-pit  method  of  mining. 

Mr.  Beall.  Do  you  know  how  many  tons  of  ore  the  Steel  Corpora- 
tion ever  took  out  of  the  Hill  property  ?  ^     J.      , 

Mr.  Reed.  It  is  something  less  than  the  minimum  fixed  in  the 
lease.  ^255 
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Mr.  Beall.  Yes;  I  knew  that,  but  I  did  not  know  how  much. 

Mr.  Reed.  But  in  order  to  get  the  minima  up  to  June  1,  1915, 
when  that  lease  is  terminated,  it  will  be  necessary  to  take  out  about 
26,000,000  or  27,000,000  tons,  practically  just  the  amount  that  has 
been  rendered  available  b}-  this  stripping,  and  if  that  is  taken  out  it  will 
amount  to  the  sum  of  the  minima — the  annual  minima  up  to  June  1, 
1915. 

The  Chairman.  By  the  calculation  of  the  minimum  tonnage  up 
to  1915,  at  the  rates  named  in  the  contract,  you  approximately  fix 
the  amount  of  ore  obtained  from  the  Hill  leases  up  to  1915  ? 

Mr.  Reed.  I  think  so;  yes,  sir.  \ow,  when  Mr.  Kennedy  was  on 
the  stand  last  Wednesday  he  said  he  had  an  impression — although 
he  admitted  he  was  not  sure  about  it — that  the  rate  on  export  finished 
steel  from  Pittsburgh  to  the  seaboard  was  $1.50,  and  that  if  the  ship- 
ment was  sent  out  by  way  of  the  Bessemer  his  impression  was  that 
the  Bessemer  gets  80  cents  and  the  trunk  line  70  cents. 

Tht  Chairman.  He  said  he  was  told  that. 

Mr.  Reed.  Yes.  He  admitted  that  he  was  not  sure  of  that,  but 
he  went  on  to  draw  some  rather  dismal  conclusions  from  that  fact,  or 
supposed  fact.  I  sent  an  inquiry  to  Mr.  Baird,  who  has  been  a  witness 
before  the  committee,  asking  him  just  what  the  rates  were,  and  I  got 
this  reply  from  him  last  night: 

Our  Pittsburgh  district  points  to  Xew  York,  export  iron  and  steel  articles — beams, 
channels,  etc. — carloads,  rate  $2.10  net  ton,  allow  Bessemer  and  Lake  Erie  to  Erie,  Pa., 
52  cents;  to  Wallace  Junction,  50  cents;  Shenango,  46  cents;  and  to  Butler  transfer, 
32  cents.  Upon  export  billets  and  rails,  carloads,  rate  $1.75  gross  ton,  allows  to  Erie 
43  cents,  to  Wallace  Junction  42  cents,  Shenango  39  cents,  and  to  Butler  transfer  25 
cents  gross  ton.  The  bulk  of  our  export  tonnage  moves  via  Butler  transfer,  care  Cen- 
tral Jersey  deli^■ery. 

So  that  Mr.  Kennedy's  information  on  that  was  clearly  quite 
wrong. 

Mr.  Sterling.  Is  the  rate  less  for  export  ? 

Mr.  Reed.  The  rate  is  loss  for  export  materials,  yes;  but  Bessemer's 

Eercentage  is  almost  exactly  the  same  proportion  of  the-  rate  as  its 
aul  is  in  proportion  to  the  total  haul.  The  telegram  is  pretty  well 
abbreviated,  but  I  guess  it  makes  sense.  I  am  rather  curious  to  know 
where  Kenned}'  got  that  ijtnpression,  because  I  can  not  find  that 
there  ever  was  a  rate  of  that  kind  in  effect;  still  I  feel  he  must  have 
had  some  basis  for  it. 

Mr.  Beall.  In  order  that  the  record  may  show  the  matter  has  not 
been  overlooked,  some  weeks  or  months  ago  the  Steel  Corporation 
indicated  to  the  committee  that  they  wanted  to  put  certain  experts 
on  the  stand  on  the  ore  proposition,  I  do  not  think  they  have  oeen 
used,  and  Mr.  Reed  stated  to  me  personally  yesterday  that  they  had 
abandoned  the  idea  of  using  them.  I  think  the  fact  ought  to  be 
shown  in  the  record.  The  opportunity  is  still  open  to  them,  if  they 
desire  to  avail  of  it. 

The  Chairman.  Yes,  I  told  Mr.  Reed  if  he  had  any  witnesses  on 
the  subject,  we  would  be  glad  to  hear  them. 

Mr.  Reed.  I  understand  that  the  opportunity  is  still  open  ? 

The  Chairman.  Well,  the  probabilities  are  that  the  hearings  will 
close.     If  you  have  any  witness,  you  should  put  him  on  now. 

Mr.  Reed.  I  should  have  said  that  I  understood  all  along  that  the 
opportunity  has  been  open. 

The  Chairman.  Yes.     Will  you  be  sworn,  Mr.  Grasty? 
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STATEMENT  OF  JOHN  S.  GRASTY. 

The  witness  was  duly  sworn  by  the  chairman. 

The  Chairman.  Where  do  you  reside,  Mr.  Grasty  ? 

Mr.  Grasty.  In  Virginia— Charlottesville,  Va. 

The  Chairman.  What  is  your  business  in  Charlottesville  ? 

Mr.  Grasty.  I  am  a  member  of  the  facultv  of  the  University  of 
Virginia  there — department  of  geology. 

The  Chairman.  Have  you  made  a  special  study  of  ores  ? 

Mr.  Grasty.  I  have;  yes,  sir. 

The  Chairman.  I  will  ask  you,  if  you  have  ever  taken  any  speciail 
training  or  course  of  study  in  the  analysis  and  valuation  to  enabLe  you 
to  analyze  or  value  ores,  to  state  what  it  was. 

Mr.  Grasty.  You  refer  to  my  education  ? 

The  Chairman.  Yes. 

Mr.  Grasty.  Yes;  I  am  a  graduate  of  the  Johns  Hopkins  Uni- 
versity, the  Massachusetts  Institute  of  Technology,  and  Washington 
and  Lee  University. 

The  Chairman.  Well,  have  you  ever  studied  the  ore  reserves  of 
this  country  or  foreign  countries  ? 

Mr.  Grasty.  I  have;  yes,  sir. 

The  Chairman.  What  countries  ? 

Mr.  Grasty.  England  and  Germany;  a  very  cursory  study, 
though,  in  both  of  those  countries. 

The  Chairman.  Have  you  ever  done  any  field  work,  Mr.  Grasty? 

Mr.  Grasty.  Yes,  sir. 

The  Chairman.  Have  you  ever  had  any  occasion  to  make  any 
particular  investigation  of  the  ore  deposits  on  what  is  known  as  the 
Birmingham  district? 

Mr.  Grasty.  I  have,  sir. 

The  Chairman.  How  long  were  you  engaged  in  that  investigation  ? 

Mr.  Grasty.  Well,  about  two  years  in  all — a  little  over  two  years. 

The  Chairman.  Well,  explain  to  the  committee  fully  how  you 
happened  to  make  this  investigation,  for  whom  you  made  it,  and 
what  was  the  purpose  of  it. 

Mr.  Eeed.  And  when  it  was  made  ? 

The  Chairman.  Yes;  and  when  it  was  made. 

Mr.  Grasty.  The  investigation  that  I  undertook  in  the  Birming- 
ham district  was  begun  about  four  years  ago  and  continued  for  a 
period  of  about  two  years.  The  reason  for  undertaking  that  par- 
ticular investigation  was  that  a  syndicate  in  Baltimore  had  purchased 
some  ore  lands  in  the  eastern  part  of  Alabama  silicious  ore  lands, 
known  as  the  Gray  ore  deposits,  and  wanted  to  buy  some  Clinton 
ore  or  limy  ore,  so  that  they  might  have  the  ingredients  for  a  fur- 
nace proposition.  They  purchased  this  Gray  ore  with  the  idea  and 
belief  that  it  would  be  possible  to  acquire  Clinton  ores  in  the  Bir- 
mingham, district  proper  or  somewhere  in  Alabama,  and  I  was  sent 
down  there  to  see  what  lands  could  be  had.  In  order  to  find  out 
what  lands  could  be  had,  I  investigated  what  lands  were  owned  by 
the  different  furnace  companies,  because  I  knew  that  that  would  be 
eliminated  from  purchase. 

The  Chairman.  That  is,  as  I  understand  you,  a  syndicate 

Mr.  Grasty.  Yes;  a  syndicate. 
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The  Chairman  (continuing).  Whose  purpose  it  was  to  erect  blast 
furnaces  and  go  into  the  making  of  pig  iron  ? 

Mr.  Grasty.  Yes. 

The  Chairman.  Was  this  syndicate  willing  and  able  to  buy  large 
quantities  of  the  Clinton  ores  if  they  could  be  discovered  m  that 
region. 

Mr.  Grasty.  I  am  sure  they  were,  because  I  was  instructed  to 
get  options  on  them,  and  they  were  prepared  to  buy — they  indicated 
to  me  that  they  were — any  good  properties  that  could  be  found. 

The  Chairman.  Well,  I  believe  you  stated  you  did  not  secure 
those  options  in  sufficient  quantities  ? 

Mr.  Grasty.  No;  I  was  unable  to  do  so. 

The  Chairman.  Well,  did  that  failure  to  secure  them  spring  from 
the  fact  that  you  were  not  willing  or  not  authorized  to  pay  the 
amounts  which  the  holders  of  these  ores  demanded,  or  because  the 
ore  itself  was  not  in  existence,  or  not  on  the  market  at  all?  I  wish 
you  would  explain  that  to  the  committee ;  what  efforts  you  made  to 
secure  these  ores. 

Mr.  Grasty.  As  I  stated,  I  first  found  out  what  the  furnace  com- 
panies owned.  Then  I  examined  the  ores — ore  lands  that  were — 
could  possibly  be  had.  I  found  that  these  properties  were  so  scat- 
tered, and  most  of  it  was — most  of  the  ore  had  to  be  reached  by 
shaft,  and  very  little  outcrop  ore  could  be  had;  in  other  words,  what 
I  mean  to  say  is  this:  That  while  I  examined  a  great  many  acres — 
hundreds  and  hundreds  of  acres — yet  they  were  in  small  bodies  and 
scattered,  and  on  that  account  it  did  not  appear  economical  to  pur- 
chase these  lands. 

The  Chairman.  Now,  explain  that  to  the  committee.  We  are  not 
technical  steel  men — why  it  was  that  if  you  could  find  a  patch  here 
and  a  patch  there  and  a  patch  yonder,  you  did  not  purchase  those 
little  patches.  What  size  were  these  patches  and  why  you  did  not 
purchase  them? 

Mr.  Grasty.  Well,  as  I  stated,  the  ore  that  reached  the  surface  or 
outcropped  was  in  small  quantity,  and  generally  of  inferior  quality, 
and  hence  would  require  the  operation  of  a  mine  on  a  small  scale; 
say,  one  small  property  of  80  acres  or  120  acres;  then  one  of  the 
furnace  companies  would  own  land  in  front  of  that,  separating  it 
from  another  body  of  ore.  In  that  way  such  ore  land  as  was  avail- 
able for  purchase  was  practically  eliminated  from  purchase  by  any- 
one except  the  adjoinmg  owners;  or  if  you  take  the  ore  lands  m 
Shade  Valley,  which  is  east  of  the  Birmingham  district,  that  ore 
could  be  had  in  considerable  acreage,  but  it  required  shafts  from 
1,400  to  2,000  feet  in  depth  to  reach  the  ore.  That  ore  also,  or  that 
land,  rather,  was  dissected  by  other  ownerships  chiefly,  in  fact — 
yes,  chiefly  the  furnace  companies — as  indicated  here  by  this  map, 
which,  however,  does  not  show  all  of  the  ownerships  there;  merely 
the  ownerships  of  three  companies. 

The  CFA.IRMAX.  As  I  understand,  you  found  a  small  body  of  land, 
and  you  would  have  to  sink  a  shaft  to  get  to  that  ore  1,200  or  1,400 
feet,  and  into  the  next  body  vou  would  have  to  sink  another  shaft  ? 

Mr.  Grasty.  That  is  exactly  what  I  mean. 

The  Chairman.  To  what  extent  could  that  ore  have  been  mined 
by  one  shaft  ?  How  far  could  you  go  from  the  foot  of  a  shaft  with 
your  entries,  if  this  ore  had  been  available  in  large  tracts  ? 
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Mr.  Gkasty.  Well,  you  could  go  a  mile  or  more  easily,  because  of 
the  gentle  dip  of  the  ore  at  that  distance  from  the  outcrop. 

The  Chairman.  Now,  in  among  these  Superior  ore  lands  there  are 
a  number  of  ore  companies  that  make  a  business  of  mining,  market- 
ing, leasing  from  the  fee  holder  and  mining  this  ore  and  shippiag  it 
out.  Are  there  any  merchant  companies  engaged  in  leasing  and  the 
sale  of  ore  as  a  merchantable  commodity  in  the  Birmingham  dis- 
trict or  in  that  southern  region  ? 

Mr.  Grasty.  There  are  one  or  two  small  companies;  one  or  two 
small  companies. 

The  Chairman.  Do  they  produce  sufficient  ore  to  justify  a  large 
blast  furnace  in  operating  ? 

Mr.  Grasty.  No. 

Mr.  Gardiner.  There  are  some  large  ones  like  the  Sloss-Sheffield 
Co.,  that  produce  only  pig  iron,  are  there  not? 

Mr.  Grasty.  Yes. 

The  Chairman.  I  was  asking  about  another  thing;  about  the 
merchant  companies  that  produce  only  ore  and  do  not  sell  iron  at  all. 

Mr.  Gardiner.  I  understood  the  chairman's  question. 

The  Chairman.  Now,  I  will  ask  you  to  state  to  the  committee  the 
extent,  as  near  as  you  can  give  it,  of  what  is  known  as  the  Birming- 
ham district.     What  are  its  natural  bounds  ? 

Mr.  Geasty.  The  Birmingham  district  has  Birmingham  as  an 
approximate  center;  not  as  the  center  of  a  circle.  It  extends 
northeastward  from  Birmingham  to  a  point  on  this  map  here  about 
Springville. 

Mr.  Beall.  How  many  miles  ? 

Mr.  Grasty.  I  can  not  tell  you.  I  forget  the  distance.  There  to 
Springville  and  then  southwestward. 

The  Chairman.  Is  that  map  to  a  scale  of  miles  ? 

Mr.  Grasty.  Yes.  Each  one  of  these  squares  is  a  township  6  miles 
square;    and  that  is  a  scale  of  one  half  a  mile  to  the  inch. 

Mr.  YoxJNG.  Well,  that  is  20  or  25  miles. 

Mr.  Grasty.  About  25  miles;  yes. 

Mr.  Gardner.  It  is  .3  miles;  the  length  of  your  rule.  You  said 
half  a  mile  to  the  inch. 

Mr.  Grasty.  I  meant  a  mile  to  the  half  inch. 

Mr.  Gardner.  Oh. 

Mr.  Grasty.  That  would  make  it  about  25  mUes  up  there.  Then, 
about  the  same  distance — not  quite  as  far,  but  about  the  same  dis- 
tance— to  below  Woodstock  ia  the  vicinity  of  Dudley. 

Mr.  Young.  It  is  about  50  mUes  long  ? 

Mr.  Grasty.  Yes;  about  50  mUes  long.  And  it  extends  up  here 
into  Murphys  Valley,  which  is  separated  from  the  extension  of  the 
Jones  Valley,  which  ends  up  here  at  Chalkville,  but  you  may  con- 
sider it — this  Blount  Mountain  lies  here  in  a  basin  and  is  a  coal 
field  with  ore  dipping  under  it  on  both  sides.  The  Murphys  Valley 
area  has  very  little  value  as  a  source  of  ore  supply.  Probably  the 
only  portion  of  this  region  which  makes  a  great  showing  on  the 
geological  map  that  is  at  all  workable  is  several  miles  in  the  vicinity 
of  Compton,  where  the  ore  is  thin.  On  the  east  side  of  Murphys 
Valley  the  ore  is  faulty — here  and  there  little  patches  of  available 
ore  Up  near  Springville  there  is  some  ore  3  feet  thick.  It  extends 
up  here  a  short  distance  and  then  from  there  to  Attalla,  where  the 
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mines  of  the  Alabama  Consolidated,  or  one  of  them,  is  located.  There 
is  a  barren  stretch  [indicating].  The  Clinton  formation  is  there,  but 
no  ore. 

The  Chairman.  Are  those  Alabama  consohdated  furnaces  in  opera- 
tion now  ? 

Mr.  Grastt.  I  don't  know  whether  they  are  or  not.  Then,  from 
Springville  down  to  Trussville  is  another  area  in  which  you  have  a 
wide  extent  of  the  Clinton  formation,  which  carries  these  ores,  but 
very  little  ore  that  is  or  any  value.  As  you  approach — get  within 
half  of  the  distance  between  Trussville  and  Irondale,  a  distance  of 
about  8  miles — the  ore  begins  to  get  good  and  continues  to  get  better 
southwestward  all  the  way  down  to  Sparks  Gap,  which  is  below 
Bessemer.  This  is  the  very  heart  of  the  Birmingham  district.  In 
here  you  have  at  Irondale,  which  is  located  at  the  gap — Ked  Gap, 
where  most  of  the  railroads — where  all  the  railroads  from  the  north, 
except  this  railroad  up  Murphys  Valley  enter  Jones  Valley.  On 
the  west  side  of  the  Birmingham  Valley,  which  includes  two  valleys, 
Jones  Valley  and  Opossum  Valley,  Opossum  Valley  continuing  up 
here  into  Murphys  Valley,  the  formation  is  faulty  and  very  little  ore 
in  there;  in  fact,  it  is  neghgible.  Consequently,  you  can  omit  from 
consideration  of  the  distribution  of  ore  supply  practically  everything 
with  the  exceptions  I  have  noted  outside  of  the  lied  Mountain  proper, 
a  distance  extending  about  30  miles.  In  there  you  have  three  ore 
beds  which  are  not  continuous  all  that  distance.  You  have  four 
seams  rather — an  upper  seam  Icnown  as  the  Hickory  Nut  seam; 
then  the  Ida  seam,  which  is  3  to  6  feet;  then  the  Big  seam,  which 
ranges  from  15  to  30  feet;  then  the  Irondale,  which  ranges  from  4  to 
5  feet.  The  Irondale  and  the  Big  seam  continue  from  the  vicinity  of 
Irondale — for  about  5  miles  southwestward.  Then  the  Big  seam 
continues  all  the  way,  but  the  Irondale  plays  out.  And  it  is  in  this 
district  here,  from  Birmingham  to  Bessemer  and  below  Bessemer,  that 
you  have  the  main  ore  supply  of  the  Birmingham  district.  It  is  in 
there — this  Big  seam  [indicating]. 

The  Chairman.  Are  there  iron  and  steel  plants  located  there — 
furnaces  ? 

Mr.  Grasty.  Well,  furnaces  are  located  here — in  Birmingham  and 
Bessemer.  There  is  a  furnace  up  here  at  Truesville,  too,  which  is 
owned  by  the  Southern  steel. 

The  Chairman.  You  spoke  of  that  district  running  nortlieast  and 
southwest  being  about  30  miles  long.     What  is  the  width  of  it '': 

Mr.  Grasty.  The  width  of  the 

The  Chairman.  The  ore  deposit — I  am  speaking  of  iron  ore. 

Mr.  Grasty.  Well,  those  ores  dip  eastward — dip  in  this  directum 
[indicating],  and  extend  from  Red  Mountain  under  the  Cahaba  coal 
field,  but  tlicy  thin  somewhat  in  that  direction  and  consequently  the 
tonnage  probably  ought  not  to  be  calculated  much  beyond — avail- 
able tonnages  much  beyond  Shades  Creek,  which  is  about  three 
quarters — follows  a  line  a  distance  of  three-quarters  the  width  of  the 
valley  between  Red  Mountain  and  Shades  Mountain. 

Mr.  Young.  Where  is  Shades  Mountain  on  the  map  ? 

Mr.  Grastt.  Shades  Mountain  is  here  [indicating].  This  line. 
Red  Mountain  rises  here  above  Birmingham.  Then  a  valley  drained 
by  Shades  Creek,  and  then  an  abrupt  point  known  as  Shades  Moun- 
tain. 
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a{^"  ^'^i^'^'^'^'ER.  What  is  that  pink  spatter  north  of  the  river? 
Mr   Reed.  Mr.  Perrin  explained  that— the  Tennessee  Coal  &  Iron 
coal  lands. 

Mr.  Gkasty.  Yes;  this  is  in  the  coal  fields. 

Mr.  Gardner.  What  is  that  river  ? 

Mr.  Grasty.  This  is  the  Locust  Fork  of  the  Warrior  River.  It  is 
the  Warrior  coal  field. 

The  Chairman.  As  I  understand  you,  those  ore  bodies  extend  in 
veins,  roughly  parallel  to  one  another  on  the  map,  from  what  vou 
have  said  ? 

Mr.  Grasty.  The  veins '] 

The  Chairman.  The  ore  bodies.  Do  they  lay  in — their  length  is 
greater  than  their  width  a  good  deal,  is  it  not  ?  " 

Mr.  Grasty.  Yes;  their  length  is  greater  than  their  width. 

The  Chairman.  What  is  the  distance  across  these  bodies? 

Mr.  Grasty.  Well,  the  distance 

The  Chairman.  The  line  running- 


Mr.  Grasty.  You  mean  down  the  dip  of  that  formation — down 
the  dip  of  the  bed  ? 

The  Chairman.  No;  I  mean  the  distance  where  you  find  ore  to 
the  southwest  and  to  the  southeast  to  where  you  cease  to  find  ore  in 
the  northwest. 

Mr.  Grasty.  There  is  a  distance  there  of  45  to  50  miles. 

The  Chairman.  Have  they  any  arrangement  about  freights  in 
that  circle  of  25  miles  from  Birmingham  ? 

Mr.  Grasty.  The  freight  rate,  as  I  remember  it,  is  12^  cents. 

The  Chairman.  Flat  ? 

Mr.  Grasti'.  Yes. 

The  Chairman.  Within  that  circle  ? 

Mr.  Grasty.  Yes. 

The  Chairman.  And  after  that  does  the  rate  get  higher? 

Mr.  Grasty.  Yes;  it  goes  up. 

The  Chairman.  Well,  you  started  to  speak  of  the  fact  that  you 
could  not  secure,  for  the  reasons  you  have  mentioned,  any  of  these 
Clinton  ores.  Is  it  possible  to  operate  a  blast  furnace  in  competition 
with  blast  furnaces  supplied  with  the  Clinton  ores,  using  only  the 
gray  or  siliceous  ore  ? 

Mr.  Grasty.  Yes;  using  that  as  a  combination. 

The  Chairman.  No  ;  I  mean  using  those  alone ;  could  you  use  those 
gray  or  siliceous  ores,  which  you  say  you  could  find  along  and  by 
themselves  without  any  mixtures  of  limy  ore,  and  produce  pig  iron 
competitively  with  those  that  have  both  ? 

Mr.  Grasty.  No;  you  could  not  use  the  gray  ores  with  limestone 
and  make  pig  iron  in  competition  with  other  furnaces  of  the  district. 
Plence,  this  search  was  made  for  Clinton  ore. 

Mr.  Gardner.  What  is  the  Clinton  ore  'I 

Mr.  Grasty.  Clinton  ore  is  the  ore  in  the  Clinton  formation,  which 
is  the  formation  in  which  the  Alabama  iron  ores  occur  largely. 

Mr.  Young.  You  mean  as  related  U>  this  district — the  red  ores  '. 

Mr.  Grasty.  Yes;  the  red  ores. 

Mr.  Gardner.  It  is  a  new  term  in  this  hearing.     You  mean  the 

rod  ores « 

Mr.  Grasty.    les;  the  red  ores. 
Mr.  Young.  Not  the  brown  ores  I 
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Mr.  Grasty.  Xo. 

Mr.  Beall.  As  I  understand  it,  the  syndicate  for  which  you  were 
making  this  search  had  already  an  abundance  of  the  gray  ores  ? 

Mr.  Grasty.  Yes ;  they  already  had  enough  of  the  gray  ores,  which 
is  a  sihceous  ore,  as  is  the  brown  ore. 

Mr.  Beall.  Ajad  you  were  seeking  this  red  ore  for  the  purpose  of 
that  mixture  ? 

Mr.  Geasty.  The  hmey  red  ore,  for  the  purposes  of  the  mixture. 

The  Chairman.  Are  tnose  gray  ores  widely  distributed  throughout 
that  region  ? 

Mr.  Grasty.  Xo;  they  occur  in  Talladega  County,  in  two  different 
areas,  and  within  limited  areas  in  each  of  those  two. 

The  Chairman.  Are  there  any  available  ore  deposits  outside  of  the 
Birmingham  district  in  this  ore-bearing  region,  extending  through  the 
Appalachians  from  New  York  to  Georgia  and  Alabama  ? 

Mr.  Young.  You  mean  the  Appalacnian .  .       - 

The  Chairman.  Yes;  this  mountainous  region — that  is  available 
in  competition  with  the  Birmingham  district. 

Mr.  Grasty.  Do  you  include  in  that  northwest  Georgia  and  Ten- 
nessee? 

The  Chairman.  The  whole  region. 

Mr.  Grasty.  Well,  there  are  furnaces  in  Tennessee  and  in  Georgia. 

Mr.  Reed.  And  in  Virginia  ? 

Mr.  Grasty.  And  Virginia,  which  have  been  successful. 

The  Chairman.  Well,  are  they  being  operated  now  ? 

Mr.  Grasty.  Yes. 

The  Chairman.  In  competition  with  Birmingham  ? 

Mr.  Grasty.  Some  of  them  are. 

The  Chairman.  Is  there  any  great  supply — just  explain  to  me 
what  ore  supply  there  is  outside  of  the  Birmingham  district  that  is 
now  available  for  making  pig  iron  in  competition  with  Birmingham 
furnaces.     What  is  its  extent  1 

Mr.  Grasty.  These  same  ores,  as  you  know,  continue  from  New 
York  to  Alabama. 

The  Chairman.  That  is  what  I  know. 

Mr.  Grasty.  Yes.  X"ow^  I  will  trace  them:  Northeastward  from 
Birmingham  they  pass  through  northwest  Georgia  into  TeMiessefe, 
and  continue  through  Tennessee  into  Virginia,  where  they  are 
worked  at  but  one  place,  and  from  there  are  not  worked  again  until 
New  York  is  reached.  In  Virginia — coming  back  the  other  way — in 
Virginia  the  ores  used  are  brown  ores,  with  this  one  exception,  where 
the  Clinton  ores  happen  to  be  barely  thick  enough  to  work.  The 
Oriskany  iron  ores,  so  called,  and  the  brown  ores  continue  into  West 
Virginia.  Then  coming  into  Tennessee  there  are  a  number  of  fur- 
naces working  on  the  brown  ore. 

The  Chairman.  What  is  the  character  of  that  brown-ore  forma- 
tion ?     Is  it  a  reliable  deposit  and  can  it  be  worked  ? 

Mr.  Grasty.  X'^o;  they  are  very  pockety;  small  deposits. 

The  Chairman.  For  instance,  if  you  drill  down  until  you  strike  the 
brown  ore,  do  you  know  how  much  you  have  ? 

]\Ir.  Grasty.  Xot  unless  you  check  the  property  with  holes  and 
know  the  proportion  of  ore  or  dirt. 

The  Chairman.  I  have  seen  the  statement  that  the  Birmingham 
district  is  only  a  small  per  cent  of  the  ore-bearing  region — ore-bearing 


UNITED    STATES    STEEL    COEPOEATION.  5293 

body  found  in  this  region  from  New  York  to  Alabama — and  that,  for 
instance,  this  Steel  Corporation  had  only  about  15  or  20  per  cent  of 
this  entire  ore  supply,  and  for  that  reason  its  holdings  of  available  ore 
was  inconsequential.     Is  that  correct  ? 

Mr.  Gbasty.  That  is  correct,  if  you  make  the  comparison  with  all 
the  ores  that  occur  in  the  Southern  States.  That  is  approximate, 
if  you  make  a  comparison  with  all  the  ores  of  whatever  grade,  just 
so  they  be  called  ores. 

The  Chairman.  I  am  speaking  now  of  available  ores  that  can  be 
smelted  in  competition  with  the  Birmingham  ores.  Ores  that  you 
can  take  out  and  put  in  a  blast  furnace  with  coke  and  limestone  and 
get  iron  out  of  them  in  competition  with  the  ores  made  by  the  Sloss- 
Sheffield  and  the  Woodward  and  Tennessee  Coal  &  Iron  people. 

Mr.  Geasty.  Well,  I  should  say  that  in  the  case  of  the  ores  in  the 
Birmingham  district  as  the  red  ores  are  bedded,  the  deposits  occur 
in  beds  like  a  bed  of  sandstone  or  Umestone,  and  a  great  many  of 
these  other  ores,  as  I  have  indicated,  are  brown  ores,  and  estimates 
are  made,  which  may  or  may  not  be  correct,  whereas  the  estimates 
on  the  Birmingham  district  are  very  closely  correct;  that  it  is  very 
largely  a  guess,  largely  a  more  or  less  accurate  guess,  but  still  a 
guess. 

The  Chairman.  What  I  am  trjdng  to  get  at 

Mr.. Gardner.  What  is  a  guess?    The  15  per  cent? 

Mr.  Gbastt.  Yes;  the  15  per  cent,  because  the  comparison  is  made 
on  the  basis  of  all  the  ores  in  the  South.  Now,  as  I  say,  a  large  part 
of  that  tonnage  is  based  on  estimates  of  brown-ore  deposits,  which  are 
pockety;  and  these  brown-ore  deposits — the  actual  tonnage  in  any 
given  one  can  not  be  determined  without  checker-boarding  the  prop- 
erty with  drill  holes,  and  I  don't  know  of  any  large  property  where 
that  has  been  done  systematically.  In  one  or  two  it  has,  but  included 
in  this  estimate  my  statement  holds. 

The  Chairman.  I  understand  that  there  are  vast  amounts  of  iron 
ore  of  one  kind  or  another  scattered  all  through  this  mountainous 
region,  from  east  Tennessee,  some  little  in  eastern  Kentucky  and  in 
Georgia  and  in  Virginia  and  in  New  York  and  in  Alabangia.  You  can 
find  it  anywhere  in  there — vast. stretches.  How  much  of  that  ore  is 
so  located  that  you  can  put  up  a  blast  furnace  in  the  midst  of  it  and 
make  iron  in  competition  with  the  blast  furnaces  now  being  operated 
in  the  Birmingham  district  ? 

Mr.  Gbasty.  Well,  I  could  not  answer  that  on  the  basis  of  per  cent. 
That  is  a  very  big  question,  to  state  what  proportion  of  it  could  be 
operated — what  percentage  of  it  in  competition  with  the  Birmingham 
district.  I  think  that  it  is  perfectly  erroneous  to  compare  the  Ten- 
nessee Coal  &  Iron  Co.  or  the  Sloss-Shefiield  Steel  &  Iron  Co.  or  any  of 
the  Alabama  furnace  companies  with  companies  located  elsewhere, 
operating  under  somewhat  different  conditions,  when  the  tonnage  of 
one  is  known  and  can  be  known,  because  of  this  bedded  deposit,  and 
the  other  is  largely  a  fortuitous  estimate.  Consequently,  I  would  sim- 
ply be  indulging  in  the  same  sort  of  approximate  guessing  as  was 
indulged  in  when  this  comparison  was  made. 

The  Chairman.  Well,  outside  of  the  question  of  these  being  brown 
ores  and  found  in  pockets,  and  for  that  reason  you  do  not  know 
whether  you  have  a  hundred  tons  or  a  hundred  million  tons 

Mr.  Grasty.  Well,  you  have  probably  got  nearer  the  former. 
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The  Chairman.  Yes.  Outside  of  that,  what  advantage,  if  any,  has 
the  Birmingham  district  over  these  districts  that  you  have  men- 
tioned that  are  stretched  all  the  way  up  and  down  this  range  ? 

Mr.  Geasty.  They  have  an  advantage  in  the  cost  of  manufacture. 

The  Chairman.  "What  does  that  spring  from?  I  want  you  to 
explain  that. 

Mr.  Geasty.  A  cheaper  cost  of  manufacture  because  of  the  prox- 
imitj'  of  the  furnaces,  fluxing  materials,  coal  and  iron  ore,  whereas, 
in  the  case  of  some  of  these  other  furnaces  the  ores  have  to  be  hauled 
considerable  distances;  the  limestone  has  to  be  hauled  considerable 
distances,  and  the  coke  also. 

The  Chairman.  Now,  take  a  furnace  operated  at  Birmingham  or 
Bessemer,  within  sight  of  its  ore  and  coal  and  limestone,  or  with  its 
ore,  coal,  and  limestone  within  such  proxinaity  that  it  can  get  it  at 
this  12^  cents  rate  a  ton.  Can  a  blast  furnace  located  elsewhere, 
using  ores  similar  to  these  in  their  chemical  composition,  if  not  in 
their  metallic  content,  can  a  blast  furnace  elsewhere  operate  suc- 
cessfully where  it  has  to  bring  its  coal  100  miles  or  200  miles,  or  has 
to  bring  its  limestone  50  miles  'I 

Mr.  Geasty.  Well,  in  the  district  that  you  would  make  that  com- 
parison it  is  not  necessary  to  bring  all  of  those  materials  that  distance. 

The  Chairman.  "Well,  the  distance,  then,  it  would  be  necessary  to 
bring  them? 

Mr.  Geasty.  Well,  take  the  "Virginia  district — take  the  "Virginia 
ores.  In  "Virginia  the  cost  is  $1  to  $2  more  a  ton  to  manufacture  pig 
iron  than  in  tbe  Birmingham  district. 

The  Chairman.  Except  in  an  era  of  great  prosperity  in  the  iron 
business,  there  is  a  difference  of  $2  a  ton — •■ — 

Mr.  Grasty.  I  think  so. 

The  Chairman.  Sufficient  to  be  prohibitive  to  the  furnace  that  is 
handicapped  by  the  amount  of  difference  ? 

Mr.  Gbasty.  Well,  they  are  nearer  the  market. 

Mr.  Gardner.  The  chairman  said  $2  a  ton.  I  understood  you  to 
say  $1. 

Mr.  Grasty.  $2  is  nearer  correct. 

Mr.  Gardner.  I  wish  to  call  attention  to  the  fact  that  I  under- 
stood you  to  say  $1,  and  the  chairman,  in  asking  the  question,  said  $2. 

Mr.  Geasty.  I  understand. 

The  Chairman.  Go  back  and  read  his  answer  to  my  first  question. 

Answer  read  by  the  reporter. 

Mr.  Gardner.  You  say  now  it  is  nearer  $2? 

Mr.  Grasty.  I  want  to  make  that  clear,  because  in  the  Birmingham 
district  j'ou  have  a  range  in  price  to  manufacture  pig  iron  of  between 
$8  and  $11. 

Mr.  Gardner.  That  is  a  range  of  $3. 

Mr.  Geasty.  Yes.  The  lower  price  runs,  let  us  see,  from  8  to  9^  or 
nearl}'  10,  applies  to  furnaces  immediately  in  the  Birmingham  dis- 
trict, and  located  near  Birmingham  and  located  near  Bessemer,  but 
these  higher  prices  refer  to  ores  made  up  near  Gadsden. 

Mr.  Gardner.  That  price  is  how  much? 

Mr.  Grasty.  About  a  little  over  $11. 

;Mi\  Gardner.  And  the  "\lrginia  price  would  be  from  one  to  two 
dollars  more  than  that  ^ 
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Mr.  Gkastt.  The  Virginia  price  ranges  from  eleven  to  thirteen 
dollars. 

Mr.  Gardner.  From  one  to  two  dollars  more  ? 

Mr.  Geasty.  Yes. 

Mr.  Reed.  Mr.  Chairman,  the  witness  was  about  to  say  something 
about  the  advantage  in  being  closer  to  the  market.  Will  you  let  him 
finish  that  answer  ? 

Mr.  Gsasty.  I  was  going  to  say  that  the  Virginia  fui-naces  and  the 
furnaces  farther  north,  while  they  have  a  higher  cost  of  production, 
have  that  offset  to  some  extent — to  a  considerable  extent  in  being 
near  the  markets  where  the  pig  iron  is  sold  and  utilized. 

Mr.  Gardner.  How  much  would  that  difference  in  the  freight 
rates  be,  for  instance  ? 

Mr.  Grasty.  I  am  unable  to  say,  exactly. 

Mr.  Gardner.  Would  it  make  as  much  as  from  one  to  two  dollars 
difference  ? 

Mr.  Grasty.  I  would  not  like  to  answer  that  question  without 
having  a  knowledge  of  the  exact  freight  rates. 

Mr.  Gardner.  Could  you  guess  ? 

Mr.  Grasty.  I  should  say  that  the  advantage  in  the  Birmingham 
district  was  in  the  neighborhood  of  from  one  to  two  dollars. 

Mr.  Gardner.  I  say,  in  the  question  of  freight  is  there  a  corre- 
sponding advantage  for  the  Virginia  district  amounting  to  as  much 
as  one  to  two  dollars  ? 

Mr.  Grasty.  Well,  no;  I  should  not  think  that. 

Mr.  Gardner.  How  much  would  you  think  they  get  of  an  advan- 
tage from  being  nearer  to  the  markets  ? 

Mr.  Grasty.  I  would  not  like  to  hazard  an  opinion  without  some 
data  on  that  point. 

Mr.  Gardner.  You  could  not  guess  within  50  cents 

Mr.  Grasty.  I  am  afraid  not. 

Mr.  Gardner.  It  is  rather  material  to  this  point  under  discussion. 

Mr.  Grasty.  I  know  it  is. 

Mr.  Gardner.  As  to  whether  the  Virginia  ores  are  really  oona- 
petitive  with  Birmingham  ores,  freight  rates  considered. 

Mr.  Grasty.  That  is  a  very  important  question,  and  I  wish  I 
could  answer  it. 

Mr.  Reed.  Isn't  the  rate  on  foundry  iron  from  Birmingham  to 
Ohio  and  Pennsylvania  points  $3.75  a  ton? 

Mr.  Grasty.  I  believe  so. 

Mr.  Reed.  And  from  the  Virginia  furnaces  is  it  not  $1.75  a  ton? 

Mr.  Grasty.  $1.75  a  ton.     $2.      '  _ 

Mr.  Gardner.  That  would  make  just  the  difference,  so  it  would 
bring  them  in  competition  ? 

Mr.  Grasty.  Yes. 

Mr.  Gardner.  On  even  terms  with  the  Birmingham  ores? 

Mr.  Grasty.  Yes. 

The  Chairman.  To  what  market  would  that  let  them  in  with 
their  pig  iron  from  Virginia  ? 

Mr.  Grasty.  These  rates  are  to  the  Cincinnati  market,  are  the}^, 
Mr.  Reed  ? 

Mr.  Reed.  Yes. 

Mr.  Grasty.  Yes. 
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The  Chairman.  Xow,  Mr.  Grasty,  when  you  were  looking  about 
for  ores  for  this  syndicate,  how  is  it  you  did  not  happen  to  go  up  there 
and  get  some  ores,  if  thej-  are  as  desirable  as  the  Birmingham  ores  ? 

Mr.  Grasty.  These  people  had  bought  ores  in  Alabama,  and  had 
to  have  ores — other  ores  near  the  ores  they  had  purchased  to  be  mixed 
and  fluxed  together. 

The  Chairman.  If  the  freight  rate  is  as  good  in  Virginia  as  it  is 
in  Alabama,  what  advantage  has  Alabama  over  the  Virginia  district 
anyhow  * 

Mr.  Danforth.  These  feUows  had  not  bought  in  Virginia. 

The  Chairman.  What  advantage  has  this  Alabama  district  anyway 
over  the  Virginia  district,  if  that  is  true  ? 

Mr.  Grasty.  Well,  it  has  this  advantage,  that  it  has  a  much  larger, 
much  more  constant  supply  of  ore,  whereas  the  Virginia  deposits  are 
beginning  to  get  rather  scarce.  There  is  permanency  to  tne  Birm- 
ingham district. 

The  Chairman.  Is  there  any  ore  in  Virginia  of  any  value  and  extent 
that  is  purchasable  by  anybody  ? 

Mr.  Grasty.  No  ;  I  think  not. 

The  Chairman.  What  little  is  there  is  held  by  the  furnace  com- 
panies '( 

Mr.  Grasty.  Yes. 

Mr.  Gardner.  What  percentage  of  ores  in  the  Birmingham  dis- 
trict has  the  Steel  Corporation  got  ? 

Mr.  Grasty.  On  the  basis  of  available  ores 

Mr.  Gardner.  You  mean  commercially  available  ores  ? 

Mr.  Grasty.  I  mean  commercially  available  ores  under  present 
conditions  ? 

Mr.  Gardner.  Yes;  under  present  conditions. 

Mr.  Grasty.  I  should  say  that  the  Teimessee  Coal  &  Iron  Co.  has 
over  50  per  cent. 

Mr.  Gardner.  And  that  is  the  only  United  States  Steel  Corpora- 
tion subsidiary  that  owns  any  lands  down  there,  I  take  it;  is  it  not? 

Mr.  Grasty.  Yes;  so  far  as  I  know. 

Mr.  Gardner.  They  own  over  half  of  the  commercially  available 
ores  to-day  in  the  Birmingham  district  ? 

Mr.  Grasty.  Yes. 

Mr.  Reed.  Won't  you  ask  him  what  he  considers  commercially 
available  ores  ? 

Mr.  Gardner.  Well,  I  will  say  first  what  I  consider  commercially 
available  ores.  I  mean  under  present  conditions  and  prices  ores  that 
it  would  pay  to  convert  into  pig  iron.  Now  I  will  have  the  witness 
explain  his  version  of  it. 

Mr.  Grasty.  That  is  exactly  what  I  mean.  Do  you  refer  to  per- 
centages ? 

Mr.  Reed.  No;  I  refer  rather  to  location.  Are  you  simply  talking 
about  the  outcrop  ores  '. 

Mr.  Grasty.  No;  I  am  referring  to  the  ore  which  is  in  the  bed  and 
down  in  the  slope. 

Mr.  YoTJNG.  You  mean  the  ore  that  has  been  developed  so  that  you 
are  certain  about  it  ? 

Mr.  Grasty.  Yes;  I  mean  the  ore  that  has  been  developed. 

Mr.  Stirling.  And  by  the  "Birmingham  district"  do  you  mean  in 
the  immediate  vicinity  of  Birmingham,  or  do  you  include  all  the 
Southern  ore  fields  ? 
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Mr.  Gkasty.  No  ;  I  refer  to  the  ore  on  Red  Mountain,  considering 
it  as  far  back  as  to  the  limit  of  Shade's  Creek. 

Mr.  Gardner.  Taking  this  map,  to  that  extremity  there  [indicat- 
ing] and  that  extremity  there  [indicating],  and  the  Warrior  River — ■ 
that  does  not  show  in  the  niinutes,  of  course — from  the  Warrior 
River  across  this  span  of  about  14  inches,  what  percentage  of  the 
ore — ^theicommercia,!  available  ore  undjeriprosenti  conditions — does  the 
Steel  Corporation  own,  in  your  opinion  ? 

Mr.  Stirling.  You  pointed  and  said,  "From  there  to  there." 
Let  us  have  that  defined  in  the  record. 

Mr.  Gardner.  This  is  from  Altoona  on  the  northeast  to  Dudley 
on  the  southwest,  being  the  longest  dimension  of  the  field,  and  from 
the  Warrior  River  on  the  west  to  Oak  Mountain  on  the  east,  beiag 
the  shortest  axis  of  the  field — use  the  words  "longest  axis"  and 
"shortest  axis."  Now,  in  the  district  so  described,  what  percentage 
of  ores  commercially  available  under  the  present  conditions  in  your 
opinion  does  the  United  States  Steel  Corporation  own  ?  That  is  the 
question  that  we  want,  is  it  not  ? 

The  Chairman.  Yes. 

Mr.  Grasty.  It  owns,  calculated  to  the  vicinity  of  Shades  Creek, 
a  little  over 

Mr.  Gardner.  Hold  on,  you  are  putting-new  .facts  in  this  problem. 

Mr.  Grasty.  I  am  obliged  to  do  that^  sir.  <   , 

Mr.  Young.  Why  not  embrace  SJiades'Moui^tain? 

Mr.  Grasty.  Well,  if  we  embrace  Shades  Mountain,  then  the  per- 
centage owned  by  the  Steel  Corporation  is  larger. 

Mr.  Gardner.  Well,  now,  why  not  take  the  area  as  I,  in  my 
ignorance,  described  it,  and  not  subspecify  at  all  ? 

Mr.  Young.  Take  the  whole  district. 

Mr.  Gardner.  Yes;  take  the  whole  district,  just  as  I  described  it. 
I  took  outside  limits,  so  I  must  include  everything  shown  on  that 
map,  at  least  as  far  as  I  can  tell. 

Mr.  Grasty.  Then,  I  would  say  that  the  Steel  Corporation  owns 
there,  instead  of  a  little  over  50  per  cent,  it  owns  nearer  75  per  cent, 
but  I  would  not  include  that. 

Mr.  Gardner.  Well,  is  that  all  commercially  available — that  ore  ? 

Mr.  Grasty.  I  do  not  think  they  have,  on', a  proper  basis  of  com- 
parison with  other  companies,  more  than  aljout  52  or  53  per  cent, 
on  that  basis  of  comparison. 

Mr.  Young.  Of  available  ore  ? 

Mr.  Grasty.  Yes;  actually  available,  but  if  you  consider  ore  which 
is  probably  available  and  that  which  is  possibly  available,  then  the 
Tennessee  Coal  &  Iron  Co.  figures  jump  from  over  200,000,000  tons 
up  in  the  second  case  to  approximately  400,000,000,  and  in  the  third 
to  approximately  700,000,000  to  800,000,000. 

Mr.  Gardner.  400,000,000  probably  available  and  800,000,000 
possibly  available  ?  ;  ' 

Mr.  Grasty.  Well,  that  includes  the  whole  thing. 

Mr.  Gardner.  Yes. 

Mr.  Young.  Let  him  finish  that.  About  200,000,000  that  you  are 
sure  of? 

Mr  Grasty.  Two  hundred  millions  that  there  can  be  no  question 

of. 
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:Mr.  Gardner.  There  are,  then,  as  I  understand  it,  200,000,000 
tons  of  commercially  available  ores — conceded  to  be  commercially 
available  at  the  present  date — in  the  possession  of  the  United  States 
Steel  Corporation? 

Mr.  Grasty.  Yes. 

Mr.  Gardner.  There  are  liesides  those  200,000,000  tons  200,000,- 

000  more,  in  yom-  estimation,  that  are  probably  commercially  avail- 
able? 

Mr.  Grasty.  Yes. 

Mr.  Gardner.  And  in  addition  to  those  400,000,000  tons  there  are 
400,000,000  more  which  possibly  may  be  commercially  available? 

^Ir.  Grasty.  Well,  what  is  your  total  ? 

Mr.  Gardner.  Eight  hundred,  that  would  make  it,  altogether. 

Mr.  Grasty.  Yes;  I  should  say  that  was  about  right. 

Mr.  Young.  Does  that  possibility  relate  merely  to  the  question  of 
availability,  or  is  there  a  possibility  they  do  not  exist  ? 

Mr.  Grasty.  Oh,  no;  they  exist,  and  some  day  will  be  used. 

Mr.  Gardner.  Xow,  another  question:  Applying  that  same  line  of 
probability  and  possibility  to  the  ores  owned  bv  the  other  companies, 
like  the  Woodward  Co.  and  the  vSloss  Co.,  tlie  possibilities  of  the 
United  States  Steel  Corporation,  as  I  understand  you,  increase  in  a 
greater  ratio  than  the  possibilities  of  those  other  companies  ? 

Mr.  Grasty.  They  do;  yes. 

Mr.  Gaedner.  So  that'  if  you  take  in  the  extremest  possibUily 
that  seems  to  you  reasonable  at  the  present  time,  the  United  States 
Steel  Corporation  has  75  per  cent  of  the  ores,  but  of  the  ores  which 
everyone  concedes  to  be  commercially  availalale  at  the  present  time 
they  own  50  per  cent  ? 

Mr.  Young.  Fifty-two  or  fifty-three. 

Mr.  Gardner.  No;  he  said  52  or  53  reasonabty. 

Mr.  Grasty.  I  meant  52  or  53  per  cent 

yix.  Gardner.  Fifty-two  or  fifty-three  per  cent  of  the  ores  which 
are  conceded  to  be  commercially  available  to-day  in  the  district  that 

1  have  described  are  owned  by  the  United  States  Steel  Corporation, 
and  75  per  cent  of  the  ores  which  may  possibly  be  commercially 
available  are  owned  by  the  United  States  Steel  Corporation  ? 

Mr.  Grasty.  Yes.  I  think  perha])s  it  would  be  much  greaterthan 
that,  for  this  reason:  These  other  companies  do  not  own  ore  lands 
in  that  direction  to  the  extent  that  the  Tennessee  Coal  &  Iron  Co. 
does. 

Mr.  Gardner.  But  I  covered  in  describing  the  region  all  the  coal 
holdings  of  those  other  Birmingham  companies,  did  I  not,  in  the 
Birmingham  district  ? 

Mr.  Grasty.  Yes. 

Mr.  Gardner.  AYell,  I  think  that  is  a  fair  statement  of  the  case, 
Mr.  Witness.  I  mean  to  say,  if  you  can  suggest  any  better  way  to 
get  at  the  holdings  in  the  Birmingham  district  than  that  I 

Mr.  Grasty.  Well,  the  only  basis — proper  basis  of  comparison,  it 
seems  to  me  at  present,  is  on  the  basis  of  available  ores.  Then,  if 
you  are  going  to  look  into  the  future  for  a  long  distance,  the  Ten- 
nessee Coal  &  Iron  Co.  has  enormous  advantage  over  the  other  com- 
panies of  that  district.  It  is  a  question  of  how  far  you  are  going  to 
figure. 

Mr.  Gardner.  Going  to  what? 
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Mr.  Grasty.  You  are  going  to  figure. 

Mr.  Young.  Well,  it  is  a  question  also,  is  it  not,  of  how  low-grade 
ores  wUl  within  any  reasonable  time  become  available  there  com- 
mercially ? 

Mr.  Geasty.  That  is  a  question,  of  course. 

Mr.  Young.  And  that  depends  a  good  deal  upon  the  developments 
in  other  directions. 

Mr.  Geasty.  It  does,  yes. 

Mr.  Steeling.  Has  that  territory  all  been  explored  ?  Is  there  any 
possibility  of  other  ores  there  than  that  ? 

Mr.  Geasty.  I  think  not.  I  do  not  think  that  anyone  supposes 
that  any  more  new  ore  will  be  found  in  Alabama. 

Mr.  Gaednee.  Have  you  ever  given  any  attention  to  the  question 
of  new  ores  in  Newfoundland  and  Canada  ? 

Mr.  Geasty.  No;  I  have  not. 

Mr.  Gaednee.  You  mean,  in  the  Birmingham  district? 

Mr.  Geasty.  Yes;  in  the  Birmingham  district. 

Mr.  Eeed.  May  I  suggest  one  question,  Mr.  Chairman  ? 

The  Chairman.  Certamly. 

Mr.  Keed.  An  estimate  of  the  immediately  available  ores  was  made 
by  Mr.  Burchett  for  the  United  States  Geological  Survey,  and  he 
estimated  at  the  present  time  in  the  district  between  Sparks  Gap  and 
Morrows  Gap,  which  is  approximately  the  district  you  have  taken 

Mr.  Geasty.  Yes. 

Mr.  Reed.  There  were  now  available  358,400,000  tons  of  ore.  My 
information  is  that  that  district  includes  some  14,800  acres. 

The  Chairman.  That  is  all  in  the  record  now. 

Mr.  Reed.  Well,  then,  if  the  record  corroborates  my  information, 
so  much  the  better.  And  of  that  acreage,  the  Tennessee  Coal  &  Iron 
Co.  own  37.5  per  cent.  The  independent  furnace  companies  own  31.7 
per  cent,  and  private  owners  not  in  the  furnace  business  own  30.8 
per  cent. 

Mr.  Young.  That  is  acreage? 

Mr.  Reed.  Yes,  acreage;  and  in  tonnage  the  Tennessee  Coal  &  Iron 
Co.  has  131,000,000  the  independent  furnace  companies  have 
109,000,000,  and  private  owners  117,000,000,  so  that  of  the  ore  which 
Mr.  Burchett  considers  to  be  immediately  available  the  Tennessee 
Coal  &  Iron  Co.'s  percentage  is  36.8.  I  would  like  to  know  what  Mr. 
Grasty  has  to  say  about  those  figures. 

Mr.  Geasty.  I  think  that  Mr.  Burchett's  estimates  are  very  good 
and  accurate  estimates,  and  I  want  to  say  this,  that  in  looking  at  a 
note  here  I  find  that  I  have  included  in  this  estimate  of  what  the 
Tennessee  Coal  &  Iron  Co.  own,  some  tonnage  that  they  own  at 
Compton  and  some  tonnage  that  they  own  at  Springville. 

Mr.  Reed.  And  that  is  outside  of  this  district  ? 

iMr.  Geasty.  That  is  outside  of  this  district,  but  that  includes  prac- 
tically all  of  the  ores  of  the  district,  except  at  Compton  on  the  east 
side  of  Murphys  Valley — some  ore  there  owned  by  the  Sloss  Co.,  a 
small  tract,  and  at  Springville  a  small  quantity  owned  by  the  Sloss 
Co.  There  are  no  other  ores  in  the  district  except  this  stretch  on 
the  east  of  Red  Mountain,  wliich  may  not  be  taken  into  consideration 
because  the  ores  are  not  of  a  grade  that  can  be  used  or  a  thickness 
that^can  be  worked. 
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Mr.  Young.  Are  there  brown  ores  owned  bj-  the  Sioss  Co.  at 
Russellville  ? 

Mr.  Grasty.  Yes. 

Mr.  Young.  Are  they  of  a  liigher  grade  than  these  red  ones  'I 

Air.  Geasty.  Yes;  they  contain  a  greater  content  of  iron. 

Mr.  Young.  Those  are  the  finest  ore  mines  in  Alabama,  are  they 
not  ? 

Mr.  Gkasty.  I  do  not  know  that  they  are  the  finest  ore  mines  in 
Alabama,  but  they  are  regarded  as  being  very  good  indeed. 

Mr.  Young.  How  does  the  ore  of  the  Woodward  Co.  in  this  dis- 
trict compare  with  the  ore  of  the  Tennessee  Coal  &  Iron  Co.  as  to 
quality  ? 

Mr.  Gkasty.  It  is  perhaps  slightly  better. 

Mr.  Young.  Yes. 

Mr.  Geasty.  Generally  regarded  as  slightly  better,  but  not  a  great 
advantage. 

Mr.  Young.  I  remember  listening  to  a  conversation  in  the  Ways 
and  Means  Committee  between  Mr.  Gary  and  Mr.  Underwood, 
relating  to  this  question,  in  which  Mr.  Gary  said  that,  "We  do  not 
claim  that  we  can  make  pig  iron  as  cheap  as  the  Woodward  Iron  Co. 
We  can  not  do  it."  Mr.  Underwood  seemed  to  agree  to  that.  Now^ 
what  is  the  advantage  that  the  Woodward  Iron  Co.  has  there  ?  Is  it 
in  the  quality  of  these  ores? 

Mr.  Grasty.  They  have  that  advantage,  which  is  not  a  great  one, 
but  they  have  a  great  advantage  in  the  assembling  of  ores  and  fuel, 
because  of  the  proximity  of  their  ore  mines  and  their  coke  ovens  and 
coal  mines. 

Mr.  Young.  Now,  we  hear  all  sorts  of  claims  about  this,  you.  know. 
I  have  heard  the  claim  made  that  the  Woodward  Co.  had  two  or 
three  hundred  million  tons  of  ore  there.  What  would  you  say  as  to 
that? 

Mr.  Geasty.  I  would  say,  making  this  comparison  on  the  basis  I 
have  indicated;  that  is,  including  all  of  the  ores,  not  only  owned  in 
East  Red  Mountain,  but  in  the  Birmingham  district,  which  would 
include  but  two  other  places,  relatively  small,  one  at  SpringviUe  and  one 
up  near  Compton,  that  the  Woodward  Iron  Co.,  considering  its  tonnage 
on  the  same  basis  of  availability,  and  by  the  way,  on  this  comparison 
these  figures  jibe  very  closely  with  Mr.  Burchett's  that  the  Wood- 
ward Co.,  I  should  say,  have  about  nearly  81,000,000 — 80,000,000  to 
81,000,000 — tons  of  this  first  grade  ore. 

Mr.  Beall.  As  compared  with  200,000,000  of  the  Steel  Corporation  ? 

Mr.  Grasty.  About  218,000,000. 

Mr.  Young.  And  how  much,  taking  in  the  probably  available  ? 

Mr.  Geasty.  Well,  they  have  no  such — that  pushes  their  ore  very 
closely. 

Mr.  Young.  I  do  not  mean  possibly  available,  but 

Mr.  Geasty.  I  know  what  j'ou  mean,   but  they  do  not  own  a 

freat  deal  of  ore  land  in  that  district  which  might  be  so  included, 
'or  instance,  if  I  may  refer  to  this  map,  you  will  notice  that  the 
Tennessee  Coal  &  Iron  Co.  owns  a  great  acreage  in  here  between 
Red  Mountain  and  Shades  Mountain. 
Mr.  Young.  Yes. 

Mr.  Grasty.  The  Sloss  company,  for  instance,  which  is  repre- 
sented here  in  brown,  does  not  extend  over — extends  less  than  nali 
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the  distance  in  this  direction  [indicating].     The  same  is  true  of  the 
Woodward  company,  and  the  same  is  true  of  the  Repubhc  com- 

f)any,  except  in  one  place  where  the  Woodward  company  has  bought 
and  to  the  northeast  of  this  red  area,  right  here  [indicating],  so 
the  Tennessee  Coal  &  Iron  Co.'s  lands,  they  have  probable  ore— 
and  probably  available  ore — which  the  others  do  not  have. 

Mr.  Young.  Now,  how  much  ore  has  the  Republic  Iron  &  Steel 
that  is  at  present  available  and  known  to  exist  there? 

Mr.  Grasty.  In  the  neighborhood  of  forty-eight  to  fifty  million — 
forty-eight  million,  the  Republic  Iron  &  Steel. 

Mr.  Young.  Taking  in  this  second  class,  which  is  probably 
available  ? 

Mr.  Grasty.  Well,  their  lands  are  shown  on  this  map,  too.  You 
will  see  that  they  have,  from  this  map — there  are  no  holdings  over 
on  Shades  Mountain  or  even  halfway  across  the  mountain. 

Mr.  Young.  What  is  their  color  ? 

Mr.  Grasty.  Blue.  Down  here,  where  they  have  an  extensive 
area,  the  ore  is  thinner  and  less  valuable. 

Mr.  Young.  How  much  ore  has  the  Sloss-Sheffield,  according  to 
your  estimate  ? 

Mr.  Grasty.  The  Sloss-Sheffield  has  about  54,000,000  tons. 

The  Chairman.  At  this  point,  Mr.  Young,  the  committee,  I 
think,  wants  to  hold  a  little  executive  session,  and  I  thought  we  had 
better  hold  it  while  we  are  all  here,  and  if  it  suits  your  convenience 
we  will  hold  this  little  session  now  and  have  Mr.  Grasty  come  back 
at  half  past  1.     Mr.  Grasty,  we  will  excuse  you  until  half  past  1. 

Whereupon,  at  12.05  p.  m.,  on  the  30th  day  of  March,  1912,  a 
recess  was  taken  until  1.30  p.  m.  on  the  same  day. 

AFTER   recess. 

The  committee  resumed  its  session,  at  the  expiration  of  recess, 
at  2  o'clock  p.  m. 

STATEMENT    OF   JOHN    S.  GRASTY— Continued. 

Mr.  Young.  What  was  the  amount  of  ore  you  fixed  for  the  Wood- 
ward? 

Mr.  Grasty.  I  fixed  over  80,000,000  tons,  between  80  and  81  tons 
for  the  Woodward. 

Mr.  Young.  How  much  for  the  Sloss-Sheffield  ? 

Mr.  Grasty.  Very  nearly,  in  round  numbers,  54,000,000. 

Mr.  Young.  How  much  for  the  Alabama  Consolidated  ? 

Mr.  Grasty.  The  Alabama  Consohdated  is  not  in  this  particular 
district.        * 

Mr.  Young.  They  do  not  own  anything  in  there  ? 

Mr.  Grasty.  Yes;  they  do  own  some,  but  I  have  not  included  that. 

Mr.  Young.  You  have  not  included  that  at  all  ? 

Mr.  Grasty.  No. 

Mr.  Young.  Do  you  know  about  how  much  they  own  in  this 
district  ? 

Mr.  Grasty.  They  own  what  is  known  as  the  Hamrnond  mine,  but 
that  mine  is  not  in  operation  at  present,  because  of  the  character  of 
the  ore.     For  that  reason  I  did  not  include  it. 
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Mr.  Young.  WTiere  are  the  rest  of  their  holdings  ? 

Mr.  Gkasty.  The  rest  of  the  holdings  of  the  Alabama  Consolidated 
are  at  Attalla. 

Mr.  YouxG.  How  far  distant  is  that? 

Mr.  Grasty.  I  can  show  it  to  you  on  this  map  without  being  able 
to  tell  you  the  distance  in  miles.     Here  is  Attalla,  here  [indicating], 

Mr.  Young.  That  is  within  the  general  district. 

Mr.  Grasty.  Well,  that  is  not  within  the  Birmingham  district 
proper;  it  is  rather  within  what  you  would  call  the  Gadsden  district. 

Mr.  Young.  It  is  witlun  the  district,  is  it  not,  as  outlined  by  Mr. 
Gardner,  which  we  have  been  considering  ? 

Mr.  Grasty.  I  don't  know  how  he  outlined  the  district. 

Mr.  Young.  Well,  when  he  was  examining  you  he  got  a  strip  there 
about  50  miles  or  more. 

Mr.  Grasty.  No  ;  that  is  not  included  in  that.     He  included  the 

Bortion  of  Alabama  lying  between  Springville  on  the  northeast  and 
>udley  on  the  southwest,  which  includes  Red  Mountain. 

Mr.  Young.  Between  what,  did  you  say  ? 

Mr.  Grasty.  Springville  and  Dudley. 

Mr.  Young.  That  is  not  50  miles.     The  whole  length  was  50  miles. 

Mr.  Grasty.  The  distance  from  Birmingham  to  Attalla  is  greater 
than  50  miles.  I  will  measure  it  off  here  if  you  desire  to  get  the 
distance. 

Mr.  Young.  No;  you  need  not  do  that.  But  is  that  not  a  part  of 
the  same  general  district  ? 

Mr.  Grasty.  I  would  call  it  so  in  a  broad  way. 

Mr.  Young.  How  much  ore  is  there  over  there  in  that  district,  in 
what  you  would  call  Attalla,  part  of  the  Birmingham  district  ? 

Mr.  Grasty.  That  portion  of  the  district  is  small  as  compared  with 
the  rest.  The  Alabama  Consolidated  owns  one  mine  at  Attalla; 
another  mine  near  Gadsden,  and  still  another  up  on  what  is  known  as 
Shinbone  Ridge,  up  on  that  district.  They  work  two  mines,  one  at 
Gadsden  and  one  at  Attalla.  The  one  in  the  Birmingham  district 
has  not  been  in  operation  for  some  time. 

Mr.  Young.  About  what  are  their  entire  holdings,  then  ? 

Mr.  Grasty.  I  am  unable  to  tell  you.  I  know  their  properties,  but 
I  forgot  their  acreage. 

Mr.  Young.  You  did  not  make  any  examination  as  to  their 
holdings  ? 

Mr.  Grasty.  Yes;  I  have;  but  I  have  not  the  data  here  with  me. 

Mr.  YouTSTG.  You  can  supply  it  ? 

Mr.  Grasty.  Yes. 

Mr.  Young.  WlU  you  do  so  ? 

Mr.  Grasty.  I  will  be  glad  to  do  so. 

Mr.  Young.  How  much  have  the  Birmingham  Coal  &  Iron  Co.  1 

Mr.  Grasty.  The  Birmingham  Coal  &  Iron  Co.  is  to  be  included 
with  the  Woodward,  since  it  has  been  purchased  by  the  Woodward  Co. 

Mr.  Young.  Did  you  include  it  in  that  estimate  of  81,000,000  tons? 

Mr.  Grasty.  I  did. 

Mr.  Young.  How  much  has  the  Southern  Steel  ? 

Mr.  Grasty.  The  Southern  Steel  has  about  the  same  tonnage  as 
the  Alabama  Consohdated,  and  its  mines  are  located  in  that  same 
district — the  Attalla-Gadsden  district.  They  own  a  mine  at  Krudup, 
which  is  above  Attalla,  about  10  miles  or  more,  another  at  Porters- 
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ville.     Then  they  own  some  more  properties  over  in  Georgia      Their 
best  mme  is  at  Krudup. 

^-  T?^?^-  ^^^  y°^  *®^1  about  how  much  they  have  to  make  a 
reasonably  fair  estimate  on  it  ? 

Mr.  Grasty    I  should  say  that  the  Alabama  Consolidated  and  the 
Southern  Steel  each  have  in  the  neighborhood,  of  available  ore,  from 
fifteen  to  twenty  million  tons  approximately.     I  say  approxiniately 
because  that  figure  is  in  my  mind,  without  being  checked  up.     i 
know  that  their  holdings  are  relatively  small. 

Mr.  Young.  What  were  the  figures  you  gave  there  ? 

Mr.  Grasty.  From  fifteen  to  twenty-five  million  tons. 

Mr.  Young.  Each,  or  between  them  ? 

Mr.  Grasty.  Well,  between  them  I  should  say  that  they  did  not 
own  over  30,000,000  tons.  I  would  put  it  around  30,000,000  tons;  I 
think  that  would  be  liberal. 

Mr.  Young.  The  Woodward  Iron  Co.  has  been  by  far  the  most 
successful  and  profitable  of  these  properties  up  to  date,  has  it  not  ? 

Mr.  Grasty.  I  think  so. 

Mr.  Young.  And  you  impute  that  to  the  fact  it  has  little  better 
ores  and  they  are  much  more  cheaply  assembled  ? 

Mr.  Grasty.  Yes,  sir. 

Mr.  Young.  That  is  the  ores,  the  limestone  and  the  coke  ? 

Mr.  Grasty.  That  is  it. 

Mr.  Young.  Cheaper  to  be  assembled  than  any  of  the  other 
properties  ? 

Mr.  Grasty.  Yes,  sir. 

Mr.  Young.  The  Woodward  Co.  is  the  only  company  that  has  ever 
paid  any  dividends  on  all  its  stock,  is  it  not  ? 

Mr.  Grasty.  I  do  not  know  as  to  that. 

Mr.  Young.  The  Tennessee  Coal  &  Iron  Co.  at  one  time  paid  some 
dividends  on  its  preferred  stock. 

Mr.  Gr-asty.  I  know  the  Woodward  is  regarded  as  the  most  suc- 
cessful company  in  that  district. 

Mr.  Young.  The  claim  has  been  made  here  that  the  advantages  of 
this  situation  of  the  Birmingham  are  such  that  that  district  can  defy 
all  competition.  If  that  is  so,  how  do  you  account  for  the  fact  that 
none  of  the  companies  except  the  Woodward  has  been  able  to  pay 
dividends  on  all  their  stock,  and  that  several  of  them  have  been  in  the 
hands  of  receivers  a  good  share  of  the  time  ? 

Mr.  Grasty.  What  do  you  mean  by  defying  competition — where? 

Mr.  Young.  That  the  advantages  were  so  much  greater  there  was 
no  concern  in  the  South  that  could  successfully  compete  with  this 
district  to  any  extent. 

Mr.  Grasty.  You  mean  the  whole  South  ? 

Mr.  Young.  Yes. 

Mr.  Grasty.  I  would  not  say  that,  because  there  have  been  suc- 
cessful competitors  in  the  whole  South.  But  I  would  say  this  district 
has  advantages  which  offset  its  distance  from  the  market  and  put  it 
on  a  par  with  a  shghtly  greater  advantage  with  other  things  of  the 
conipeting  markets  of  these  other  companies. 

Mr.  Young.  In  the  South  ? 

Mr.  Grasty.  Yes,  sir. 

Mr.  Young.  You  mean  by  that  the  Birmingham  district  is  so  situ- 
ated, with  reference  to  the  material  necessary  to  produce  iron,  that  the 
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natural  advantages  it  has  put  it  on  a  footing  with  others;  that  the 
freight  rate  does  not  interfere  with  their  competing  with  others  who 
have  not  these  natural  advantages? 

Mr.  Geasty.  In  a  general  way  I  mean  that. 

Mr.  Young.  Have  you  ever  been  familiar  with  the  Lake  Superior 
deposits  ? 

Mr.  Grasty.  Xo;  I  only  know  their  ores  from  their  analysis. 

Mr.  Young.  You  have  never  examined  them  ? 

Mr.  Grasty.  I  have  seen  their  ores,  but  have  never  examined  them. 

]VIr.  Young.  These  Birmingham  ores  lie  somewhat  as  in  coal  beds, 
one  above  the  other? 

Mr.  Grasty.  Yes. 

Mr.  Young.  So  they  are  pretty  regular? 

Mr.  Grasty.  They  are  stratified  deposits,  bed  deposits.  That  is 
to  say,  they  are  regular  for  reasonable  distances  and  sometimes  they 
occur  in  lenses  which  soon  terminate.  The  lenses  are  of  variable 
lengths. 

Mr.  Young.  They  fault  sometimes  ? 

Mr.  Grasty.  They  are  faulty  in  various  places,  but  fortunately 
for  the  Birmingham  district  the  faulting  has  occurred  in  regions  where 
the  ore  is  least  valuable. 

Mr.  Young.  How  extensive  an  examination  did  you  make  ? 

Mr.  Grasty.  I  spent  over  two  years  in  going  over  the  district  in 
detail  in  search  of  ores  for  this  syndicate  that  I  mentioned  earlier  in 
the  day.  But  in  doing  that  of  necessity  I  saw  everything  that  was 
in  the  district  and  what  the  various  companies  had. 

Mr.  Young.  Did  you  do  anything  except  examine  the  surface? 
Did  you  sink  test  pits  or  do  any  drilling  ? 

Mr.  Grasty.  No,  I  did  not;  I  only  went  in  the  mines. 

Mr.  Young.  The  mines  that  were  open  ? 

Mr.  Geasty.  Yes,  the  mines  that  were  open;  and  a  good  many  of 
the  drill  records  were  available  to  me. 

Mr.  Young.  Did  those  companies  let  you  see  their  drill  records,  all 
of  them? 

Mr.  Geasty.  No,  not  all  of  them. 

Mr.  Young.  You  think  that  drilling  enough  has  been  done  there  so 
that  they  have  clearly  marked  out  the  boundaries  of  these  ore  bodies, 
or  is  the  geological  formation  such  that  you  can  say  that  beyond  this 
point  there  is  no  use  looking  for  ore;  it  is  absolutely  impossible  it 
should  be  there.  Or  is  there  a  considerable  territory  about  which 
there  is  still  doubt  ? 

Mr.  Geasty.  Well,  the  question  of  whether  ore  extends  under 
Shade  Mountain,  the  Cahaba  coal  field,  or  what  distance  it  goes  under 
there,  or  in  what  quantity,  and  quaUty,  is  a  matter  for  future  investi- 
gation. If  it  does  continue  under  there  it  opens  up  a  much  larger 
tonnage  than  is  now  in  sight. 

Mr.  Young.  So  there  are  a  good  many  unsettled  questions  there 
yet  as  to  tonnage,  and  a  good  many  unsettled  questions  as  to  quality? 

Mr.  Grasty.  Yes. 

Mr.  Young.  Would  you  think  it  would  be  a  pretty  bold  man  who 
said  there  was  just  a  certain  tonnage  there,  and  there  could  not  be 
any  more  ? 

Mr.  Grasty.  Yes;  I  would  say  that  in  view  of  the  fact  that  this 
region  to  the  east  beyond  a  certain  point  is  not  definitely  known,  or 
very  little  is  known  of  it. 
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Ml'.  Young.  That  has  been  the  history  of  every  u-on  mining  dis- 
trict, has  it  not  ? 

Mr.  Grasty.  Yes,  sir. 

Mr.  Young.  I  hve  in  the  Marquette  district,  which  is  the  oldest 
district  in  Lake  Superior.  We  have  made  some  of  the  best  discoveries 
in  the  last  2  years,  although  we  have  been  mining  there  for  over  50, 
where  we  thought  there  was  not  one,  were  sure  there  was  not. 

Mr.  Grasty.  At  the  same  time,  in  a  district  of  this  kind,  in  order  to 
discover  new  tonnages  in  regions  in  which  they  are  thought  not  to 
exist  now,  it  would  be  necessary  to  spend  a  great  deal  of  money. 

Mr.  Young.  Undoubtedly. 

Mr.  Grasty.  And  it  is  very  difficult  to  get  that  money  spent  except 
by  some  company  which  is  in  need  of  it,  very  badly  in  need  of  it. 

Mr.  Young.  In  many  cases  I  suppose  you  have  to  go  deep. 

Mr.  Grasty.  Yes;  and  between  these  outcrops  in  Murphys  Valley 
and  the  outcrops  over  here  [indicating],  along  the  Alabama  Great 
Southern,  northeast  of  Springville,  under  this  coal  field,  it  might  be 
possible  if  you  would  put  a  drill  hole  there  and  drill  it  thoroughly 
you  would  find  areas  are  in  there  that  are  not  thought  to  be  at  all 
valuable  now  because  the  outcrop  is  poor  and  very  lean. 

Mr.  Young.  Has  there  been  much  deep  drilhng  in  this  section  1 

Mr.  Gkasty.  None  at  all  in  that  particular  section  for  ores. 

Mr.  Young.  In  the  whole  Birmingham  district  how  deep  has  the 
drilling  been  ? 

Mr.  Grasty.  I  should  say  there  is  no  drill  hole  in  the  Birmingham 
district,  from  the  surface  to  the  ore,  which  has  exceeded  2,500  feet. 
Probably  the  average  is  under  2,000  feet;  there  are  very  few  over 
that.  And  so  those  who  would  purchase  ore,  say  in  Shades  Valley, 
these  scattered  areas,  after  they  have  proved  it  with  the  drill,  must 
needs  sink  a  shaft  from  1,800 — or  let  me  say  1,400  to  2,000  feet,  to 
get  the  ore,  which  of  course  you  recognize  would  be  a  very  costly 
thing. 

Ml-.  Young.  Yes.  You  would  not  regard  that  as  at  all  prohibitive 
if  there  was  a  large  body  of  ore  there,  would  you  ? 

Mr.  Grasty.  Not  if  that  shaft,  which  of  course  is  a  permanent 
investment,  reached  a  body  of  ore  large  enough. 

Mr.  Young.  Did  you  make  any  effort  to  purchase  any  of  this  land 
or  obtain  options  or  leases  on  it  ? 

Mr.  Grasty.  Yes. 

Mr.  Young.  If  you  do  not  object  to  telling,  what  were  the  prices 
per  ton  that  you  were  offering  on  your  estimate  of  the  tonnage  ? 

Mr.  Grasty.  Well,  you  mean  the  prices  of  the  land  or  expressed 
in  tonnage? 

Mr.  Young.  Expressed  in  tonnage  ? 

Mr.  Grasty.  I  don't  know  that  I  can  give  you  that  offhand.  I  can 
say  that  the  land  in  there  was  valued  and  held  at  anywhere  from  $500 
an  acre  up  to  $1,000  an  acre. 

Mr.  Young.  But  that  gives  us  little  idea  as  to  what  the  prices  were 
that  your  people  were  willing  to  give  per  ton. 

Mr.  Grasty.  Yes. 

Mr.  Young.  And  I  suppose  that  if  you  made  any  offers  it  was  based 
on  your  estimate  of  the  tonnage,  was  it  not  ? 

Mr.  Grasty.  Yes. 
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Mr.  Young.  Can  not  you  tell  me  about  what  that  estimate  was  as 
to  the  value  ? 

Mr.  Ghastt.  They  were  willing  to  purchase  at  the  rate  of  from  2 
to  3  cents  a  ton,  because  if  they  operated  that  would  mean  a  great 
deal  of  dead  capital,  because  they  could  not  get  it  out  all  at  once. 

Mr.  Reed.  $500  an  acre  is  not  as  much  as  3  cents  a  ton. 

Mr.  Gkastt.  No;  that  is  perfectly  true.     It  is  less  than  that. 

Mr.  Reed.  I  beg  your  pardon,  Mr.  Young,  for  interrupting. 

Mr.  Young.  I  did  not  hear  the  interruption. 

Mr.  Reed.  I  suggested  that  $500  an  acre  was  not  as  much  as  3  cents 
a  ton,  and  Mr.  Grasty  seems  to  agree  mth  it. 

Mr.  Geasty.  I  agree  with  you  about  that,  but  I  say  they  would 
have  been  willing,  if  they  could  have  gotten  property  which  was  sit- 
uated properly  and  there  was  sufl&cient  tonnage  on  it,  to  have  paid 
that  much  if  the  ore  was  a  good  high  grade. 

Mr.  Young.  But  they  were  unable  to  get  it  at  that  price  ? 

Mr.  Grasty.  Yes.  They  were  not  so  much  unable  to  get  it  at 
that  price  as  they  were  unable  to  get  the  acreage. 

Mr.  Young.  I  understand.  But  I  say  you  did,  as  I  understand 
you,  make  some  offers  on  that? 

Mr.  Gkasty.  No;  I  made  no  offers,  because  I  could  not  get  the 
acreage.     I  could  not  body  it  up  in  sufficient  acreage  to  buy. 

The  Chairman.  Could  you  get  a  sufficient  acreage  at  any  price  ? 

Mr.  Grasty.  No;  I  could  not. 

Mr.  Young.  You  did  not  offer 

Mr.  Grasty  (interposing).  My  efforts  consisted  in  unsuccessful 
attempts,  a  series,  a  great  many  unsuccessful  attempts,  to  get  a 
sufficient  acreage  before  the  question  of  negotiations  of  the  price 
ever  reached  that  point. 

Mr.  Young.  But  that  was  the  price  you  were  willing  to  pay,  that 
your  people  were  willing  to  pay,  if  tliey  could  get  the  ore — something 
from  2  to  3  cents  ? 

Mr.  Grasty.  Yes;  because  tJiey  had  what  they  considered  a  very 
valuable  property  and  which  they  could  not  possibly  vitalize  without 
acquiring  ores  of  this  character. 

Mr.  Young.  So  they  were  willing  to  stretch  the  price  a  little  in 
order  to  get  something  that  would  make  available  ores  that  they 
already  had  ? 

Mr.  Grasty.  That  is  true. 

Mr.  Young.  How  long  ago  is  it  that  you  made  this  investigation  ? 

Mr.  Grasty.  First  about  four  to  five  years  ago,  and  then  just  a 
year  ago  I  made  another  attempt  for  them,  a  little  over  a  year. 

Mr.  Youxg.  Four  or  five  years  ago;  that  would  bring  it  back  to 
1907  or  1908. 

Mr.  Grasty.  Yes;  and  then  nearly  two  years  ago  I  made  another 
effort  which  was  just  as  unsuccessful. 

Mr.  Youxg.  Do  you  remember  whether  you  were  engaged  in  this 
work  at  the  time  that  the  United  States  Steel  Corporation  acquired 
its  interest  in  the  Tennessee  Coal  &  Iron  Co.  ?  Was  it  during  that 
time? 

Mr.  Grasty.  I  was  engaged  in  it — when  was  that  ? 

Mr.  Young.  During  the  fall  of  1907. 

Mr.  Bartlett.  November  3,  1907. 

Mr.  Grasty.  Yes ;  during  and  prior  to  it,  and  then  subsequent  to  it. 
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Mr.  YouxG.  I  see.  When  was  it,  if  you  know,  that  this  estimate  of 
Mr.  Burchard  was  made  that  he  set  forth  in  a  geological  survey 
buUetin? 

Mr.  Geasty.  That  estimate  was  made  some  time  prior  to  the  issue 
of  that  bulletin..     I  have  it  here  before  me.     It  was  printed  in  1910. 

Mr.  Young.  So  it  was  made  not  far  from  the  time  that  you  made 
your  investigation  ? 

Mr.  Gkasty.  No. 

If  the  chairman  will  permit  me,  I  want  to  make  a  correction  of  my 
testimony  in  regard  to  the  tonnage  of  the  Tennessee  Coal  &  Iron  Co. 
I  found  that  I  added  the  same  figures  twice  this  morning.  I  said  the 
Tennessee  Coal  &  Iron  Co.  owned  about  200,000,000  tons  of  available 
ore.  I  will  put  that  at  220,000,000  tons  of  available  ore  and  add 
200,000,000  more  of  probable  available  ore,  so  close  to  available  that 
it  should  be  included  with  it,  I  think;  which  would  be  4.2  to  0.6,  which 
would  be  70  per  cent  of  the  total  of  the  district.  I  put  it  that  way  so 
that  does  not  include  the  possible  tonnage  which  is  not  considered 
probably  available  even. 

Mr.  Young.  Now,  in  accounting  for  the  diiference  in  percentage  in 
your  estimate  and  Mr.  Burchard's,  you  stated  that  you  had  taken  in 
two  small  districts 

Mr.  Grasty.  Yes. 

Mr.  Young  (continuing) .  That  he  had  not. 

Mr.  Geasty.  Yes. 

Mr.  Young.  They  do  not  account  for  anywhere  near  that  difference, 
do  they  1 

Mr.  Geasty.  The  difference  between  my  estimate  and  his  ? 

Mr.  Young.  Yes. 

Mr.  Geasty.  My  estimate  and  his  are  in  very  close  accord,  because 
my  estimate  included  these  outside  districts — say,  Compton  and 
Springfield — where  I  include  also  some  for  the  Sloss  company  at  both 
places;  but  his  is  about  400,000,000  for  the  whole  of  the  Birmingham 
district,  the  heart  of  the  district. 

Mr.  Young.  But  his  estimate,  as  I  recollect  it,  is  in  the  neighbor- 
hood of  one-third  of  the  total  available  ore  for  the  Tennessee  Coal  & 
Iron  Co.,  something  about  130,000,000.  I  think  his  figures  are  all 
somewhat  lower  than  yours. 

Mr.  Geasty.  Yes.  This  morning  when  that  was  mentioned  I 
thought  you  referred  to  the  total  estimate,  say,  of  the  ores  in  Ked 
Mountain,  or  Mr.  Reed  did,  and  in  Shades  Valley,  as  covered  by  the 
various  ownerships. 

Mr.  Young.  Well,  he  makes  a  division  there  as  between  these 
different  companies. 

Mr.  Geasty.  Yes. 

Mr.  Young.  The  same  as  you  have  done  in  your  answers  to  me. 

Mr.  Geasty.  Yes.  .        .  ,  . 

Mr.  Young.  But  you  seem  to  find  a  much  larger  proportion  of  this 
ore  as  I  understand  it,  belonging  to  the  Tennessee  Coal  &  Iron  Co. 
than  Mr.  Burchard  does. 

Mr.  Geasty.  Yes. 

Mr.  Young.  I  wish  to  know,  if  you  could  explain,  how  that  occurs; 
what  the  real  difference  between  you  and  Mr.  Burchard  is  on  that. 

Mr.  Geasty.  I  think  the  real  difference  is  this,  that  Mr.  Burchard 
draws  the  line  closer  to  the  outcrop  than  I  do.     In  other  words,  the 
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Tennessee  Coal  &  Iron  Co.  owns  a  great  deal  more  land  to  the  east  of 
Red  Mountain  than  he  has  included  in  his  estimate. 

Mr.  Young.  Does  that  appear  in  his  report  ? 

Mr.  Grasty.  Yes;  I  think  it  does,  because  he  does  not  carry  his 
estimate  much  beyond  Shades  Creek. 

Mr.  Young.  And  you  carry  it  over  to  the  mountain  ? 

Mr.  Grasty.  Yes,  sir. 

Mr.  Young.  That  is  all. 

The  Chairman.  Mr.  Young,  you  spoke  something  about  companies 
being  in  the  hands  of  a  receiver.  I  would  like  to  have  Mr.  Grasty 
state  what  he  knows  about  that.  Do  you  know  anything  about  those 
companies  being  in  the  hands  of  receivers  ? 

Mr.  Grasty.  The  Southern  Steel  Co.  was  in  the  hands  of  a  receiver. 

Mr.  Chairman.  That  is  not  one  of  those  large  companies  there. 

Mr.  Grasty.  No. 

Mr.  Young.  I  have  named  seven  altogether. 

Mr.  Grasty.  Neither  the  Sloss  nor  the  Tennessee  Coal  &  Iron  Co., 
nor  the  Republic,  nor  the  Woodward — no,  not  one  of  those. 

The  Chairman.  What  large  companies  in  the  Birmingham  district 
have  been  in  the  hands  of  receivers  in  the  last  10  years  in  that  par- 
ticular district,  large  companies  ? 

Mr.  Grasty.  The  Southern  Steel  &  Iron  Co.  is  the  only  one  I  recall. 

The  Chairman.  How  does  it  compare  with  the  Republic,  the  Sloss- 
Sheffield,  and  the  Tennessee  Coal  &  Iron  ? 

Mr.  Grasty.  It  is  a  much  smaller  company  in  the  matter  of  ores. 
And,  by  the  way,  when  I  was  speaking  of  ores  I  referred  to  red  ores 
and  not  to  brown  ores  at  all,  in  any  estimate.  I  refer  to  red  ores  and 
not  to  brown  ores  because  I  don't  know  how  much  brown  ore  they  have 
and  I  think  very  few  furnaces  really  do  know  how  much  brown  ore 
they  have,  unless  they  have  gone  to  the  trouble  of  systematically 
investigating  it  by  a  series  of  drill  holes,  which  are  so  placed  as  to  get 
the  data. 

Mr.  Young.  How  large  are  these  pockets  of  brown  ores?  Of 
course  I  know  they  vary,  but  what  are  about  the  limits  up  and  down  ? 

Mr.  Grasty.  Well,  you  frequently  will  strike  a  pocket — not  fre- 
quently, but  in  some  of  the  larger  workings  you  will  strike  a  pocket  of 
15  to  25  feet,  a  whole  face  of  ore,  and  then  that  may  continue  for  20 
or  30  feet,  thinning  out,  of  very  variable  shape.  It  may  thin  out  to  a 
very  small  pocket,  to  be  followed  by  another  one;  or  it  may  termi- 
nate. 

As  an  instance  of  that  it  is  related  in  the  Birmingham  district  how 
;Mr.  De  Bardeleben,  one  of  the  pioneers  of  the  district,  thought  he 
had  found  a  very  valuable  brown-ore  deposit,  and  had  gotten  a  rail- 
road to  build  10  miles  to  it;  had  ordered  a  whole  trainload  of  ma- 
chinery. They  continued  to  work  it,  and  when  the  trainload  of  ma- 
chinery had  arrived  they  had  about  worked  the  mine  out,  and  that 
was  the  end  of  it. 

So  they  are  very  pockety  things,  very  risky  things,  unless  properly 
tested  and  the  tonnage  accurately  determined.  But,  as  I  say,  I 
don't  know  where  that  has  been  done  accurately  in  the  South, 
unless  it  has  been  done  by  the  Tennessee  Coal  &  Iron  Co.,  which  I 
understand  is  doing  work  of  that  kind. 

Mr.  Young.  Do  these  brown  ores  he  in  a  well-defined  geological 
district  so  that  it  is  easy  to  find  within  what  boundaries  there  is  a 
possibility  of  finding  the  ore  ? 
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Mr.  Grasty.  Well,  they  usually  occur  associated  with  limestone, 
not  always,  but  in  general — yes.  So  wherever  these  limestones  are 
you  may  find  more  or  less  brown  ore.  But  limestones  occur  in  va- 
rious geological  horizons  and  consequentlj^  the  area  is  very  large,  and 
so  to  say  it  is  in  this  area  is  almost  such  a  proposition  as  a  needle  in  a 
haystack,  although  there  are  a  great  number  of  small  deposits  of 
brown  ore  in  the  South  which  could  be  worked  in  a  small  way,  and 
in  the  Birmingham  district  in  a  profitable  way.  The  trouble  has  been 
usually  that  they  have  taken  a  small  deposit  and  attempted  to  work 
it  in  a  large  way. 

If  they  would  take  a  small  equipment  and  work  the  small  deposits, 
and  let  that  work  up,  in  the  nature  of  exploratory  work,  as  well  as 
mining  ore,  and  then  subsequently  as  the  property  develops  put  in 
some  machinery  and  a  larger  equipment,  a  great  many  brown-ore 
enterprises  could  certainly  prevent  a  great  deal  of  loss  and  might 
lead  to  a  great  deal  of  profit. 

Mr.  Young.  That  kind  of  mining  could  be  carried  on  a  great  deal 
better  by  a  large  than  a  small  concern,  could  it  not,  and  one  which 
owned  a  considerable  territory,  where  they  might  provide  against 
the  errors  they  made  in  one  place  by  a  find  in  another,  and  carry 
that  on  in  a  large  way  ? 

Mr.  Grasty.  Yes;  one  would  ofifset  the  other;  that  is  perfectly 
correct. 

Mr.  Bartlett.  In  an  investigation  by  this  committee  of  the  sub- 
ject of  ore  a  statement  was  made,  or  the  impression  given  out,  that 
this  Birmingham  district  which  we  have  been  discussing  contained 
a  greater  quantity  of  available  ore  than  any  part  of  the  South,  or  all 
the  South  combined.  That  made  occasion  for  several  protests, 
namely,  from  the  Manufacturers'  Record  in  Baltimore.  What  is 
the  proportion  of  the  ore  to  be  found  in  this  district  you  have  been 
discussing,  compared  with  the  available  ore  in  other  districts  in  the 
South? 

Mr.  Grasty.  You  want  the  comparison  made  between  the  South 
as  a  whole  and  this  one  district  ? 

Mr.  Bartlett.  Yes. 

Mr.  Grasty.  The  figures  which  were  brought  out  in  the  Manu- 
facturers' Eecord  showed  that  the  Tennessee  Coal  &  Iron  Co.,  on 
such  a  comparison  as  that,  which  is  not  a  proper  comparison,  in  my 
mind,  but  is  in  the  minds  of  others,  showed  that  the  Tennessee  Coal 
&  Iron  Co.  owned  about  one-fifth  of  the  total  ores  in  the  South. 

Mr.  Bartlett.  That  was  the  claim  they  made.  The  Manu- 
facturers' Record  made  that  statement. 

Mr.  Grasty.  The  Manufacturers'  Record  had  a  number  of  arti- 
cles written  by  different  men,  and  the  editor  of  it,  I  think,  summa- 
rized what  they  said.  He  asked  me  to  write  him  something  about 
it.     I  took  issue  on  the  comparison,  and  made  no  such  comparison. 

Mr.  Bartlett.  That  is  what  I  want  to  find  out  about.  What  is 
your  opinion  as  to  what  proportion  these  ores  bear  to  the  other 
available  ores  in  the  South? 

Mr.  Grasty.  I  would  consider  it  very  hazardous  to  express  an 
opinion  without  sufficient  data,  and  I  feel  that  not  sufiicient  data  is 
to  be  had  to  make  such  a  comparison. 

Mr.  Bartlett.  Do  you  think  they  had  sufficient  data  to  express 
an  opinion  that  ought  to  be  controlling  ? 
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Mr.  Grasty.  They  may  have  had;  I  did  not  have.  I  know  of 
most  of  the  sources  of  their  information  for  making  this  comparison. 

Mr.  YoTJNG.  But  is  it  not  true  as  a  matter  of  fact  that  outside  of 
the  Birmingham  district  in  the  South  the  exploration  and  exami- 
nation has  not  been  anything  like  sufficient  to  determine  the  extent 
of  the  deposits  '< 

Mr.  Grasty.  I  quite  agree  with  you,  that  aU  of  the  ore  deposits 
of  the  South  are  not  known  or  exploited  by  any  means. 

Mr.  YoxiNG.  It  is  a  very  large  territory  and  it  is  only  compara- 
tively within  a  few  years  that  anything  has  been  done  at  all  m  an 
extensive  way. 

Mr.  Grasty.  Yes.  It  would  be  very  unfair  to  that  section,  it 
would  be  very  inaccurate  to  say  that  all  of  the  iron-ore  tonnage  of 
the  South  was  known.  There  are  areas,  of  course,  which  have  not 
been  investigated  where  there  must  be,  judging  the  future  from  the 
past,  tonnages  of  ore  amounting  to  millions  of  tons. 

Mr.  Babtlett.  So  far  as  is  known — I  wUl  put  it  in  that  shape — 
at  the  present  time  then,  how  does  the  tonnage  of  iron  ore  in  this 
Birmingham  district  compare  with  the  available  known  ore  fields  of 
the  South  ? 

Mr.  Grasty.  If  you  accept  the  estimates  as  obtained  from  various 
sources,  which  may  be  more  or  less  accurate,  but  which  I  would  not 
undertake  to  vouch  for,  and  that  the  men  who  express  this  opinion 
I  do  not  think  would  vouch  for  fuUy  themselves,  if  this  question  were 
put  to  them,  I  think  they  were  about  right  in  stating  it,  with  the 
data  they  had.     But,  as  I  say,  I  do  not  value  that  data  very  highly. 

Mr.  Bartlett.  About  one-fifth  ? 

Mr.  Grasty.  About  one-fifth.  It  may  be  that  the  Tennessee  Coal 
&  Iron  Co.  owns  that,  and  it  may  be  that  it  owns  more,  when  the 
whole  mineral  resources,  the  iron-ore  reserves,  of  the  South  are  known. 

Mr.  Bartlett.  But  it  would  take  quite  a  long  time  and  a  great 
deal  of  money  to  ascertain,  and,  after  ascertaining,  to  develop  that, 
would  it  not  ? 

Mr.  Grasty.  I  think  we  will  all  be  dead  and  gone  before  that  is 
half  done. 

Mr.  Young.  Don't  you  think  a  hundred  generations  will  be  dead 
and  gone  before  we  have  ascertained  aU  the  ore  there  is  in  the  United 
States  ? 

Mr.  Grasty.  Well,  perhaps  that  is  rather  large.  I  think  it  wiU  be  a 
very  long  time. 

The  Chairman.  It  may  be  that  on  Judgment  Day  there  wiU  be  a 
few  tons  of  ore  that  have  never  been  found  1 

Mr.  Grasty.  Yes. 

The  Chairman.  It  is  possible. 

Mr.  Bartlett.  At  what  other  places  in  the  South,  to  any  consider- 
able extent,  has  iron  ore  been  developed  or  gotten  at  ? 

Mr.  Grasty.  It  has  been  developed  in  the  northwestern  portions 
of  Georgia  and  Tennessee.  There  are  some  ores  in  eastern  Ken- 
tucky and  Virginia,  and  ores  in  western  North  Carolina.  Some  of 
them  are  valuable  ores,  very  valuable;  some  of  them  not  very 
valuable  ores  because  of  the  content  of  titanium;  but  more  or  less 
inaccessible  because  of  their  distance  from  the  railroads. 

Mr.  Bartlett.  Has  the  development  of  the  ore  in  those  places 
you  have  spoken  of  shown  that  the  ore  is  developed  in  connection 
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with  limestone  and  other  materials  necessary  to  produce  iron,  like 
it  is  in  the  Birmingham  district  ? 

Mr.  Geasty.  With  the  exception  of  western  North  Carolina,  I 
should  say  yes.  Their  limestone  is  not  so  very  far  away,  and  they 
could  haul  it. 

Mr.  Young.  Is  there  not  also  some  ore  in  Texas  ? 

Mr.  Geasty.  Yes;  there  are  deposits  in  Texas. 

Mr.  Young.  Which  are  undeveloped  ? 

Mr.  Geasty.  They  are  undeveloped;  yes. 

Mr.  Beall.  I  would  be  glad  to  have  you  give  us  the  benefit  of 
anything  you  know  about  the  Texas  ores.  Down  at  Rusk,  Tex., 
they  have  a  foundry  of  some  kind  for  the  manufacture  of  certain 
iron  products.     What  kind  of  ore  is  that  ? 

Mr.  Geasty.  Most  of  that  ore  is  brown  ore.  I  am  familiar  with 
the  Texas  deposits  only  from  reading  the  various  reports  which  have 
been  issued.     As  to  these  others  I  have  seen  them  largely. 

Mr.  Beall.  According  to  the  reports  you  have  read  of  the  Texas 
ore,  how  extensive  are  those  fields  ? 

Mr.  Geasty.  In  the  matter  of  tonnage  I  could  not  say,  but  the 
impression  in  my  mind  is  they  have  some  extremely  valuable  ore 
deposits  in  Texas.  I  have  heard  men  say  who  have  examined  these 
deposits  that  they  thought  extremely  favoraby  of  them  and  regarded 
them  as  very  large  deposits. 

Mr.  Babtlett.  To  what  extent  are  the  iron-ore  mines  in  Georgia 
operated  ? 

Mr.  Geasty.  They  are  worked  up  in  the  northeast. 

Mr.  Baetlett.  Northeast  or  northwest  1 

Mr.  Geasty.  Northwestern  Georgia.  Around  Rome  there  are 
brown-ore  deposits,  and  some  very  good  ones. 

Mr.  Baetlett.  And  around  Cartersville  ? 

Mr.  Geasty.  Yes;  around  Cartersville  they  are  very  good,  too. 

Mr.  Young.  Have  you  ever  examined  the  deposits  m  Utah  ? 

Mr.  Geasty.  No.  I  have  heard  of  those  deposits,  and  according 
to  the  accounts  I  have  read  they  must  be  very  valuable  deposits, 
down  in  southwest  Utah. 

Mr.  Steeling.  Is  it  considered  there  is  ore  in  Missouri  that  is 
available? 

Mr.  Geasty.  Yes,  there  is  ore  in  Missouri;  and  while  that  is  in  the 
South,  I  have  not  included  it  in,  and  I  don't  think  it  is  included — for 
for  instance,  in  this  symposium  in  the  Manufacturers'  Record,  in  that 
comparison  with  Tennessee. 

Mr.  Steeling.  Are  they  working  the  Missouri  ores  any  ? 

Mr.  Geasty.  I  don't  know  to  what  extent  they  are. 

Mr.  Steeling.  Is  there  any  iron  ore  in  Alaska  ? 

Mr.  Geasty.  I  should  say  perhaps  there  was  iron  ore  there,  but  I 
don't  know  of  those  deposits. 

Mr.  Steeling.  Well,  I  heard  a  gentleman  say,  just  a  few  days  ago, 
who  had  been  in  Alaska  some  years,  that  there  was. 

Mr.  Young.  I  guess  there  is  no  doubt,  Mr.  Sterling,  that  there  is 
some  iron  ore  there,  but  I  guess  nobody  knows  very  much  about  it, 
or  as  to  its  extent  and  value. 

Mr.  Geasty.  Iron  probably  will  be  the  last  mineral  which  they  will 
develop  in  Alaska. 

Mr.  Young.  They  have  not  succeeded  very  well  in  developing  coal 
up  there  to  date. 
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Mr.  Grasty.  Xo. 

Mr.  Young.  We  have  been  too  busy  conserving  it. 

The  Chairman.  Mr.  Grasty,  I  am  under  the  impression  that  the 
first  furnace  west  of  the  Alleghenies  was  erected  in  Kentucky.  Do 
you  remember  the  history  of  the  earUer  blast  furnaces  ? 

Mr.  Grasty.  Xo ;  I  can  not  say  I  do. 

The  Chairman.  I  know  it  is  a  fact  at  one  time  nails  were  shipped 
from  the  city  of  Lexington,  Ky.,  to  the  city  of  Pittsburgh.  It  is  true, 
I  believe,  that  the  first  developments  in  the  smelting  of  iron  were  in 
Virginia  and  in  that  ore  region ;  is  not  that  true  ? 

Mr.  Grasty.  Yes,  and  I  think  if  you  will  uivestigate  you  will  find 
that  George  Washington  was  the  Carnegie  of  his  time. 

The  Chairman.  From  Washington's  time  to  now  do  you  know  of 
any  extensive  operations  in  iron  outside  of  the  mere  making  of  foimdry 
iron,  the  comparatively  primitive  process  of  converting  ore  into  pig 
that  has  been  carried  on  successfmly  and  lucratively,  prosperously, 
in  that  region  ? 

Mr.  Grasty.  In  Virginia  ? 

The  Chairman.  In  the  whole  southern  district  outside  of  the 
Birmingham  district,  are  there  any  large  operations  in  the  making 
of  iron  and  steel  ? 

Mr.  Grasty.  Yes,  there  are  a  number  of  furnace  companies  in 
Virginia  which  have  been  very  successful. 

The  Chairman.  But  I  mean,  are  there  any  steel  works  ? 

Mr.  Grasty.  Oh,  no;  no  steel. 

The  Chairman.  Outside  of  the  Birmingham  district  the  manufac- 
ture of  iron  has  been  confined  to  the  making  of  foundry  iron  ? 

Mr.  Grasty.  Yes. 

The  Chairman.  Does  the  value  of  iron  ore  depend  in  a.ny  material 
degree  upon  its  proximity  to  coal,  coking  coal? 

Mr.  Grasty.  It  does. 

The  Chairman.  And  the  quality  of  coking  coal? 

Mr.  Grasty.  Yes. 

The  Chairman.  And  the  facility  for  transporting  it? 

Mr.  Grasty.  Yes.    It  all  enters  into  the  cost,  of  course. 

The  Chairman.  Do  you  know  of  any  region  in  the  so-called  region 
where  a  fine  quality  of  coldng  coal  is  as  near  the  ore  bodies  as  it  is  in 
the  Birmingham  district  ? 

Mr.  Grasty.  I  do  not. 

The  Chairman.  Do  you  know  of  any  region  in  that  southern  ore 
field  where  the  limestone  is  as  accessible  as  it  is  there  ? 

]\Ir.  Grasty.  X"o  ;  I  do  not. 

The  Chairman.  Do  you  know  of  any  region  in  that  whole  southern 
district 

:Mr.  Grasty  (interposing).  Well,  as  to  the  limestone,  I  think, 
perhaps,  there  are  furnaces — in  fact,  I  know  of  some  furnaces — 
which  are  nearer  limestone  or  as  near  hmestone;  but  in  a  broad  way 
you  are  correct.  There  is  no  group  of  furnaces  which  has  that 
advantage. 

The  C&AIRMAN.  Do  you  know  of  any  region  in  the  southern  district 
where  the  facilities  for  transporting  coal  and  limestone  and  ore  are  as 
well  developed,  where  you  have  a  railroad  system  comparable  to  that 
of  the  Birmingham  district? 

Mr.  Grasty.  X"o;  I  think  the  Birmingham  district  has  a  distinct 
advantage  there. 
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The  Chairman.  Can  any  other  region  where  these  southern  ores 
are  found  enter  into  anything  hke  a  sharp  competition,  if  we  had 
competition,  with  the  furnaces  of  the  district  where  these  ores  are 
distant  from  its  coke  and  coal  fields  ? 

Mr.  Grasty.  Of  course  not,  since  that  all  goes  to  make  increased 
costs. 

The  Chairman.  Could  any  of  these  ore  bodies  be  utilized  for  the 
purpose  of  sharp  competition  with  the  Birmingham  district  without 
facilities  for  transportation  somewhat  similar  to  the  facilities  now 
possessed  by  the  Birmuigham  district? 

Mr.  Grasty.  You  mean  to  say  can  those  companies  which  have  not 
these  same  facilities  as  the  Birmingham  district  compete  with  them  on 
the  same  basis  of  cost  and  manufacture  ?  I  would  say  no,  not  on  the 
same  basis  of  cost  and  manufacture. 

The  Chairman.  Would  the  construction  of  railroad  systems  similar 
in  character  and  extent  to  the  Southern  Railway,  the  Louisville  & 
Nashville  Railroad — you  know  where  their  tracks  are  f 

Mr.  Grasty.  Yes. 

The  Chairman.  The  Birmingham  Southern,  the  Birmingham  & 
Atlantic — would  the  construction  of  systems  of  railroad  like  that 
through  that  mountainous  region  be  expensive  ? 

Mr.  Grasty.  Through  which  mountainous  region? 

The  Chairman.  Where  these  ores  are  located. 

Mr.  Grasty.  You  mean  ores  elsewhere;  you  mean  in  Alabama? 

The  Chairman.  I  mean  could  you  duplicate  that  railroad  system 
you  have  at  Birmingham,  200  miles  above  or  below  it  in  those  moun- 
tains, without  the  expenditure  of  hundreds  of  millions  of  dollars  ? 

Mr.  Grasty.  No;  and  there  would  be  no  particular  occasion  why 
it  should  be  duplicated  because  you  have  not  the  ore  at  those  other 
places. , 

The  Chairman.  What  is  that? 

Mr.  Grasty.  You  have  not  the  situation  for  manufacturing  ore  at 
those  other  places.  , 

The  Chairman.  That  is  what  I  mean.  Then  have  you  the  red  and 
gray  ores,  which  I  understand  are  to  be  mixed  in  the  load  of  a  furnace 
in  order  to  make  iron  successfully;  have  you  that  mixture  for  the  pur- 
pose of  assembling,  anywhere  else  except  at  Birmingham  ? 

Mr.  Grasty.  I  do  not  quite  know  how  to  answer  your  question 
because  I  do  not  know  that  I  quite  understand  it.  Will  you  repeat 
it,  just  briefly  ? 

The  Chairman.  The  stenographer  will  read  the  question. 

The  stenographer  read  the  last  previous  question  as  above  recorded. 

Mr.  Grasty.  No;  because  that  is  the  only  place  you  have  those 
ores  in  Alabama. 

The  Chairman.  So  it  is  a  fact  that  the  only  region  at  present  that 
does  and  can  go  into  the  steel  business  extensively  is  the  Birming- 
ham district,  in  the  southern  district  ? 

Mr.  Grasty.  Yes,  sir. 

The  Chairman.  And  it  will  remain  the  only  region  until  these  dis- 
advantages I  have  spoken  of  are  overcome  ? 

Mr.  Grasty.  Yes. 

The  Chairman.  I  started  to  ask  you  about  the  intermingling  of 
the  gray  and  red  ores.  You  spoke  of  having  to  have  the  red  ore  in 
order  to  utilize  your  gray  ore. 

Mr.  Grasty.  Yes. 
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The  Chairman.  Is  there  any  other  place  in  that  region  \vhere  the 
red  ores  are  found  in  the  sarne  thickness  and  the  same  easy  transporta- 
tion facilities  with  that  you  have  in  the  Birmingham  district  ? 

Mr.  Grastt.  No. 

The  Chairman.  In  this  southern  region  are  the  ores  red  or  gray 
principally  ? 

Mr.  Grasty.  They  are  chiefly  red  ores. 

The  Chairman.  You  were  asked  by  Mr.  Young  something  with 
reference  to  what  you  offered  for  these  scattered  areas  of  land  which 
were  supposed  to  have  ore  on  them.    , 

Mr.  Young.  No;  I  did  not  ask  him  what  he  offered  for  scattered 
areas.  I  asked  him  what  he  offered,  and  he  said  he  made  no  offer, 
but  his  people  were  willing  to  pay  from  2  to  3  cents  if  they  could  get 
ore  in  large  bodies. 

The  Chairman.  Would  they  have  paid  more  than  that  ? 

Mr.  Grasty.  I  think  that  would  have  been  regarded  as  a  very 
handsome  price. 

The  Chairman.  How  many  tons  of  southern  ore  in  the  Birmingham 
district  does  it  take  to  produce  a  ton  of  pig  iron  ? 

Mr.  Grasty.  Approximately  about  three. 

The  Chairman.  How  many  tons  of  Lake  Superior  ore  does  it  take  ? 

Mr.  Grasty.  Approximately  about  two. 

The  Chairman.  What  is  the  value  of  a  ton  of  sou  therm  ore  as 
conipared  A\ith  a  ton  of  non-Bessemer  Lake  Superior  ore  ? 

Mr.  Young.  You  mean  its  market  value  ? 

Mr.  Grasty.  Do  you  refer  to  its  efficiency  as  determined  under  the 
same  comditions,  at  the  same  place  ? 

The  Chairman.  Yes,  sir;  I  mean  its  value  for  making  iron.  Say 
you  have  your  ores  right  down  at  the  furnace. 

Mr.  Grasty.  Well,  if  you  have  these  at  the  same  place  under  the 
same  conditions,  the  same  costs,  not  counting  the  assembling,  just 
as  if  you  were  testing  them  in  a  laboratory,  the  value  of  the  southern 
ore  would  be  about  $1.17.  And  if  we  take  it  at  $1.17,  let  that  be  the 
unit,  then  the  Lake  Superior  ore,  on  that  basis,  would  be  $2.70,  on  the 
basis  of  efficiency,  taking  a  seH-fluxing  southern  ore  and  comparing 
it  with  a  52  per  cent  Lake  Superior  ore .  In  other  words.  Lake  Superior 
ore  has  2.4  times  the  value  of  the  southern  ore  on  the  basis  of  efficiency. 
But  the  Lake  Superior  ore  costs  3.6  times  as  much  as  the  southern 
ore. 

Mr.  YouxG.  Where  ? 

Mr.  Grasty.  Delivered  at  the  furnace. 

Mr.  Young.  As  the  southern  ores  cost,  delivered  at  the  furnace  ? 

Mr.  Grasty.  Yes;  three  and  six-tenths  times  as  much.  If  there- 
fore the  Lake  Superior  ores  had  cost  four  and  eight-tenths  times  as 
much,  they  would  be  equally  valuable,  but  sihce  the  Lake  Superior 
ore  costs  three  and  six-tenths  times  as  much,  instead  of  four  and  eight- 
tenths  times  as  much,  the  ratio  there  of  value  is  75  per  cent.  So  you 
could  say  on  this  basis,  which  I  think  is  correct  mathematically  and 
scientifically,  that  if  Lake  Superior  ore  is  worth  $1  a  ton — and  I  just 
assume  that  you  can  take,  say,  40  or  anything  else — if  Lake  Superior 
ore  is  worth  $1  a  ton,  then  according  to  this  the  southern  ore  is  worth 
75  cents  a  ton  in  its  habitat,  where  it  is  used,  as  Birmingham,  against 
Pittsburgh. 

Or,  to  value  it  in  another  way,  if  one  is  worth  40  cents,  the  other  is 
worth  30.     That  I  think  is  a  correct  way  of  comparing  it. 
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The  Chairman.  Thct  ore  is  worth  75  per  cent  as  much  dehvered 
at  the  furnace  at  Birmmgham  as  the  Lake  Superior  ore  is  worth,  say, 
delivered  at  the  furnaces  at  Pittsburgh  ? 

Mr.  Geasty.  That  is  it  exactly. 

The  Chairman.  It  does  not  make  any  difference  what  the  price  is. 
If  it  is  10  cents  up  here  it  would  be  7  and  a  fraction  there,  and  so  on. 

Mr.  Grasty.  That  does  depend  on  the  price,  of  course. 

The  Chairman.  Explain  that? 

Mr.  Grasty.  The  eliiciency  of  the  ore,  used  in  a  scientific  way,  has 
no  thing  to  do  with  the  price.  Of  course,  that  does  have  to  do  with 
the  price,  too,  considermg  both  on  the  same  basis,  as  tested  in  a 
laboratory,  or  viewing  the  furnace  as  a  laboratory. 

The  Chairman.  You  make  the  calculation;  what  is  the  whole  ratio 
of  value  of  Birmingham's  ores  at  Birmingham,  compared  with  the 
Lake  Superior  ores  at  Pittsburgh  ? 

Mr.  Grasty.  The  ratio  is  as  75  per  cent  value  at  Birmingham 
against  $1  at  Pittsburgh. 

The  Chairman.  You  were  asked  about  that  land  you  looked  at 
being  worth — or  at  least  you  felt  authorized  to  offer  from  five  hundred 
to  a  thousand  dollars  an  acre.  You  would  have  had  then  to  develop 
your  mine,  sink  your  shaft,  and  uncover  your  ore  in  some  way. 

Mr.  Grasty.  Yes. 

The  Chairman.  Could  you  go  over  there  to  the  Woodward  Iron  Co. 
or  to  the  Sloss-Shefiield  people  or  to  the  Republic  Iron  &  Steel  or  the 
Tennessee  Coal  &  Iron,  and  buy  their  ores  to-day  for  2  or  3,  or  4  or 
5,  or  6  or  8  cents  a  ton  "i 

Mr.  Grasty.  No. 

The  Chairman.  What  is  that  ? 

Mr.  Grasty.  I  do  not  thin/k  you  could.  Every  now  and  then  one 
furnace  will  sell  some  ore  to  another,  but  no  furnace  company  would 
undertake  to  supply,  say,  such  a  company  as  the  Alabama  Consol- 
idated or  the  Southern  Steel.  In  the  South  each  company  owns  its 
ore.  There  are  no  merchant  mines.  There  are  a  few,  one  or  two, 
but  not  enough  to  run  a  furnace  company  with  two  or  three  of  four 
furnaces. 

The  Chairman.  As  I  understand  you,  you  do  not  mean  to  state, 
which  might  be  drawn  as  an  inference  from  what  you  have  said,  that 
high-grade  ores  in  the  South  are  only  worth  2  or  3  or  5  or  6  cents  a  ton  ? 

Mr.  Grasty.  No  ;  I  do  not  mean  to  say  that. 

The  Chairman.  What,  in  your  opinion,  is  the  value  of  such  ores  as 
you  have  been  talking  about? 

Mr.  Geasty.  Value  in  what  way  ? 

Mr.  Young.  You  mean  in  the  ground,  in  the  mine,  at  the  furnace, 
or  where  ? 

Mr.  Grasty.  You  mean  on  a  royalty  basis  ? 

Mr.  Reed.  You  mean  the  intrinsic  value  or  the  market  price'? 

The  Chairman.  Put  it  on  the  intrinsic  value,  and  then  put  it  on  a 
royalty  basis. 

Mr.  Grasty.  If  such  a  mine  could  be  run  on  a  royalty  basis  I  should 
say  that  10  and  15  cents  would  be  a  very  satisfactory,  good  royalty 
to  pay;  but  it  can  not  be  done. 

The  Chairman.  Speaking  of  the  market  price,  is  there  any  such 
thing  as  a  market  price,  or  at  least  is  there  any  ore  on  the  market  at 
any  price  for  the  use  of  a  man  who  wanted  to  erect  a  large  steel  works 
or  b^t  furnaces  in  that  Birmingham  district  now  ? 
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Mr.  Gkasty.  I  think  not. 

The  Chairman.  Is  it  possible  to  make  any  estimate  of  the  market 
price  of  ore  under  those  circumstances  for  that  district  ? 

Mr.  Geasty.  A^'ell,  no;  because  there  are  no  merchant  furnaces. 
Each  company  owns  its  own  ore,  and  the  companies  that  are  so 
unfortunate  as  to  be  short  on  ore  supphes  have  a  very  gloomy  future 
ahead  of  them. 

Mr.  Young.  I  do  not  quite  understand  your  estimate  of  the  value 
®f  Lake  Superior  and  Birmingham  ores  as  being  as  75  to  100. 

Mr.  Grasty.  The  efficiency,  considering  all  questions  that  enter 
mto  the  matter  of  the  efficiency  of  the  ores,  taking  a  self-fluxing  ore, 
against  a  52  per  cent  Lake  Superior  ore,  and  testing  them  in  a  labora- 
tory, or  taking  a  furnace  and  consideriug  that  as  a  great  laboratory 

Mr.  Young.  You  better  take  a  furnace. 

Mr.  Grasty.  Then  wc  will  assume  they  got  there,  were  assembled 
there  without  a  freight  rate,  that  they  were  at  the  same  furnace 
being  tested. 

Mr.  Young.  Yes. 

Mr.  Grasty.  Then  on  the  basis  of  efficiency,  taking  into  considera- 
tion all  lime,  sihca,  in  the  southern  ore,  acting  in  a  self-fluxing  way, 
then  the  higher  content  of  Lake  Superior  ore 

Mr.  Young  (interposing).  Taking  into  consideration  the  less 
phosphorus  also  in  Lake  Superior  ore  ? 

Mr.  Grasty.  Yes;  it  would  be  about — I  said  2.4;  I  think  that  is 
correct — about  2.4  times  as  effective.  The  Lake  Superior  ore  is  2.4 
times  as  effective  per  se. 

Mr.  Young.  Eight  on  that  basis,  then,  on  the  basis  of  efficiency,  if 
yoiu"  Birmingham  ore  was  worth  $1  your  Lake  Superior  ore  would  be 
worth  $2.40  on  the  score  of  efhciency,  would  it  not,  if  that  is  the  only 
thing  to  consider? 

Mr.  Grasty.  Yes;  if  that  was  the  only  thing.  But  the  argument 
usually  stops  there,  and  that  is  where  the  comparison  ought  not  to 
end,  for  it  ought  to  go  into  the  question  of  cost. 

if  the  Lake  Superior  ore  is  2.4  times  as  efficient  as  the  southern  ore, 
then  in  order  for  the  southern  ore  to  have  the  same  value  the  Lake 
Superior  ore  must  cost  4.8  times  as  much. 

Mr.  Young.  ^Yhy  so  ? 

Mr.  Grasty.  Twice  2.4  will  make  it  that.  But  as  it  does  not  cost 
4.8  times  as  much  and,  on  the  other  hand,  costs  3.6  times  as  much, 
and  4.8  times  as  much  would  be  100  per  cent;  then  4.8  divided  into 
3.6  gives  75  per  cent. 

^Ir.  Young.  That  is  the  part  of  your  argument  I  can  not  under- 
stand ;  from  the  time  when  you  leave  the  question  of  efficiency  I  can 
not  follow  you.     It  may  be  my  own  fault;  very  likely  it  is. 

Mr.  Grasty.  I  probably  do  not  make  it  clear. 

^Ir.  Young.  But,  in  other  words,  I  take  it  you  mean  this,  that  1 
ton  of  Lake  Superior  ore,  we  will  say  at  Pittsburgh,  would  produce  2.4 
times  as  much  of  iron  as  the  1  ton  of  Alabama  ore  at  Birmingham. 
Is  that  right  ? 

Mr.  Grasty.  Xo;  I  don't  mean  that. 

Mr.  Young.  "\Miat  other  items  of  efficiency  are  there,  except  the 
amoimt  of  ore  produced  ? 

Mr.  Grasty.  Of  course  that  enters  into  it,  but  it  is  a  question  of 
Bme  and  fuel,  aU  these  questions  entering  into  it. 

;Mr.  Young.  That  is,  that  there  is  a  saving  in  cost  ? 
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Mr.  Geasty.  In  the  cost,  so  that  the  1  ton  of  Lake  Superior  ore  is 
worth  2.4  times  as  much  on  the  efficiency  basis. 

Mr.  Young.  Yes. 

Mr.  Geasty.  On  account  of  its  metaUic  content,  its  chemical  com- 
position, it  is  worth  that.  Now,  you  have  to  buy  it,  and  when  you 
proceed  to  buy  it,  you  pay  3.6  times  as  much. 

Mr.  Young.  Yes.  In  other  words,  I  could  afford,  at  Pittsburgh  or 
Gary,  to  pay  $2.40  for  a  ton  of  Lake  Superior  ore  as  well  as  I  could  pay 
$1  for  a  ton  of  Birmingham  ore  at  the  same  point.     Is  that  right? 

Mr.  Geasty.  Yes;  it  is  perfectly  right. 

Mr.  Young.  At  the  same  point.  Now,  then,  here  is  another  ques- 
tion that  enters  into  it:  There  is  a  considerable  difference,  is  there 
not,  in  the  price  of  pig  iron  at  Birmingham  and  at  Pittsburgh  or 
Chicago  ? 

Mr.  Geasty.  Yes. 

Mr.  Young.  Is  it  not  a  fact  that  pig  iron  at  Chicago  or  at  Pitts- 
burgh is  worth  something,  speaking  roughly,  say,  about  $3  a  ton 
more  than  it  is  at  Birmingham  ? 

Mr.  Geasty.  Because  of  the  difference  in  freight  rates,  you  mean? 

Mr.  Young.  I  don't  know  what  the  difference  is,  or  what  causes 
the  difference.  There  might  be  some  difference  of  opinion  about 
that;  but  as  a  matter  of  fact,  in  the  market 

Mr.  Grasty  (interposing) .  It  is  bound  to  be  that  way  in  order  that 
the  Birmingham  district  may  meet  it  in  competition. 

Mr.  Young.  But  as  a  matter  of  fact,  that  is  true,  is  it  not  ? 

Mr.  Geasty.  Yes ;  but  they  make  it  cheaper. 

Mr.  Young.  When  you  are  comparing  the  value  per  ton  of  Lake 
Superior  ore  at  Chicago  and  Pittsburgh,  for  the  ■  purpose  of  a  steel 
manufacturer,  with  the  value  of  a  ton  of  southern  ore  at  Birmingham, 
you  have  to  consider  not  only  the  efficiency,  have  you  not,  and  also 
what  you  can  get  for  your  product  ? 

Mr.  Geasty.  Yes.  If  we  take  the  cost  of  a  ton  of  iron  in  the 
Birmingham  district  and  the  cost  of  the  manufacture  of  a  ton  of  iron, 
say,  in  Pittsburgh,  a  greater  center,  even,  and  then  let  us  say  that  they 
have  to  meet  at  some  competitive  point,  as,  for  instance,  Cincinnati, 
then  the  southern  iron  manufacturer  in  order  to  meet  Ms  northern 
competitor  must  be  able  to  make  iron  at  a  price  which  will  give  him 
a  profit  after  he  has  added  the  freight  rate,  and  enable  him  with  that 
figure  to  meet  his  competitor  at  that  point. 

Mr.  Young.  Very  true. 

Mr.  Geasty.  And  the  Birmingham  ores  do  that. 

Mr.  Young.  But  after  all,  is  not  the  essential  point  to  the  manu- 
facturer what  he  can  get  for  his  product  at  the  furnace  ? 

Mr.  Geasty.  Yes;  but  he  adds  his  profit  there,  of  course. 

Mr.  Young.  Yes,  but  that  is  what  the  value  of  his  product  depends 
on,  to  my  mind,  what  he  can  get  for  it  where  he  makes  it.  Now,  I 
was  comparing  this  value  of  the  pig  iron  at  Birmingham,  at  the 
furnace,  with  the  value  of  pig  iron  at  Pittsburgh,  we  will  say. 

Mr.  Geasty.  Yes. 

Mr.   Young.  And  if  there  is  a  diJerence  of,  roughly  speaking. 


$3  a  ton 

Mr.  Geasty.  Yes. 

Mr.  Young  (continuing).  That  would  still  further  add  to  the 
discrepancy  in  the  value  of  southern  and  northern  iron  ore,  would 
T+  Tinf   if  ihf.  pfficiencv  is  2.4  to  L 
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Mr.  Gk.^ty.  The  southern  ore  made  into  pig  iron  in  the  Birming- 
ham district  must  be  made,  if  it  is  going  to  compete,  say  at  Cin- 
cinnati, at  such  a  price  as  will  cover  all  charges,  plus  a  profit,  plus 
the  freight  rate. 

Mr.  Young.  Why  do  you  select  Cincinnati ''. 

Mr.  Grastt.  I  say  Cincinnati  because  I  tliink  it  is  generally  fixed 
here  in  everybody's  mind  what  the  freight  rate  is — I  don't  remember 
it  definitely.  But  I  know  they  do  and  can  compete  at  that  point. 
There  are  other  points  South  where  the  Lake  Superior  ore  can  not 
compete  with  southern  ore.  So  it  goes.  But  let  us  take  some  point 
where  they  do  compete  largely.  Now,  if  we  can  get  the  freight  rates 
to  that 

Mr.  Young  (interposing).  That  is  not  the  question  that  concerns 
me  exactly.  I  want  to  know  what  this  ore  is  worth  to  the  northern 
manufacturer  at  Pittsburgh  and  what  the  southern  ore  is  worth  to 
the  southern  manufacturer  at  Birmingham,  botli  for  the  purpose  of 
making  pig  iron 

Mr.  Grasty  (interposing).  On  the  basis  of  what  they  pay  for  it? 

Mr.  Young.  On  the  basis  of  what  they  will  get  out  of  it.  Now, 
you  have  given  us  the  efficiency. 

Mr.  Grasty.  I  have  given  the  efficiency.  The  ore  is  paid  for  on 
the  basis  of  what  they  pay  for  it.  I  am  speaking  on  the  basis  of  what 
they  pay  for  it. 

Mr.  Young.  That  is  not  the  value. 

Mr.  Grasty.  But  at  the  same  time  the  Southern  manufacturer 
does  make  pig  iron,  so  that  he  can  make  a  profit,  whether  you  call  it 
cost  or  value — he  can  make  a  profit,  and  add  his  freight  rate,  and  sell 
in  competition  in  a  market  which  is  nearer  the  other  fellow's  furnace. 

Mr.  Young.  Yes. 

The  Chairman.  Is  there  any  such  difference  between  the  price  of 
rails  or  wire,  or  any  other  steel  commodity,  made  from  Birmingham 
pig  iron  and  that  made  from  basic  pig  iron  at  Pittsburgh  or  Chicago, 
as  there  is  between  pig  iron  itself'^ 

Mr.  Grasty.  I  don't  know.  I  dont't  know  the  prices  well  enough 
to  say. 

The  Chairman.  If  wire  raUs,  or  any  other  steel  commodity,  made 
from  basic  steel,  will  sell  for  as  much  made  at  Birmingham  as  if  it 
were  made  at  Pittsburgh  or  Chicago,  leaving  out  the  freight  rate 
altogether,  that  is  not  such  a  serious  handicap,  that  arbitrary  differ- 
ence of  pig  iron. 

Mr.  Grasty.  Xo;  I  do  not  see  that  it  is. 

The  Chairman.  Do  you  know  of  any  concern  or  individual  who  is 
the  ultimate  consumer  of  pig  iron  to  whom  it  is  of  any  value  in  that 
shape,  any  more  than  ore? 

Mr.  Grasty.  You  are  speaking  of  steel  ? 

The  Chairman.  I  mean,  would  a  carload  of  pig  iron  be  any  more 
valuable  than  a  carload  of  ore,  if  the  maker  can  not  convert  the  ore 
into  pig-iron,  or  can  not  convert  pig  iron  into  something  else? 

Mr.  Grasty.  Unless  it  can  be  used  it  has  no  value. 

The  Chairman.  It  is  not  a  finished  product  in  any  sense  of  the 
word. 

Mr.  Grasty.  No. 

The  Chairman.  It  is  not  used  by  any  ultimate  consumer — the 
pig  iron  ? 
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Mr.  Geasty.  The  ore  is  not  a  fiiiished  product ;  it  is  a  raw  material. 
And  the  pig  iron  is  the  first  step  toward  the  production  of  the  finished 
product,  but  it  is  not  a  finished  product. 

The  Chairman.  That  is  all. 

Mr.  Beall.  Let  me  ask  you  just  one  question.  I  don't  know  any- 
thing about  this  whole  business,  much.  If  iron  ore  up  in  Wisconsin 
and  Michigan  is  worth  85  cents  a  ton  in  the  ground. — I  believe  that 
is  the  price  paid  to  Mr.  Hill  for  it — what  would  be  the  relative  value 
of  a  ton  of  iron  ore  in  the  ground  in  the  Birmingham  district  ? 

Mr.  Grasty.  On  the  basis  of  efficiency  and  cost  ? 

Mr.  Beall.  Taking  everything  into  consideration  tjiat  ought  to 
be  taken  into  consideration,  and  arrive  at  its  relative  value. 

Mr.  Grasty.  If  you  will  make  it  84,  and  take  three  quarters  of 
that 

Mr.  Beall.  Well,  call  it  84. 

Mr.  Grasty.  That  would  be  63  cents. 

Mr.  Beall.  It  would  be  worth  63  cents  if  the  other  is  worth  84 
cents  ? 

Mr.  Grasty.  Sixty-three  cents  to  them  in  its  own  district,  yes. 

Mr.  Young.  What  is  the  reason  that  Southern  ore  sells  so  cheaply  1 

Mr.  Grasty.  It  sells  so  cheaply  because  it  can  be  mined  very 
cheaply,  and  because  the  transportation  charge  is  small. 

Mr.  Young.  Did  you  ever  know  the  owner  of  a  product  to  sell  it 
for  any  less  than  he  could  get  for  it  because  he  could  produce  it 
cheaply  ? 

The  Chairman.  I  think  Mr.  Grasty  misunderstood  you.  He  is 
speaking  of  pig  iron  and  you  of  ore. 

Mr.  Grasty.  No.  You  asked  about  the  relative  value  of  this 
basis  of  efficiency  and  cost. 

Mr.  Beall.  Taking  everything  into  consideration. 

Mr.  Grasty.  I  say,  taking  things  as  they  are,  the  situation  as  it 
exists  here,  the  ratio  is  75  per  cent.  Now  whether  that  is  right  or 
not  is  the  question  you  ask. 

Mr.  Young.  Yes. 

Mr.  Grasty.  Of  course  the  Birmingham  ores  could  stand  no  such 
shipment  as  the  Lake  Superior  ores,  if  that  is  what  you  mean,  because 
the  unit  of  cost  would  be  very  high.  As  I  said  in  the  beginning,  in 
efficiency  the  Lake  Superior  ore  is  nearly  two  and  a  half  times  as 
great. 

The  Chairman.  There  is  one  question  I  wanted  to  ask  you.  We 
have  been  talking  about  50  per  cent  ore  and  60  per  cent  ore  in  the 
Superior  district  and  35  per  cent  and  40  per  cent  ore  down  here. 

Mr.  Grasty.  Yes. 

The  Chairman.  Can  you  put  20  per  cent  more  of  the  Superior  ore 
into  a  furnace — I  mean  of  iron  content  into  a  furnace — than  you  do 
of  iron  content  when  you  use  these  low-grade  ores  of  the  South? 
Take  two  furnaces  of  the  same  size,  500-ton  furnaces,  for  instance. 

Mr.  Grasty.  Yes. 

The  Chairman.  One  of  which  is  to  be  loaded  with  coke  and  other 
commodities,  with  Superior  ore,  and  the  other  one  is  to  be  loaded  with 
the  Birmingham  ore. 

Mr.  Grasty.  Yes. 

The  Chairman.  Now,  is  the  difference  in  the  amount  of  iron  con- 
tent that  goes  into  each  of  those  furnaces  measured  by  the  difference 
in  the  iron  content  in  the  ores  ? 
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Mr.  Geastt.  You  said  could  you  get  more  Lake  Superior  ore  into 
that  same  volume.     Is  that  what  you  meant  ? 

The  Chairman.  No.  Here  is  what  I  mean;  I  mean  this:  Ordi- 
narily, if  you  put  nothing  in  the  furnace  except  coke  and  ore,  you 
would  get  50  per  cent.  The  difference  in  iron  content  would  be  meas- 
ured exactly  by  the  difference  in  the  grade  of  the  ores.  If  it  was  50 
per  cent  ore  from  the  Superior  district,  and  you  put  in  100  tons  of  ore, 
you  would  have  50  tons  of  pig  iron. 

Mr.  Grasty.  How  about  your  limestone  ? 

The  Chairman.  I  mean  this:  If  you  put  in  2  tons  of  Superior  ore 
you  would  have  50  per  cent  of  pure  iron.  Now,  in  the  practical  opera- 
tion of  your  furnace  is  that  true  ? 

Mr.  Grasty.  I  see  what  you  mean.  You  mean,  as  I  understand 
you,  that  the  Lake  Supreior  ore,  while  much  higher  in  metallic  content 
than  the  southern  ore,  when  the  limestone  is  added  for  fluxing  it, 
as  a  matter  of  fact  you  really  reduce  the  percentages  of  iron,  because 
you  add  two  things,  you  mix  it  together,  and  you  consequently  reduce 
the  percentage  of  iron. 

The  Chairman.  In  other  words,  it  is  not  scientifically  correct  to 
say,  for  the  purpose  of  making  iron,  that  those  hmy  ores  in  this  dis- 
trict are  33J  per  cent  iron  and  leaving  the  furnace  there  is  66§  per 
cent  of  useless  material  in  the  making  of  iron? 

Mr.  Grasty.  No. 

The  Chairman.  If  you  have  to  have  20  per  cent  of  limestone  put 
in  the  furnace  to  fuse  the  Superior  ore,  it  is  just  as  much  an  essential 
part  of  the  iron-making  material  as  the  iron  itself,  or  the  coke? 

Mr.  Grasty.  It  is;  yes.     That  point  is  weU  taken,  I  think. 

The  Chairman.  And,  if  I  understand  you,  you  have  to  mix  this 
iron  artificially  with  Superior  ores  ? 

Mr.  Grasty.  Yes. 

The  Chairman.  How  much  limestone  do  you  have  to  put  in  the 
furnace  with  a  ton  of  superior  ore  ? 

Mr.  Grasty.  I  don't  know  about  that;  I  think  about  one-quarter. 
I  am  not  positive  at  all.     I  can  not  tell  you  exactly. 

The  Chairman.  About  25  per  cent. 

Mr.  Grasty.  Yes. 

The  Chairman.  How  much  do  you  have  to  put  with  your  limy 
ore? 

Mr.  Grasty.  Sometimes  a  very  small  quantity;  sometimes  none  at 
all. 

The  Chairman.  Over  10  per  cent? 

Mr.  Grasty.  No;  I  should  say  not. 

The  Chairman.  Then  you  can  put  in  15  per  cent  more  ore  into  the 
furnace  of  the  same  size  when  using  Birmingham  ore  than  you  can 
a  furnace  of  the  same  size  where  you  use  Superior  ores  ? 

Mr.  Grasty.  Roughly,  yes. 

The  Chairman.  That  is  all,  Mr.  Grasty.  The  committee  will  go 
into  executive  session. 

Thereupon,  at  3.30  o'clock  p.  m.,  the  committee  proceeded  to  the 
consideration  of  executive  business,  after  which  it  adjourned  subject 
to  the  call  of  the  chairman. 
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Committee  on  Investigation  of  the 

United  States  Steel  Coeporation, 

House  of  Representatives, 
Thursday^  April  11,  1912—11.67  a.  m. 
The  committee  this  day  met,  Hon.  Augustus  O.  Stanley  (chair- 
man), presiding. 

The  Chairman.  Mr.  Bacon,  you  may  take  the  stand. 

STATEMENT  OF  DON  H.  BACON. 

The  witness  was  duly  sworn  by  the  chairman. 

Mr.  YoTJNG.  Mr.  Bacon,  where  do  you  live? 

Mr.  Bacon.  New  York  City. 

Mr.  Young.  What  was  your  first  employment  in  and  about  mines, 
and  when? 

Mr.  Bacon.  1869 ;  telegraph  operator  at  Ispheming,  Mich.,  at  the 
Cleveland  mine. 

Mr.  Young.  How  long  did  you  continue  in  that  employment? 

Mr.  Bacon.  Three  or  four  months. 

Mr.  Young.  And  then  what? 

Mr.  Bacon.  Timekeeper. 

Mr.  Young.  In  the  mine  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  In  the  Cleveland  mine? 

Mr.  Bacon.  Yes. 

Mr.  Young.  How  long  were  you  in  that  employment? 

Mr.  Bacon.  I  suppose  a  year. 

Mr.  Young.  Then  what  position  did  you  take? 

Mr.  Bacon.  Clerk — clerk  of  the  mine. 

Mr.  Young.  How  long  did  you  remain  clerk  ? 

Mr.  Bacon.  I  think  about  a  year. 

Mr.  Young.  Then  what? 

Mr.  Bacon.  Assistant  superintendent. 

Mr.  Young.  How  long  did  you  remain  in  that  position  ? 

Mr.  Bacon.  Well,  except  for  an  absence  of  some  time,  I  held  that 
position  until — well,  put  it  this  way:  I  either  held  that  position  or 
was  in  charge  of  a  small  mine  owned  by  the  same  people  from  1872 
up  to  1880. 

Mr.  Young.  Then  what  was  your  occupation  ? 

Mr.'  Bacon.  Superintendent  of  the  Cleveland  mine. 
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The  Chairman.  What  mine  is  that? 

Mr.  Young.  The  Cleveland  mine.  That  is  located  at  Ishpeming, 
Mich. 

Mr.  Bacon.  Yes. 

Mr.  YotJNG.  And  is  still  owned  by  the  Cleveland-Cliff  Co.  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  how  long  did  you  remain  after  1880  in  charge  of 
the  Cleveland-Cliff  property? 

Mr.  Bacon.  Until  1887. 

Mr.  Young.  Well,  what  was  your  position  called  ? 

Mr.  Bacon.  From  1880  to  1883  I  was  superintendent;  from  1883 
to  1887  I  was  agent. 

Mr.  Young.  But  you  were  in  active  charge  of  the  mining  opera- 
tions ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  In  1887  where  did  you  go? 

Mr.  Bacon.  To  the  Minnesota  Iron  Co.,  at  Tower,  Minn. 

Mr.  Young.  And  what  position  did  you  occupy  with  them  ? 

Mr.  Bacon.  Manager. 

Mr.  Young.  What  properties  did  they  have  at  that  time  ? 

Mr.  Bacon.  They  had  the  hard-ore  mines  at  Tower,  Minn. 

Mr.  Young.  What  were  they  called? 

Mr.  Bacon.  The  Tower  mines. 

Mr.  Young.  How  long  did  you  remain  with  them? 

Mr.  Bacon.  Until  January,  1901. 

Mr.  Young.  Did  they  acquire  any  other  properties  in  the  mean- 
time? 

Mr.  Bacon.  Yes. 

Mr.  Young.  What  properties? 

Mr.  Bacon.  The  controlling  interest  of  the  Chandler  mine. 

Mr.  Young.  Near  Ely? 

Mr.  Bacon.  Yes;  about  20  miles  northeast  of  Tower.  The  Canton, 
Fayal,  Auburn,  Elba,  and  two  other  small  mines,  and  a  good  deal 
of  property  that  was  explored  but  was  not  opened,  on  what  is  known 
as  the  Mesabi  Range. 

Mr.  Reed.  All  those  others  are  on  the  Vermilion  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Was  the  Fayal  on  the  Virmilion  ? 

Mr.  Bacon.  Mesabi. 

Mr.  Young.  Which  of  those  mines  were  on  the  Mesabi  that  you 
have  mentioned? 

Mr.  Bacon.  The  Canton,  Auburn,  Fayal,  and  one  or  two  small 
mines.  The  Elba  is  a  mine  of  good  size,  and  a  good  deal  of  property 
ihat  we  explored  but  did  not  open. 

Mr.  Young.  Had  you  made  discoveries  of  ore  on  any  of  it? 

Mr.  Bacon.  Yes. 

Mr.  Young.  When  you  went  to  Tower,  was  the  railroad  built  in 
there? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Who  had  built  that  road  ? 

Mr.  Bacon.  The  former  owners.  The  company  was  dominated  by 
Charlemagne  Tower,  sr.,  of  Philadelphia. 

Mr.  Young.  They  had  owned  the  mines  before  the  Minnesota  Iron 
Co.  obtained  title  to  them? 
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Mr.  Bacon.  The  mines  and  the  railroad. 

Mr.  YoTTNG.  When  did  the  Minnesota  Iron  Co.  acquire  them,  if 
you  know? 

Mr.  Bacon.  In  the  summer  of  1887. 

Mr.  YoTJNG.  So  you  went  there  at  the  beginning  of  their  opera- 
tions ? 

Mr.  Bacon.  Yes,  sir.  Wait  a  minute.  What  was  that  question 
you  asked  me — when  did  who  acquire  them  ? 

Mr.  Young.  I  asked  you  if  you  went  to  Tower  at  the  beginning 
of  the  Minnesota  Iron  Co.'s  operations. 

Mr.  Bacon.  No ;  no,  because  when  the  property  changed  hands,  the 
name  of  the  company  did  not  change.  Mr.  Tower  and  his  associates 
sold  to  a  party  organized  in  Chicago  and  New  York — sold  the  stock. 

Mr.*  Young.  Oh,  yes.     It  had  been  known  as  the  Minnesota  Iron 
Co.  previous  to  that? 
■  Mr.  Bacon.  Yes. 

Mr.  Young.  So  it  was  the  Minnesota  Iron  Co.  that  really  built  the 
railroad  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Under  its  first  owners? 

Mr.  Bacon.  Yes.  To  make  it  clear,  the  ownership  of  the  stock 
changed. 

Mr.  Young.  Yes. 

Mr.  Bacon.  But  the  name  of  the  corporation  did  not. 

Mr.  Young.  Were  you  familiar  with  the  extent  of  the  ore  bodies 
of  the — owned  by  the  Minnesota  Iron  Co.  at  the  time  you  left  their 
employment,  so  far  as  they  had  been  developed  ? 

Mr.  Bacon.  I  think  so. 

Mr.  Young.  Do  you  know  about  how  much  ore  they  had  devel- 
oped? 

Mr.  Bacon.  We  believed  that  we  had  247,000,000  tons. 

The  Chairman.  What  was  that? 

Mr.  Young.  I  asked  how  much  ore  the  Minnesota  Iron  Co.  had  de- 
veloped at  the  time  he  left  their  employment,  on  the  1st  of  January, 
1901,  just  about  three  months  before  the  Steel  Corporation  took  them 
over,  and  his  answer  is,  "  We  believed  we  had  247,000,000  tons." 
Had  there  been  any  shipments  at  that  time  from  the  Mesabi  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  How  much  of  this  247,000,000  tons  was  on  the  Me- 
sabi? 

Mr.  Bacon.  All,  with  the  exception  of  four  of  five  millions. 

Mr.  Young.  The  Minnesota  Iron  Co.  had  no  interest  in  the  railroad 
running  into  the  Mesabi  Eange  at  that  time,  had  it? 

Mr.  Bacon.  Yes.    The  Minnesota  Iron  Co.  owned  the  railroad. 

Mr.  Young.  Into  the  Mesabi? 

Mr.  Bacon.  Yes. 

Mr.  Reed.  The  Duluth  &  Iron  Range  runs  to  both  ranges? 

Mr.  Young.  Oh,  yes.  You  mean  you  owned  the  Duluth  &  Iron 
Range  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  But  you  did  not  own  the  Duluth,  Mesabi  &  Northern? 

Mr.  Bacon.  Had  no  interest  in  that. 

Mr.  Young.  And  the  Minnesota  Iron  Co:  had  built  the  Duluth  & 
Iron  Range  to  reach  their  own  properties  ? 
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Mr.  Bacon.  Yes. 

Mr.  YoTJNG.  Do  you  know  anything  about- 


The  Chairman.  They  also  reached  the  property  of  other  concerns 
at  the  same  time,  did  they  not? 

Mr.  Bacon.  I  do  not  recall. 

The  Chairman.  They  reached  other  ore  bodies  besides  the  ores  of 
the  Minnesota  Co.  ? 

Mr.  Bacon.  I  do  not  recall  that  the  road  carried  ore  for  anyone 
else  at  that  time. 

The  Chairman.  Did  you  tap  the  Mesabi  Range  at  the  same  time 
you  did  the  Vermilion? 

Mr.  Bacon.  Oh,  we  reached  the  Vermilion  Range  some  eight  years 
earlier. 

Mr.  Young.  When  did  you  build  into  the  Mesabi  ?     Let  us  gel  that. 

Mr.  Bacon.  I  think  it  was  1900.  The  records  will  show  exactly. 
I  won't  trust  my  memory  on  that. 

Mr.  Young.  Yes.  Had  you  any  knowledge  as  to  the  extent  of  the 
developments  of  other  ores  on  those  two  ranges  except  what  the  Min- 
nesota Iron  Co.  owned? 

Mr.  Bacon.  Very  little  ore  was  known  at  that  time  to  exist  on  the 
Vermilion  Range  outside  of  the  Minnesota  and  Chandler  mines,  which 
belonged  to  the  Minnesota  Co. 

Mr.  Young.  Was  the  Pioneer  opened  at  that  time  ? 

Mr.  Bacon.  Which  year  are  you  referring  to? 

Mr.  Young.  In  1901,  when  you  left,  the  1st  of  January. 

Mr.  Bacon.  Oh,  yes;  the  Pioneer  was  a  good  producer.  I  was 
dating  it  a  little  earlier  than  that.  Of  the  Mesabi  Range  I  had  a 
general  knowledge,  such  as  anyone  would  have  who  was  mining. 

Mr.  Young.  Could  you  give  any  estimate  as  to  the  amount  of  ore 
that  was  known  to  exist  on  the  Mesabi  at  that  time  ? 

Mr.  Bacon.  Oh,  no. 

Mr.  Young.  Who  owned  the  Pioneer? 

Mr.  Bacon.  In  1901  the  Pioneer  was  owned  or  controlled  by  the 
Carnegie  Steel  Co. 

Mr.  Young.  How  long  before  had  they  acquired  their  interest  in  it, 
if  you  know? 

Mr.  Bacon.  I  should  say  three  or  four  years  earlier. 

Mr.  Young.  Had  the  Pioneer  shipped  anything  before  the  Carnegie 
Co.  acquired  their  interest  in  it? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Who  was  operating  it  then? 

Mr.  Bacon.  The  Pioneer  Iron  Co.,  as  I  recall ;  but  I  can  not  tell 
you  who  the  stockholders  were. 

Mr.  Young.  Do  you  remember  who  was  in  charge  of  the  property  ? 

Mr.  Bacon.  At  one  time  there  was  a  man  named  Sturdevant.  I 
think  he  died  since. 

Mr.  Young.  H.  B.  Sturdevant? 

Mr.  Bacon.  Yes. 

Mr.  Young.  That  was  previous  to  the  Carnegie  Co.  being  inter- 
ested in  it? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Were  there  any  other  mines  shipping  over  the  Duluth 
&  Iron  Range  except  the  "Pioneer  and  the  properties  of  the  Minnesota 
Iron  Co.? 
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Mr.  Bacon.  The  Zenith  mine  shipped  ore. 

Mr.  Young.  It  never  shipped  enough  to  hurt  anybody,  did  it  ? 

Mr.  Bacon.  Not  up  to  that  time. 

Mr.  Young.  Do  you  remember  who  was  operating  it  ? 

Mr.  Bacon.  No. 

Mr.  Young.  Do  you  know  anything  about  how  much  ore  there  was 
in  the  Pioneer  in  1901  ? 

Mr.  Bacon.  No. 

Mr.  Young.  How  large  shippers  were  they? 

Mr.  Bacon.  I  can  not  recall. 

Mr.  Young.  When  you  left  the  Lake  Superior  district,  January  1, 
1901,  where  didyou  go? 

Mr.  Bacon.  With  the  Tennessee  Coal,  Iron  &  Eailroad  Co. 

Mr.  Young.  At  Birmingham? 

Mr.  Bacon.  Yes. 

Mr.  Young.  You  went  there  in  what  capacity? 

Mr.  Bacon.  Chairman. 

Mr.  Young.  What? 

Mr,  Bacon.  Chairman  of  the  board  of  directors. 

Mr.  Young.  How  long  did  you  remain  with  the  Tennessee  Coal  & 
Iron  Co.? 

Mr.  Bacon.  Until  May,  1906. 

Mr.  Young.  You  had  the  same  position  during  all  of  that  time  ? 

Mr.  Bacon.  Yes.  The  duties  of  president  were  added  in  the  earlj 
winter  of  1901. 

Mr.  Young.  So  you  were  the  chief  executive  officer  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  where  did  you  live? 

Mr.  Bacon.  Nearly  all  of  the  time  at  Birmingham ;  the  rest  of  the 
time  in  New  York. 

Mr.  Young.  You  were  in  active  charge  of  the  mining  and  manufac- 
turing operations  of  the  companj'  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Who  were  the  principal  owners  of  the  Tennessee  Coal 
&  Iron  Co.  at  that  time  ? 

Mr.  Bacon.  New  York  men.  I  would  say  that  Mr.  James  T. 
Woodward  was  probably  the  largest  stockholder. 

Mr.  Young.  James  T.  Woodward,  who  is  interested  in  the  Wood- 
ward Iron  Co.  ? 

Mr.  Bacon.  No. 

Mr.  Young.  Another  man? 

Mr.  Bacon.  Yes ;  he  was  president  of  the  Hanover  National  Bank, 
of  New  York. 

Mr.  Young.  And  what  others  were  among  the 

Mr.  Bacon.  Mr.  Cord  Meyer  was  a  stockholder;  Benjamin  F. 
Tracy,  F.  S.  Witherby 

Mr.  Young.  That  is,  Frank  Witherby,  of  the  Champlain  district? 

Mr.  Baccjn.  Yes.  Mr.  J.  Henry  Smith,  and  I  think  at  that  time 
the  stock  was  fairly  well  scattered. 

Mr.  Young.  Well,  what  did  the  business  of  the  Tennessee  Coal  & 
Iron  Co.  consist  of? 

Mr.  Bacon.  Mining  ore  and  coal  and  making  pig  iron  and  steel. 

Mr.  Young.  What  kind  of  steel  did  you  make? 

Mr.  Bacon.  Open  hearth. 
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Mr.  Young.  What  did  you  manufacture  it  into? 

Mr.  Bacon.  Rails  and  boiler  plate. 

Mr.  Young.  You  had  a  rail  mill? 

Mr.  Bacon.  Yes;  so  called. 

Mr.  Young.  Why  do  you  use  that  term  ? 

Mr.  Bacon.  Well,  it  was  a  very  indifferent  mill. 

Mr.  Young.  What  was  the  trouble  with  it  ? 

Mr.  Bacon.  Well,  it  was  designed  by  a  man  who  did  not  under- 
stand the  making  of  open-hearth  steel  and  was  a  very  inefficient  and 
costly  machine. 

Mr.  Young.  It  was  not  an  efficient  mill  ? 

Mr.  Bacon.  No.  When  I  use  the  word  "  mill "  I  am  referring  to 
the  whole  open-hearth  plant  and  not  to  the  rail  mill  particularly. 

Mr.  Young.  The  whole  plant  was  inefficient? 

Mr.  Bacon.  Yes;  I  would  say  of  the  rail  mill  itself,  where  the 
steel  was  rolled  into  rails,  that  that  unit  was  very  good,  but  the  open- 
hearth  department  was  very  poor. 

Mr.  Young.  What  did  the  property 

The  Chairman.  He  refers  there  to  the  open-hearth  furnace. 

Mr.  Bacon.  The  open-hearth  department,  I  said.  That  would 
mean  the  furnaces. 

Mr.  Young.  What  did  the  plant  consist  of? 

Mr.  Bacon.  Do  you  mean  the  steel  plant? 

Mr.  Young.  Well,  the  whole  thing  that  you  had  there,  aside  from 
your  ores  and  coal,  I  mean — the  manufacturing  part  of  it. 

Mr.  Bacon.  We  used  10  open-hearth  furnaces,  1  rail  mill,  13  blast 
furnaces,  and  1  blast  furnace  at  "Whitwell,  Tenn. 

Mr.  Young.  How  far  is  that  from  Birmingham  ? 

Mr.  Bacon.  I  suppose  150  miles. 

Mr.  Young.  Did  you  own  any  ores  in  that  section  ? 

Mr.  Bacon.  Very  little,  but  did  own  large  beds  of  coal. 

Mr.  Young.  Well,  what  is  the  character  of  the  ore  in  the  Birming- 
ham district  that  was  owned  by  your  company  ? 

Mr.  Bacon.  The  larger  part  is  known  as  red  ore  and  carries  from 
36  to  37  per  cent  metallic  iron. 

Mr.  Young.  It  is  a  non-Bessemer? 

Mr.  Bacon.  Yes,  sir. 

Mr.  Young.  Is  there  any  Bessemer  ore  at  all  in  that  district? 

Mr.  Bacon.  I  do  not  know  of  any. 

Mr.  Young.  In  1906,  when  you  left  the  Tennessee  Coal  &  Iron  Co., 
did  it  then  own  any  railway  property  there? 

Mr.  Bacon.  No. 

Mr.  Young.  Had  it  at  any  time  previous  to  that? 

Mr.  Bacon.  Yes. 

Mr.  Young.  What  railroad  property? 

Mr.  Bacon.  It  -^vas  known  as  the  Birmingham  Southern  and  had 
been  sold  by  the  Tennessee  company  prior  to  my  going  there — I  think 
about  the  year  '99 — 1899.  To  the  furnaces  I  have  mentioned  I  should 
add  two  more  that  the  company  owned  at  Sheffield,  Ala. 

Mr.  Young.  How  far  is  Sheffield  from  Birmingham? 

Mr.  Bacon.  Oh,  I  guess  about  perhaps  a  little  less  than  100  miles. 

Mr.  Young.  In  what  direction? 

Mr.  Bacon.  About  west,  as  I  recall  it,  is  it  not? 

Mr.  Reed.  Yes. 
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Mr.  Young.  What  railroads  served  the  district  while  you  were 
there? 

Mr.  Bacon.  The  Southern  Railway  and  the  Louisville  &  Nashville. 

Mr.  Young.  And  what  was  this  Birmingham  Southern  road  that 
the  company  had  owned  at  one  time? 

Mr.  Bacon.  That  was  the  road  over  which  most  of  the  coal  and 
coke  was  brought  from  the  mines  and  coke  ovens  to  the  furnaces  at 
Ensley  and  to  the  furnace  in  Birmingham  and  for  the  movement  of 
freight,  supplies  of  different  kinds  from  the  railroad  at  Birmingham 
out  to  Ensley. 

Mr.  Young.  Was  that  road  built  originally  by  the  Tennessee  Coal, 
Iron  &  Eailway  Co.  ? 

Mr.  Bacon.  I  think  it  was. 

Mr.  Young.  Do  you  know  what  reasons  led  to  the  sale  of  that 
railroad  by  the  company  ? 

Mr.  Bacon.  Well,  the  reason  given  by  the  sellers  was  their  belief 
that  the  purchasers,  which  were  the  Southern  Railroad  and  the  Louis- 
ville &  Nashville  Railroad  Cos.,  could  operate  it  or  would  operate  it 
at  less  cost  per  ton  of  movement  than  the  Tennessee  Co.  was  operat- 
ing it. 

Mr.  Young.  Well,  how  did  that  work  out  in  practice  ? 

Mr.  Bacon.  Well,  it  was  rather  discouraging  to  the  sellers. 

Mr.  Young.  How  so? 

The  Chairman.  Was  it  incorporated  as  a  separate  company? 

Mr.  Bacon.  The  Birmingham  Southern  was  a  separate  company, 
the  stock  being  held  by  the  Tennessee  Coal,  Iron  &  Railroad  Co. 

Mr.  Young.  Do  you  remember  what  its  capital  was? 

Mr.  Bacon.  No  ;  I  do  not. 

Mr.  Young.  Why  was  it  discouraging  to  the  sellers  ? 

Mr.  Bacon.  The  cost  per  ton  of  movement  was  high. 

Mr.  Young.  That  was  the  cost  that  was  charged  by  the  railroad 
companies  to  the  Tennessee  Coal  &  Iron  Co.  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Do  you  remember  what  it  was? 

Mr.  Bacon.  It  varied  for  the  different  things  done.  I  do  not 
remember  the  cost  per  ton.  The  charges  were  not  made  per  ton,  but 
the  total  cost  each  month  for  the  movements. 

The  Chaieman.  Do  you  know  about  what  it  was  ? 

Mr.  Bacon.  Oh,  I  can  not 

The  Chairman.  For  instance,  there  is  a  flat  rate  of  12.5  cents  a 
ton  within  a  radius  of  25  miles  of  Birmingham  now.  Was  it  above  or 
below  that? 

Mr.  Bacon.  What  is  that? 

The  Chairman.  Was  it  higher  or  lower  than  that  rate  now  main- 
tained in  the  Birmingham  district  of  12.5  cents  a  ton  ? 

Mr.  Bacon.  That  was  not  the  same  service.  The  rate  you  refer  to 
is  made  by  the  Louisville  &  Nashville  Railroad  for  moving  ore  from 
the  mines  to  the  furnaces.  The  Birmingham  Southern  did  not  move 
ore  from  the  mines,  but  only  moved  coal  from  the  coal  mines  and  coke 
from  the  coke  ovens,  and  was  more  in  the  nature  of  a  switching  road 
or  yard  than  the  main  line  of  a  railroad. 

The  Chairman.  My  understanding  is  that  they  haul  everything 
needed  at  the  blast  furnaces — coal,  coke,  ore — within  that  radius  at 
12.5  cents  a  ton  now. 
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Mr.  Bacon.  Yes;  the  Louisville  &  Nashville  Railroad  and  the 
Southern  do  that,  I  think. 

The  Chairman.  Now,  what  I  am  asking  is  not  about  the  character 
of  the  service,  but  the  cost  of  it.  Did  they  charge  you,  after  you 
got  rid  of  this  road,  more  or  less  than  12.5  cents  a  ton  within  that 
25-mile  radius  for  the  service  on  the  Birmingham  Southern  road, 
after  you  lost  control  of  it  ? 

Mr.  Bacon.  Well,  I  can  hardly  tell  you,  Mr.  Chairman.  They 
charged  the  cost  per  month  for  the  work  done. 

Mr.  Young.  A  lump  sum,  you  mean  ? 

Mr.  Bacon.  No;  whatever  the  expenses  were,  they  keeping  up  the 
locomotives  and  the  track,  and  doing  all  the  movement. 

Mr.  YoTJNG.  Oh,  they  were  to  furnsih  the  service  at  cost ;  was  that 
the  idea? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  the  cost  went  up  then,  after,  as  compared  with 
the  cost  when  the  Tennessee  Coal  &  Iron  Co.  ran  it  ? 

Mr.  Bacon.  We  thought  it  had.  Remember,  I  never  saw  any  cost 
sheets  of  movement — never  saw  any  sheets  showing  the  cost  of  move- 
ment over  that  railroad  when  it  belonged  to  the  Tennessee  Coal  & 
Iron  Co.  I  only  know  something  about  the  cost  after  they  had 
parted  with  it. 

Mr.  Young.  Yes ;  and  you  thought  it  an  unreasonable  cost  ? 

Mr.  Bacon.  I  thought  so ;  yes. 

Mr.  Young.  Was  that  the  idea? 

Mr.  Bacon.  Yes. 

Mr.  Young.  But  the  Tennessee  Coal  &  Iron  Co.  had  not  bought 
the  road  back  until  after  you 

Mr.  Bacon.  No. 

Mr.  Young  (continuing).  Left  the  company? 

Mr.  Bacon.  No. 

Mr.  Young.  At  the  time  you  left  the  company,  what  do  you  know 
of  the  extent  of  its  deposits  of  iron  ore? 

Mr.  Bacon.  We  believed  we  had  about  400,000,000  tons  of  iron 
ore. 

Mr.  Young.  Well,  what  was  that  belief  based  on  ? 

Mr.  Bacon.  Partly  on  our  openings  underground,  and  partly  on 
drill  holes,  and  partly  on  the  geological  structure  of  the  country. 

Mr.  Young.  I  will  ask  you  this :  Is  the  geological  formation  there 
such  that  you  can  determine  the  amount  of  the  deposits  with  a  con- 
siderable degree  of  accuracy? 

Mr.  Bacon.  Yes. 

Mr.  Young.  In  the  400,000,000  tons  of  ore  do  you  refer  to  ore 
that  was  merchantable  and  available  at  that  time? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  you  do  not  include  ores  of  too  low  grade  to  be 
used? 

Mr.  Bacon.  No. 

Mr.  Young.  These  were  the  ores  that  would  run  36  to  37  per 
cent? 

Mr.  Bacon.  Yes. 

Mr.  Young.  What  proportion,  if  you  know,  of  the  ores  of  that 
Birmingham  district  were  at  that  time  owned  by  the  Tennessee  Coal 
&  Iron  Co.,  of  the  available  ores? 
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Mr.  Bacon.  Well,  an  answer  to  that  will  involve  some  explanation. 

Mr.  Young.  Well,  let  us  have  it. 

Mr.  Bacon.  There  is  a  valley  known  as  Shades  Valley,  and  the 
mines  that  were  being  operated  were  being  extended  from  the  crest 
of  Eed  Mountain  down  under  that  valley  and  extended  along  the 
crest  for  a  distance  of  15  miles  or  more.  From  the  mines  extending 
along  there  for  15  miles  the  furnaces  then  got  their  supply  of  red 
ore.  Taking  the  15  miles  that  was  then  being  operated,  and  assum- 
ing that  the  ore  extended  over  to  Shades  Mountain,  which  has  since 
been  proved  by  drill  holes,  and  which  we  believed  at  the  time  to  be 
true,  the  Tennessee  Co.  owned  about  30  to  33  per  cent  of  that  valley, 
but  their  body  of  ore  extends  much  farther  than  the  15  miles,  getting 
somewhat  thinner  as  it  extends  farther,  sometimes  richer — a  little 
higher  in  iron  content;  and  the  mining  had  been  carried  a  much 
longer  distance  to  the  northeast — greater  distance  to  the  northeast, 
and  probably  will  be  again. 

Mr.  Young.  Well,  you  say  33^  per  cent.    You  refer  to  the  acreage  ? 

Mr.  Bacon.  To  the  acreage;  yes. 

Mr.  Young.  Well,  my  question  related  more  to  the  tonnage — ^the 
estimated  tonnage.  What  proportion  of  the  estimated  tonnage  in 
the  district 

Mr.  Bacon.  Well,  I  would  say  that  our  jiercentage  of  acreage 
would  be  about  the  same  of  the  tonnage.  Their  body  of  ore  is  very 
much  like  a  coal  seam;  varies  but  slightly  in  thickness  or  in  iron 
content. 

Mr.  Young.  I  will  say  to  you,  Mr.  Bacon,  that  we  have  had  some 
contradictory  testimony  along  this  line.  Mr.  Burchett,  who  repre- 
sented the  Geological  Survey,  made  an  estimate  down  there  which 
would  agree  in  percentage  very  closely  with  yours.  What  was  this 
witness  we  had  here? 

Mr.  Eeed.  Grasty. 

Mr.  Young.  Prof.  Grasty,  now  of  the  University  of  Virginia,  was 
also  in  the  district  for  some  time,  and  made  an  examination  of  it, 
and  his  estimate  is  that  the  Tennessee  Coal  &  Iron  Co.  had  about  one- 
half  of  the  ore  in  that  district,  and  it  is  for  this  reason  that  I  wanted 
to  get  your  estimate  and  what  you  base  it  on. 

Mr.  Reed.  Mr.  Young,  Mr.  Grasty  told  us  after  lunch  that  day 
that  he  had  made  a  mistake  in  his  figures,  and  that  instead  of  50  it 
had  about  70  per  cent,  so  that  he  testified  both  ways. 
■   Mr.  Young.  That  they  owned  70  per  cent? 

Mr.  Reed.  That  was  his  last  estimate. 

Mr.  Young.  I  had  forgotten  that. 

The  Chairman.  Well,  I  think,  if  I  remember  correctly,  he  testi- 
fied that  they  owned  fifty  odd  per  cent  of  all  the  available  ores,  and 
he  carried  the  comparison  further  and  took  in  not  only  the  available 
ores,  but  all  ores  which  would  ultimately  be  available;  ores  which 
now  could  not  be  economically  mined  on  account  of  their  low  iron 
content  or  on  account  of  their  being  siliceous  or  not  self -fluxing,  or 
for  some  other  reason;  that  then  the  large  holdings  of  the  Steel 
Corporation  beyond  Shades  Valley  being  greatly  in  excess  of  the 
holdings  of  similar  ores  of  other  companies,  their  holding  of  all 
ores  both  the  available  and  those  ultimately  available,  would  be 
seventy-odd  per  cent. 
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Mr.  Reed.  The  chairman  will  remember  that  Mr.  Grasty  said  that 
he  had  added  the  same  figures  twice  in  the  morning,  and  that  gave 
him  a  result  of  50  per  cent,  but  when  he  did  not  add  them  twice — 
whatever  he  meant  by  that,  that  he  got  a  result  of  70  per  cent.  _ 

The  Chairman.  That  was  the  distinction  I  understood  him  to 
draw ;  that  their  reserve  ore  was  much  greater  than  the  other  com- 
panies. 

Mr.  Young.  That  is,  low-grade  ore. 

Mr.  Bacon.  I  would  differ  from  Mr.  Grasty. 

Mr.  Young.  I  suppose  you,  as  the  executive  officer  of  this  com- 
pany, were  interested  in  finding  out  what  the  facts  were? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  will  you  describe  what  examinations  you  had 
made  on  which  you  base  your  estimate  of  about  one-third  of  the  ores 
available  ? 

Mr.  Bacon.  First,  there  was  the  outcrop.  You  understand  what 
I  mean? 

Mr.  Young.  Yes. 

Mr.  Bacon.  Extending  along  there  in  the  territory — along  the 
territory  I  am  now  speaking  of,  for  about  15  miles. 

Mr.  Young.  Was  that  a  steady  outcrop  all  the  way? 

Mr.  Bacon.  Yes;  never  covered  with  anything  but  a  little  dirt, 
and  not  always  even  with  dirt;  could  be  traced  readily.  An  open- 
ing had  been  made  for  nearly  that  entire  distance,  and  mining  was 
being  carried  on  at  various  points  at  that  time.  I  think  our  deepest 
opening  from  which  we  were  hoisting  was  some  2,000  feet  on  the 
slope  of  the  ore,  and  we  had  a  number  of  drill  holes  that  were  way 
in  advance  of  our  workings — a  mile  or  so  beyond  our  workings.  Then 
the  country  was  the  same  clear  across  Shades  Valley  and  under 
Shades  Mountain,  and  we  had  every  right  to  suppose  that  the  ore  on 
which  we  were  working  would  extend  at  least  as  far  as  Shades 
Mountain.  If  that  were  an  upheaval,  the  ore  would  be  broken,  but 
if  the  valley  had  been  eroded,  the  ore  should  be  there,  and  that 
would  be  true  of  the  whole  valley. 

Mr.  Young.  Yes. 

Mr.  Bacon.  And  I  learn  that  since  I  left  there  holes  have  been 
bored  just  at  the  foot  of  Shades  Mountain  by  the  Tennessee  Co. 
and  other  people,  and  they  have  found  the  ore  there.  Now,  we 
knew  the  tonnage  per  acre  from  the  acres  we  had  mined,  and  multi- 
plying the  acres  owned  by  the  tonnage  per  acre  gave  us  about 
400,000,000  tons. 

The  Chairman.  And  you  carried  your  calculation  to  the  foot  of 
Shades  Mountain  ? 

Mr.  Bacon.  As  far  as  the  Tennessee  Co.  owned,  which  was  close 
to  Shades  Mountain. 

The  Chairman.  Did  you  own  under  Shades  Mountain? 

Mr.  Bacon.  The  company  owned  a  few  acres  on  the  other  side  of 
Shades  Mountain. 

The  Chairman.  How  about  Shades  Mountain  itself? 

Mr.  Bacon.  The  Tennessee  Co.  did  not  own  it.  Shades  Mountain 
is  a  long  ridge,  Mr.  Chairman ;  not  a  peak. 

Mr.  Young.  This  ore  runs  in  veins? 

Mr.  Bacon.  It  lies  more  like  a  bed  of — like  a  coal  bed;  like  that 
table,  broken  in  places,  but  not  seriously. 
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Mr.  Young.  And  the  thickness  is  pretty  uniform  through  this 
entire  territory? 

Mr.  Bacon.    Yes. 

Mr.  Young.  And  do  you  remember  how  many  veins  are  there? 

Mr.  Bacon.  Well,  we  had  only  one  vein,  but  in  some  of  the  mines 
they  speak  of  two  veins,  but  the  two  are  separated  only  by  a  little 
stratum  of  slate,  and  they  are  mined  together  usually. 

The  Chairman.  You  mean  you  worked  only  one.  You  had  the 
title  in  fee  to  the  land ;  you  owned  to  the  center  of  the  earth  ? 

Mr.  Bacon.  Oh,  yes;  there  was  only  one  vein  on  most  of  the  land 
I  speak  of,  but  where  there  are  two  veins,  as  they  speak  of  down 
there,  they  are  separated  only  by  a  few  inches  of  slate,  and  the  two 
are  worked  at  one  time.  Sometimes  the  lower  one  is  a  little  higher 
in  silicia,  and  that  is  left  and  the  upper  one  only  is  taken. 

Mr.  Young.  But  you  regard  it  practically  as  one  vein  ? 

Mr.  Bacon.    Yes. 

Mr.  Young.  The  separation  is  so  slight? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  that  was  the  way  you  treated  it  on  the  Tennessee 
property  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Did  that  condition  exist  on  the  Tennessee' property, 
that  there  was  this  slight  separation  from  slate  ? 

Mr.  Bacon.  Some  places,  and  in  some  places  we  only  had  one 
vein. 

Mr.  Young.  Was  the  lower  vein  workable  on  your  property? 

Mr.  Bacon.  It  had  been  worked;  yes. 

Mr.  Young.  Was  it  as  high  grade  as  the  one  above  it  ? 

Mr.  Bacon.  No.     Lower  in  iron  and  higher  in  silica. 

Mr.  Young.  What  other  companies  were  operating  down  there  ? 

Mr.  Bacon.  The  Republic,  the  Woodward 

Mr.  Young.  By  "  Republic,"  you  mean  the  Republic  Iron  &  Steel  ? 

Mr.  Bacon.  The  Republic  Iron  &  Steel  Co.  The  Woodward  Iron 
Co.,  the  Sloss-Sheffield  Steel  &  Iron  Co.,  and  what  was  then  known 
as  the  Vanderbilt  furnace.     It  has  since  been  called  the — what  is  it  ? 

Mr.  Reed.  Southern  Steel,  is  it  not? 

Mr.  Bacon.  No. 

Mr.  Reed.  Alabama  Consolidated? 

Mr.  Bacon.  No;  the  Birmingham  Iron  Co.  Later  called  the  Bir- 
mingham Iron  Co.  I  would  say,  Mr.  Young,  in  addition  to  the  ore 
1  have  described,  the  Tennessee  Co.  owned  some  deposits  of  brown 
ore.  The  brown  ore  is  usually  a  little  higher  in  iron,  running  about 
45  per  cent,  but  the  deposits — ^those  owned  by  the  Tennessee  Co. 
were,  in  no  case,  very  large,  and  were  not  very  reliable. 

Mr.  Young.  Where  were  they  located,  these  brown-ore  deposits? 

Mr.  Bacon.  They  were  southeast  of  Birmingham  some  20  miles, 
as  I  recall  it. 

Mr.  Young.  Have  you  figured  those  in  your  estimate  of  400,000,000 
tons? 

Mr.  Bacon.  We  did  allow  something  for  it.  I  have  forgotten 
now  how  much. 

The  Chairman.  About  how  many  tons  do  you  suppose  you  had  of 
brown  ore? 
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Mr.  Bacon.  We  thought  we  had  something  like  half  a  million 
tons,  but  we  never  considered  them  a  very  valuable  asset,  because 
they  were  so  unreliable  in  quantity  and  variable  as  to  quality. 

Mr.  YoTJNG.  Do  you  remember  what  your  costs  to  manufacture 
pig  iron  were  while  you  were  in  charge  of  the  company? 

Mr.  Bacon.  Well,  they  were  rather  high. 

Mr.  Young.  Why  was  that? 

Mr.  Bacon.  Of  all  the  furnaces  that  were  there  when  I  went  there, 
none  were  modern.  We  built  a  furnace  in  1900,  and  I  think,  started 
it  in  1904,  that  was  modern  and  very  well  equipped.  At  that  furnace 
we  made  a  very  good  cost,  but  the  old  furnaces  always  made  a  high 
cost. 

Mr.  Young.  About  what  was  that  cost  in  the  old  furnaces,  if  you 
remember  ? 

Mr.  Bacon.  What  is  that? 

Mr.  Young.  About  what  was  the  cost  per  ton  in  the  old  furnaces  ? 

Mr.  Bacon.  In  the  old  furnaces? 

Mr.  Young.  Yes. 

Mr.  Bacon.  I  should  say  the  cost  would  be  or  that  the  cost  was 
between  $10  and  $11. 

Mr.  Young.  This  period  when  you  were  in  charge  embraced  the 
years  of  low  prices,  low  cost  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  From  1901  to  1906  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  What  cost  did  you  get  down  to  in  your  new  furnace— 
your  modern  furnace? 

Mr.  Bacon.  We  did  it  at  about  $7  a  ton.  Perhaps  I  ought  to 
make  that  a  little  higher,  considering  repairs  from  time  to  time. 

Mr.  Young.  Under  $8,  was  it  ? 

Mr.  Bacon.  Yes;  say  under  $8. 

Mr.  Young.  Yes. 

Mr.  Bacon.  That  would  be  fair. 

Mr.  Young.  Do  you  remember  what  the  cost  of  the  manufacture 
of  your  rails  was  ? 

Mr.  Bacon.  Nearly  $30 ;  between  $25  and  $30. 

Mr.  Young.  You  attribute  these  costs  largely  to  the  condition  of 
your  plant? 

Mr.  Bacon.  Yes:  nur  rail  cost  was  excessive  because  of  the  plant 
being  imperfect. 

Mr.  Young.  Now,  in  figuring  these  costs  of  pig  iron,  what  did  you 
charge  up  for  the  value  of  your  ore  ? 

Mr.  Bacon.  We  charged  the  cost  of  the  ore  plus  5  cents  a  ton 
royalty. 

Mr.  Young.  Were  you  paying  any  royalty  ? 

Mr.  Bacon.  No. 

Mr.  Young.  That  is,  you  figured  that  your  ore  was  worth  5  cents  a 
ton  in  the  ground? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  you  charged  that  amount  to  the 

Mr.  Bacon.  Yes;  the  same  on  the  coal. 

Mr.  Young.  What  did  you  figure  as  the  cost  of  your  coal  ? 

Mr.  Reed.  Cost  or  value  ? 

Mr.  Young.  Value  of  your  coal  ? 


UNITED   STATES   STEEL  COBPOBATION.  5333 

Mr.  Bacon.  We  charged  5  cents  for  it.  In  both  cases  those  were 
arbitrary  sums. 

Mr.  Young.  "What  was  the  extent  of  your  ore  deposits — of  your 
coal  deposits  at  the  time  you  left  there  ? 

Mr.  Bacon.  "We  thought  that  on  the  lands  of  the  company  in  Ala- 
bama, both  Jefferson  and  Jasper  Counties,  and  Bibb  County,  and  in 
Tennessee,  we  had  probably  a  billion  tons  of  coal. 

Mr.  TouNG.  A  billion  tons,  and  what  relation  did  your  coal  bear 
in  quantity  to  the  entire  coal  of  the  district,  if  you  know « 

Mr.  Bacon.  "What? 

Mr.  Young.  About  what  proportion  of  the  coal  in  the  district  did 
your  company  own  ? 

Mr.  Bacon.  I  do  not  suppose  we  had  to  exceed  one-tenth.  Maybe 
not  more  than  one-twentieth. 

Mr.  Young.  There  were  very  large  bodies  of  coal  there? 

Mr.  Bacon.  Oh,  enormous,  and  coal  has  been  discovered  since  I 
left  there.  Possibly  the  company  does  not  own  now  more  than  one- 
fiftieth. 

Mr.  Young.  "Was  this  coal  in  a  few  hands  or  in  many  hands? 

Mr.  Bacon.  Many  hands. 

Mr.  Young.  I  suppose  the  other  steel  companies — iron  com- 
panies— owned  large  bodies  of  coal  ? 

Mr.  Bacon.  I  believe  that  they  have  had  to  acquire  coal  since. 
The  Eepublic  had  a  good  holding.  I  think  Mr.  "Woodward's  hold- 
ing was  rather  small.    The  Sloss-Sheffield  people  had  a  good  acreage. 

Mr.  Young.  "What  was  the  reason  your  company  did  not  improve 
its  plant? 

Mr.  Bacon.  It  did  not  have  the  money. 

Mr.  Young.  Why  didn't  you  do  it  out  of  your  profits  ? 

Mr.  Bacon.  They  were  too  small. 

Mr.  Young.  Where  did  you  sell  your  pig  iron  ? 

Mr.  Bacon.  Quite  a  good  deal  at  Cancinnati;  sometimes  to  De- 
troit, St.  Louis;  occasionally,  some  to  New  England  and  different 
points  between ;  some  to  Philadelphia. 

Mr.  Young.  You  sold  some  through  the  South,  did  you  not? 

Mr.  Bacon.  A  very  small  tonnage  indeed.  The  consumption  in 
the  South  was  almost  nil. 

Mr.  Young.  Do  you  know  whether  that  has  increased  considerably 
since,  or  not  ? 

Mr.  Bacon.  I  do  not.  That  was  an  agricultural  country,  you 
know,  from  where  we  were  clear  to  the  Gulf. 

Mr.  Young.  Yes. 

Mr.  Bacon.  "Very  few  foundries  and  no  large  shops — manufactur- 
ing shops — very  little  demand  for  pig  iron,  so  we  never  thought  of 
the  district  south  of  Birmingham  as  offering  a  market. 

Mr.  Eeed.  I  think  the  figures  already  in  the  record,  Mr.  Young, 
show  that  the  consumption  of  pig  iron  in  the  South  has  remained 
stationary  since  1900. 

Mr.  Young.  Did  your  company  pay  dividends  ? 

Mr.  Bacon.  A  part  of  the  time, 

Mr.  Young.  What  was  its  capitalization,  do  you  remember? 

Mr.  Bacon.  I  think  it  was  $23,000,000. 

Mr.  Young.  There  was  some  small  amount  of  preferred  stock? 
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Mr.  Bacon.  I  do  not  recall  that  there  was  any  preferred  stock  of 
the  Tennessee  Company.  There  was  some  preferred  stock  of  the 
Alabama  Steel  &  Shipbuilding  Co.,  which  was  a  subordinate  com- 
pany that  owned  the  steel  plant,  and  a  little  of  that  stock  was  out, 
but  all  of  the  common  stock  and  some  of  the  preferred  stock  was  in 
the  treasury  of  the  Tennessee  Coal,  Iron  &  Kailroad  Co.,  but  you 
have  records  of  the  capitalization  at  that  time  which  are  better  than 
my  memory. 

Mr.  YoTJNG.  What  dividends  were  paid,  if  you  remember  ? 

Mr.  Bacon.  We  paid  6  per  cent  for  a  short  time. 

Mr.  Young.  What  year? 

Mr.  Bacon.  1905,  I  think  it  was— 1904  or  1905. 

Mr.  Young.  Did  you  stop  after  that? 

Mr.  Bacon.  When  the  new  people  took  the  property  they  stopped. 

Mr.  Young.  When  did  they  take  it? 

Mr.  Bacon.  Nineteen  hundred  and — I  think  they  bought  the  con- 
trol in  December,  1905,  and  they  took 

Mr.  Young.  And  you  remained  until  what  time  in  1906? 

Mr.  Bacon.  Until  May,  1906. 

Mr.  Young.  Yes.  Do  you  remember  what  your  freight  rates  were 
at  that  time  to  these  points  that  you  have  mentioned — Cincinnati, 
and  so  forth  ? 

Mr.  Bacon.  No;  I  do  not. 

Mr.  Young.  At  these  northern  points  did  you  have  to  compete 
with  the  northern  pig  iron  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Your  cost  was  somewhat  lower  than  that  of  the  north- 
ern furnaces,  even  at  $1 1  ? 

Mr.  Bacon.  I  am  not  sure. 

Mr.  Young.  Your  freight  rates  were  higher  in  reaching  the  market 
at  the  North  ? 

Mr.  Bacon.  Well,  we  could  not  reach  the  northern  market  very 
often — say  like  Detroit  or  Cleveland  or  Chicago.  Only  in  times  of 
very  high  prices  could  we  put  pig  iron  into  those  places. 

Mr.  Young.  But  you  did  get  into  Cincinnati  ? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  New  England? 

Mr.  Bacon.  Occasionally  into  New  England. 

The  Chaib^man.  The  committee  will  be  adjourned  until  2  o'clock. 

Whereupon  a  recess  was  taken  until  2  o'clock  p.  m. 

AFTER  recess. 

The  committee  met  at  2  o'clock  p.  m.,  pursuant  to  the  taking  of 
recess,  Hon.  Augustus  O.  Stanley  (chairman)  presiding. 

STATEMENT  OF  DOW  H.  BACON— Continued. 

The  Chairman.  Mr.  Young,  will  you  proceed? 

Mr.  Young.  I  think  I  am  about  through,  Mr.  Chairman. 

Mr.  Bacon.  Do  you  understand  how  the  ore  occurs  down  there— 
the  red  ore  that  we  have  been  speaking  of? 

Mr.  Young.  We  have  had  considerable  testimony  about  it.  What 
was  it  you  wished  to  say  about  it  ? 


UNITED   STATES   STEEL   COBPOKATION.  5335 

Mr.  Bacon.  How  it  lies.    Do  you  understand  that  ? 

Mr.  Beed.  It  has  been  explained  on  the  map. 

Mr.  Young.  I  would  be  glad  to  have  you  go  ahead  and  explain  it. 

Mr.  Bacon  (illustrating  by  the  use  of  books) .  This  is  the  bed  of 
ore — sometimes  at  an  angle  of  30°,  often  flatter.  As  it  goes  across 
the  valley  it  gets  flatter  and  sometimes  broken.  It  is  often  raised  up 
here  or  broken  that  way  [indicating].  It  is  just  as  a  bed  of  coal 
might  be. 

The  Chadrman.  You  spoke  of  the  rail  mill  there  at  Ensley. 

Mr.  Bacon.  Yes. 

The  Chairman.  What  was  the  trouble  with  this  rail  mill? 

Mr.  Bacon.  The  trouble  was  with  the  open-hearth  furnaces. 

The  Chairman.  You  had  a  very  good  mill  ? 

Mr.  Bacon.  The  mill  was  good ;  oh,  yes. 

The  Chairman.  The  trouble  with  your  furnaces  was  that  it  was 
too  expensive  to  convert  the  steel  in  them. 

Mr.  Bacon.  Yes;  they  were  illy  designed  for  the  work  they  had 
to  do.     " 

The  Chairman.  Have  those  mills  been  changed — the  design — in 
any  way  so  as  to  make  them  modern ;  or  would  you  have  to  construct 
new  furnaces? 

Mr.  Bacon.  They  have  been  torn  down  and  new  ones  put  in.  That 
was  the  better  thingto  do. 

The  Chairman.  Was  that  done  subsequently  ? 

Mr.  Bacon.  Yes. 

The  Chairman.  What  was  the  approximate  cost  of  replacing  the 
old  furnaces  with  new  ones? 

Mr.  Bacon.  I  can  not  tell  you ;  that  work  was  done  after  I  left. 

The  Chairman.  Was  that  done  by  your  successors  ? 

Mr.  Bacon.  It  was  partly  done  by  my  immediate  successors,  the 
Republic  Steel  Co.,  and  finished  by  the  Steel  Corporation. 

The  Chairman.  Do  you  know  the  approximate  cost  of  that  work  ? 

Mr.  Bacon.  No  ;  I  have  never  seen  the  figures. 

The  Chairman.  Is  an  open-hearth  furnace  with  the  capacity  of 
those  at  Ensley  and  other  points,  such  furnaces  as  are  owned  by  the 
Tennessee  Coal  &  Iron  Co.,  an  expensive  operation? 

Mr.  Bacon.  The  building  of  them  ? 

The  Chairman.  Yes. 

Mr.  Bacon.  Yes ;  they  are  costly. 

The  Chairman.  Do  they  cost  anything  like  a  blast  furnace? 

Mr.  Bacon.  No. 

The  Chairman.  What  does  a  good  open-hearth  furnace  cost  ? 

Mr.  Bacon.  I  can  not  tell  you  now.  The  ones  I  had  charge  of  were 
built  before  I  arrived  there  and  their  cost  was  included  in  the  total 
sum  for  the  whole  steel  plant,  so  no  figures  were  available  showing 
the  cost  of  each  furnace. 

The  Chairman.  Have  you  had  any  experience  in  the  construction 
of  open-hearth  furnaces  ? 

Mr.  Bacon.  No  ;  I  have  not. 

The  Chairman.  I  have  seen  these  furnaces,  but  I  could  not  make 
any  estimate  of  the  cost  of  one  of  them. 

If  at  the  time  you  were  operating  this  steel  plant  you  had  a  rail 
mill,  a  fair  blast  furnace,  and  received  orders  for,  say,  a  couple  hun- 
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dred  thousand  tons  of  rails  at  a  dollar  or  two  dollars  above  the 
price  of  the  Bessemer  rail,  and  orders  for  other  steel  products,  would 
you  have  found  any  great  difficulty  either  in  the  loss  of  time  or  in 
necessary  capital  to  have  construtted  such  open-hearth  furnaces  as 
were  necessary  if  you  had  all  the  other  things  at  hand  ? 

Mr.  Bacon.  We  had  rail  orders  in  excess  of  our  ability  to  produce, 
but  our  directors  were  never  willing  either  to  increase  the  stock  or 
vote  additional  bonds. 

The  Chaihman.  Did  you  regard  that  as  good  business  policy  not 
to  do  that,  when  you  had  the  ore  and  coke  and  the  blast  furnaces 
and  the  orders? 

Mr.  Bacon.  I  thought  they  should  have  spent  the  money. 

The  Chairman.  If  given  an  up-to-date  blast  furnace  and  other 
facilities  for  the  making  of  basic  pig  iron  and  steel,  do  you  know 
of  any  region  in  this  country  that  is  comparable  with  that  at  Birming- 
ham for  the  cheap  production  of  iron  and  steel? 

Mr.  Bacon.  No. 

The  Chairman.  In  what  does  that  advantage  consist,  Mr.  Bacon? 

Mr.  Bacon.  Nearly  all  in  the  short  movement  of  the  material,  the 
ore  and  coal. 

The  Chairman.  How  many  tons  of  this  red  ore  does  it  require  to 
make  a  ton  of  pig  iron  ? 

Mr.  Bacon.  Well,  a  little  less  than  3  tons,  say  36  per  cent,  would 
make  a  ton  of  pig  iron  contain  about  96  to  97  per  cent  of  metallic 
iron.  So  there  is  iron  content  enough  in  36  per  cent  ore  to  make 
96  or  97  per  cent  pig  iron. 

The  Chairman.  You  can  figure  that  you  have  only  36  per  cent 
metallic  iron  in  the  ore? 

Mr.  Bacon.  Yes. 

The  Chairman.  And  a  ton  of  pig  iron  is  100  per  cent? 

Mr.  Bacon.  No;  1  ton  of  pig  iron  would  be  96  to  97  per  cent, 
because  in  there  is  a  little  silica,  a  little  sulphur,  and  a  little  phos- 
phorus. 

The  Chairman.  And  j^ou  have  as  many  tons  of  ore  as  the  per  cent 
of  this  iron  content  goes  into  the  per  cent  of  the  ton  of  pig  iron? 

Mr.  Bacon.  Yes ;  very  little  is  lost. 

The  Chairman.  What  amount  of  limestone  did  you  use  with  this 
ore  in  making  the  pig  iron  ? 

Mr.  Bacon.  With  some  of  the  ore  we  used  scarcely  no  limestone, 
what  is  called  self-fluxing  ore,  which  has  limestone  in  it,  so  that  it 
would  take  care  of  itself.  In  the  other  ore  I  can  not  remember 
the  number  of  pounds,  but  perhaps  three  or  four  hundred  pounds 
of  limestone  to  a  ton  of  pig  iron.  Those  figures  are  all  available, 
Mr.  Chairman,  if  you  wish  to  get  them. 

The  Chairman.  When  you  used  Bessemer  ores,  how  much? 

Mr.  Bacon.  We  had  no  Bessemer  ore  there. 

The  Chairman.  But  you  have  been  in  the  steel  business? 

Mr.  Bacon.  I  have  not  been  in  charge  of  a  steel  plant  where  Bes- 
semer ore  was  used,  or  in  charge  of  turnaces  where  Bessemer  ore 
was  used. 

The  Chairman.  You  do  not  know  how  much  limestone  was  used 
in  Bessemer  ores? 

Mr.  Bacon.  No. 
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The  Chairjeax.  What  per  cent  did  you  say  was  in  a  ton — 96  per 
cent? 

Mr.  Bacon.  Ninety-six  to  ninety-seven  pfer  cent.  The  amount  of 
silica  varies  from  time  to  time.  At  times  there  would  be  even  a  less 
percentage  of  iron ;  sometimes  only  95. 

The  Chairman.  That  would  be  2f  tons  of  ore  to  1  ton  of  pig  iron  ? 

Mr.  Bacon.  Yes. 

The  Chairman.  If  it  takes  2|  tons  of  ore  to  a  ton  of  pig  iron  in 
the  Birmingham  district  and  it  takes  2  tons  of  non-BesSemer  ore  in 
the  Pittsburgh  district  to  make  a  ton  of  pig  iron,  would  you  consider 
the  value  of  the  ores  in  that  ratio  ? 

Mr.  Young.  Commercial  value,  you  mean  ? 

The  Chairman.  The  intrinsic  value — the  value  for  the  purpose  of 
making  pig  iron.  Is  the  pig  iron  that  is  made  from  a  Bessemer  ore — 
or  take  non-Bessemer  ores  first.  There  is  a  great  deal  of  non-Bes- 
semer ore  in  the  Lake  Superior  district,  is  there  not  ? 

Mr.  Bacon.  Yes. 

The  Chairman.  Is  the  pig  iron  that  is  made  from  that  non- 
Bessemer  ore  in  the  Lake  Superior  district  alike  in  quality  to  pig 
iron  made  from  the  red  ore  of  the  Birmingham  district? 

Mr.  Bacon.  I  would  say  they  would  be  alike  with  this  di&erence 
only,  that  the  percentage  of  phosphorus  in  the  Birmingham  pig  iron 
would  be  somewhat  higher. 

The  Chairman.  Than  even  in  a  non-Biessemer  ore  ? 

Mr.  Bacon.  Yes ;  I  think  so. 

The  Chairman.  Is  that  percentage  of  phosphorus  any  very  serious 
detriment  where  you  use  the  open-hearth  process  ? 

Mr.  Bacon.  The  purpose  of  the  open-hearth  process  is  to  remove 
the  phosphorus. 

The  Chairman.  And  you  can  remove  two  or  three  tenths  of  1 
per  cent  of  phosphorus  as  cheaply  and  as  readily  as  you  can  1  per 
cent  of  phosphorus  ? 

Mr.  Bacon.  There  is  a  little  more  treatment ;  a  little  more  material 
used. 

The  Chairman.  What  is  the  amount  of  phosphorus  ? 

Mr.  Bacon.  About  ^  per  cent  of  the  pig  iron. 

The  Chairman.  And  do  you  take  that  out  readily  with  the  open- 
hearth  process? 

Mr.  Bacon.  Yes. 

The  Chairman.  Is  the  steel  billet,  a  basic  billet  made  at  the  Bir- 
mingham district,  as  good  in  quality  as  the  basic  billet  made  in  the 
Pittsburgh  district? 

Mr.  Bacon.  Oh,  yes. 

The  Chairman.  What  is  the  diffierence  in  the  cost  of  making  a  ton 
of  billets  in  the  Birmingham  district  and  the  cost  of  making  a  ton 
of  billets,  say,  in  the  Pittsburgh  district  ? 

Mr.  Bacon.  I  can  not  answer,  Mr.  Chairman,  because  I  have  never 
had  the  figures  of  the  cost  of  making  billets  with  the  new  open  hearth 
that  the  Tennessee  Co.  has  nor  the  figures  of  the  cost  of  making  them 
at  Pittsburgh. 

The  Chairman.  I  am  not  speaking  now  of  plants  actually  in  opera- 
tion. I  am  simply  assuming  you  have  the  same  facilities  for  making 
steel  in  both  places. 
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Mr.  Bacon.  The  difference  ought  not  to  be  great. 

The  Chairman.  I  am  speaking  now  simply  of  the  difference  of 
doing  the  work,  not  considering  any  other  matter.  It  is  a  small 
difference  ? 

Mr.  Bacon.  It  ought  not  to  be  ^eat. 

The  Chairman.  What  is  the  difference  in  value  of  a  ton  of  billets 
at  Birmingham  and  the  value  of  a  ton  of  billets  at  Pittsburgh  ? 

Mr.  Young.  You  mean  the  price  they  sell  for  ? 

The  Chairman.  Yes ;  take  the  market  price ;  or  I  will  stick  to  my 
original  proposition.    What  is  the  difference  in  their  value? 

Mr.  Reed.  You  mean  the  intrinsic  value? 

The  Chairman.  The  intrinsic  value. 

Mr.  Bacon.  I  know  what  you  mean.  Chemically  they  might  be 
the  same,  but  as  sold  in  the  market— — 

The  (Jhaieman.  I  will  come  to  that  further  on.  They  are  the 
same  in  intrinsic  value,  practically  the  same  thing,  as  near  as  two 
things  can  be  alike? 

Mr.  Bacon.  Yes. 

The  Chairman.  The  market  price  of  the  Pittsburgh  billet  is  a 
little  greater  than  the  market  price  of  the  Birmingham  billet? 

Mr.  Bacon.  Yes;  that  is  true. 

The  Chairman.  If  you  have  a  carload  of  basic  billets  made  at 
Birmingham,  and  put  them  in  Pittsburgh,  and  a  carload  of  billets 
made  at  Pittsburgh,  and  put  them  in  Birmingham,  then  the  condi- 
tions would  be  reversed,  would  they  not? 

Mr.  Bacon.  Yes. 

The  Chairman.  So  that  really  the  difference  in  freight  rates  be- 
tween Birmingham  and  Pittsburgh  measures  the  difference  in  value 
of  these  billets? 

Mr.  Bacon.  Yes.  In  other  words,  the  Pittsburgh  makers  of  billets 
are  closer  to  the  consumer. 

The  Chairman.  That  is  what  I  say.  It  is  an  advantage  in  freight 
rates  entirely,  and  the  difference  in  cost  between  the  product  of  the 
two  furnaces  is  the  difference  in  the  cost  of  transportation  ? 

Mr.  Bacon.  I  should  say  so. 

The  Chairman.  You  spoke  of  having  400  million  tons  of  available 
ore  at  the  time  you  were  there  in  1905, 1  believe  it  was. 

Mr.  Bacon.  1906. 

Mr.  Reed.  May  I  interrupt  just  at  that  point.  I  do  not  believe 
Mr.  Bacon  understood  that  last  question,  as  to  the  difference  in  cost 
of  making  billets  in  Birmingham  and  Pittsburgh  being  exactly  equal 
to  the  freight  rates  between  Birmingham  and  Pittsburgh. 

Mr.  Bacon.  The  question  was  this :  Given  the  pig  iron — that  refers 
to  the  open  hearth  only;  you  referred  to  the  open-hearth  treatment 
only? 

The  Chairman.  Yes. 

Mr.  Bacon.  The  open-hearth  treatment  in  one  place  would  be 
about  the  same  as  in  the  other. 

Mr.  Reed.  Perhaps  I  did  not  understand  it  myself. 

The  Chairman.  There  is  a  difference  in  pig  iron. 

Mr.  Bacon.  Oh,  yes. 

The  Chairman.  But  that  difference  does  not  attach  to  the  billet  or 
the  rail? 

Mr.  Bacon.  No. 
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The  Chairman.  For  instance,  when  you  get  order  for  open-hearth 
rails,  you  get  just  as  much  for  the  open-hearth  rails  as  they  get  for 
the  open  hearth  made  at  Chicago  or  Pittsburgh  ? 

Mr.  Bacon.  Yes. 

The  Chairman.  You  spoke  of  400  million  tons  of  available  ore 
held  by  the  Tennessee  Coal  &  Iron  Co.  in  1905  when  you  were  at 
the  head  of  it.  How  much  ore  did  you  have  as  reserve  ore;  how 
much  ore  was  there  that  was  not  available — that  is,  on  account  of 
its  low  metallic  content,  but  which  you  held  title  to?  On  the  other 
side  of  Shades  Valley,  for  instance. 

Mr.  Bacon.  I  do  not  know  that  we  had  any.  I  think  you  refer  to 
that  bottom  seam. 

The  Chairman.  Yes ;  Mr.  Grasty  has  spoken  the  same  way.  That 
may  have  occurred  subsequent  to  that  time.  That  is,  silicious  ore 
beyond  Shades  Valley,  farther  away. 

Mr.  Bacon.  Oh,  we  do  not  know  anything  about  that. 

The  Chairman.  Did  you  own  a  large  acreage  in  that  region  at  the 
time? 

Mr.  Bacon.  We  owned  a  large  coal  acreage. 

The  Chairman.  Was  your  coal  and  ore  often  in  the  same  land? 

Mr.  Bacon.  There  may  be  ore  under  that  land.  We  never  looked 
for  it.  That  question  will  not  come  up  for  two  or  three  centuries, 
perhaps. 

The  Chairman.  At  what  depth  had  you  made  borings  in  1905  at 
the  time  you  speak  of? 

Mr.  Bacon.  I  think  something  like  2,000  feet  deep. 

The  Chairman.  Since  that  time  they  have  discovered  large  quan- 
tities of  ore  there  at  a  depth  of  2,000  feet  ? 

Mr.  Bacon.  I  do  not  know. 

The  Chairman.  Mr.  Grasty  spoke  of  finding  it. 

Mr.  Bacon.  I  do  not  know  how  deep. 

The  Chairman.  Are  there  not  veins  of  ore  below  this  vein  of  which 
you  speak? 

Mr.  Bacon.  Not  that  I  am  aware  of. 

The  Chairman.  You  made  no  effort  to  ascertain?  Do  you  know 
whether  they  have  since  ascertained  such  a  thing? 

Mr.  Bacon.  I  think  they  have  not. 

The  Chairman.  How  long  was  it  after  you  severed  your  connection 
with  the  Tennessee  Coal  &  Iron  Co.  until  Mr.  Perrin  and  Mr.  Aldrich 
and  these  gentlemen  made  the  survey  of  that  country  for  the  Tennes- 
see Coal  &  Iron,  the  Republic,  and  Sloss-Sheffield  ? 

Mr.  Bacon.  That  was  while  I  was  there. 

The  Chairman.  That  survey  was  made  when  you  were  there? 

Mr.  Ebed.  In  1904,  the  record  shows. 

Thje  Chairman.  Do  you  know  whether  or  not  those  men  are  com- 
petent engineers? 

Mr.  Bacon.  They  are  so  considered. 

The  Chairman.  Did  you  ever  go  over  their  report? 

Mr.  Bacon.  Yes. 

The  Chairman.  Do  you  think  it  is  a  reliable  report? 

Mr.  Bacon.  I  think  the  report  as  to  iron  and  coal  on  our  own  prop- 
erty was  safe.  I  would  say  that  Mr.  Aldrich  was  employed  by  the 
Tennessee  Co.  both  for  the  iron  ore  and  the  coal.  I  do  not  recall  what 
their  figures  were,  now. 
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The  Chairman.  I  do  not  remember  now  myself.  But  speaking 
from  memory  their  figures  as  to  the  red  ore  and  yours  are  practically 
the  same,  as  I  recall. 

Mr.  Bacon.  The  figures  I  gave  you  this  morning  on  red  ore  I  think 
are  very  nearly  right. 

The  Chairman.  But  I  think  they  gave  a  larger  holding  for  the 
brown  ores  and  for  the  low-grade  ores. 

Mr.  Bacon.  I  do  not  know  about  that. 

Mr.  Eeed.  Four  hundred  and  twelve  million  was  the  figure,  as  I 
remember. 

The  Chairman.  For  the  available  ores.  Then  they  gave  three  or 
four  million  of  the  other. 

Now,  you  say  at  the  time  you  were  there  you  allowed  yourself  a 
royalty  of  5  cents  a  ton  for  depreciation  charge? 

Mr.  Bacon.  Yes ;  5  cents  a  ton  on  the  coal  also  going  into  the  coke 
ovens. 

Mr.  Reed.  Before  you  go  on  with  that,  on  page  1036  of  the  record 
is  the  Perrin  report  that  shows  the  Tennessee  Coal,  Iron  &  Railroad 
Co.'s  ownership  of  all  ore,  red  and  brown,  including  leased  property, 
is  412,798,500  tons. 

The  Chairman.  Red  and  brown? 

Mr.  Reed.  Yes. 

The  Chairman.  There  you  will  find  he  gives  about  400,000,000  for 
the  red  ore. 

Mr.  Reed.  402,000,000  for  red  ore;  almost  exactly  what  Mr.  Bacon 
said. 

The  Chairman.  My  memory  was  correct.  I  said  400,000,000,  and 
the  rest  brown  ore. 

Mr.  Gardner,  I  have  just  taken  Mr.  Bacon,  after  Mr.  Young  had 
gotten  through  with  him,  over  a  few  questions.  Do  you  care  to  ask 
him  anything? 

Mr.  Gardner.  I  would  like  to  ask  some  of  the  witnesses  to-day 
about  the  situation  with  regard  to  Utah  ores  and  Cuban  ores,  Cana- 
dian ores,  and  so  on.  What  I  want  to  get  at  is,  either  from  one  wit- 
ness or  a  combination  of  witnesses,  what  business  men  think  of  the 
ore  resources  for  the  steel  trade  of  the  United  States.  Any  light  that 
he  can  throw  on  that  subject  would  be  very  valuable  to  me.  I  pre- 
sume that  he  has  to-day  testified  as  to  the  ores  in  the  Birmingham 
district  principally,  have  you  not  ? 

Mr.  Bacon.  Yes. 

Mr.  Gardner.  I  judged  so  from  what  the  newspaper  men  told  me. 
I  was  at  a  meeting  of  another  committee  this  morning,  as  I  told  you. 
Did  you  testify  as  to  Lake  Superior  ores? 

Mr.  Bacon.  No. 

Mr.  Gardner.  AYe  are  going  to  hear  other  witnesses  on  that. 

Mr.  Young.  Oh,  yes. 

Mr.  Gardner.  Can  you  tell  us  anything  about  other  ores  in  the 
United  States  ?  In  a  general  way,  what  ore  resources  are  there  in  the 
United  States  that  would  be  commercially  available,  according  to 
]:>resent-day  methods  of  manufacture  ? 

Mr.  Bacon.  I  understand.  I  can  not  tell  you  anything  that  is 
worth  your  listening  to.     You  can  get  other  men  that  are  competent. 

Mr.  Gardner.  Yes. 
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Mr.  Bacon.  You  would  want  to  find  out  about  the  iron  ores  of 
Lake  Champlain. 

Mr.  Gaedner.  I  know  nothing  about  what  I  want  to  find  out.  I 
wanted  to  find  out  what  ores  there  were  in  the  North  American  Con- 
tinent that  could  be  reasonably  useful  in  the  future.  As  you  say,  we 
can  probably  find  one  witness  who  can  tell  that,  one  witness  who  can 
tell  another  thing.  But  it  is  not  so  important  to  get  a  very  accurate 
statement.  What  I  want  to  get  in  my  mind  is  a  general  view  as  to 
the  ore  resources  of  the  United  States. 

Mr.  Eeed.  Mr.  Cole  is  pretty  well  posted  on  that. 

Mr.  Bacon.  I  am  hardly  competent  to  answer. 

Mr.  Gardner.  You  know  nothing  about  the  ores  generally  outside 
of  the  Birmingham  ores? 

Mr.  Bacon.  Not  definitely. 

The  Chairman.  Do  you  know  anything  about  the  ores  in  the 
Appalachian  Eange? 

Mr.  Bacon.  Very  little. 

Mr.  Gardner.  Do  you  know  about  other  Appalachian  ores? 

Mr.  Bacon.  No. 

Mr.  Gardner  (continuing).  Except  in  the  Birmingham  district? 

Mr.  Bacon.  No. 

Mr.  Gardner.  West  Virginia  ore? 

Mr.  Bacon.  No. 

Mr.  Gardner.  Then  I  have  not  any  questions. 

I  will  say  that  I  want  to  get  at  it  entirely  from  the  point  of  view, 
not  as  criticising  anything  anybody  has  done  in  the  past,  but  I  want 
to  find  out  what  we  have  got  to  face,  what  the  nation  has  got  to  face 
in  the  way  of  the  more  expensive  manufacture  of  steel,  whether  it  is 
30  years  hence,  10  years  hence,  or  50  years  hence. 

Mr.  Reed.  We  understand. 

Mr.  Gardner.  The  evidence  so  far  shows  that  the  high-grade  ores 
are  going  to  be  exhausted  pretty  soon,  and  that  low-grade  ores  are 
exceedingly  common  all  over  the  earth.  There  is  some  point  in  be- 
tween where,  we  will  say,  45  per  cent  ore  should  be  used;  and  that 
is  what  I  want  information  about. 

Mr.  Eeed.  There  is  a  constant  fall  in  the  percentage  of  mineral 
content  that  is  necessary  to  make  ore  available,  and,  of  course,  each 
per  cent  that  it  f a,lls  brings  in  millions  of  tons  of  new  ore.  I  think 
Mr.  Cole  is  pretty  well  posted  on  that. 

Mr.  Young.  Do  you  remember,  Mr.  Bacon,  at  the  time  you  were 
with  the  Cleveland-Cliffs  Co.,  that  what  they  called  first-class  iron 
in  those  days  on  an  average  contained  from  65  to  66  per  cent  iron? 
That  was  true  of  what  years? 

Mr.  Bacon.  Well,  until  1887,  and  for  several  years  later.  The 
shipments  we  made  from  the  Minnesota  mine,  the  highest  grade  was 
66  to  67  per  cent,  and  the  lo^yest  we  could  sell  was  62  per  cent. 

Mr.  Young.  What  do  they  run  now? 

Mr.  Bacon.  From  those  same  mines? 

Mr.  Young.  Yes. 

Mr.  Bacon.  I  suppose  the  same  quality,  from  the  same  mills. 

Mr.  Young.  I  mean  from  that  same  district.  Do  you  know  what 
they  are  now? 

Mr.  Bacon.  I  could  not  tell  you  nearly  as  well  as  Mr.  Cole  can  or 
Mr.  Sellwood. 
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Mr.  Young.  Had  the  percentage  gone  down  before  you  left  there, 
in  1901? 

Mr.  Bacon.  No;  very  little.  As  I  recall  it,  we  could  not  sell  a  60 
per  cent  ore  from  the  Mesabi  Range  when  I  left  there. 

Mr.  Young.  The  only  reason  you  can  not  sell  it  now  is  because  you 
can  not  always  get  it. 

The  Chairman.  What  is  the  difference  in  the  market  price  of  ore 
now  and  in  1904  and  1905  ? 

Mr.  Bacon.  I  can  not  tell  you.  In  1904  and  1905  I  was  not  selling 
ore  from  Lake  Superior,  and  had  no  connection  with  mines  there; 
nor  have  I  since. 

The  Chaieman.  You  could  not  form  an  estimate? 

Mr.  Bacon.  Oh,  no. 

The  Chairman.  Whether  it  has  increased  in  value,  or  to  what 
extent  ? 

Mr.  Bacon.  Oh,  no.  Those  figures  are  all  available,  Mr.  Chair- 
man.   You  can  get  them. 

Mr.  Reed.  Your  record  on  page  306  shows  that  in  1903  Bessemer 
ore  at  the  lower  Lake  ports  was  worth  $4.50,  and  in  1911  the  same 
price.    It  fluctuated  in  between  there  from  $3.25  up  to  $5. 

The  Chairman.  There  has  been  all  sorts  of  testimony. 

Mr.  Reed.  That  is  not  testimony.    That  is  a  table. 

The  Chairman.  Then,  Mr.  Reed,  there  is  your  Minnesota  tax  com- 
mission, which  has  run  the  taxable  value  of  ores  up  therein  the 
State  of  Minnesota,  I  think,  from  two  to  three  hundred  per  cent 
in  the  last  six  or  eight  years. 

Mr.  Young.  They  are  beginning  to  get  a  little  nearer  the  real  value 
up  there;  that  is  all. 

The  Chairman.  It  depends  entirely  on  how  much  a  man  values 
the  ore.  If  valued  in  the  ground  it  is  one  way,  if  valued  as  a  lease- 
hold, it  is  one  way,  and  on  a  royalty  basis  it  is  another.  It  is  an 
interminable  proposition. 

Mr.  Reed.  This  is  not  a  valuation :  It  is  what  the  ore  was  worth 
at  the  lower  Lake  ports  at  these  times. 

The  Chairjean.  Those  arc  sales,  and  that  is  as  different  from  the 
ore  in  the  ground  as  would  be  the  sales  of  pig  iron.  There  would 
be  the  cost  of  stripping  and  transportation,  which  costs  are  greater 
perhaps  than  the  cost  of  converting  that  ore  into  pig  iron. 

Mr.  Bartlett.  I  was  not  here  this  morning,  so  did  not  hear  your 
testimony.  You  were  president  of  the  Tennessee  Coal  &  Iron  Co.  up 
to  what  time? 

Mr.  Bacon.  Until  1906. 

Mr.  Bartlett.  Until  1906? 

Mr.  Bacon.  Yes. 

Mr.  Bartlett.  ^Vhat  time  in  1906? 

Mr.  Bacon.  Up  to  the  1st  day  of  May. 

Mr.  Bartlett.  You  were  president  after  the  syndicate  was  formed, 
by  which  the  stock  was  bought  and  put  into  a  syndicate  in  New  York 
by  Mr.  Gates  and  these  other  gentlemen? 

Mr.  Bacon.  Yes. 

Mr.  Bartlett.  How  long  since  that  arrangement  had  been  made 
did  you  continue  to  be  president?    That  was  in  1904,  was  it  not? 

Mr.  Bacon.  No;  I  think  that  purchase  was  consummated  late  in 
the  fall  of  1905,  I  should  sav. 
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Mr.  Bartlett.  And  you  were  president  then  ?  And  for  how  long 
afterwards? 

Mr.  Bacon.  Five  or  six  months. 

Mr.  Bartlett.  Were  you  president  during  the  time  that  improve- 
ments to  the  property  were  being  made? 

Mr.  Bacon.  No;  that  was  all  done,  all  begun  after  I  left.  You 
mean  the  improvements  of  the  steel  plant? 

Mr.  Bartlett.  Yes. 

Mr.  Bacon.  That  was  all  begun  after  I  left. 

Mr.  Bartlett.  You  were  not  interested  as  an  officer  or  as  a  stock- 
holder either  after  that  time? 

Mr.  Bacon.  No. 

Mr.  Bartlett.  You  were  familiar  with  the  property  and  its  value 
up  to  the  time  you  left  or  ceased  to  be  president  ? 

Mr.  Bacon.  Yes ;  reasonably  familiar  with  all  of  it. 

Mr.  Bartlett.  Were  you  familiar  with  the  additions  and  improve- 
ments that  were  put  upon  it  by  these  gentlemen  ? 

Mr.  Bacon.  I  have  been  to  Birmingham  twice  since  then  and  looked 
over  the  improvements  at  the  steel  plant. 

Mr.  Bartlett.  I  am  not  speaking  of  the  Steel  Corporation,  but  the 
improvements  that  were  made  between  the  time  that  you  went  out, 
by  the  men  who  formed  the  syndicate,  up  to  the  time  they  sold  out 
to  the  Steel  Corporation  in  1907. 

Mr.  Bacon.  No. 

Mr.  Bartlett.  Between  those  times  were  you  familiar  with  the 
improvements  that  were  made  by  these  people?  They  spent  a  large 
amount  of  money,  several  million  dollars,  upon  improvements. 

Mr.  Bacon.  I  was  there  once  during  that  period  and  saw  what  they 
were  doing  at  the  steel  plant,  but  as  to  the  sum  of  money  which  they 
expended  I  can  not  say. 

Mr.  Bartlett.  We  know  what  that  is;  at  least  we  have  been  in- 
formed what  it  is. 

Mr.  Bacon.  The  work  was  very  well  done. 

Mr.  Bartlett.  The  property  was  rendered  very  much  more  valu- 
able by  reason  of  these  expenditures  and  those  improvements? 

Mr.  Bacon.  I  think  so. 

Mr.  Bartlett.  Can  you  tell  what  sort  of  improvements  they  were  ? 
Did  they  put  in  some  new  open-hearth  furnaces,  and  things  of  that 
sort? 

Mr.  Bacon.  They  put  in  two  new  open-hearth  furnaces,  of  large 
capacity,  as  well  as  to  build  a  building  for  the  necessary  gas  pro- 
ducers, and  had  finished  rebuilding  one  of  the  blast  furnaces  on  which 
we  had  begun  work  before  I  left. 

Mr.  Bartlett.  During  the  time  that  you  were  president  of  it, 
was  it  a  profitable  business? 

Mr.  Bacon.  No. 

Mr.  Bartlett.  It  paid  no  dividends  at  all? 

Mr.  Bacon.  For  a  short  time  only. 

Mr.  Bartlett.  How  long  before  you  sold  out  to  the  syndicate^I 
mean  of  course  your  people,  the  people  you  represented— before  the 
syndicate  became  the  owners  of  the  stock,  had  the  property  declared 
any  dividends? 
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Mr.  Bacon.  I  think  we  had  paid  two  or  three  dividends.  The  divi- 
dends, as  I  recall,  were  quarterly,  and  I  think  we  had  paid  two  or 
three  such  dividends  before  I  left. 

Mr.  Baetlbtt.  Before  you  left  during  what  period? 

Mr.  Bacon.  Three  quarterly  dividends. 

Mr.  Baetlett.  You  mean  successive  annual  dividends,  or  during 
what  period? 

Mr.  Bacon.  I  think  for  the  preceding  nine  months  we  had  paid 
a  dividend — ^three  quarterly  dividends,  at  the  rate  of  6  per  cent  a  year. 

Mr.  Gaedneb.  Out  of  the  profits? 

Mr.  Bacon.  Yes. 

Mr.  Young.  If  yoil  had  charged  up  the  proper  amount  to  de- 
preciation do  you  think  there  would  have  been  any  profit? 

Mr.  Bacon.  Not  a  doUar. 

Mr.  Baetlett.  It  was  a  valuable  property  to  those  who  had  the 
means,  the  intent  and  the  ability  to  improve  it,  was  it  not  a  very 
valuable  property  ? 

Mr.  Bacon.  It  could  be  made  a  very  valuable  property ;  yes,  sir. 

Mr.  Baetlett.  By  the  use  of  money;  and  when  the  people  you 
represent  disposed  of  the  interests  in  it  to  these  gentlemen  you  dis- 
posed of  it  to  gentlemen  who  were  financially  able  to  improve  it 
and  to  make  it  valuable,  did  you  not? 

Mr.  Bacon.  Yes. 

Mr.  Baetlett.  And  they  proceeded  to  carry  out  that  purpose,  did 
they  not  ? 

Mr.  Bacon.  Yes;  they  did. 

Mr.  Baetlett.  How  valuable  a  plant  is  it  now  ? 

Mr.  Bacon.  Oh,  I  do  not  know. 

Mr.  Baetlett.  More  so  than  it  was  in  1907  ? 

Mr.  Bacon.  It  should  be  a  great  deal  more  valuable. 

Mr.  Baetlett.  That  is  what  I  meant. 

Mr.  Bacon.  There  has  been  a  very  large  sum  of  money  spent  on  it 
since  that  time. 

Mr.  Baetlett.  Since  the  Steel  Corporation  has  had  it? 

Mr.  Bacon.  Oh,  yes. 

Mr.  Gaednee.  Did  the  Gates  syndicate  put  that  plant  on  a  profit- 
able basis  ? 

Mr.  Bacon.  No. 

Mr.  Gaednee.  Did  they  pay  a  dividend  out  of  earned  money  ? 

Mr.  Bacon.  I  do  not  think  they  paid  any  dividend. 

Mr.  Gaednee.  I  think  they  did. 

Mr.  Young.  They  paid  4  per  cent  for  a  little  while. 

Mr.  Bacon.  Four  per  cent? 

Mr.  Young.  That  is  the  testimony. 

Mr.  Bacon.  I  do  not  think  they  paid  it  out  of  earnings. 

Mr..  Gaednee.  I  think  they  paid  it  out  of  the  money  they  were 
raising. 

Mr.  Bacon.  I  think  so. 

Mr.  Baetlett.  Do  you  know  that,  or  is  that  your  opinion  ? 

Mr.  Bacon.  I  feel  quite  sure  up  to  the  time  they  parted  with  tlic 
property  they  could  not  make  money. 

Mr.  Baetlett.  By  reason  of  the  fact  they  expended  so  large  amount 
of  money  in  improvements  ? 
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Mr.  Bacon.  The  improvements  which  they  had  under  way  had  not 
been  completed.    The  prices  of  all  of  their  products  were  low. 

Mr.  Baktlett.  The  stock,  as  I  understand  it,  was  purchased  by 
the  Steel  Corporation  in  excha.nge  for  its  bonds  at  119^,  I  believe 
it  was. 

Mr.  Young.  Figuring  the  bonds  at  par. 

Mr.  Bartlett.  Yes. 

Mr.  Eeed.  Adding  the  price  of  the  bonds,  which  had  a  market 
price  at  the  time,  they  gave  par  for  the  stock.  That  meant  on  the 
par  of  the  bonds  they  gave  119|. 

Mr.  Gardner.  It  was  a  cash  equivalent  of  $100. 

Mr.  Eeed.  A  cash  equivalent  of  $100. 

Mr.  Young.  At  that  time  they  had  thirteen  million  of  stock  and 
fourteen  million  of  indebtedness. 

Mr.  Gardner.  It  was  a  cash  equivalent  of  $100  a  share,  paid  for  in 
bonds  at  an  agreed  valuation  of  85. 

Mr.  Eeed.  That  made  $119.75. 

Mr.  Gardner.  $119.75  of  market  indebtedness.  They  had  a  mar- 
ket value  of  $100  cash.  That  was  the  agreed  market  value,  or  was 
the  approximate  value  if  you  did  not  have  to  put  it  on  the  market 
at  that  time.  We  have  been  through  it  so  many  times  it  is  not  neces- 
sary to  discuss  what  happened. 

Mr.  Eeed.  I  was  trying  to  do  what  you  have  done,  state  it  con- 
cisely, and  you  have  had  better  success. 

Mr.  Bartlett.  The  stock  was  119|  and  the  bonds  were  par.  That 
is  the  basis  of  it.    That  was  evidence  of  a  pretty  valuable  property. 

Mr.  Gardner.  It  seems  to  me  you  have  not  got  it  right  yet.  The 
stock  was  sold  at  par,  but  it  was  paid  for  by  $119  worth  of  bonds 
for  each  $100. 

Mr.  Bartlett.  Which  bonds  were  valued  at  85  cents. 

Mr.  Gardner.  Yes ;  and  that  makes  just  $100,  you  see  there. 

Mr.  Bartlett.  That  is  what  I  tried  to  say. 

Mr.  Gardner.  But  you  said  $119.  What  they  got  was  $100  a 
share. 

Mr.  Bartlett.  The  property  was  not  paying  dividends,  or  had  not 
paid  any  dividends,  and  stock  that  sold  at  par  would  be  a  pretty 
valuable  stock  in  1907,  would  it  not  ? 

Mr.  Bacon.  I  thought  it  was  a  wise  purchase  for  the  Steel  Cor- 
poration to  make. 

Mr.  Bartlett.  You  did? 

Mr.  Bacon.  Yes. 

Mr.  Bartlett.  Why? 

Mr.  Bacon.  Because  it  could  be  made,  in  my  opinion,  a  good 
earner.  We  estimated  when  I  was  there  it  would  take  $25,000,000 
to  rehabilitate  that  property  and  put  it  on  a  paying  basis.  There 
was  scarcely  any  of  the  property  that  was  right,  if  it  was  possible 
for  it  to  be  wrong. 

Mr.  Bartlett.  That  estimate  you  made  of  putting  $25,000,000  on 
it  to  put  it  upon  a  paying  basis — what  would  you  estimate  its  value 
tlien? 

Mr.  Bacon.  I  think  the  stock  was  selling  at  that  time  for  about  $50. 

Mr.  Bartlett.  At  the  time  you  were  there  ? 
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Mr.  Bacon.  At  the  time  I  made  that  estimate.  That  would  be 
about  $11,000,000  for  the  stock  and  the  indebtedness.  The  bonds,  I 
think,  were  about  $12,000,000. 

Mr.  Baetlett.  With  $25,000,000  added,  what  would  be  the  value  of 
the  property? 

Mr.  Bacon.  Oh,  I  could  not  tell  that. 

Mr.  Baetlett.  But  you  considered  it  a  wise  inA^estment  for  the 
Steel  Corporation? 

Mr.  Bacon.  It  seemed  so  to  me. 

Mr.  Baetlett.  And  a  judicious  one? 

Mr.  Bacon.  Yes. 

Mr.  Gaednee.  Is  not  this  the  fact,  that  the  great  value  of  that 
property  was  what  was  under  the  ground,  not  what  had  been  put  by 
man  on  top  of  the  ground  ? 

Mr.  Bacon.  Yes. 

Mr.  Gaednee.  And  even  if  you  did  not  have  a  cent's  worth  of 
machinery  there,  and  that  practically  all  you  had  on  top  of  the 
ground  was  worthless,  you  say  that  what  you  had  under  the  ground 
was  worth  somethings 

Mr.  Bacon.  Yes. 

Mr.  Gaednee.  And  that  was  what  made  your  stock  worth  $50  a 
share  when  John  Gates  bought  you  out  ? 

Mr.  Bacon.  Yes. 

Mr.  Gaednee.  That  is  about  what  you  sold  out  for,  was  it  not  ? 

Mr.  Bacon.  He  had  bought  some  of  it  about  55  and  ran  it  from 
there  up  to  more  than  100. 

Mr.  Gaednee.  Between  55  and  100? 

Mr.  Bacon.  Yes. 

Mr.  Gaednee.  Do  you  remember  up  to  the  time  he  sold  out  to  the 
Steel  Corporation,  taking  the  amount  of  money  that  had  been  actually 
called  for  the  new  issues  of  stock,  how  much  did  that  amount  to 
each  share  of  stock?  How  much  actual  cash  had  been  put  in  per 
share  of  stock  between  the  time  when  you  sold  out  to  Gates  and  his 
people  and  the  time  that  Gates  and  his  people  sold  out  to  the  Steel 
Corporation  ?     How  much  a  share  had  gone  in  ? 

Mr.  Bacon.  I  have  been  told  by  people  who  were  conversant  with 
the  matter  that  they  had  put  in  7,000,000. 

Mr.  Gaednee.  How  much  did  that  figure  per  share  ? 

Mr.  Bacon.  That  would  be  adding  the  7,000,000  to  the  23,000,000 
of  stock.     That  was  bought  at  about  a  third. 

Mr.  Gaednee.  About  $30  a  share  ? 

Mr.  Bacon.  Yes,  sir. 

Mr.  Gaednee.  As  a  matter  of  fact,  we  have  had  a  lot  of  testimony 
on  that,  and  it  seems  to  me  there  was  more  than  that  had  been  called, 
and  less  than  that  had  been  paid  in.  You  do  not  remember  the 
figures  ? 

Mr.  Bacon.  No;  I  do  not  know  that.  I  can  not  testify  on  that 
point. 

Mr.  Gaednee.  I  can  not  either. 

Mr.  YoTJNG.  It  was  not  far  from  that  that  was  paid  in — a  little 
less,  perhaps. 

Mr.  Bacon.  You  can  say  that  the  real  value  of  the  Tennessee  prop- 
erty at  the  time  I  went  there  and  up  until  the  time  that  Gates  bought 
it  was  what  was  under  ground,  because  there  were  very  few  things 
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on  the  surface  that  could  do  their  work  as  cheaply  as  was  being  done 
at  other  properties. 

Mr.  Baetlett.  Other  properties  in  the  Birmingham  district  ? 

Mr.  Bacon.  No;  I  mean  outside. 

Mr.  Baetlett.  Take,  for  instance,  some  place  where  the  question 
of  freights 

Mr.  Bacon  (interposing).  I  do  not  mean  that  at  all.  I  mean  we 
had  some  15  furnaces,  and  at  only  one  of  those,  when  I  left  there, 
could  cheap  pig  iron  be  made — could  the  pig  iron  be  made  at  a  fair 
cost.  Only  two  or  three  of  our  coal  mines  were  properly  equipped 
to  produce  cheap  coal.  Our  coke  ovens  were  not  of  the  best,  and  only 
a  few  of  our  iron  mines  were  so  equipped  that  we  could  mine  iron 
ore  cheaply.  When  I  say  cheap,  I  mean  comparing  it  with  other  iip- 
to-date  districts. 

Mr.  Baetlett.  Are  you  comparing  the  Tennessee  with  the  Republic 
and  the  other  companies  that  operated  in  the  Birmingham  district  ? 

Mr.  Bacon.  No. 

Mr.  Baetlett.  Were  you  further  behind  than  they  were — than  the 
Woodward,  for  instance? 

Mr.  Bacon.  In  many  respects  we  were  not  behind  the  Woodward, 
but  I  am  comparing  them  with  like  properties  in  the  North. 

Mr.  Baetlett.  You  say  the  value  was  all  underground,  or  chiefly 
underground  ? 

Mr.  Bacon.  Chiefly;  yes. 

Mr.  Baetlett.  Was  the  chief  value  also  the  accessibility  of  the 
materials  necessary  to  combine  with  the  ore,  as  well  as  the  ore  itself, 
in  order  to  make  iron  products  ? 

Mr.  Bacon.  I  testified  to  that  a  little  while  ago. 

Mr.  Baetlett.  I  am  sorry  I  was  not  here  to  hear  you. 

Mr.  Bacon.  I  testified  that  the  advantage  that  district  had  as  to 
the  low  cost  of  pig  iron  was  the  proximity  of  the  coal  and  the  ore 
to  each  other — the  low  cost  at  which  they  could  be  assembled. 

Mr.  Baetlett.  That  made  it  possible,  with  proper  machinery  and 
proper  furnaces  and  proper  appliances  erected  there,  to  enable  them 
to  produce  pig  iron  or  iron  cheaper  than  they  could  elsewhere? 

Mr.  Bacon.  I  think  so. 

Mr.  Baetlett.  Could  you  give  us  any  idea  of  comparison  with 
Pittsburgh  or  other  places  ? 

Mr.  Bacon.  I  do  not  know  the  cost  at  Pittsburgh  or  any  places 
in  the  north,  but  we  thought  that  if  we  had  a  good  furnace  down 
there  we  could  make  pig  iron  under  $8  per  ton ;  perhajDS  as  low  as  $7. 

Mr.  Baetlett.  That  would  enable  you  to  compete  with  Pittsburgh, 
would  it,  in  what  territory  ? 

Mr.  Bacon.  As  I  recall,  the  freight  rate  was  $3.50  to  Pittsburgh. 
There  would  not  be  much  left  to  the  company.  The  only  way  we 
could  see  for  the  company  to  make  money  was  to  put  the  pig  iron 
into  some  higher  product,  like  steel  rails. 

Mr.  Baetlett.  Could  you  make  them  as  cheap  or  cheaper  than  they 
could  at  Pittsburgh  ? 

Mr.  Bacon.  With  a  given  mill  we  would  do  as  well. 

Mr.  Baetlett.  Did  you  do  it  while  you  were  there  ? 

Mr.  Bacon.  No. 

Mr.  Baetlett.  You  did  not  make  rails  at  all  while  you  were  there  ? 

Mr.  Bacon.  Oh,  yes ;  we  made  two  or  three  hundred  thousand  tons 
of  rails  while  I  was  there. 
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Mr.  Baetlett.  Did  you  jfind  a  ready  sale  for  them  ? 

Mr.  Bacon.  Oh,  yes. 

Mr.  Young.  Did  you  make  any  money  on  them  ? 

Mr.  Bacon.  No. 

Mr.  Baeti^tt.  What  was  the  reason  for  the  failure  of  the  mill  to 
be  profitable  while  you  were  connected  with  it? 

Mr.  Bacon.  In  the  first  place,  the  pig  iron  was  not  made  as  cheaply 
as  it  could  have  been  made  with  better  furnaces,  and  the  open-hearth 
furnaces  were  of  indifferent  design  and  construction,  so  that  to  change 
the  pig  iron  from  pig  iron  to  steel  cost  an  excessive  sum.  To  get  out 
of  the  pig  iron  phosphorus,  which  we  had  to  remove,  cost  an  exces- 
sive sum  m  the  open-hearth  furnaces  we  had. 

The  Chaieman.  Did  you  make  this  iron  into  pigs  and  then  convert 
the  pigs — remelt  the  pigs 

Mr.  Bacon.  No. 

The  Chaieman  (continuing).  Or  did  you  handle  the  hot  metal? 

Mr.  Bacon.  The  hot  metal. 

Mr.  Baetlett.  You  say  you  have  not  visited  the  mills  very  recently, 
since  the  Steel  Company  had  them— or  only  once  ? 

Mr.  Bacon.  I  have  been  there  once  since  the  Steel  Company  had 
them. 

Mr.  Baetlett.  Did  you  make  any  investigation? 

Mr.  Bacon.  No  ;  I  made  no  investigation.    I  went  down  just  for  a 
.  pleasant  visit. 

Mr.  Baetlett.  Do  you  consider  this  property  was  worth  all  the 
Steel  Corporation  paid  for  it? 

Mr.  Bacon.  I  would  not  say  that.  I  think  if  the  stock  had  been 
thrown  on  the  market  it  would  have  sold  at  $40 ;  maybe  $30. 

Mr.  Baetlett.  Yes;  at  that  time;  probably.  But  it  was  a  wise 
investment  for  the  company  ? 

Mr.  Bacon.  I  would  say  this,  though,  as  against  my  opinion,  that 
some  of  the  directors,  who  are  my  superiors  in  their  knowledge  of 
the  business,  have  not  been  favorable  to  the  purchase. 

The  Chaieman.  You  mean  some  of  the  directors  of  the  Steel  Cor- 
poration ? 

Mr.  Bacon.  So  I  am  told.  They  doubted  the  wisdom  of  it  as  a 
money  maker — doubted  the  wisdom  of  the  purchase. 

The  Chaieman.  Mr.  Bacon,  is  steel  made  in  any  great  quantities 
anywhere  else  in  the  south  than  at  Birmingham? 

Mr.  Bacon.  I  think  nowhere,  directly. 

The  Chaieman.  Sir? 

Mr.  Bacon.  I  think  nowhere  is  pig  iron  made  into  st^l  except  by 
the  Tennessee  Co. 

The  Chaieman.  How  do  you  account  for  the  fact  that  at  this 
point  alone  they  make  steel  profitably?  There  is  iron  ore,  as  I 
understand,  all  through  that  region  in  considerable  quantities,  in 
Tennessee,  in  Virginia,  in  Georgia,  and  up  into  New  York.  That 
whole  mountain  range  there  is  permeated  by  iron-ore  deposits  of 
greater  or  less  thickness  and  richness,  is  it  not? 

Mr.  Bacon.  Yes.  The  Tennessee  Co.  seems  to  have  been  the  only 
one  that  had  the  nerve  to  begin  the  manufacture  of  steel. 

The  Chaieman.  Even  in  that  region? 

Mr.  Bacon.  Yes. 

The  Chaieman.  How  do  you  account  for  the  fact  they  manufac- 
ture it  there  and  not,  for  instance,  where  they  have  blast  furnaces, 
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as  I  understand,  up  near  Big  Stone  Gap,  in  Tennessee,  and  in.  blast 
furnaces  in  Virginia  ?  I  beueve,  also,  there  are  some  blast  furnaces 
in  Georgia.  Is  there  any  advantage  in  that  Birmingham  district 
we  hear  so  much  about? 

Mr.  Bacon.  I  would  say  that  perhaps  Birmingham  is  the  only 
point  at  which  there  is  a  large  enough  body  of  ore  known  to  warrant 
the  putting  in  the  money  required  for  a  steel  plant. 

The  Chairman.  Mr.  Perrin  said  something  about  the  ore  being 
thicker  and  occurring  in  more  reliable  formation. 

Mr.  Bacon.  Yes. 

The  Chairman.  That  there  were  fewer  faults  in  it,  and  that  it 
did  not  feather  out  as  it  did  in  other  places.  Do  you  know  any- 
thing about  that? 

Mr.  Bacon.  Yes;  I  know  in  a  general  way  that  is  true.  The  de- 
posits at  Birmingham — or  at  least  the  Ked  Mountain  deposit — is 
very  regular  and  uniform,  both  as  to  thickness  and  quality. 

The  Chairman.  Do  you  know  of  any  other  deposit  of  red  ore  like 
it  in  that  respect  in  the  South  ? 

Mr.  Bacon.  No.  As  you  follow  up  the  mountain  range  the  ore 
gets  thinner  and  is  more  broken. 

The  Chairman.  Have  you  the  same  propinquity  of  large  bodies  of 
coke  and  coal  outside  of  there? 

Mr.  Bacon.  I  should  say  no,  except  it  might  be  in  the  neighbor- 
hood of  the  coking  coal  mines  of  western  Virginia. 

The  Chairman.  Have  you  similar  railroad  and  transportation 
facilities  anywhere  else? 

Mr.  Bacon.  That  ought  to  be  a  little  more  favorable  up  there,  be- 
ing nearer  to  the  consuming  points.  The  consuming  points  for  pig 
iron  are  practically  all  in  the  North. 

The  Chairman.  I  see. 

Mr.  Bacon.  Stove  factories  are  big  consumers. 

The  Chairman.  The  South  has  not  developed  these  large  manu- 
facturing industries  yet,  outside  of  cotton  ? 

Mr.  Bacon.  Yes ;  and  some  pipe  enterprises  at  Birmingham. 

Mr.  Bartlett.  You  are  mistaken  about  the  lack  of  development  in 
the  South.     There  are  a  good  many  things  outside  of  cotton  factories. 

The  Chairman.  I  mean  to  the  extent  that  the  manufacture  of 
cotton  has  been  developed. 

Now,  you  say  you  traced  this  ore  to  Shades  Mountain.  Who  owns 
that  ridge  now ;  who  has  the  title  to  the  land  ?     Do  j'ou  know  ? 

Mr.  Bacon.  Shades  Mountain,  do  you  mean? 

The  Chairman.  Yes. 

Mr.  Bacon.  Oh,  a  variety  of  owners,  I  think. 

The  Chairman.  You  spoke  of  owning  ore  bodies  that  ran  to  the 
foot  of  the  mountain,  and  at  that  time  the  Tennessee  Coal  &  Iron 
Co.'s  title  only  went  practically  to  the  mountain.  That  bounded  the 
site  of  their  ore  holdings  ? 

Mr.  Bacon.  Yes. 

The  Chairman.  Do  you  know  whether  they  have  extended  their 
holdings  over  the  mountain  since — beyond  the  mountain  ? 

Mr.  Bacon.  Only  from  looking  at  the  map  recently,  the  map  pre- 
pared by  the  Tennessee  Co.,  and  that  did  not  show  ownership 
immediately  beyond  the  mountain.  Mr.  Eeed,  is  not  the  Coosa  coal 
district  away  beyond  that? 
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Mr.  Reed.  I  am  not  sure,  exactly. 

Mr.  Bacon.  It  may  own  land  away  beyond  that  was  bought  for 
coal. 

The  CHAnjMAN.  Do  you  know  to  what  extent  the  Tennessee  Coal 
&  Iron  Co. — approximately,  of  course — ever  increased  their  coal  and 
iron  holdings  since  you  severed  your  connection  with  it  ? 

Mr.  Bacon.  Yes;  they  bought  a  half  interest  in  1,100  acres  of 
of  land,  and  I  think  that  that  is  about  all  that  they  have  added  to 
their  holdings. 

The  Chairman.  Is  that  coal  or  iron? 

Mr.  Bacon.  That  is  iron.  When  the  Republic  people  were  in 
charge  they  bought  it,  one-half  for  the  Republic  and  one-half  for 
the  Tennessee  Co. 

The  Chairman.  What  was  the  acreage  tonnage  ? 

Mr.  Bacon.  I  do  not  know. 

The  Chairman.  Was  it  red  ore? 

Mr.  Bacon.  It  was  red  ore.  The  question  did  not  come  up  while 
I  was  there. 

Mr.  Reed.  It  runs  about  50,000  tons  to  the  acre. 

Mr.  Bacon.  About  that.    From  43,000  to  50,000. 

The  Chairman.  To  what  extent  is  the  ore  in  that  Birmingham 
district  held  by  iron  and  steel  manufacturing  concerns  of  one  kind 
or  another? 

Mr.  Bacon.  I  doubt  if  more  than  half  of  it  is  held.  Perhaps  a 
little  more  than  half.  As  I  testified  this  morning,  the  Tennessee 
Co.  owns  in  Shades  Valley  between  30  and  33  per  cent  of  the 
land,  and  the  other  iron  companies  own  some,  but  a  great  deal  of  the 
land  is  owned  by  individuals,  farmers. 

The  Chairman.  Do  you  know  or  have  you  ever  made  any  careful 
examination,  either  of  the  maps  or  reports,  to  see  to  what  extent  avail- 
able ore  bodies  are  now  held  by  individuals,  and  to  what  extent  they 
have  parted  with  their  mineral  rights? 

Mr.  Bacon.  Sold  the  ore  and  retained  the  surface,  you  mean  ? 

The  Chairman.  Yes. 

Mr.  Bacon.  I  do  not  know  of  any  cases  where  the  ore  has  been  sold 
and  the  surface  retained.  As  I  said  a  few  minutes  ago,  perhaps  the 
iron  companies  own  in  Shades  Valley  a  half  or  more,  possibly  two- 
thirds.    Your  map  will  show,  Mr.  Reed. 

Mr.  Reed.  About  two-thirds,  I  think;  something  less  than  two- 
thirds. 

The  Chairman.  It  depends  on  the  map  and  the  mapper.  We  get 
all  sorts  of  estimates. 

Mr.  Reed.  You  can  not  change  the  ownership  of  land  by  making  a 
map  of  it. 

The  Chairjian.  No;  but  the  estimates  of  the  amount  that  is  held 
varies  very  greatly  here.  For  instance,  I  remember  Mr.  Grasty 
thought  maybe  there  was  from  33  to  35  per  cent  held  by  individuals, 
and  Mr.  Perrin  thought  not  over  5. 

Mr.  Bacon.  Your  map  will  show  it  correctly. 

Mr.  Gardner.  I  suppose  these  statements  could  be  reconciled  if  we 
could  put  metes  and  bounds  and  get  the  evidence  all  on  the  same 
metes  and  bounds,  then  specify  what  percentage  of  metallic  content 
and  what  kind  of  ores  we  are  speaking  about. 
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^lost  of  the  divergence,  as  far  as  I  have  observed  it  in  the  evi- 
dence, has  arisen  from  the  fact  that  different  people  bound  the 
Birmingham  district  different  ways,  and  different  people  in  estimat- 
ing the  amount  of  ores,  some  are  talking  about  ores  which  exceed 
50  per  cent,  some  are  talking  about  ores  which  exceed  45  per  cent; 
some  include  red  ores,  some  include  red  and  brown  ores,  and  some 
include  red,  brown,  and  gray,  is  it? 
Mr.  Bacon.  Yes ;  there  is  a  gray  ore. 
Mr.  Young.  Gray  ores  are  not  in  that  district. 
Mr.  Gardner.  If  we  can  draw  a  map  and  specify  just  what  we 
want  to  find  out,  I  fancy  we  can  get  the  same  evidence  from  different 
witnesses. 

Mr.  Reed.  Mr.  Bacon  defined  it  pretty  well  when  he  said  he  took 
a  district  15  miles  in  length,  running  from  the  northeast  to  the  south- 
west, and  extending  from  Eed  Mountain  to  Shades  Mountain.  He 
defined  that  district  quite  clearly. 

Mr.  Gardner.  Suppose  some  other  people  took  a  district  which  ex- 
tended a  different  number  of  miles. 

The  Chairman.  Take  that  railroad  district  we  have  seen  in  quite 
a  number  of  maps  here,  with  concentric  circles,  taking  Birmingham 
as  the  center,  and  within  a  radius  of  200  miles  they  charge  a  flat  rate 
for  hauling  ore  and  coal. 
Mr.  Bacon.  Yes. 

The  Chairman.  Taking  that  circle,  roughly  speaking. 
Mr.  Bacon.  That  would  not  include  as  much  iron  ore  as  I  have 
included,  except  they  took  one  of  the  outside  circles. 

The  Chairman.  Now,  Mr.  Bacon,  if  you  were  going  to  operate  a 
large  steel  plant,  one  that  could  compete  with  the  Tennessee  Coal  & 
Iron,  and  some  of  these  other  companies,  how  much  ore  would  you 
consider  was  necessary  as  a  reserve  before  embarking  on  that  sort  of 
an  enterprise? 

Mr.  Bacon.  I  am  to  put  up  a  steel  plant,  am  I  ? 
The  Chairman.  Yes. 
Mr.  Bacon.  And  blast  furnaces? 
The  Chairman.  Yes. 
Mr.  Bacon.  And  open  coal  mines? 
The  Chairman.  Yes. 
Mr.  Bacon.  And  then  iron  mines  ? 

The  Chairman.  Consider  a  concern — I  do  not  say  as  large  as  the 
Tennessee  Coal  &  Iron,  but  one  that  could  compete  with  it  in  the 
market.  You  want  it  to  be  a  growing  concern,  for  years  to  come.  I 
am  going  on  the  theory  now  with  a  perfectly  integrated  plant  you 
are  obliged  to  have  your  own  ores;  you  can  not  buy  your  ores  from 
somebody  else  who  is  also  in  the  business. 
Mr.  Gardner.  And  make  steel  rails. 

The  Chairman.  And  make  steel  rails,  wire,  and  everything  of  that 
sort.  How  much  ore  would  you  want  as  a  basis  for  going  into  that 
business? 

Mr.  Bacon.  A  steel  plant  that  could  meet  competition  fairly  well 
ought  to  produce  at  least  50,000  tons  a  month.  In  order  to  cost  him 
down  fairly  well,  that  would  mean,  calling  3  tons  roughly  of  ore  to 
a  ton  of  pig  iron,  72,000,000  tons  of  ore  to  run  40  years. 

The  Chairman.  Seventy-two  million  tons  of  ore  to  run  40  years? 
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^Ir.  Bacox.  I  think  so.  That  is  only  40  years.  That  is  not  very 
long  to  figure. 

Mr.  YouKG.  You  ought  to  have  a  hundred  millions,  ought  you  not  ? 

Mr.  Bacon.  Yes;  and  a  hundred  millions  would  be  good  for  only 
50  years. 

Mr.  Gakdnee.  Could  you  make  steel  rails  profitably  without  hav- 
ing a  larger  mill  than  that? 

Mr.  Bacon.  Oh,  I  think  if  everything  was  in  good  shape,  50,000 
tons  a  month  would  be  sufficient. 

^Ir.  Gardner.  How  much  would  a  steel  mill  cost? 

Mr.  Bacon.  I  do  not  know. 

Mr.  Gardner.  We  have  evidence  it  would  cost  $25,000,000. 

Mr.  YotiNG.  The  size  of  the  mill  was  not  specified. 

Mr.  Gardner.  It  was  an  open-hearth  plant.  I  was  wondering 
whether  a  $25,000,000  plant  would  not  produce  more  than  50,000  tons 
of  steel  a  month. 

Mr.  Bacon.  Fifty  thousand  tons  of  steel  a  month  means  about  1,600 
tons  a  day. 

The  Chairman.  Could  one  of  these  furnaces  down  there  produce 
that? 

Mr.  Bacon.  In  that  district  it  could  not  be  done. 

The  Chairman.  Is  500  a  good  average? 

Mr.  Bacon.  Four  hundred  tons  is  more  than  they  get  down  there. 

Mr.  Gardner.  Seventy-two  million  tons  is  a  40-year  supply.  Is 
that  a  sufficient  reserve  to  induce  you  to  go  into  the  business? 

Mr.  Bacon.  No. 

Mr.  Gardner.  How  much  or  how  large  a  supply  would  you  want? 

Mr.  Bacon.  I  would  want  ore  there  for  100  years.  Because  out  of 
that  40  years  I  would  have  to  get  my  capital  back. 

Mr.  Gardner.  How  much  would  you  want  for  100  years  ? 

Mr.  Bacon.  How  much  would  that  make? 

Mr.  Gardner.  Yes. 

Mr.  Bacon.  Divide  72  by  4  and  multiply  by  10,  and  you  will 
have  it. 

Mr.  Gardner.  That  is  on  the  basis  of  your  using  50,000  tons  of  ore 
a  month? 

Mr.  Eeed.  One  hundred  and  fifty  thousand  tons  of  ore  a  month,  to 
make  50,000  tons  of  iron.  That  is  1,800,000  tons  a  year  and  180,- 
000,000  tons  for  100  years. 

Mr.  Gardner.  Where  would  you  get  180,000,000  tons  of  Southern 
ore  ?  In  the  first  place,  what  per  cent  of  metallic  content  would  that 
have  to  have? 

Mr.  Bacon.  I  am  calling  3  tons  of  ore  to  a  ton  of  pig  iron.  It 
would  run  a  little  better  than  that. 

Mr.  Gardner.  That  would  be  what  per  cent? 

Mr.  Bacon.  That  would  be  33  per  cent,  and  Birmingham  ore  is  36 
per  cent.  It  would  be  a  little  less  than  33  per  cent.  Birmingham  red 
ore  is  36  per  cent. 

Mr.  Gardner.  I  understand ;  yes.     Where  could  you  get  it  ? 

Mr.  Bacon.  Of  course,  that  could  be  found  down  there. 

Mr.  Gardner.  Can  you  find  it  in  the  Lake  Superior  region  ? 

Mr.  Bacon.  I  think  you  can  find  it  in  Birmingham. 

Mr.  Gardner.  You  can  find  it  in  Birmingham? 

Mr.  Bacon.  I  think  so. 
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'  Mr.  Gardner.  In  convenient  situation,  where  a  business  man  would 
want  it?  ' 

Mr.  Bacon.  The  same  as  other  people  are  working. 

Mr.  Gardner.  That  is,  not  a  piece  here  and  there,  but  all  together. 

Mr.  Bacon.  All  in  one  body. 

^Ir.  Gardner.  Could  you  find  it  in  the  Lake  Superior  region? 

Mr.  Bacon.  I  think  so. 

Mr.  Gardner.  Whereabouts? 

Mr.  Bacon.  On  the  Hill  leases,  doubtless. 

yiv.  Gardner.  Oh,  yes.     But  outside  of  \he  Hill  leases  I  mean. 

Mr.  Bacon.  I  do  not  know.  Mr.  Sellwood  can  testify  on  that  point 
much  better  than  I  can. 

Mr.  Gardner.  There  is  one  question  I  would  like  to  ask  each  one  of 
yiiu  three  witnesses  before  you  go.  It  has  no  bearing  really  on  the 
question  of  whether  the  Steel  Corporation  and  these  other  steel  com- 
panies have  a  monopoly.  But  it  is  a  question  of  Avhat  the  world  has 
got  to  face  in  the  future. 

I  understand  that  in  the  Lake  Superior  region  there  is  plenty  of 
■20  and  40  per  cent  ore;  that  is,  the  whole  surface  of  the  ground  is 
cheap  ores.     Is  that  correct? 

Mr.  Bacon.  There  is  a  great  deal  of  ore  there  that  could  not  be 
shipped  to  market  now. 

Mr.  Gardner.  Is  there  an  unlimited  amount  of  ore  in  the  Lalvo 
Superior  region — I  mean  good  for  a  couple  of  hundred  years,  if  yon 
could  use  that  40  per  cent  ore? 

Mr.  Bacon.  Well,  for  a  good  many  years.     I  would  not  say  for  200. 

The  Chairman.  I  think,  Mr.  Gardner,  you  are  laboring  under  a 
misapprehension  there.  My  understanding  is  that  the  low-grade  ore 
and  the  high-grade  ore  are  all  in  the  same  mine,  and  that. the  ore  a« 
discovered,  low  and  high  grade,  is  now  in  the  hands  of  the  Steel  con- 
cern.    They  simply  take  out  some  of  it  and  leave  the  rest. 

Mr.  Gardner.  Very  likely  that  is  true.  I  am  not  coming  at  it 
from  the  question  of  competition  and  monopoly.  It  does  not  make 
any  difference  who  owns  it. 

The  Chairman.  Oh,  I  see.  You  are  getting  at  the  question  of 
supply. 

Mr.  Gardner.  At  present  about  55  per  cent  is  what  they  usually 
use,  in  the  Bessemer  ore  ? 

Mr.  Bacon.  I  presume  that  it  as  high  as  the  average  would  be  now. 

Mr.  Gardner.  Suppose  they  had  to  use  40  per  cent;  suppose  the 
othei'  was  worked  out;  would  it  cost  twice  as  much  to  make  a  ton 
of  pio-  iron  out  of  40  per  cent  ore  as  it  would  cost  to  make  it  out  of 
."iti  per  cent  ore  ? 

Mr.  Bacon.  I  should  say  not.  Now,  bearing  on  that  point,  in- 
ventors are  all  the  time  perfecting  machines  for  separating  the  iron 
from  the  silica,  by  crushing  it,  you  see. 

jNIr.  Gardner.   Yes. 

Mr.  Bacon.  And  an  ore  that  was  not  useful,  an  ore  the  use  of 
which  would  mean  a  loss  to  a  blast  furnace  a  few  years  ago,  can 
now  be  used. 

Mr.  Gardner.  That  I  understand. 

Ml-.  Bacon.  And  an  ore  which  to-day  would  mean  a  loss  I  have 
nodoubt  in  a  few  years  will  be  used  at  a  profit. 

~Sh:  Gardner.  I  understand  that. 
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Mr.  Bacox.  And  that  enlarges  all  the  time  the  ore  that  we  have 
in  reserve. 

Mr.  Gardner.  All  right.  We  can  make  allowances  for  that.  But 
I  want  first  to  find  out  if  it  happened  to-day,  with  present  methods, 
how  much  more  it  would  cost  to  produce  a  ton  of  pig  iron  from  40 
per  cent  ore  than  it  would  to  produce  a  ton  of  pig  iron  from  .55 
per  cent  ore. 

Mr.  Bacon.  I  can  not  tell  you. 

Mr.  Gardner.  Would  it  cost  50  per  cent  more  ? 

Mr.  Bacon.  No  ;  I  should  hardly  say  so.  It  might  cost  25  per  cent 
more.    It  means  so  much  more  coke  and  a  little  more  limestone. 

Mr.  Gardner.  It  would  cost  25  per  cent  more  ? 

Mr.  Bacon.  Yes;  you  are  speaking  of  the  blast  furnace  itself,  or 
of  assembling  the  material  ? 

Mr.  Gardner.  What  I  want  to  get  at  is  what  the  world  has  got  to 
look  forward  to  in  the  ultimate  cost  of  steel.  Now,  if  we  are  going 
into  the  range  of  speculation,  of  future  inventions,  we  have  got  no 
solid  ground  to  start  on.  I  am  saying  supposing  there  are  no  future 
inventions,  but  that  to-day  the  United  States  Steel  Corporation  sud- 
denly found  that  they  have  got  to  take  from  their  mines  and  bring 
down  to  wherever  their  blast  furnaces  are  40  per  cent  ore  instead  of 
55  per  cent  ore,  how  much,  in  your  opinion,  more  would  it  cost  to 
produce  a  ton  of  pig  iron  ? 

Mr.  Bacon.  I  think  my  opinion  is  quite  valueless. 

Mr.  Gardner.  But  you  estimated  a  little  while  ago  a  quarter  as 
much  again. 

Mr.  Bacon.  Well,  I  think  I  had  better  retract  that. 

Mr.  Gardner.  Would  it  be  half  as  much  again  ? 

Mr.  Bacon.  You  need  a  furnace  man.  First,  you  must  know  what 
takes  the  place  of  the  decreased  iron.  If  it  is  lime,  it  is  one  thing,  if 
it  is  silica,  it  is  another  thing.  Then  there  is  the  freight  to  consider. 
We  must  Iniow  the  district  from  which  the  freight  is  coming. 

Mr.  Gardner.  I  realize  the  great  difficulty  of  making  any  close 
estimate,  but  you  can  easily  see  that  in  considering  a  problem  like 
this,  if  gentlemen  like  you  do  not  help  us  where  you  can,  we  are  very 
much  at  sea.  People  say  to  me.  Why,  the  whole  world,  and 
America  especially,  is  up  against  the  proposition  that  in  50  years  we 
are  going  to  have  very  expensive  steel  and  iron  because  the  55  per 
cent  ore  of  Lake  Superior,  the  Bessemer  ores,  are  all  going  to  be 
exhausted  in  40  years  at  the  present  rate  of  use."  "  Yes."  somebody 
else  says,  "  but  there  is  plenty  of  ore  nearly  as  good  as  that  coming 
along." 

I  want  what  light  you  can  throw  on  that,  to  show  what  truth  there 
is  in  these  two  different  positions. 

Mr.  Bacon.  I  would  be  very  glad  to  tell  you  anything  I  know, 
but  I  am  quite  incompetent  to  answer  that. 

Mr.  Gardner.  T  realize  that  not  knowing  what  questions  to  ask 
you  I  am  fishing  at  random.  But  we  will  put  it  in  this  way  then ; 
Supposing  that  the  freight  were  the  same  on  40  per  cent  ore  that  it 
is  on  55  per  cent  ore  from  the  Mesabi  Range  to  the  blast  furnaces 
in  Pennsylvania ;  supposing  that  the  ore  was  siliceous,  if  I  am  getting 
the  technical  term  right. 

Mr.  Bacon.  You  are  right. 
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Mr.  Gardner.  Supposing  there  is  no  change  in  the  facilities  for 
obtaining  coke  an^  coal,  and  fluxing  material,  if  I  am  getting  those 
technical  words  right. 

Mr.  Bacon.  You  are  right  again. 

Mr.  Gardner.  In  your  opinion  what  would  be  the  extra  cost  to  the 
United  States  Steel  Corporation,  in  those  particular  blast  furnaces, 
of  making  a  ton  of  pig  iron  from  40  per  cent  ore  than  the  cost  would 
be  in  making  it  out  of  .55  per  cent  ore? 

That  is  as  near  as  I  can  put  the  question  and  express  what  has  been 
working  in  my  mind,  and  what  really  we  want  you  gentlemen  here 
for. 

Mr.  Bacon.  I  will  just  have  to  guess  at  an  answer. 

Mr.  Gardner.  That  is  just  what  I  want. 

Mr.  Bacon.  But  I  do  not  think  that  answer  is  of  any  value  at  all. 

Mr.  Gardner.  Make  it  a  guess,  as  a  matter  of  record. 

Mr.  Bacon.  I  want  the  stenographer  to  put  it  down  that  it  is 
simply  a  guess.    Say,  30  per  cent. 

Mr.  Gardner.  It  would  cost  30  per  cent  more.  Have  you  any 
idea  what  the  40  per  cent  ore  reserves  of  Lake  Superior  are? 

Mr.  Bacon.  None  whatever. 

Mr.  Gardner.  That  is  in  the  report  of  the  Geological  Survey,  is  it 
not? 

Mr.  Young.  They  go  down  to  35  per  cent — 75  billion  tons. 

Mr.  Gardner.  Now,  I  am  going  to  ask  Mr.  Bacon  the  question  that 
he  has  just  answered.  Comparing  40  per  cent  ores  with  55  per  cent 
ores,  how  much  more  would  it  cost  if  instead  of  being  40  per  cent 
ore  it  would  be  35  per  cent  ore? 

Mr.  Bacon.  You  can  guess  the  answer  as  well  as  I  can. 

Mr.  Gardner.  That  is,  it  would  be  about  a  third  more. 

Mr.  Bacon.  It  ought  to  be  about  a  third.  We  have  come  from  40 
to  35? 

Mr.  Gardner.  Yes.  A  moment  ago  you  said  about  30  per  cent. 
Perhaps  this  would  be  35. 

Mr.  Bacon.  Call  it  35.  Those  guesses  have  no  value,  none  what- 
ever.   It  is  just  for  somebody  to  smile  at  later,  when  they  read  it. 

Mr.  Gardner.  Very  likely.  But  there  might  be  an  immense 
amount  of  contradiction;  if  we  can  not  get  information  from  you. 
who  can  we  get  information  from? 

Mr.  Bacon.  You  can  get  it  from  some  furnace  man. 

Mr.  Gardner.  But  everybody  who  comes  here  tells  us  somebody 
else  is  the  man  who  knows. 

Mr.  Bacon.  You  have  subpoenaed  a  furnace  man,  who  can  tell  you. 

Mr.  Gardner.  I  am  going  to  ask  him  the  same  questions,  too. 

Mr.  Bacon.  You  put  those  questions  to  Mr.  James  Gayley,  and  he 
will  tell  you. 

?.Ir.  Gardner.  I  am  quite  sure  he  will  say, ''  Now,  that  is  what  you 
ought  to  have  asked  Mr.  Bacon."     [Laughter.] 

But  here  is  a  tremendous  question,  the  situation  as  to  ores,  no 
matter  who  owns  them,  no  matter  if  Uncle  Sam  takes  over  all  the 
ore  countries  and  ore  properties,  and  says,  "  I  own  them."  Then  the 
proposition  is  still  that  Uncle  Sam  could  not  put  any  ore  in  the 
ground  simply  because  he  owns  it.  What  I  am  trying  to  get  through 
mv  mind  is  whether  it  is  true  that  we  have  got  to  face  expensive 
steel  in  the  future  on  account  of  limited  ore  delivery.     , 
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Mr.  Bacon.  You  and  I  will  not  have  to. 

Mr.  Gardner.  That  is  probably  true,  but  remember  that  when  we 
make  our  report,  we  are  making  it  to  be  read  by  the  great-grand- 
children of  another  generation. 

Mr.  Reed.  That  would  be  pretty  tough  on  our  great-grandchildren. 

Mr.  Young.  I  would  like  to  prophesy  that  they  will  make  steel 
cheaper  a  hundred  years  from  now  than  they  do  at  the  present  time. 

Mr.  Gardner.  That  is  your  view? 

Mr.  Bacon.  Reasoning  from  what  has  passed,  that  would  be  true. 

Mr.  Young.  Right  along  that  line,  Mr.  Gardner  has  made  certain 
conditions  on  which  this  prophecy  is  based — that  is,  if  certain  things 
were  true,  if  the  transportation  costs  are  the  same.  Have  you  any 
idea  that  there  will  not  be  improvements  that  will  reduce  the  cost  of 
transportation  within  the  next  25  years,  the  transportation  on  the 
Lakes,  for  instance? 

Mr.  Bacon.  I  believe  there  will  be. 

Mr.  Young.  Is  it  not  true  that  ever  since  the  beginning  of  the 
iron  and  steel  industry  transportation  has  been  going  down? 

Mr.  Bacon.  Yes. 

Mr.  Young.  And  methods  of  manufacture  have  been  improving 
from  the  very  beginning? 

Mr.  Bacon.  Yes. 

Mr.  Young.  Have  you  any  reason  to  think  we  have  come  to  the 
end  of  the  process  where  nothing  else  is  going  to  be  learned  about 
this  business? 

Mr.  Bacon.  No. 

Mr.  Young.  That  is  all. 

The  Chairjian.  You  spoke  of  the  necessity  for  170,000,000  tons 
of  iron  ore  as  a  reserve  for  the  establishment  of  a  modern  plant,  say 
in  the  Birmingham  district,  and  you  thought  that  amount  of  ore 
could  be  obtained.  Do  you  know  of  any  such  ore  body  as  that  now 
in  the  Birmingham  district  in  proximitj^  to  coal  and  transportation 
facilities,  if  it  is  all  in  one  body  to  be  availably  mined? 

Mr.  Bacon.  I  would  say  in  the  northeast  end  of  that  Shades  Val- 
ley, northeast  of  the  ore  that  is  owned  by  the  furnace  companies, 
there  must  be  that  quantity  and  a  great  deal  more  than  that. 

The  Chairman.  Is  that  a  red  ore  ? 

Mr.  Bacon.  Yes. 

The  Chairman.  And  transportation  facilities  are  close? 

Mr.  Bacon.  Yes. 

The  Chairman.  Has  that  ore  ever  been  drilled  ? 

Mr.  Bacon.  No. 

The  Chairman.  It  is  your  opinion  that  there  is  ore  there? 

Mr.  Bacon.  Yes. 

The  Chairman.  You  think  it  is  there  because  that  prism  has  been 
found  in  that  neighborhood? 

Mr.  Bacon.  Yes. 

The  Chairman.  Do  you  know  of  any  drills  that  have  been  sunk 
in  that  region? 

Mr.  Bacon.  No. 

The  Chairman.  Did  you  ever  make  any  careful  survey  of  that 
region  ? 

Mr.  Bacon.  No. 
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The  Chairman.  Do  you  know  who  owns  that  property  at  this  time 
north  of  Shades  Valley? 

Mr.  Bacon.  No. 

The  Chairman.  Do  you  know  whether  within  the  last  four  or 
five  or  six  years  the  Woodward  Iron  Co.  and  other  iron  companies 
have  extended  their  ore  holdings  in  this  prism  of  red  ore  ? 

Mr.  Bacon.  I  have  seen  a  map  recently  on  which  the  holdings  of 
the  Woodward  Iron  Co.  are  marked,  and  none  of  those'  holdings  are 
in  the  territory  I  have  in  mind.    Have  you  got  your  map  here  ? 

Mr.  Reed.  No  ;  I  have  not. 

Mr.  Bacon.  Mr.  Reed  has  a  map  of  that  country  I  refer  to. 

Mr.  Reed.  The  Woodward  iron  holdings  it  has  purchased  were  all 
in  the  southern  end  of  the  district  that  Mr.  Bacon  has  been  speak- 
ing of. 

Mr.  Bacon.  I  can  say  further,  Mr.  Chairman,  that  the  southern 
extremity  of  that  ore  deposit  is  not  fully  known  yet. 

The  Chairman.  I  am  speaking  of  known,  available,  located  ore. 
Do  you  know  of  any  ore  that  is  now  drilled,  where  they  own  the  ore 
that  is  there,  that  is  available  in  any  such  quantity  as  that? 

Mr.  Bacon.  No. 

The  Chairman.  Then  if  the  170,000,000  tons  of  ore  is  to  be  found 
in  that  region,  it  has  to  be  discovered  ? 

Mr.  Bacon.  Except  that  the  outcrop  is  now  known. 

The  Chairman.  There  are  indications  of  such  ores ;  you  may  have 
the  outcrop  without  having  the  ore  in  any  great  quantities,  might 
you  not? 

Mr.  Bacon.  It  is  possible,  of  course,  but  not  at  all  probable  in  that 
region. 

The  Chairman.  It  has  been  stated  here  by  Mr.  Perrin,  I  think, 
and  others,  that  as  to  the  red  ore  in  so  far  as  it  has  been  located,  the 
seam  or  vein  is  uniform  in  thickness  and  contains  an  iron  content 
sufficient  to  make  it  available,  and  that  it  has  been  taken  up  by  these 
various  companies,  so  far  as  discovered.  Now,  do  you  know  any- 
thing about  any  ore  which  they  would  have  covered  by  their  inves- 
tigation ? 

Mr.  Bacon.  The  valley  in  which  the  operating  mines  are  located 
extends  for  a  long  distance  beyond  the  land  that  is  owned  by  the 
operating  companies,  and  I  believe  the  ore  is  in  there.  There  are 
almost  infallible  indications  that  it  is  there. 

The  Chairman.  This  ore  you  spoke  of  is  plainly  visible,  it  is  not ; 
this  outcrop  ?  Now,  Mr.  Grasty,  of  the  University  of  Virginia,  has 
testified  that  he  went  into  that  region  comparatively  recently — ^I  for- 
get the  exact  date — for  the  purpose  of  securing  red  ores  to  mix  with 
silicious  pre.  His  people  had  large  holdings  of  gray  silicious  ores, 
and  he  said  it  could  not  be  economically  smelted  without  an  admix- 
ture with  the  red  ore.    Is  that  true;  is  that  your  experience? 

Mr.  Bacon.  Did  he  say  gray  ore  ? 

The  Chairman.  Yes. 

Mr.  Bacon.  I  never  used  any  of  it. 

The  Chairman.  He  said  the  purely  silicious  ore  could  not  be 
chemically  smelted  without  some  more  or  less  of  the  lime  in  it,  and 
that  he  made  a  very  careful  search  and  found  that  the  purchases  of 
the  holdings  of  the  red  ore  were  such  that  while  he  could  find  two 
or  three  hundred  thousand  tons  or  three  million  tons,  perhaps,  here 
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a  part  and  there  a  little  and  yonder  a  little,  that  he  could  not  find  a 
sufficient  quantity  now  in  one  body  to  justify  him  in  advising  the 
persons  employing  him  to  make  the  purchase.  Could  those  purchases 
have  been  made  in  the  last  three  or  four  or  five  years  without  your 
knowledge?    How  long  has  it  been  since  you  made  an  investigation? 

Mr.  Bacon.  I  was  merely  familiar  with  that  district  up  to  1906. 

The  Chairman.  If  that  ore  has  been  since  purchased  or  leased  by 
other  companies,  you  know  nothing  about  it? 

Mr.  Bacon.  No. 

The  Chairman.  That  might  have  been  done,  might  it  not,  with- 
out your  knowledge? 

Mr.  Reed.  The  evidence  shows  that  the  Republic  Co.  took  options 
on  50,000,000  tons  last  year.  Mr.  Grasty  could  not  have  known 
about  that. 

The  Chairman.  I  say,  this  ore  could  have  been  taken  up  by  various 
companies  since  1906  without  your  knowledge? 

Mr.  Bacon.  Oh,,  in  some  other  name,  but  it  does  not  appear  under 
their  ownership. 

The  Chairman.  Have  you  been  directly  financially  interested  in 
those  ore  holdings  since  vou  severed  your  connection  with  the  com- 
pany in  1906? 

Mr.  Bacon.  Not  at  all. 

The  Chairmax.  Where  have  yoit  been  making  your  home  since 
that  time? 

Mr.  Bacon.  In  New  York. 

The  Chairman.  This  red  ore  to  be  mined  must  be  mined  by  a 
l^haft,  after  you  leave  the  drill,  must  it  not  ? 

Mr.  Bacon.  It  is  an  inclined  shaft  following  the  direction  of  the 
oi'e. 

The  Chair jiAN.  In  mining  that  ore,  after  you  have  followed  the 
drift  for  a  certain  distance,  then  you  have  to  revert  to  shaft  mining? 

Mr.  Bacon.  Perhaps,  after  five  or  six  thousand  feet  is  reached,  it 
might  be  better. 

The  Chairman.  If  this  ore  is  located  in  small  holdings,  say  a 
million  tons  here,  ten  million  tons  there  and  twenty  million  tons 
yonder,  it  would  not  be  available,  would  it  ? 

Mr.  Bacon.  No. 

The  Chairman.  For  practical  purposes. 

Mr.  Bacon.  No. 

The  Chairman.  It  would  have  to  be  in  one  continuous  body  to  be 
economically  mined? 

Mr.  Bacon.  Oh,  not  contiguous,  but  so  that  the  different  pieces 
could  be  mined  from  a  comparatively  small  number  of  shafts. 

The  Chairman.  You  could  not  afford  to  sink  shafts  in,  say,  10 
different  holdings? 

Mr.  Bacon.  No. 

Mr.  Dakforth.  How  deep  do  they  ever  run  those  shafts? 

Mr.  Bacon.  I  think  the  Tennessee  Co.  has  sunk  a  shaft  something 
like  2,300  feet,  on  an  incline. 

Mr.  Danforth.  No;  vertical. 

Mr.  Bacon.  Vertical  shafts  have  been  sunk  to  a  depth  of  5.000  feet. 

Mr.  Danforth.  In  Birmingham  ? 

;Mr.  Bacon.  No;  there  is  a  shaft  in  the  copper  mines. 

Mr.  Danforth.  I  mean  in  the  Birmingham  district. 
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Mr.  Bacon.  There  has  been  no  vertical  shafts. 

Mr.  Danforth.  What  is  the  slope? 

Mr.  Bacon.  Two  thousand  three  hundred  feet  is  the  deepest. 

Mr.  Danforth.  Then  what  you  call  shafts  are  really  slopes;  they 
go  in  from  surrounding  the  outcrop,  and  then  slope  down  ? 

Mr.  Bacon.  They  go  down  at  an  angle;  start  from  the  surface  and 
go  down  at  an  angle. 

Mr.  Danforth.  Down  the  side  of  a  hill? 

Mr.  Bacon.  Yes. 

Mr.  Danforth.  Or  slope  downward  ? 

Mr.  Bacon.  Yes. 

Mr.  Danforth.  Do  you  mean  that  the  lower  end  of  the  slope  of 
the  shaft  is  2,300  feet  from  the  upper  end? 

Mr.  Bacon.  Two  thousand  three  hundred  feet  in  distance;  but  not 
a  vertical  distance. 

Mr.  Danfohth.  "What  is  the  vertical  distance? 

Mr.  Bacon.  About  600  feet. 

Mr.  Danforth.  And  that  is  as  deep  as  any  shaft  you  know  of  ? 

Mr.  Bacon.  As  deep  as  any  there. 

Mr.  Danforth.  Can  a  shaft  be  made  deeper  than  that  economi- 
cally? 

Mr.  Bacon.  They  are  running  more  than  6,500  feet  at  one  of  the 
copper  mines  in  the  Lake  Superior  district. 

Mr.  Danforth.  Yes ;  I  know  about  that.  But  about  this  Birming- 
ham district;  would  it  be  economical  operation  to  make  the  shaft 
deeper  ? 

Mr.  Bacon.  Oh,  Yes. 

Mr.  Danforth.  It  would  not  cost  them  any  more  to  operate  the 
iron  ore  bed,  the  mine? 

Mr.  Bacon.  Not  enough  to  show  on  the  cost  sheet,  because  as  I  say 
there  are  always  improvements  one  way  and  another  that  offset  the 
increased  cost. 

Mr.  Danforth.  That  was  one  of  the  objections  that  Mr.  Grasty 
had  to  these  separated  bits  of  ore,  or  ore  mines,  you  might  call  them, 
that  it  would  require  much  longer  and  deeper  shafts  to  reach  them 
than  he  considered  economical  operation. 

Mr.  Bacon.  "What  was  in  his  mind  was  there  would  have  been  only 
a  comparatively  few  tons  tributary  to  each  shaft. 

Mr.  Danforth.  But  in  this  district  you  speak  of  northeast  from 
Birmingham,  you  think  there  is  an  adequate  amount  of  iron  ore. 

Mr.  Bacon.  Oh,  I  think  so. 

Mr.  Danforth.  In  one  body  that  could  be  reached? 

Mr.  Bacon.  I  think  so.  It  would  have  to  be  acquired  from  differ- 
ent people  who  own  the  surface,  just  as  the  land  of  the  Tennessee  Co. 
was  acquired. 

Mr.  Danforth.  Is  it  owned  by  individuals  ? 

Mr.  Bacon.  By  farmers  generally. 

Mr.  Danforth.  And,  so  far  as  you  know,  not  owned  by  the  differ- 
ent mills  ? 

Mr.  Bacon.  Xo. 

Mr.  Danforth.  Or  companies? 

Mr.  Bacon.  No. 

Mr.  Danforth.  Steel  companies? 

Mr.  Bacon.  No. 
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Mr.  Yor.NG.  ^Ir.  (n-ii<ty  stated  his  limit  of  price  was  about  2  cents 
a  ton.     He  said  his  people  might  have  gone  to  3  cents  a  ton. 

Mr.  Bacon.  For  the  fee? 

Mr.  Young.  Yes;  2  cents  a  ton  on  the  estimated  ore.  Do  you 
think  that  might  have  had  something  to  do  with  the  difficulty  in  get- 
ting it? 

Mr.  Bacon.  That  is  more  than  anybody  has  paid  up  to  this  time, 
so  far  as  I  know. 

Mr.  Bartlett.  You  say  that  is  more? 

Mr.  Bacon.  It  is  more;  yes. 

Mr.  Barti.ett.  Then  his  price  was  a  fair  price,  was  it,  that  he 
offered  ? 

Mr.  Bacon.  It  is  more  than  was  paid  while  I  was  there. 

The  Chairman.  Well,  he  testified  that  he  never  made  an  offer  of 
^  or  3  cents,  but  that  he  was  authorized  to  offer  it,  and  he  never 
could  find  a  body  of  ore  of  sufficient  size  in  one  contiguous  block  to 
justify  him  even  buying  enough  iron  ore  to  mix  with  the  other;  that 
these  comjDanies  had  bouglit  alternate  sections  in  the  last  six  years, 
since  1905,  I  think,  and  in  such  a  way  as  to  leave  the  ores  there  now 
in  small  holdings. 

Mr.  Danforth.  What  he  testified  was  that  he  offered  as  high  as 
$.iOO.  At  page  5^05  of  the  record  Mr.  Gasty  says,  "  I  can  say  that 
the  land  in  there  was  valued  and  held  at  anywhere  from  $500  an  acre 
up  to  $1,000  an  acre."  Mr.  Young  was  examining  him.  Then,  at 
the  top  of  the  next  page,  he  says,  in  answer  to  Mr.  Reed,  that  $500  an 
acre  is  not  as  much  as  3  cents  a  ton.  I  can  not  find  anywhere  where 
he  says  he  offered  $500. 

The  Chairman.  I  did  not  say  he  did.  I  stated  he  was  authorized 
to  offer  that,  but  could  not  find  the  property. 

Mr.  Danforth.  Neither  do  I  find  anywhere  these  alternate  sec- 
tions were  divided  up. 

The  Chairman.  He  said  they  were  held  in  small  sections. 

Mr.  Bartlett.  He  says,  "  They  would  have  been  willing,  if  they 
could  have  gotten  property  which  was  situated  properly  and  there 
was  sufficient  tonnage  on  it  to  have  paid  that  much  if  the  ore  was  a 
good,  high  grade." 

Mr.  Danforth.  Where  is  that? 

Mr.  Barti.ett.  Just  below  where  you  were  reading,  on  page  5306. 

Mr.  Reed.  The  record  shows  the  Woodward  Co.  bought  125,000,000 
tons  last  year,  and  the  Republic  Co.  got  options  on  50,000,000  more. 
It  is  evident  that  Mr.  Gasty  could  not  have  looked  very  hard. 

The  Ch.\ir3ian.  That  might  be  true,  in  view  of  Mr.  Grasty's  testi- 
mony. My  impression  is  Mr.  Grasty  made  the  statement  on  the 
stand — I  know  he  explained  it  to  me  fully — that  the  companies  now 
there  can  buy  vast  holdings,  because  they  already  have  holdings 
stretching  all  over  that  whole  region,  and  they  can  take  in  10  acres 
or  20,000  tons,  a  little  patch  adjacent  to  them  anywhere.  But  the 
man  who  has  no  holdings  at  all  can  not  go  into  that  checker-boarded 
section  and  buy  a  large  contiguous  body  of  ore. 

Mr.  Reed.  As  I  remember  the  testimony,  it  was  that  this  Woodward 
purchase  of  125,000,000  tons  was  practically  in  one  solid  block. 

The  Chairsian.  There  is  no  testimony  in  this  record  to  that  effect. 

Mr.  Eeed.  Somebody  testified  to  that.  I  do  not  remember  where 
it  is. 
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Mr.  Gardner.  What  is  that  ? 

Mr.  Reed.  About  the  purchase  by  the  Woodward  Co.  of  a  very 
large  tonnage  of  ore  in  Shades  Valley  last  year. 

The  Chairjian.  There  is  nothing  in  this  record. 

Mr.  Danforth.  Perhaps  it  was  when  this  investigation  began  that 
that  testimony  appeared. 

Mr.  Young.  It  may  have  been  while  we  were  in  New  York. 

Mr.  Gardner.  How  long  ago  was  that  ? 

Mr.  Reed.  I  do  not  remember.     I  have  it  very  clearly  in  my  mind. 

The  Chairman.  Does  anybody  care  to  ask  Mr.  Bacon  anything 
further?  If  not,  we  will  excuse  you,  Mr.  Bacon.  We  are  very 
grateful  to  you  for  your  attendance. 

STATEMENT  OF  JOSEPH  SELLWOOD. 

The  witness  was  sworn  by  the  chairman. 

Mr.  Young.  Mr.  Sellwood,  what  was  your  first  experience  in  and 
about  mines,  and  when  ? 

Mr.  Sellwood.  I  commenced  to  work  when  I  was  a  very  small  boy 
in  the  mine^,  about  9  years  old. 

Mr.  Bartlett.  That  is  not  long  ago? 

Mr.  Sellwood.  It  is  a  good  while  ago. 

Mr.  Young.  Where? 

Mr.  Sellwood.  Cornwall,  England. 

Mr.  Young.  How  long  did  you  continue  working  in  that  way  ? 

Mr.  Sellwood.  I  worked  there  until  I  was  about  18  3^ears  old. 

Mr.  Young.  Underground? 

Mr.  Sellwood.  Underground. 

Mr.  Young.  What  did  you  do  then? 

Mr.  Sellwood.  I  came  to  America  when  I  was  about  18 — in  1865. 

Mr.  Young.  Where  did  you  go  in  this  country  ? 

Mr.  Sellwood.  I  went  to  the  copper  country,  in  Michigan. 

Mr.  Reed.  Houghton  County? 

Mr.  Sell-wood.  I  went  to  Ontonagon  County. 

Mr.  Young.  How  long  did  you  remain  in  the  copper  country  ? 

Mr.  Sellwood.  About  five  years. 

Mr.  Young.  What  were  you  doing  there  ? 

Mr.  Sellwood.  I  was  working  underground  as  a  miner. 

Mr.  Young.  Taking  contracts  or  working  by  the  day  ? 

Mr.  Sellwood.  I  was  contracting. 

Mr.  Young.  Doing  the  work  yourself — the  actual  work — of  mining 
and  drilling? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  That  was  before  the  day  of  power  drills? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  And  from  Ontonagon  County  where  did  you  go? 

Mr.  Sellwood.  I  went  to  Marquette,  Mich. 

Mr.  Young.  What  did  you  do  there  ?  _ 

Mr.  Sellwood.  I  went  to  work  in  the  iron  mines. 

Mr.  Young.  At  what  point  ? 

Mr.  Sellwood.  At  Ishpeming. 

Mr.  Young.  At  what  mine  ? 

Mr.  Sellwood.  The  New  York  mine. 
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Mr.  YoxjNG.  "What  year  was  that  ? 

Mr.  Sellwood.  In  1870. 

Mr.  Young.  How  long  did  you  remain  at  the  New  York  mine? 

Mr.  Seixwood.  I  would  say  about  eight  years. 

Mr.  YoiTNG.  Taking  out  ore  on  contract? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  YotTNG.  That  would  bring  it  up  to  1878  ? 

Mr.  Sellwood.  Yes.  But  I  operated  in  the  Cleveland  mine  and 
the  New  York  mine ;  for  some  time  in  both. 

Mr.  Young.  Up  to  what  time  ? 

Mr.  Sellwood.  I  went  to  work  with  the  Cleveland  mine  and  New 
York  mine  in  1874.  I  left  the  Cleveland  mine  in  1882.  The  New 
York  mine  I  had  left  some  time  before  that. 

Mr.  Young.  Where  did  you  go  in  1882? 

Mr.  Setjlavood.  I  superintended  the  Dexter,  the  Argyle,  the  Boston, 
the  Paschal :  and  around  Ishpeming,  at  the  Champion,  until  1885. 

Mr.  Young.  AATiere  did  you  go  then? 

Mr.  Sellwood.  I  went  to  the  Colby  mine,  at  Bessemer,  in  the 
Gogebic  Range. 

Mr.  Young.  Was  that  when  the  Gogebic  was  first  opened  up? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  How  long  did  you  remain  with  the  Gogebic? 

Mr.  Sellwood.  I  remained  there  until  the  1st  of  November,  1888. 

Mr.  Young.  Then  3'ou  went  to  Minnesota  ? 

Mr.  Sellavood.  I  went  to  Minnesota  the  1st  of  January,  1888, 
spending  one  week  at  each  place — one  week  at  Bessemer  and  one  week 
at  the  Champion  and  Chandler  mines. 

Mr.  Young.  What  were  you  doing  in  Minnesota? 

Mr.  Sellwood.  I  opened  up  the  Chandler  mine. 

Mr.  Young.  For  whom? 

Mr.  Sellwood.  For  the  Minnesota  Exploration  Co.  and  the  Minne- 
sota Iron  Co.,  jointly. 

Mr.  Young.  It  became  the  property  of  the  Minnesota  Iron  Co., 
did  it  not? 

Mr.  Sellwood.  Yes ;  it  did. 

Mr.  Young.  Then  you  remained  with  the  Minnesota  Iron  Co.  for 
some  time  'i 

Mt.  Sellwood.  Yes:  I  was  with  the  Minnesota  Co.  until  1897 — not 
all  the  time  with  the  Cliandler,  however. 

Mr.  Young.  In  what  capacity  were  you  with  the  Minnesota  Iron 
Co.? 

Mr.  Sellwood.  I  was  general  manager  of  the  Chandler  mine  until 
November,  1892. 

Mr.  Young.  Then  what? 

Mr.  Sellwood.  Then  I  left  the  Chandler  mine  and  took  charge 
of  exploration?  on  the  Mesabi  Range.  It  is  about  the  time  the 
Mesabi  Eange  opened  up.  I  really  did  not  do  much  exploration,  but 
just  followed  up  the  different  work  which  was  being  done  there. 

Mr.  Young.  What  was  your  position  with  the  company  then  ? 

Mr.  Sellwood.  They  called  me  vice  president  of  the  railroad,  the 
Duluth  &  Iron  Range  Railroad. 

Mt.  Young.  You  remained  there  on  the  Mesabi  until  when? 

Mr.  Sellwood.  I  remained  with  the  Duluth  &  Iron  Range,  or  the 
Minnesota  Iron  Co.,  until  1897. 
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Mr.  Young.  What  have  you  been  doing  since  then? 

Mr.  SEUiWOOD.  I  have  been  managing  different  mines  of  my  own 
and  interested  in  some  of  Pickands,  Mather  &  Co. 

Mr.  Gardner.  Were  you  with  the  Minnesota  Iron  Co.  up  to  the 
time  of  its  absorption  by  the  Federal  Steel  Co.  ? 

Mr.  Sellwood.  No,  sir;  I  did  some  work  for  Mr.  Gates — the 
American  Steel  &  Wire;  looked  after  their  mines  after  I  left  the 
Minnesota  Iron  Co.,  and  several  mines  of  mj"  own. 

Mr.  Young.  Then  practically  since  1856,  when  you  were  9  years 
old,  you  have  been  engaged  in  the  mining  business,  first  as  a  common 
laborer  and  last  as  a  manager  and  superintendent  of  large  prop- 
erties? 

Mr.  Sellwood.  Yes,  sir.  I  never  drew  a  dollar's  salary  outside 
of  a  mining  company  in  my  life. 

Mr.  Young.  Are  you  familiar  with  the  ore  deposits  in  Michigan 
and  Minnesota? 

Mr.  Sellwood.  Quite  familiar;  yes. 

Mr.  Young.  You  have  seen  that  whole  business  grow,  have  yon 
not,  from  a  little  nucleus  at  Ishpeming  and  Negaunee  to  its  present 
proportions  ? 

Mr.  Sellwood.  I  have  seen  it  grow  from  an  output  of  about 
500,000  tons  to  43,000,000  tons. 

Mr.  Young.  All  of  which  you  saw  and  a  large  part  of  which  j'ou 
worked  up  ? 

Mr.  Sellwood.  I  helped  to  open  every  range  except  the  Marquette 
Eange. 

Mr.  Young.  Have  you  been  connected  with  the  making  of  esti- 
mates as  to  the  amount  of  ores  in  the  Minnesota  ranges? 

Mr.  Sellwood.  Yes,  sir.  It  was  virtually  my  business  after  T 
left  the  Chandler  mine,  from  1802  until  1897.  I  was  working  for  the 
Minnesota  Iron  Co.,  or  the  Duluth  &  Iron  Eange,  and  picked  up  all 
the  properties,  bought  all  the  properties  for  them,  and  bought  all  the 
properties  of  the  American  Steel  &  Wire  Co.  on  the  Mesabi  Eange. 
and  also  Marquette  and  Menominee  afterwards. 

Mr.  Young.  You  remained  with  the  American  Steel  &  Wire  until 
its  absorption  by  the  Steel  Corporation  ? 

Mr.  Sellwood.  Yes,  sir ;  and  about  a  year  afterwards.  I  left  them 
the  last  of  December,  1902, 1  think  it  must  have  been. 

Mr.  Young.  What,  in  your  judgment,  is  the  extent  of  the  deposits 
on  the  Mesabi  Eange  of  available  ores  to-day  ? 

Mr.  Sellwood.  At  this  time? 

Mr.  Young.  Yes. 

Mr.  Sellwood.  Well,  I  would  say  anywhere  from  1.300,000,000  to 
1,400,000,000. 

Mr.  Gardner.  I  would  like  to  know  what  the  witness  understands 
by  the  word  "  available?  " 

Mr.  Sellwood.  All  that  is  developed. 

Mr.  Gardner.  That  is,  that  can  be  used,  of  sufficient  metallic  con- 
tent, so  that  it  can  be  used  by  present  known  methods  ? 

Mr.  Sellwood.  Yes,  sir ;  merchantable  ore. 

Mr.  Gardner.  And  merchantable  ore  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  You  do  not  include  in  that  the  possible  ores  that  ha\'e 
not  been  developed  in  that  district  ? 
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Mr.  Sellwood.  No.  I  just  include  what  is  known  of,  but  the 
country  is  very  well  developed.  There  has  been  very  little  ore  dis- 
covered there  in  the  last  three  or  four  years. 

Mr.  YoTJNG.  About  what  proportion  of  the  ore  of  the  Mesabi  i< 
owned  by  the  Steel  Corporation,  leaving  the  Hill  leases  entirely  out 
of  calculation? 

ilr.  Sellwood.  According  to  the  tax  commission's  estimate  of  May, 
1902,  there  is  about  550,000,000  tons,  and  I  think  that  is  pretty  near 
correct,  according  to  mv  own  judgment. 

Mr.  Young.  That  they  own  about  550,000,000  tons  '>. 

Mr.  Sellwood.  I  wniild  say  ^n.     This  i'^  on  the  Mesabi  Kange? 

Mr.  Young.  Yes. 

Mr.  Gardner.  You  gave  the  whole  total  on  tlie  Mesiilai  Range  a*- 
1.000.000.000. 

Mr.  Sellwood.  About  l.-SOO.OOO.OOO  tons. 

Tlie  CiiAiRjiAN.  ^Vhiit  docr  the  tax  commission  estimate  the  (jre 
there? 

Mr.  Sellwood.  Thev  i-slimate  about — I  think  it  is  better  than 
1,300,000,000. 

Mr.  Young.  l.^flS.O'^^in.OOO.  according  to  their  hist  report,  made  in 
1911. 

Mr.  Sellwood.  They  made  a  little  more  than  that,  I  think,  Mr. 
Young,  last  year  than  it  was  two  years  ago.  It  was  not  because 
they  found  more  ore.  but  the  tax  commission  took  hold  of  that  about 
five  or  six  years  ago.  and  at  that  time  a  good  many  of  the  inde- 
pendent miners  put  in  a  ton  low  estimate  and  they  revised  it — sent 
men  from  the  university  to  examine  all  the  blue  prints  and  all  the 
mines — and  in  that  way  brought  up  the  amount  of  ore.  It  is  not 
that  they  have  found  much  more  since  that  time. 

Mr.  Young.  But  the  tax  commission  found  more — which  they 
knew  about. 

Mr.  Sellwood.  Yes.  They  fotind  that  the  miners  or  operators 
put  in  too  low  an  estimate  in  the  first  place. 

Mr.  Young.  They  were  anxious,  I  suppose,  to  get  off  with  as  light 
taxes  as  possible. 

Mr.  Sellwood.  Yes. 

]\[r.  Reed.  Are  you  ^peaking  of  the  Steel  Corporation  when  you 
speak  of  the  miners? 

Mr.  Seixwood.  Ko.  sir:  I  do  not.  T  referred  more  especially  to 
the  independent  operators.  Tlie  .'^teel  Corporation  always  has  been 
very  fair. 

Mr.  Young.  You  say  that  your  judgment  agrees  pretty  closely 
Avith  the  tax  commission's  ? 

^Ir.  Sellwood.  It  doe-. 

Mr.  Young.  About  how  much  ore  is  there  on  the  Vermilicm 
Range  ? 

Mr.  Sellwood.  Tlie  Yermilion  Range  is  not  as  easy  to  estimate, 
because  the  veins  are  vertical :  but  it  is  very  small  compared  with 
tlie  Mesabi.  I  do  not  think  that  anyone  would  go  on  record  for 
more  than  25  or  30  million  on  the  Yermilion  Range.  I  would  n(-t. 
Xo  one  can  see  half  of  it. 

Mr.  YouG.  Is  there  any  developed  property  on  the  Vermilion 
Range  not  owned  by  the  Steel  Corporation? 
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Mr.  Sellavood.  There  is  one  partially  developed,  known  as  sec- 
lion  30. 

Mr.  You:^G.  That  is  the  St.  Clair  property? 

Rlr.  Sell  WOOD.  Yes ;  the  St.  Clair  property. 

The  Chairman.  What  per  cent  is  that  of  the  total  deposit  of  ore 
in  that  vein? 

Mr.  Sbllwood.  That  is  not  fully  developed.  I  would  say  that  they 
have  not  shown  up  a  million  tons  a  year. 

The  Chairman.  What  would  you  estimate  the  tonnage  of  the 
Vermilion  Range  at? 

Mr.  Sei,lwood.  I  would  not  put  it  to  exceed  20,000,000.  No  one 
can  see  it.  The  vein  is  vertical,  and  it  is  not  explored  ahead;  the 
Mesabi  is  flat. 

Mr.  Reed.  The  tax  commission  put  it  about  8,000,000. 

Mr.  Sellwood.  Yes ;  I  think  there  is  more  than  8,000,000.  I  know 
the  Chandler  mine  is  pitching  in,  and  the  Pioneer,  the  Zenith,  and 
so  on.     I  opened  that  district  up. 

Mr.  Young.  There  has  been  a  great  deal  of  contradictory  testimony 
here  about  the  value  of  these  properties.  One  witness  has  testified 
that  he  regarded  10  cents  a  ton  as  a  good,  liberal  price  for  ore  in  the 
ground  in  Minnesota.  Mr.  Hill,  on  the  contrary,  testified  that  he 
thought  his  ores  on  what  was  known  as  the  Hill  land  were  from 
$1.50  to  $2  a  ton.  We  have  all  sorts  of  figures  in  between.  The  last 
figures  of  the  Minnesota  Tax  Commission  value  the  Minnesota  mining 
properties  at  $232,000,000.  And  they  say  that  that  they  regard  as 
about  40  per  cent  of  their  value.  They  do  not  put  it  in  those  words. 
They  say  that  the  average  rate  of  taxation  in  Minnesota  is  about  40 
per  cent,  and  they  have  tried  to  put  these  mines  on  a  j^ar  with  the 
other  property,  which  would  bring  it  up  to  five  hundred  and  sixty- 
odd  millions. 

Xow  from  the  large  experience  that  you  have  had  buying  these 
properties — and  you  have  bought  and  sold  a  good  many  properties 
yourself,  have  you  not,  Mr.  Sellwood? 

Sir.  Sellwood.  Yes,  sir. 

Mr.  Young.  I  would  like  your  estimate  as  to  what  those  properties 
are  worth  now,  in  your  judgment. 

Mr.  Sellwood.  Now? 

Mr.  Young.  Yes. 

Mr.  Sellwood.  Well,  that  question  is  pretty  hard  to  answer,  Mr. 
Young.  In  the  first  place,  there  is  a  difference  of  7.5  cents  a  ton 
between  the  Bessemer  and  non-Bessemer. 

Mr.  Young.  I  understand. 

Mr.  Sellwood.  Seventy-five  cents  a  ton. 

i\lr.  Young.  In  the  market,  you  mean? 

Mr.  Sellwood.  Yes,  sir ;  in  the  market.  So  that  would  make  Bes- 
semer ore  worth  more  at  the  market  by  75  cents  than  non-Bessemer. 
Then  you  might  get  a  non-Bessemer  mine  that  is  high  and  dry,  and 
you  could  strip  it,  which  would  be  worth  a  good  deal  more  than  if 
under  ground  and  you  had  to  pump  100  gallons  of  water  a  minute. 
So  it  is  hard  to  fix  the  price.  The  Minnesota  tax  commission  as 
a  rule  assesses  all  real  estate  from  40  to  50  per  cent  of  its  value,  and 
they  have  assessed  the  value  of  these  ores  from  14  to  33  cents. 

]\"lr.  Gardner.  From  14  to  33  ? 

Mr.  Sellwood.  Yes,  sir. 
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Mr.  Gardner.  And  that  is  supposed  to  be  from  40  to  50  per  cent 
of  their  true  value? 

Mr.  Sellwood.  Yes,  sir.  There  are  the  figures  and  all  the  mines 
[indicating  a  table]. 

Mr.  Gardner.  Can  we  have  that  included  in  the  record? 

Mr.  YoTJNG.  That  may  be  more  complete  than  Anything  we  have. 
Does  that  have  the  separate  mines  ? 

Mr.  Sellwood.  Yes;  these  are  1909  figures. 

Mr.  Gardner.  I  would  like  to  have  this  go  in  the  hearing. 

Mr.  Young.  Will  you  let  us  have  this? 

Mr.  Sellwood.  Yes.  sir;  if  you  will  return  it  to  me  after  it  has 
been  copied. 

Mr.  Young.  I  will  offer  this  statement  in  evidence  in  connection 
with  Mr.  Sellwood's  testimony. 

The  statement  referred  to  was  marked  "  Sellwood  Exhibit  No.  1," 
and  will  be  found  at  the  end  of  to-day's  record. 

Mr.  Young.  Now,  I  want  to  know  how  your  own  judgment,  being 
a  man  who  has  had  large  experience  in  buj-ing  and  selling  these 
properties,  agrees  with  these  figures. 

Mr.  Sellwood.  Now,  Mr.  Young,  it  is  a  great  big  question.  You 
take  a  large  body  of  ore,  100,000,000  tons,  and  put  it  in  at  $1  a  ton. 
and  pay  interest,  and  see  what  it  would  amount  it.  It  is  a  different 
proposition  if  you  have  a  small  proposition — 5.000,000  tons — where 
you  can  take  it  out  in  two  or  three  years. 

Mr.  Young.  That  would  not  be  worth  any  such  amount. 

Mr.  Sellwood.  No;  of  course  it  is  not.  There  is  a  great  deal  of 
difference  between  taking  50  cents  a  ton  cash  for  the  100,000,000  tons 
of  ore  and  waiting  a  hundred  years  and  getting  a  dollar. 

The  Chairman.  Right  at  that  point,  what  can  you  buy  the  ore  for, 
say,  if  there  is  any  of  it  there  left? 

Mr.  Young.  Ore  lands. 

The  Chairman.  Suppose  you  know  there  are  50,000,000  tons  of 
non-Bessemer  ore  which  has  been  drilled  with  an  overburden  of, 
say,  15  feet  of  soil;  there  is  the  average  facility  for  getting  it  out, 
there  being  no  more  than  the  usual  amount  of  water  and  pumping, 
or  anything  of  that  kind,  and,  as  I  say,  the  average  amount  of  over- 
burden, just  the  usual  soil  conditions  over  it^ ■ 

Mr.  Sellwood  (interposing).  There  is  not  any  such  proposition, 
to  have  50,000,000  tons. 

The  Chairman.  Is  there  not  50,000,000  tons  for  sale  there  any- 
where ? 

Mr.  Sellwood.  No. 

The  Chairman.  Is  there  not  20,000,000  tons  for  sale  there? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  Is  there  not  10,000,000  tons  there  for  sale  ? 

Mr.  Sellwood.,  Not  at  one  place,  because  the  big  deposits  are  owned 
by  the  United  States  Steel,  Jones  &  Laughlin,  the  Lackawanna  Steel 
Co.,  and  other  manufacturers  of  steel. 

The  Chairman.  There  is  no  ore  left  there  then  ? 

Mr.  Sellwood.  I  did  not  say  that.  I  say  there  is  not  ten  or  twenty 
million  of  deposit  there. 

Mr.  Gardner.  You  are  speaking  now  of  the  Mesabi  ? 

Mr.  Sellwood.  Yes,  sir. 
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The  Chairman.  It  is  practically  all  preempted  by  various  mining 
companies  ? 

Mr.  Sellwood.  Yes,  sir;  there  are  five  or  six  hundred  thousand 
tons  and  up  to  two  or  three  million  tons,  but  none  of  that  is  ever 
bought  for  cash.  I  sold  a  piece  of  property  to  Jones  &  Laughlin 
five  or  six  years  ago,  about  8,000,000  tons.  We  were  paying  a 
royalty  of  36  cents  a  ton.  I  sold  it  to  them  for  $2,000,000,  and  I 
took  their  notes  payable  $100,000  a  year  with  5  per  cent  interest.  I 
could  not  have  gotten  a  million  out  of  it  in  cash. 

The  Chairman.  Here  is  what  I  am  trying  to  get  at.  You  find 
25,000,000  tons — we  will  use  that  amount  hypothetically — in  a  body, 
and  instead  of  leasing  you  purchase.  You  say,  "  I  want  to  buy  this 
25,000,000  tons  of  ore."  What  would  be  a  fair  price  for  that  ore  to 
buy  it  all  in  one  lot,  whether  you  pay  for  it  in  notes  or  cash  ? 

Mr.  Sellwood.  I  do  not  think  I  would  pay  over  25  or  30  cents  a 
ton,  but  I  would  rather  pay  a  dollar  a  ton  royalty. 

Mr.  Gardner.  You  say  that  the  royalty  which  you  were  paying 
on  this  parcel  of  ore  land  was  36  cents? 

Mr.  Sellwood.  Yes^  sir. 

Mr.  Gardner.  And  you  sold  it  for  a  bonus  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Which  was  equivalent  to  25  cents  a  ton. 

Mr.  Sellwood.  $2,000,000. 

Mr.  Gakdner.  That  is  equivalent  to  25  cents  a  ton. 

Mr.  Sellwood.  Yes,  sir ;  and  we  took  their  notes. 

Mr.  Young.  The  notes  bear  interest. 

Mr.  Sellwood.  We  took  their  notes  with  5  per  cent  interest. 

Mr.  Gardner.  That  is  equivalent  to  cash. 

Mr.  Sellwood.  Just  about.     I  would  sooner  have  it. 

Mr.  Gardner.  That  particular  ore  land  you  are  speaking  of  there 
was  evidently  worth  61  cents. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Down  in  the  ground. 

Mr.  Sellwood.  But  that  was  a  Bessemer  ore,  and  a -stripping  prop- 
osition.    You  could  mine  it  with  a  steam  shovel. 

Mr.  Gardner.  That  is  to  say,  it  was  the  best  imaginable  proposi- 
tion? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  What  percentage  of  metallic  content? 

Mr.  Sellwood.  That  would  average  better  than  60  per  cent,  and 
about  4  or  5  per  cent  phosphorus.    ,      ,    ,  ^ 

Mr.  Gardner.  The  price  of  ore  lands  has  advanced  a  great  deal 
in  the  last  10  years;  has  it,  or  not? 

Mr.  Sellwood.  Yes ;  in  10  years. 

Mr.  Gardner.  Has  it  advanced  enormously? 

Mr.  Sellwood.  No ;  not  very  much.  You  take  a  year  like  this,  and 
you  can  hardly  sell  any  product.  We  are  getting  $1.10  a  ton  less 
to-dav  than  we  got  two  years  ago  for  ore. 

Mr  Gardner.  You  say,  in  your  opinion,  or  rather  m  the  opinion 
of  the  tax  commissioners,  ore  lands  are  valued  at  from  14  to  33  cents? 

Mr.  Sellavood.  That  is  the  valuation  they  put  on  it. 

Mr!  Gardner.  And  that  is  40  to  50  per  cent  of  their  true  value  ? 

31.572— Xo.  01—1 2 i 
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Mr.  Sellwood.  I  did  not  say  that.  I  say  they  assess  real  estate 
generally  at  from  40  to  50  per  cent.  That  is  supposed  to  be  what 
they  do. 

Mr.  Gardner.  And  they  attempt  in  this  case  to  equalize  mines  to  a 
real-estate  basis  for  taxation? 

Mr.  Sell  WOOD.  I  would  think  so. 

Mr.  Gardner.  That  figures  out  from  35  cents  minimum  to  60  cents 
maximum  a  ton  in  the  ground? 

]\Ir.  Sellwood.  Yes. 

Mr.  Gardner.  And  that  is  as  of  the  date  1909  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Cast  back  your  memory  to  1901  for  instance,  and 
in  order  that  I  may  fix  the  date  in  your  memory,  that  was  the  time 
that  the  United  States  Steel  Corporation  was  formed. 

Mr.  Sellwqod.  Yes,  sir. 

'Sir.  Gardner.  '\ATiat  was  the  value  of  the  ore  lands — that  is,  the 
fee  value  of  the  ore  lands — per  ton  acquired  by  the  United  States 
Steel  Corporation  at  that  time? 

Mr.  Sellwood.  I  could  not  say  what  it  was. 

Mr.  Gardner.  You  are  aware  that  in  1902  in  court  proceedings 
they  valued,  I  think,  700,000,000  tons  at  a  round  figure  of  $1  a  ton 
in  the  ground. 

Mr.  Sellwood.  I  heard  so. 

Mr.  Gardner.  Does  that  strike  you  as  being  a  conservative  valu- 
ation? 

Mr.  Sellwood.  No  ;  I  think  it  was  very  excessive  at  the  time. 

Mr.  Gardner.  You  thought  it  excessive? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Should  you  have  said  it  was  excessive  if  the  valu 
ation  had  been  50  cents  instead  of  $1  ? 

Mr.  Sellwood.  I  would  at  that  time,  because  we  could  have  bought 
it  much  cheaper  at  that  time. 

Mr.  Gardner.  You  could  have  bought  it,  the  fee  simple,  much 
cheaper  at  that  .time? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Do  you  think  you  could  have  bought  it  at  30  cents 
a  ton  at  that  time? 

Mr.  Sellwood.  Xot  all  of  it,  but  a  good  deal  of  it. 

Mr.  Gardner.  I  call  your  attention  to  the  fact  that  a  great  deal 
of  that  was  leased.  I  think  700,000,000  tons  was  leased  land.  On 
some  of  it  they  were  paying  royalties.  I  think  in  the  State  of  Minne- 
sota they  were  paying  25  cents  royalty  at  that  time. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Therefore  the  only  value  to  them  must  ha\'e  been 
the  bonus  value  of  their  leased  lands? 

Mr.  Sellwood.  Yes;  but  they  owned  some  in  fee. 

Mr.  Gardner.  About  half,  at  the  utmost,  was  owned  in  fee,  if  I 
recollect  right. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Now,  then,  taking  that  into  consideration,  that  one 
half  is  owned  in  fee,  the  other  half  on  leases,  have  you  ever  formed 
any  estimate  which  would  enable  you  to  say  what  a  fair  valuation 
of  those  700,000,000  tons  would  have  been  in  1901  ? 
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Mr.  Sell  WOOD.  No;  I  do  not  know  that  I  have;  but  it  would  not 
have  been  worth  anything  near  that  amount.  It  could  be  bought 
for  much  less  at  the  time. 

Mr.  Gardner.  It  is  rather  an  important  point  for  us  to  get  some 
sort  of  figures  on,  because  the  whole  question  of  the  capitalization 
of  the  United  States  Steel  Corporation  is  involved  in  that  valuation 
of  ore  lands. 

Mr.  Sellwood.  There  is  an  awful  difference  between  paying  25 
cents  a  ton  on  ore  when  you  take  it  out  than  what  it  is  to  buy  it  in 
fee  for  25  cents.  As  a  matter  of  fact,  where  you  buy  a  piece  of  ore 
where  the  interest  is  more  on  it  than  the  royalty,  you  had  better  pay 
the  royalty. 

The  Chairman.  I  believe  you  have  a  ratio  for  the  sale  of  that  ore 
out  there  fairly  well  fixed.  In  selling  those  ores  if  you  have  the 
royalty,  is  there  not  a  corresponding  fee  fixed  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  What  is  that?  Say  a  man  who  has  a  lease  on  a 
body  of  ore  for  50  years,  and  he  is  paying  25  cents  a  ton  for  it,  what 
would  that  ore  be  worth  if  you  wanted  to  buy  it,  fee  outright,  esti- 
mating the  leasehold  was  a  fair  valuation? 

Mr.  Sellwood.  You  can  not  quite  figure  it  that  way.  If  you  will 
let  me  tell  you  something  that  occurred  to  John  W.  Gates — perhaps 
you  all  know  him.  You  know  of  him,  at  least.  I  was  looking  after 
his  mine,  and  he  wanted  me  to  give  an  estimate  on  the  cost  of  ore 
from  different  mines  for  the  following  year.  I  said,  "  What  are  you 
going  to  call  the  cost?"  He  said,  "  We  will  call  the  mining  royalty 
the  cost,  and  we  will  take  care  of  the  fee."  I  said,  "  Here  is  the 
Saltry  mine.  You  paid  $700,000  for  it,  and  you  want  to  take  out 
100,000  tons."  "  Yes."  "  Well,  at  6  per  cent  that  would  make  42 
cents  a  ton  interest.  You  take  out,"  I  said,  "  one  hundred  thousand 
tons  and  it  is  not  worth  as  much.  How  much  are  you  going  to 
allow  for  depreciation?"  He  said,  "Make  it  5  cents."  "All  right, 
we  will  make  it  5  cents." 

You  could  buy  that  for  25  cents  a  ton,  because  it  was  a  steam- 
shovel  proposition.  That  was  72  cents.  That  is  the  Peak  mine. 
We  bought  the  Albany  for  15  cents  less,  right  adjoining,  and  we 
paid  no  Donus  for  it. 

I  said,  "  Here  is  your  mining  at  25  cents  a  ton,  and  just  across 
the  line 'your  15  cents  a  ton.  That  is  just  40  cents  on  the  leased 
property,  against  72  cents  on  your  fee.  You  can  see  the  way  that 
will  work  out."  He  said,  "  It  don't  pay  to  own  fee  property."  I 
said,  "  Not  when  you  pay  that  price." 

The  interest  there  and  the  sinking  fund  was  more  than  the  cost. 

The  Chairman.  I  have  heard  it  stated — I  do  not  know  how  true 

it  is by  gentlemen  who  owned  some  ore  properties  out  there,  that 

on  the  average  the  fee  is  worth  about  33'^  per  cent  of  the  royalty  per 
ton.  That  is,  if  it  is  leased  at  25  cents  a  ton  royalty  and  it  is  a  large 
body  of  ore,  the  fee  to  it  would  be  worth  8  cents  a  ton. 

Mr.  Sellwood.  That  is  right;  that  is  the  basis  we  figure  on. 

Mr.  Gardner.  That  would  depend  a  good  deal  on  the  length  of 

tiniG* 

Mr.  Sellwood.  Yes ;  that  is  the  figure  we  have  used  there. 

The  Chairman.  That  is  for  25  years? 

Mr.  Sellwood.  Yes,  sir;  that  is  about  the  basis  they  settle  on. 
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Mr.  Gardner.  It  would  depend  on  the  length  of  the  leases? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  What  is  the  length  of  the  school  leases? 

Mr.  Sellwood.  I  am  not  sure,  but  it  is  my  impression  50  years. 

Mr.  Young.  Well,  Mr.  Sellwood,  here  is  another  thing  you  have 
to  consider.  It  is  not  always  the  length  of  the  lease,  but  it  is  the 
amount  of  the  ore  and  how  fast  you  will  probably  use  it. 

Mr.  Sellwood.  That  is  the  idea  exactly. 

Mr.  Young.  Suppose,  for  instance,  a  large  concern — we  will  say 
the  United  States  Steel  Corporation — if  they  did  not  have  this  ore 
they  are  using  now  and  they  could  get  a  property  with  twenty-five 
or  thirty  million  tons  on  it,  do  you  figure  the  taking  of  that  out  the 
first  year  would  be  a  very  different  proposition  to  them  than  it  would 
be  to  a  conrei-n  that  would  only  use  a  million  tons  a  year? 

Mr.  Sellwood.  Yes:  or  an  independent  shipper  that  could  not 
sell  over  2.50.000. 

Mr.  Young.  So  you  have  to  consider  all  that? 

Mr.  Sellwcod.  All  those  things;  yes,  sir. 

Mr.  Young.  In  arriving  at  it? 

Mr.  Sellwood.  Yes,  sir;  those  figures  I  have  just  given  you,  if 
that  product  was  1.000.000  tons  instead  of  100,000  tons,  the  result 
would  be  entirely  different. 

Mr.  Young.  Certainly. 

Mr.  Sellwood.  There  are  so  many  things  to  be  taken  into  con- 
sideration. 

Mr.  Young.  That  is  the  Saltry  proposition? 

Mr.  Sellwood.  Yes,  sir. 

INIr.  Young.  You  bought  the  Saltry  i)roperly  for  .Mr.  (iiitcs? 

Mr.  Sellwood.  Xo  ;  Mr.  Gates  bought  that  just  before  T  went  with 
him.    I  opened  it  up  for  him. 

Mr.  Young.  You  looked  it  up? 

Mr.  Sellwood.  Xo,  sir;  it  was  just  before  I  went  with  him.  I 
opened  it  up,  I  said. 

Mr.  Young.  Xow,  we  did  not  quite  finish  your  examination  with 
regard  to  the  quantity  of  these  ores.  You  estimated  that  on  the  Me- 
sabi  the  Steel  Corporation  had  about  .5.50,000,000  of  tons.  Could 
you  estimate  about  what  ore  there  is  on  that  Hill  property,  what  are 
known  as  the  Hill  properties?  They  embrace  a  lot  of  properties  that 
the  Hill  syndicate  did  not  own.  Those  that  were  embraced  in  the 
lease  to  the  Steel  Corporation  and  the  other  Hill  properties  that  are 
left  out,  some  30.000  acres,  a  good  many  of  which  were  bought  or 
rented  entirelv. 

Mr.  Sellwood.  I  would  say  at  least  2.50,000,000  tons.  That  is 
taking  all  the  lands  Mr.  Hill  owned  and  those  he  leased  to  the  Steel 
Corporation,  which  he  did  not  own,  such  as  Longyear,  Bennett,  and 
Chism. 

Mr.  Reed.  Is  the  total  250,000,000? 

Mr.  Sellwood.  I  should  say  so.  I  would  figure  100,000,000  of 
that  belonged  to  outsiders. 

Mr.  Young.  That  would  make  about  800,000,000  for  the  Steel  Cor- 
poration and  the  Hill  lands.  That  would  leave  something  from 
550,000,000  to  600,000,000  for  the  other  owners,  on  your  figures. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Do  you  know  about  how  that  is  divided  up? 
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Mr.  Sellwood.  I  can  give  you  a  rough  estimate.  Xo  one  can  give 
you  the  exact  figures.  I  made  a  rough  estimate  on  the  train  on  my 
way  here  yesterday. 

I  have  Mr.  Hills's  ore,  150,000,000 ;  the  Longyear  lands,  100,000,- 
000,  which  makes  250,000,000 ;  the  Mahoning  ore  being  at  least  150,- 
000.000  tons. 

Mr.  Young.  Who  is  the  Mahoning  Co.  ?    "Who  owns  it? 

Mr.  Sellwood.  The  Cambria  Steel  Co.  got  a  half,  and  I  think  the 
Steel  Corporation  got  about  a  quarter.    Is  that  right,  Mr.  Reed  ? 

Mr.  Reed.  I  am  not  sure  about  it. 

Mr.  Young.  One  sixth. 

Mr.  Sellwood.  Perhaps  one-sixth. 

Snyder,  about  50,000,000;  Jones  &  Laughlin  got  75,000.000  tons; 
Pickands,  Mather  &  Co.  got  75,000,000  tons.  I'  think  Corrigan  & 
McKinney,  60,000,000.  I  would  say  the  Ridgeways,  about  25,000,000 ; 
the  Wisconsin  Steel  Co.  got  20,000^000. 

Mr.  Young.  "Who  were  the  Wisconsin  Steel  Co.? 

Mr.  Sellwood.  The  mining  department  of  the  International  Har- 
vester.    The  Biwobic  got  10,000,000. 
•  Mr.  Young.  Who  owned  the  Biwobic  ? 

Mr.  Sellwood.  That  is  owned  by  the  Brier  Hill  Co..  and  I  think 
perhaps  the  steel  company  have  got  about  one-sixth  interest  in  that. 

Mr.  Young.  Wlio  are  the  Brier  Hill  people? 

Mr.  Sellwood.  That  is  one  of  the  oldest  concerns  that  has  been  in 
the  iron  business. 

I  would  say  that  M.  A.  Hanna  &  Co.  have  got  50,000.000  tons. 
Most  of  the  balance  is  smaller.  I  have  not  added  those  figures  to- 
gether to  see  where  it  would  come  out.  I  put  in  all  the  others,  the 
little,  small  fellows  like  myself,  different  little  fellows  that  are  operat- 
ing, at  50,000,000  tons.  I  do  not  know  how  that  will  figure  out,  but 
in  round  numbers  that  is  about  where  it  is. 

Mr.  Young.  When  the  Mesabi  ores  first  came  into  the  market 
was  there  any  difficulty  about  using  them  in  the  furnaces? 

Mr.  Sellwood.  There  was. 

Mr.  Young.  What  was  the  trouble? 

Mr.  Sellwood.  The  ore  is  a  much  finer  ore  than  any  of  the  Lake 
Superior  ores,  and  has  too  much  dust,  and  there  would  be  explosions. 

Mr.  Young.  And  blow  up  the  furnaces? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  In  the  early  years  about  what  percentage  of  the  ore 
could  be  used  when  they  started  using  it  ? 

Mr.  Sellwood.  Mr.  Rattle,  one  of  the  great  experts,  said  they 
could  not  use  but  10  per  cent,  but  I  guess  they  starated  out  with 
10  or  15  or  25.  And  now  there  are  some  furnaces  that  use  it  en- 
tirely. 

Mr.  Young.  Did  this  affect  the  price  ? 

Mr.  Sellwood.  It  did. 

Mr.  Young.  Of  those  properties? 

Mr.  Sellwood.  It  did. 

Mr.  Young.  Did  it  affect  them  seriously? 

Mr.  Sellwood.  "V\^y,  yes.     Will  you  let  me  use  that  book  you  have 

there?  .     ,      „ 

Mr.  Young.  What  is  that? 
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Mr.  Sellwood.  By  Crowell  &  Murray.  The  first  shipment  of 
Mesabi  ore  in  1903,  and  if  you  will  notice  there  was  nothing  but 
Bessemer  ore  shipped  that  year  and  in  1904.  The  price  of  Bessemer 
ore  that  year  was  $3  a  ton;  the  next  year,  $2.35;  the  next  year, 
$2.15,  and  $1.90  for  the  non-Bessemer.  That  is  the  first  year  they 
shipped. 

The  Chairman.  This  is  lower  lake  ports? 

Mr.  Sellwood.  Yes,  sir.  I  want  to  see  about  the  Marquette.  Tlie 
Marquette  Bessemer  ore  in  1903  sold  at  $1.25  more,  $4.25  against  $'^, 
at  the  same  analysis.  In  1904  it  sold  at  $2.75  as  against  $2.35.  They 
were  getting  closer  together. 

In  1905  it  sold  at  $3.50  against  $2.15,  but  your  non-Bessemer  ore 
from  the  Mesabi  sold  at  $1.90  in  1905,  $2.15  in  1906,  $1.40  in  1907, 
and  $1.75  in  1908.     There  was  a  variation  of  about  $1  a  ton. 

The  Chairman.  1908? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  What  is  the  difference  in  1908  ? 

Mr.  Sellwood.  In  1908  the  Marquette  Bessemer  ore  sold  at  $4.50; 
the  Menominee  sold  at  $5 — ^all  the  same  analysis.  The  Mesabi  Bes- 
semer ore  sold  at  $4.75.  The  prices  have  been  coming  closer  together 
ever  since. 

In  1910  Marquette  Bessemer  ore  sold  at  $5;  Menominee  sold  at  $5; 
Vermilion  sold  at  $5 ;  and  Mesabi  sold  at  $4.75. 

The  Chairman.  What  year  is  that? 

Mr.  Sellwood.  1910. 

The  Chairman.  What  is  it  for  1907? 

Mr.  Sellwood.  In  1907  the  Marquette  ores  sold  at  $2.65  and  the. 
Mesabi  ore  sold  at  $2.25,  delivered  at  Lake  Erie  ports. 

Mr.  Young.  What  was  the  price  in  1909? 

Mr.  Sellwood.  In  1909  the  Marquette  ore  sold  at  $3.50;  Menomi- 
nee, $3;  Mesabi,  $2.40,  all  Bessemer  ores;  and  $2  a  ton  for  the  non- 
Bessemer. 

Mr.  Young.  How  about  in  1900? 

Mr.  Sellwood.  In  1900  the  Marquette  ore  sold  at  $6.48;  the 
Menominee  ore  at  $5.50;  the  Vermilion  ores — I  am  afraid  they  have 
that  wrong — $5.50.  Vermilion  they  have  got  in  too  low,  I  am  sure. 
But  the  Mesabi  ore  sold  at  just  $4.50,  $1  a  ton  below  the  Menominee, 
and  the  same  analysis,  55  natural. 

Mr.  Young.  Why  has  that  been?  That  continues  to  some  extent 
up  to  the  present,  does  it  not  ? 

Mr.  Sellwood.  Yes.  There  is  a  differential  now  of  about  25  cents. 
That  came  about  in  this  way :  The  Mesabi  ore  was  found  all  at  once. 
and  it  was  not  known  what  to  do  with  it.  People  did  not  know  the 
value  of  it,  and  there  was  too  much  on  the  market,  because  it  shipped 
cheap.  I  think  in  1910  it  shipped  30,000,000  out  of  42,000,000  for 
the  whole  district. 

Mr.  Young.  Is  it  not  true  that  when  the  Mesabi  came  into  the 
market  first  that  it  created  a  great  excess  of  available  ore  for  which 
there  was  no  demand? 

Mr.  Sellwood.  It  did. 

Mr.  Young.  And  at  the  same  time  we  had  a  panic  on  our  hands. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  those  two  influences  together  forced  the  prices  of 
all  ores  verv  low. 
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Mr.  Sellwood.  Yes.  They  delivered  ore  on  Lake  Erie  ports  in 
one  or  two  of  those  years  at  $1.75  and  $1.90,  which  was  less  than  the 
freight,  lake  and  rail,  to  say  nothing  about  mining,  royalty,  and  strip- 
ping. We  paid  80  cents  a  ton  rail  freight  and  they  paid  anywhere 
from  a  dollar  up  to  $1.50. 

Mr.  Young.  So  a  great  deal  of  it  was  sold  at  an  actual  loss  ? 

Mr.  Sellwood.  Yes,  sir.  The  Duluth  &  Iron  Range,  the  Minnesota 
Iron  Co.,  and  the  Lake  Superior  Consolidated  sold  it  for  just  about 
the  freight,  just  to  keep  the  railroads  going. 

The  Chairman.  We  will  suspend  at  this  point  until  to-morrow 
morning. 

Thereupon,  at  4.40  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Friday,  April  12,  1912,  at  10.30  o'clock  a.  m. 
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Committee  on  Investigation  or  the 

United  States  Steel  Corporation, 

House  of  Eepeesentatives, 

Friday,  April  12,  1912. 
The  committee  this  day  met,  Hon.  Augustus  O.  Stanley   (chair- 
man) presiding. 

FURTHER  STATEMENT  OF  MR.  JOSEPH  SELLWOOD. 

Mr.  YoTJNG.  Mr.  Sellwood,  have  you  made,,  from  this  Minnesota 
Tax  Commission  report  for  the  year  1909,  a  statement  of  the  ton- 
nages as  found  by  them  at  that  time  in  the  properties  owned  by 
the  Steel  Corporation? 

Mr.  Sellwood.  I  did. 

Mr.  Young.  Is  this  the  paper  which  I  show  you  [handing  paper 
to  witness]  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  That  is  a  correct  statement  of  the  figures  found  by 
the  tax  commission,  is  it? 

Mr.  Sellwood.  Yes,  sir ;  copied  right  off  their  list. 

Mr.  Young.  We  offer  this.  This  is  a  list  of  the  Steel  Corporation's 
amounts  of  tonnage  found  by  the  tax  commission  in  1909. 

The  statement  referred  to  appears  in  fuU  below. 

Tax  commission's  report  of  ore  in  steel  company's  mines.  May  1,  1909,  Mesabi 

Range. 


Name  of  property. 


Adams 

Auburn 

Burt-Pool 

Canisteo 
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Chisliolm 

Duluth 

Fayal 

Fayal 
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Gilbert 

Gilbert 

Glenn 
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Hartley 
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Hull 

Hull.' 
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Mesabi  Mountain 
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Mountain  Iron . . . 


Kemaining 
tonnage. 
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i. 
7] 
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3, 
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1, 
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5, 
5, 
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2, 

i; 
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392,831 
793,917 
947,636 
580,585 
100,000 
377, 138 
225,000 
023,187 
094, 430 
073, 769 
111,  745 
533,421 
075,315 
638,661 
484,470 
879,198 
868,315 
266, 722 
675,000 
319, 195 
976,847 
999,475 
434.476 
742,642 
235, 779 
516, 493 


Name  of  property. 


Myers 

Myers 

Norman 
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Penobscot 

Fills  bury 

Pillsbury 

Rust 

Rust 

Sauntry-Alpena. . 

Sellers-Townsite.. 

.  Sellers 

I  Sharon 

Sparta  Townsite. 

Spruce-Cloquet... 

St.  Clair 

Stephens 

Stephens 

Sweney 

Tener 

Union 

Wirmifred 
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Remaining 
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3,409,468 

953,368 

4,910,251 

3,723,861 

5,636,085 

2,018,650 

1,846,990 

5,151,962 

71,275,955 

31,781,709 

28,981,648 

17,796,245 

14,992,788 

1,769,546 

15,885,604 

2,690,116 

10,601,012 

17,641,074 

1,846,123 

7,970,735 

2,005,348 

248,385 

4,246,000 


523, 547, 252 
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Mr.  Young.  You  said,  Mr.  Sellwood,  that  in  the  early  days  on  the 
Mesabi  Range  that  that  property  was  a  great  deal  depreciated,  first 
by  the  fact  of  there  being  a  panic,  and  second,  by  the  fact  that  the 
value  of  that  ore  had  not  been  determined — did  not  know  whether 
you  could  use  it  in  the  furnaces  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  And  did  you  have  anything  to  do  at  one  time  with  an 
attempt  to  sell  the  old  Merritt  properties  to  Mr.  Porter,  of  the  Minne- 
sota Iron  Co.? 

Mr.  Sellwood.  I  tried  to  buy  it  for  the  Minnesota  Iron  Co. 

Mr.  Young.  Yes.  At  about  the  time  that  the  Rockefeller  deal 
was  on? 

Mr.  Sellwood.  Yes,  sir ;  and  the  year  before  that  also. 

Mr.  Young.  At  the  time  this  Rockefeller  deal  was  on,  did  you  fix 
any  price,  or  did  they  fix  any  price  on  the  property? 

Mr.  Sellwood.  They  did. 

Mr.  Young.  What  price  did  they  fix? 

Mr.  Sellwood.  They  fixed  a  million  and  a  half  for  the  control  of 
the  railroad  and  the  mines. 

Mr.  Young.  Did  the  Minnesota  Co.  offer  to  take  it  at  that  price  ? 

Mr.  Sellwood.  They  did  not. 

Mr.  Young.  Why? 

Mr.  Sellwood.  It  was  in  the  panic,  and  I  guess  they  did  not  have 
the  money. 

Mr.  Young.  Mr.  Merritt  made  the  statement  here  that  that  was 
Because  Mr.  Rockefeller  had  warned  everybody  off;  that  they  must 
not  touch  it.  Do  you  think  that  had  any  influence  on  the  Minne- 
sota Iron  Co.? 

Mr.  Sellwood.  I  do  not.  I  was  handling  that  end  of  the  business 
for  the  Minnesota  Iron  Co.  at  that  time.  As  a  matter  of  fact,  I 
picked  up  all  the  properties  that  they  had,  and  that  was  my  business. 
I  did  not  do  anything  else,  but  kept  posted  on  the  development  of 
that  range. 

Mr.  Young.  And  their  reasons  for  not  taking  it  then  were  that  in 
the  panic  they  did  not  want  to  extend  their  liabilities  any  further? 

Mr.  Seli^wood.  No,  sir.  I  remember  Mr.  Porter  said  to  me,  when 
I  hesitated  to  take  it,  he  said :  "  I  am  satisfied  it  is  a  good  thing,  but 
where  are  you  going  to  get  the  million  and  a  half  dollars  ? "  This 
was  in  January,  1894. 

Mr.  Young.  What  was  Mr.  Porter's  position  with  the  Minnesota 
Iron  Co.? 

Mr.  Sellwood.  He  was  the  chairman  of  the  board  of  directors. 

Mr.  Young.  The  financial  manager  of  the  company? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Do  you  know  anything.  Mr.  Sellwood,  about  the  Utah 
ores? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Have  you  made  any  examination  of 

Mr.  Sellwood.  I  did. 

Mr.  Young  (continuing).  Of  that  district? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  How  long  were  you  there  ? 

Mr.  Sellwood.  I  was  there  about  two  weeks. 
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Mr.  Young.  Well,  what  can  you  say  as  to  the  extent  of  those  de- 
posits, as  you  ascertained  them  ? 

Mr.  Sellwood.  Well,  I  think  I  covered  a  district  of  about  40  miles. 

Mr.  Reed.  In  what  part  of  Utah  ? 

Mr.  Sellwood.  It  is  in  Iron  County,  and  I  rather  think  it  is  the 
southwest  part  of  Utah.  Iron  County,  they  call  it.  Iron  Springs 
is  the  little  village,  and  then  a  place  called  Cedar  something — not 
Cedar  Rapids;  I  don't  remember  the  last  part.  That  is  where  I 
stopped.  There  is  mountains  of  it  there,  and  you  could  see  the 
mountains  perhaps  a  mile  or  two  apart,  but  right  in  line  with  each 
other,  and  I  would  say  I  would  be  justified  in  saying  that  the  ore 
continued  from  one  bed  to  another  in  the  low  ground,  but  there  had 
been  no  work  done  in  the  low  ground  except  at  one  point.  Lurch 
Bros.,  at  Hibbing,  had  opened  up  a  great  deal  of  ore  at  one  place 
in  the  low  ground,  sunk  shafts  down  two  or  three  hundred  feet,  and 
driven  crosscuts  as  much  as  three  or  four  hundred  feet  in  width ;  so 
there  was  a  very  large  amount  of  ore  there  in  sight ;  you  could  see  it 
for  miles — black.  They  have  the  black  magnetic  ore  and  the  red 
hard  ore,  and  some  soft  amatite,  very  similar  to  the  mines  in  Michi- 
gan. 

Mr.  Young.  How  does  this  ore  lie? 

Mr.  Sellwood.  It  seemed  to  lie  vertical,  or  almost  so.  You  could 
see  it  at  the  end  of  the  mountains.  You  could  see  about  the  pitch. 
I  would  say  perhaps  about  70°. 

Mr.  Young.  About  how  much? 

Mr.  Sellwood.  About  70°. 

Mr.  Young.  It  is  in  beds  there  ? 

Mr.  Sellwood.  It  seemed  to  be. 

Mr.  Young.  Did  you  make  any  estimate  of  what  ore  there  was 
shown  up — the  extent  of  it  there? 

Mr.  Sellwood.  I  did. 

Mr.  Young.  What  was  your  estimate? 

Mr.  Sellwood.  I  would  say  that  there  was  over  500,000,000  tons 
in  sight  in  those  mountains,  and  providing  it  continues  along  the 
low  ground  in  the  same  way,  there  are  chances  that  there  is  twice  as 
much  there. 

Mr.  Gardner.  In  the  whole  State  of  Utah,  or  that  particular  dis- 
trict? 

Mr.  Sellwood.  In  that  particular  district. 

Mr.  Gardner.  That  is,  there  might  be  anywhere  from  500,000,000 
to  1,000,000,000  tons? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Reed.  Of  what  grade  ? 

Mr.  Sellwood.  It  is  a  very  good  ore,  Mr.  Reed.  In  most  of  the 
ore  you  see  there  is  from  60  to  65  per  cent. 

Mr.  Young.  Is  there  any  coal  anywhere  in  that  vicinity  that  could 
be  taken  to  this  ore,  or  the  ore  taken  to  the  coal  ? 

Mr.  Sellwood.  There  is  coal  within  150  miles,  but  not  a  good  cok- 
ing coal.  I  had  a  coal  man  with  me.  I  went  out  there  for  Mr.  Gates, 
and  I  think  Mr.  Hill  was  interested  with  him  and  also*Mr.  Harri- 
man.     I  went  out  for  them. 

Mr.  Young.  Mr.  James  J.  Hill  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  And  what  Harriman? 
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Mr.  Sellwood.  Harriman,  of  the  Union  Pacific.  I  reported  to 
them.  This  was  just  ahead  of  the  fight  on  the  Northern  Pacific 
between  Hill  and  Harriman  for  the  control. 

Mr.  Young.  Yes;  Do  you  know  anything  about  other  deposits  of 
ore  in  the  United  States? 

Mr.  Sellwood.  Well,  I  know  something  about  Texas.  I  have  been 
down  there  looking  at  some  of  those  ores.  I  did  not  see  a  large 
amount  of  ore  in  Texas. 

Mr.  Young.  Where  is  that  ?     Where  is  that  ore  section  ? 

Mr.  Sellwood.  I  think  it  is  in  Jefferson  County,  a  part  of  it,  and 
there  is  another  part  in  Llano. 

Mr.  Young.  I  did  not  get  the  last  of  that. 

Mr.  Sellwood.  I  say  there  was  a  small  amount  in  Llano  County 
that  was  a  hard  high-grade  ore.  The  other  ore  in  Jefferson  was  a 
low-grade  ore,  about  40  or  45  per  cent. 

Mr.  Beall.  Were  you  up  about  Rusk,  where  one  of  the  peniten- 
tiaries is  located,  and  where  they  have  an  iron  foundry  ? 

Mr.  Sellwood.  No,  sir. 

Mr.  Beall.  You  did  not  inspect  the  ore  up  in  that  section? 

Mr.  Sellwood.  No,  sir;  just  in  the  two  districts,  Jefferson  and 
Llano  Counties. 

Mr.  Beall.  You  were  at  Beaumont.  Do  you  remember  whether 
that  was  a  town? 

Mr.  Sellwood.  No;  there  was  a  little  toAvn  of  Llano,  in  Llano 
County. 

Mr.  Beall.  Llano  is  not  very  far  from  Austin. 

Mr.  Sellwood.  Yes;  I  have  also  been  in  the  Wyoming  district- 
that  Sunrise  district.  That  is  where  the  Colorado  Fuel  &  Iron  Co. 
get  most  of  their  ore  now.  There  is  considerable  there,  but  it  does 
not  compare  with  the  Lake  Superior  district.  It  might  compare  with 
the  Gogebic. 

Mr.  Young.  What  do  you  mean  ?     In  extent  or  in  quality  ? 

Mr.  Sellwood.  In  extent  and  quality,  both.    I  meant  in  extent. 

Mr.  Young.  About  what  grade  of  ore  is  that? 

Mr.  Sellwood.  Sixty  to  sixty-two  per  cent. 

The  Chairman.  Are  you  referring  now  to  the  ore  holdings  of  the 
Colorado  Fuel  &  Iron  Co.,  or  to 

Mr.  Sellwood.  The  Colorado  Fuel  &  Iron  Co.  owned  all  that  dis- 
trict. 

The  Chairman.  The  Utah  district? 

Mr.  Sellwood.  Oh,  no;  the  Wyoming  district;  Sunrise. 

The  Chairman.  You  are  referring:  only  to  Sunrise  now? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  How  much  ore  is  there  in  Wyoming,  should  you 
suppose  ? 

Mr.  Sellwood.  Well,  I  don't  think  that  I  saw  over  a  hundred 
million  tons. 

Mr.  Young.  How  much? 

Mr.  Sellwood.  A  hundred  million. 

Mr.  Yout^g.  Five  million? 

Mr.  Sellwood.  No;  a  hundred  million,  in  that  district. 

Mr.  Young.  Well,  did  you  examine  the  whole  district? 

Mr.  Sellwood.  Yes;  that  Sunrise  district. 

Mr.  Eeed.  That  is  in  eastern  Wyoming,  is  it  not? 
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Mr.  Sellwood.  Yes. 

Mr.  YoTJNG.  How  does  that  ore  lie? 

Mr.  Sellwood.  That  is  vertical,  too. 

Mr.  Young.  Is  it  pretty  difficult  to  determine  the  amount  of  it  or 
not? 

Mr.  Sellwood.  No;  I  would  say  not.  There  was  a  great  deal  of 
outcrop.  They  had  shafts  down  three  or  four  hundred  feet  deep  in 
some  places.  I  do  not  say  it  is  fully  explored,  but  there  was  enough 
explored  to  show  up  at  that  time,  so  I  would  put  it  at  about  100,- 
000,000  tons. 

The  Chairman.  Speaking  of  that  outcrop ;  that  is  to  say,  the  out- 
crop in  the  mountainous  region  there,  the  erosion  was  such  that  you 
could  get  an  idea  of  the  extent  of  it? 

Mr.  Sellwood.  Yes,  sir.  There  was  no  dirt  on  it  at  all,  so  the 
walls  and  the  vein  was  outcropped. 

The  Chairman.  Like  a  streak  through  the  side  of  the  mountain? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Did  you  make  any  estimate  of  the  amount  of  ore  in 
the  two  Texas  districts  ? 

Mr.  Sellavood.  No ;  I  did  not.  There  was  not  enough  where  I  was 
to  pay  any  attention  to  it. 

Mr.  Young.  Are  you  familiar  with  any  other  ore  districts  in  the 
United  States? 

Mr.  Sellwood.  Not  outside  of  those  I  have  mentioned  and  the 
Lake  Superior  district. 

Mr.  Reed.  How  about  the  Baraboo  district? 

Mr.  Sellwood.  I  had  forgotten  that.    I  know  about  that. 

Mr.  Young.  That  is  in  Wisconsin? 

Mr.  Sellwood.  Yes.  I  opened  a  mine  there  for  the  Wisconsin 
Steel  Co.,  which  is  the  only  mine  that  has  been  opened  up.  We 
shipped  four  or  five  thousand  tons  from  the  Baraboo  district,  but 
there  was  so  much  water  there  that  we  have  not  mined  it  for  two  or 
three  years. 

Mr.  Young.  Did  you  make  any  estimate  of  the  amount  of  ore  that 
is  shown  up  in  that  district? 

Mr.  Sellwood.  I  would  say  that  there  are  two  or  three  hundred 
million  tons  of  ore  that  is  shown  up  in  that  district  by  drill  holes; 
that  is,  taking  all  grades  from  40  per  cent  up.  In  the  Illinois  mine  we 
had  a  vein  about  25  feet  wide,  that  would  go  about  55  per  cent,  but 
there  is  about  200  feet  in  width  which  will  go  only  about  40  per 
cent.    That  we  did  not  mine. 

Mr.  Young.  Is  the  main  difficulty  there  with  the  water? 

Mr.  Sellwood.  Yes.    We  were  the  only  mine  in  the  district. 

Mr.  Young.  And  you  had  to  pump  everybody's  else? 

Mr.  Sellwood.  Yes;  we  pumped  there  better  than  4,000  gallons 
of  water  a  minute. 

Mr.  Young.  But  if  that  whole  district  was  being  Avorked,  that 
would  greatly  reduce  the  pumping  charges? 

Mr.  Sellwood.  Oh,  yes;  there  is  not  an  unusual  amount  of  water 
in  the  district,  if  it  were  properly  distributed. 

Mr.  Young.  Yes:  but  your  product  was  not  large  enough  to  pay 
for  pumping  the  whole  district? 

Mr.  Sellwood.  No. 

Mr.  Young.  I  have  not  asked  you  anything  especially  about  the 
Michigan  ranges.     You  are  pretty  familiar  with  them? 
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Mr.  Sellwood.  Yes. 

Mr.  Young.  You  have  operated  in  the  Marquette  Eange,  in  the 
Gogebic  Range,  and  others? 

Mr.  Sellwood.  Also  the  Menominee. 

Mr.  Young.  Mr.  J.  R.  Finlay  made  an  estimate  last  fall — ^last 
summer  or  fall,  working  at  it  a  number  of  months,  for  the  State  tax 
commission  of  the  ore  in  the  Lake  Superior  district  in  Michigan. 
His  estimate  is  189,000,000  tons,  shown  up.  What  would  you  think — 
what  would  be  your  judgment  as  to  whether  that  is  a  fair  estimate,  or 
whether  it  should  be  more  or  less  ? 

Mr.  Sellwood.  Does  that  refer  to  the  high-grade  merchantable 
ores? 

Mr.  Young.  Yes ;  the  high-grade  merchantable  ores. 

Mr.  Sellwood.  Well,  I  would  say  it  is  pretty  accurate. 

Mr.  Young.  Pretty  what  ? 

Mr.  Sellwood.  Pretty  accurate. 

Mr.  Young.  Pretty  accurate? 

Mr.  Sellwood.  Yes.  Of  course,  if  you  take  in  the  low-grade  ores, 
it  is  a  good  deal  more. 

Mr.  Young.  Yes ;  we  have  an  estimate  on  the  low-grade  ores  from 
Mr.  Hayes,  of  the  Geological  Survey,  who  found  about  75,000,000 
tons  up  there  of  this  low-grade  stuff. 

Mr.  Reed.  Seventy -five  billion. 

Mr.  Young.  Yes. 

Mr.  Reed.  That  included  the  Mesabi,  did  it  not,  Mr.  Young? 

Mr.  Young.  Yes. 

Mr.  Bartlett.  You  say  estimated  at  175,000,000  tons? 

Mr.  Young.  No;  you  haven't  got  the  report  there.  You  have 
another  one.  I  said  that  the  report  was  75,000,000,000  tons  for  the 
ore  above  35  per  cent.  That  is  in  our  hearings  in  No.  28.  You  have 
Leith's  report  there  on  Michigan. 

Mr.  Reed.  Just  in  that  connection,  Mr.  Young,  would  it  not  be 
interesting  to  know  what  percentage  of  that  75,000,000,000  would  be 
on  the  Steel  Corporation's  properties? 

Mr.  Young.  Yes. 

Mr.  Reed.  If  Mr.  Sellwood  knows  about  it. 

Mr.  Young.  Well,  first  I  will  take  the  high-grade  available  ores, 
189,000,000  tons.  Mr.  Finlay  reports  that  54,000,000  of  that  was 
owned  by  the  Steel  Corporation. 

Mr.  Sellwood.  In  the  three  ranges? 

Mr.  Young.  Yes ;  on  the  three  Michigan  ranges. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  135,000,000  by  independents  or  other  interests. 

Mr.  Sellwood.  Well,  I  could  not  say  just  whether  that  proportion 
is  right  or  not,  but  I  know  the  great  big  bulk  of  that  low-grade 
ore 

Mr.  Young.  I  am  not  talking  of  the  low-grade — the  high-grade. 
His  estimate  is  54,000,000  for  the  Steel  Corporation  and  135,000,000 
to  other  parties. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  We  have  that  estimate  in  our  hearings.  You  would 
not  be  able  to  judge  as  to  that,  you  say? 

Mr.  Sellwood.  Yes;  I  would  pretty  accurately  as  to  that;  but  I 
thought  you  referred  to  the  low-grade  ores. 
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Mr.  Young.  No. 

Mr.  Sellwood.  I  do  not  think  the  United  States  Steel  Corporation 
has  nearly  half  of  the  ore  in  either  one  of  the  ranges — ^the  Gogebic, 
Marquette,  or  Menominee.  I  have  not  gone  into  that  carefully  in  the 
last  few  years,  but  I  know  about  what  mines  they  operate  and  the 
mines  the  other  people  operate.  I  would  say  the  Cleveland-Cliffs 
have  much  more  ore  m  the  Marquette  Range  than  the  United  States 
Steel  Corporation  has. 

The  Chairman.  In  that  connection,  what  amount  of  ore  in  the 
Gogebic,  Marquette,  and  Menominee  Ranges  is  now  held  by  individu- 
als and  for  sale  or  lease  to  anybody  who  cares  to  go  into  the  iron-ore 
business  or  start  a  new  industry? 

Mr.  Sellwood.  Well,  I  would  say,  offhand,  about  two-thirds  of 
that  ore  is  held  by  different  people  outside  of  the  United  States  Steel 
Co.  Some  of  them  are  manufacturing  themselves.  Rogers  Brown, 
for  instance,  they  are  manufacturers ;  the  Hanna  Co. ;  and  Corrigan 
&  McKinney. 

The  Chairman.  You  did  not  catch  my  question.  I  asked  you  how 
much  of  it  is  held  by  persons  not  interested  in  the  iron  business  at  all 
and  who  simply  want  to  sell  that  ore  or  lease  it.  How  much  of  it  is 
on  the  market,  owned  by  Tom,  Dick,  and  Harry? 

Mr.  Sellwood.  I  would  say,  offhand — and  this  is  only  a  guess — 
from  25  to  30  per  cent. 

The  Chairman.  Of  the  Michigan  ores  ? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman  (continuing).  That  that  is  so  held,  is  it  held  in 
large  bodies  or  small  bodies? 

Mr.  Sellwood.  Small  bodies. 

Mr.  Young.  I  suppose  that  practically  all  of  this  ore  could  be 
bought  if  you  paid  the  price,  could  it  not? 

Mr.  Sellwood.  If  you  paid  the  price,  perhaps  the  Steel  Co.  would 
sell  theirs,  but  the  great  big  bulk  or  it  is  owned  by  manufacturers. 

Mr.  Young.  Yes ;  but  you  would  not — if,  for  instance,  you  wanted 
to  start  a  steel  company,  you  would  not  think  it  was  a  hopeless  propo- 
sition to  buy  up  some  of  those  large  holdings,  would  you,  from  com- 
panies which  had  plants  of  their  own,  if  you  would  take  the  plants 
with  them? 

Mr.  Sellwood.  No  ;  that  could  be  done. 

Mr.  Young.  Yes.  Mr.  Finlay's  estimate — you  were  speaking 
about  the  Marquette  district — shows  that  in  Marquette  County  the 
Steel  Corporation  has  22,207,355  tons  and  the  Cleveland-Cliffs  Co. 
43,722,158  tons — about  twice  as  much — on  the  Marquette  Range.  Do 
you  think  that  is  about  right? 

Mr.  Sellwood.  I  would  think  that  was  a  fair  proportion  of  the 
different  holdings. 

Mr.  Young.  That  proportion  is  a  good  deal  larger,  the  proportion 
owned  by  the  Cleveland-Cliffs,  than  it  was  eight  years  ago,  is  it  not  ? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  They  have  acquired  the  Negaunee  mine? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  which' formerly  the  Steel  Corporation  owned? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  they  have  acquired  the  Maas  mine  ? 

Mr.  Sellwood.  Yes. 
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Mr.  Young.  They  have  opened  np  the  Swanzey  Range? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  opened  up  that  property  west  of  Ishpeming? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  So  their  proportion  is  increasing  much  more  rapidly? 

Mr.  Sellwood.  Yes;  I  think  it  has  been  doubled  in  the  last  10 
years. 

Mr.  Young.-  Now,  in  regard  to  this  question  suggested  by  Mr. 
Keed,  as  to  the  low-grade  ores,  could  you  form  any  estimate  at  all 
on  those,  as  to  the  proportion  of  the  low-grade  ores  on  the  different 
ranges  in  the  Lake  Superior  district  that  are  owned  by  the  Steel  Cor- 
poration and  the  proportion  which  are  owned  by  outsiders? 

Mr.  Sellwood.  No;  I  could  not.  I  have  not  paid  very  much  at- 
tention to  it,  because  it  was  not  considered  merchantable. 

Mr.  Young.  Yes. 

Mr.  Sellwood.  But  I  know  all  those  outcroppings  there  pretty 
well  through  the  Marquette  and  Menominee  Eanges,  and  I  know  a 
great  deal  of  it  is  owned  by  the  Cleveland-Cliffs.  That  old  Jackson 
mine 

The  Chairman.  Is  the  Cleveland-Cliffs  a  manufacturing  concern? 

Mr.  Sellwood.  Sir? 

The  Chairman.  I  say,  is  the  Cleveland-Cliffs  a  manufacturing 
concern  ? 

Mr.  Sellwood.  The  Cleveland-Cliffs? 

The  Chairman.  Yes. 

Mr.  Sellwood.  Only  to  the  extent  of  pig  iron. 

Ml-.  Young.  They  use  a  very  small  proportion  of  the  ore  they 
produce  ? 

Mr.  Sellwood.  Yes.  They  have  a  working  contract,  I  think,  with 
the  Lackawanna  people,  and  sell  a  good  deal  of  ore  to  them. 

Mr.  Young.  They  furnish  the  Lackawanna  a  good  deal  of  their 
ore? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  In  the  Jackson  property  are  there  a  good  many  mil- 
lion tons  of  that  low-grade  ore  ? 

Mr.  Sellwood.  Yes ;  there  is. 

Mr.  Young.  That  is  one  of  the  largest  deposits  there  is,  is  it  not? 

Mr.  Sellwood.  I  would  consider  it  so. 

Mr.  Young.  Of  low-grade  ore? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  Then  you  are  familiar  with  the  Cascade  Range? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  There  are  large  bodies  of  low-grade  ore  there? 

Mr.  Sellwood.  There  is. 

Mr.  Young.  Do  you  know  who  those  are  owned  by  ? 

Mr.  Sellwood.  Well,  I  think  the  Breitung  estate  own  considerable. 
I  do  not  know  of  but  one  property  that  the  United  States  Steel  Cor- 
poration owns  there,  and  that  is  the  Moore  mine,  and  I  bought  that 
tor  the  American  Steel  &  Wire,  for  the  Consolidated.  I  think  Mait- 
land  and  Fitzpatrick  own  a  great  deal  of  that. 

Mr.  Young.  This  range  is  the  Marquette  County  range  ? 

Mr.  Sellwood.  Yes.    I  operated  out  there. 

Mr.  Young.  The  Moore  mine  was  a  small  proposition,  was  it  not? 

Mr.  Sellwood.  Yes. 
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Mr.  Young.  Do  you  remember  what  you  paid  for  it  ? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  What  was  it? 

Mr.  Sellwood.  $15,000. 

Mr.  Young.  $15,000? 

Mr.  Sellwood.  Yes ;  for  the  fee. 

Mr.  Young.  I  think  that  is  all  for  the  present. 

Mr.  Reed.  May  I  suggest  a  question  ? 

Mr.  Young.  CJertainly. 

Mr.  Reed.  Mr.  Sellwood  seems  to  be  very  familiar  with  the  hold- 
ings of  the  Steel  Corporation.  I  thought  it  might  be  interesting  to 
know  whether  or  not  in  his  opinion,  in  view  of  the  amount  of  blast- 
furnace capacity  of  the  Steel  Corporation,  he  thinks  that  the  com- 
pany's ore  reserves  are  or  are  not  excessive? 

Mr.  Young.  Well,  I  will  ask  him  that  question. 
_  Mr.  Gardnee.  Well,  before  he  answers  it  I  would  like  to  differen- 
tiate as  to  whether  you  mean  the  ore  reserves  as  they  are  to-day  or  as 
they  will  be  on  the  1st  of  January,  1915,  when  the  Hill  lease  ter- 
minates ? 

Mr.  Reed.  Mr.  Gardner,  right  in  that  connection  perhaps  I  can  help 
to  straighten  things  out  a  little,  if  I  explain  that  by  a  recent  agree- 
ment with  the  Hill  trustees  a  large  part  of  the  Hill  ores  which  were 
not  being  operated  at  the  present  time  were  released  to  the  trustees. 
The  Steel  Cforporation  at  the  present  time  has  the  right  of  possession 
only  to  that  part  of  the  Hill  ores  which  it  is  operating ;  so  a  very  large 
part  of  those  ores  are  already  released,  just  as  much  as  thev  will  be 
in  1915. 

Mr.  Gardner.  Did  the  witness  know  that  ? 

Mr.  Reed.  I  don't  remember  whether  he  did  or  not. 

Mr.  Gardner.  I  mean  before  we  have  his  answer  I  would  like  to 
make  that  distinction. 

Mr.  Reed.  If  we  put  it  in  two  questions,  and  ask  him  whether  the 
ore  reserves  as  they  will  be  after  the  surrender  of  all  the  Hill  ores 
are.  in  his  opinion,  excessive,  and  whether  if,  with  all  the  Hill  ores 
included,  he  thinks  they  are  excessive 

Mr.  Gardner.  Yes,  as  they  were  on  the  1st  of  January.  1911,  and 
as  they  will  be  on  the  1st  of  January,  1915,  whether  they  are  ex- 
cessive. 

Mr.  Reed.  All  right,  put  it  in  two  questions. 

Mr.  Young.  All  right,  if  you  want  it  that  way. 

Mr.  Gardner.  I  just  want  to  have  it  clear  as  to  what  he  is  answer- 
ing. 

Mr.  Young.  Certainly. 

Mr.  Sellwood.  Why  don't  you  put  it  this  way :  The  possessions  of 
the  United  States  Steel  Corporation  outside  of  the  Hill  lease,  because 
I  think  we  all  understand  that  they  go  back  in  1915. 

Mr.  Young.  Yes. 

Mr.  Sellwood.  Wouldn't  that  cover  it  ? 

Mr.  Gardner.  I  didn't  catch  that. 

Mr.  Young.  I  think  that  is  what  Mr.  Gardner  meant.  I  will  put 
it  this  way :  In  view  of  the  blast-furnace  and  manufacturing  capacity 
of  the  United  States  Steel  Corporation,  would  you  say  that  their  ore 
reserves,  outside  of  the  Hill  lease,  were  excessive? 
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Mr.  Sellwood.  I  would  say  they  are  not,  when  you  consider  all  of 
their  plant. 

Mr.  Gardner.  How  many  years  are  their  reserves  good  for  at 
the  present  rate  of  exhaustion  ? 

Mr.  Sellwood.  That  will  depend  a  good  deal,  Mr.  Gardner,  on  how 
fast  they  operate.  It  will  make  a  good  deal  of  difference  whether 
they  will  mine  15,000,000  or  25,000,000  tons  a  year. 

Mr.  Gardner.  I  say,  at  the  present  rate  of  exhaustion. 

Mr.  Sellwood.  Well,  at  the  present  rate 

Mr.  Gardner.  They  use  a  good  deal  more  than  that  now,  do  they 
not? 

Mr.  Sellwood.  I  should  say  at  the  present  rate  it  would  last  40 
years,  but  I  expect  to  see  their  consumption,  as  well  as  that  of  every- 
body else,  increased  in  the  future. 

The  Chairman.  I  think  the  total  for  all  companies  is  about 
45,000,000. 

Mr.  Sellwood.  I  thought  the  question  just  pertained  to  the  Mesabi 
ores.     Am  I  right? 

Mr.  YoTjNG.  No.  All  their  ores,  taking  all  the  ores  they  have.  I 
did  not  refer  to  the  southern  proposition,  however. 

Mr.  Gardner.  Now,  Mr.  Reed  prefaced  this  by  saying  that  Mr. 
Sellwood  was  familiar  with  the  holdings  of  the  United  States  Steel 
Corporation.  I  took  it  that  his  question  was  to  ascertain  whether 
in  the  opinion  of  the  witness  the  holdings  of  the  United  States 
Steel  Corporation  in  all  ores  -were  excessive  in  view  of  their  future 
requirements. 

Mr.  Reed.  I  should  perhaps  have  limited  it  to  the  Lake  Superior 
ores,  with  which  Mr.  Sellwood  is  familiar.  Tt  is  not  fair  to  ask  him 
about  the  Tennessee  Co.'s  ores;  that  he  does  not  know  anything  about. 

Mr.  Gardner.  Assuming  that  it  does  not. 

Mr.  Sellwood.  No  ;  I  do  not  know  anything  about  them. 

Mr.  Young.  These  Lake  Superior  ores  could  not  be  used  in  the 
Birmingham  district  and  the  Birmingham  district  ores  could  not 
be  used  in  the  northern  furnaces? 

Mr.  Sellwood.  No,  sir. 

Mr.  Young.  So  I  will  put  the  question  this  way:  That  in  view 
of  the  blast-furnace  and  manufacturing  capacity  of  the  Steel  Cor- 
poration in  its  plants  in  the  Northern  States,  would  you  say  that  its 
ore  reserves  outside  of  the  Hill  lease  in  the  entire  Lake  Superior 
district,  the  three  States,  were  excessive? 

Mr.  Sellwood.  No,  sir. 

Mr.  Young.  And  at  the  present  rate  of  exhaustion  about  how  long 
would  they  last? 

Mr.  Sellwood.  I  would  think  25  years  would  clean  them  up — 25 
to  30  years. 

Mr.  Young."  At  the  rate  they  are  going  now? 

Mr.  Sellwood.  Yes,  sir;  at  the  rate  they  are  going  now;  because 
the  great  big  proportion  of  the  ores  is  on  the  Mesabi  Range.  They 
have  a  small  proportion  in  the  other  ranges.  Now,  I  don't  think  they 
will  clean  up  all  the  ore  in  the  Mesabi  Range  in  that  time,  but  as  far 
as  we  know  now,  I  think  they  would  clean  up  the  Menominee,  Mar- 
quette, and  the  Gogebic  inside  of  26  years. 

Mr.  Young.  How  long  would  the  Mesabi  last? 
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Mr.  Sellwood.  "Well,  take  the  Mesabi— if  they  take  out  25,000,000 
tons  or  30,000,000  tons  a  year  from  there — it  would  not  last  over  25 
years. 

The  Chairman.  What  did  you  estimate  is  the  total  consumption  of 
the  Steel  Corporation  of  northern  ores  at  the  present  time  ? 

Mr.  Sellwood.  I  could  not  tell  you,  Mr.  Stanley,  the  amount  of 
ore  that  they  use  from  the  Michigan  ranges,  but  I  can  give  you  a 
pretty  close  idea  of  what  they  are  using  from  the  Mesabi.  They  are 
using  from  fifteen  to  nineteen  million  tons  a  year  now,  but  the  Lake 
Superior  production  of  ores  has  increased  wonderfully.  It  has  in- 
creased from  less  than  two  and  one-half  millions  in  1885  to  43,000,000 
tons  in  1910. 

The  Chairman.  How  many  tons  of  ore  do  you  consider  that  the 
Steel  Corporation  owns  in  the  Superior  district  under  lease  or  in  fee  ? 

Mr.  Sellwood.  How  much  do  I  consider  they  own  ? 

The  Chairman.  Yes ;  what  is  the  extent  of  their  holdings  ? 

Mr.  Sellwood.  Well,  I  think  I  would  put  the  Mesabi  at  about 
550,000,000  tons. 

Mr.  Young.  Well,  you  include  in  that  the  Vermilion  ? 

Mr.  Sellwood.  No. 

The  Chairman.  Taking  the  Mesabi  at  550,000,000,  and  the  con- 
sumption at  20,000,000  tons  a  year,  that  would  last  about  25  years. 

Mr.  Reed.  Make  it  25,000,000. 

Mr.  Sellwood.  I  would  put  it  at  25,000,000. 

The  Chairman.  But  they  are  not  going  to  consume  25,000,000  tons 
in  any  one  year? 

Mr.  Eeed.  Well,  last  year  the  Steel  Corporation  consumed  22,- 
185,000. 

The  Chairman.  Well,  25,000,000  tons  would  be 

Mr.  Young.  One  hundred  millions  would  last  4  years  and  500,- 
000,000  would  last  20  years. 

Mr.  Sellwood.  I  would  say  they  have  an  ore  reserve  in  the  Lake 
Superior  district  which  will  last  about  25  years. 

Mr.  Young.  Well,  now,  as  a  matter  or  fact,  Mr.  Sellwood,  the 
consumption  of  iron  ore  and  the  product  of  steel  in  this  country  has 
at  least  doubled  every  10  years  in  the  past,  has  it  not  ? 

Mr.  Sellwood.  Yes,  sir ;  more  than  that. 

Mr.  Young.  So  that  if  that  process  keeps  up  these  ores  would  last 
a  very  much  shorter  time  than  you  estimate? 

Mr.  Sellwood.  Yes,  sir;  but  I  would  say,  taking  an  average  of  25 
years,  that  it  would  be  25,000,000  tons  of  Lake  Superior  ore. 

Mr.  Young.  Yes.  According  to  your  estimate,  then,  they  would 
have  about  550,000,000  tons  on  the  Mesabi? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  20,000,000  tons  on  the  "Vermilion  ? 

Mr.  Sellwood.  About.    You  can  not  see  that. 

Mr.  Young.  Yes;  you  stated  that.  The  tax  commission  only  fig- 
ured 8,000,000  tons  there. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  that  it  lay  deep,  and  that  you  could  not  see  it, 
but  you  thought  there  was  probably  20,000,000  tons? 

Mr.  Sellwood.  Yes. 
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Mr.  Young.  Then  add  Mr.  Finlay's  estimate  of  54,000,000  tons 
for  the  Michigan  range  and  you  would  have  about  625,000,000  tons 
altogether  ? 

Mr.  Sellwood.  Yes,  sir.  I  think  that  the  United  States  Steel 
took  out  about  19,000,000  tons  of  Mesabi  ores  in  1910. 

Mr.  Keed.  That  is  about  right;  yes,  sir;  22,185,000  from  the  whole 
Lake  Superior  district. 

Mr.  Sellwood.  Yes.  They  had  about  19,000,000,  but  they  did  not 
have  as  much  last  year. 

Mr.  Eeed.  Then,  on  your  figures  the  Hill  ores  would  add  about  10 
years'  supply  to  that? 

Mr.  Sellwood.  I  would  say  that  the  Hill  ores,  including  the  other 
interests  in  the  same  lease,  would  make  about  250,000,000  tons. 

Mr.  Reed.  That  is  about  10  years'  consumption? 

Mr.  Sellwood.  Yes. 

Mr.  YorxG.  Do  you  know,  for  instance,  whether  their  reserves  of 
ore  in  the  Lake  Superior  district,  in  proportion  to  their  consump- 
tion, are  not  larger  than,  for  instance,  the  reserves  of  Jones  & 
Laughlin  in  proportion  to  their  consumption? 

Mr.  Sellwood.  I  should  say  not. 

Mr.  Young.  I  think  that  is  all. 

Mr.  Gardner.  Mr.  Sellwood,  did  you  ever  make  any  calculation 
as  to  how  much  merchantable  ore  there  is  in  the  whole  United 
States? 

Mr.  Sellwood.  I  have  not,  Mr.  Gardner. 

Mr.  Gardner.  Xo  rough  calculation  even  ? 

Mr.  Sellwood.  No;  I  have  not. 

Mr.  Gardner.  Do  you  suppose  you  could  estimate  it?  In  the 
first  place.  I  will  ask  you  this  question:  Is  there  any  likelihood  of 
any  new  discoveries  within  the  confines  of  the  United  States  of 
large  bodies  of  ore  ? 

Mr.  Sellwood.  Why,  that  is  a  pretty  hard  question. 

Mr.  Gardner.  Well,  has  the  United  States  been  pretty  thoroughlv 
explored  for  ores?  Continental;  I  do  not  refer  to  Alaska,  but  1 
mean  the  United  States  proper;  has  that  been  pretty  thoroughly  ex- 
plored for  ores? 

Mr.  Sellwood.  It  has  not. 

Mr.  Gardner.  It  has  not? 

Mr.  Sellwood.  Xo,  sir:  the  Utah  district  has  not  been  explored 
at  all. 

Mr.  Gardner.  But  you  said,  in  answer  to  a  query,  that  you  thought 
there  was  very  little  ore  in  Utah,  except  in  the  southwestern  part. 

Mr.  Sellwood.  That  is  all  I  know  of. 

Mr.  Gardner.  Then  that  means  the  superficial  explorations  have 
gone  on  in  the  other  parts  of  the  State. 

Mr.  Sellwood.  A  fellow  in  my  business  should  know  pretty  well 
the  amount  of  development. 

^Ir.  Gardner.  Yes:  and  I  should  think  a  man  in  your  business 
would  have  faced  this  question  and  have  said  to  himself,  "  Now, 
how  much  merchantable  ore  is  there  in  the  United  States?"  to  see 
where  you  are  going  to  come  out. 

Mr.  Sellwood.  I  have  not,  because  I  am  not  a  consumer  of  ore. 

Mr.  Gardner.  But  vou  are  a  vendor  of  ore. 
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Mr.  Sellwood.  Yes,  sir;  but  I  have  always  confined  my  operations 
entirely  to  the  Lake  Superior  district.  I  have  examined,  as  I  told 
you,  the  Wyoming  district  and  the  Utah  district  for  Mr.  Gates  when 
I  was  with  them. 

Mr.  Gardner.  But  you  must  be  somewhat  familiar — you  must  be 
able  to  estimate  within  5GO,0OO,OGO  tons,  anyway,  how  much  mer- 
chantable ore  there  is  in  the  United  States,  are  you  not? 

Mr.  Sellwood.  I  have  not  followed  it,  except  in  those  districts 
that  I  have  examined.  I  did  not  know  what  questions  were  going  to 
be  asked  here.  Mr.  Stanley  asked  me  to  come  here,  and  I  have  not 
made  any  figures  very  much. 

Mr.  Gardner.  Now,  for  instance,  you  have  estimated  the  mer- 
chantable ore  in  the  Lake  Superior  region 

Mr.  Sellwood.  Yes^  sir. 

Mr.  Gardner  (continuing).  At  how  much — all  of  it? 

Mr.  Sellwood.  Well,  I  would  think  there  is  about  one  billion 
three  to  four  hundred  million  on  the  Mesabi  Eange. 

Mr.  Gardner.  Well,  take  the  whole  district.  Haven't  you  ever 
totaled  it  up  ? 

Mr.  Sellwood.  That  would  make  it,  I  think,  about  sixteen  hun- 
dred million  tons  of  merchantable  ore  in  the  Lake  Superior  district. 
Isn't  that  right,  Mr.  Young? 

Mr.  Young.  Just  a  little  over  that. 

Mr.  Gardner.  Did  that  include  the  Wisconsin  ores? 

Mr.  Sellwood.  No,  sir;  it  did  not.  I  would  put  them  in  at  a 
hundred  million  tons  more. 

Mr.  Gardner.  A  hundred  milion  more  for  Wisconsin? 

Mr.  Sellwood.  Yes ;  I  can  do  it  that  way  as  well  as  any  other  way, 
Mr.  Gardner. 

Mr.  Gardner.  Now,  how  about  the  Utah  ? 

Mr.  Sellwood.  I  think  I  would  estimate  that  at  a  billion  tons. 

Mr.  Gardner.  One  billion? 

Mr.  Sellwood.  Yes ;  I  think  there  is  half  of  it  exposed  by  the  out- 
crops. 

Mr.  Gardner.  Now,  Wyoming. 

Mr.  Sellwood.  I  would  not  put  that  at  over  100,000,000  tons. 

Mr.  Gardner.  Now,  what  other  bodies  in  the  West  or  the  far  West 
are  there  ?    Are  there  any  ores  in  the  Sierra  Nevada  ? 

Mr.  Sellwood.  Yes;  there  are  ores  in  California. 

Mr.  Gardner.  California? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Well,  what  is  that  estimate? 

Mr.  Sellwood.  I  would  say  it  is  safe  to  put  it  at  about  250,000,000 
tons. 

Mr.  Gardner.  250,000,000  tons  of  merchantable  ore  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Now,  what  other  deposits  can  you  think  of  in  the 
West? 

Mr.  Sellwood.  There  is  a  little  way  down  in  Lower  California. 

Mr.  Gardner.  You  mean  in  Mexican  California  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Well,  let  us  take  that  up  afterwards — the  Mexican 
ores.  I  was  coming  to  the  Cuban,  Mexican,  and  Canadian  ores  after- 
wards. 
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Mr.  Sellwood.  Yes. 

Mr.  Gaednek.  Is  there  any  in  Montana  and  in  Idaho  and  Nevada  ? 

Mr.  Sellwood.  I  do  not  Imow  of  any,  Mr.  Gardner. 

Mr.  Gardner.  Arizona? 

Mr.  Sellwood.  I  do  not  know  of  any. 

Mr.  Gardner.  New  Mexico?    Do  you  know  of  any  there? 

Mr.  Sellwood.  There  are  some  ores  in  New  Mexico. 

Mr.  Gardner.  How  much  in  New  Mexico,  would  you  say? 

Mr.  Sellwood.  Oh,  perhaps  100,000,000  tons.  I  have  not  been 
there,  but  I  have  heard  of  it. 

Mr.  Gardner.  A  hundred  million  tons,  call  it,  in  New  Mexico? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Now,  Colorado? 

Mr.  Sellwood.  There  is  some  ore  in  Colorado,  but  I  could  not  tell 
you  the  amount.    It  is  a  low-grade  ore. 

Mr.  Gardner.  You  can  not  think  of  any  big  deposit  west  of  the 
Mississippi  River,  except  those  I  have  named  ? 

Mr.  Sellwood.  I  do  not  think  of  any  more. 

Mr.  Reed.  How  about  Texas  ? 

Mr.  Gardner.  Well,  yes;  that  is  west  of  the  Mississippi  River — 
Texas  and  Louisiana? 

Mr.  Sellwood.  I  did  not  see  50,000,000  tons  in  Texas. 

Mr.  Gardner.  Texas  and  Louisiana  together,  50,000,000? 

Mr.  Sellwood.  I  do  not  know  anything  about  Louisiana. 

Mr.  Reed.  Would  you  limit  Texas  to  50,000,000  tons? 

Mr.  Sellwood.  No ;  I  say  what  I  know  of. 

Mr.  Gardner.  New  Mexico  you  put  at  100,000,000  tons? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  And  California  was  250,000,000. 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Texas,  50,000,000? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  And  Lake  Superior,  1,600,000,000? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Wisconsin,  100,000,000— is  that  right? 

Mr.  Sellwood.  Yes,  sir.  That  is  the  Baraboo  district.  There  is 
a  good  deal  of  what  is  known  as  Lake  Superior  ores  in  Wisconsin. 

Mr.  Gardner.  Yes;  you  referred  to  the  Baraboo  district  and  the 
other  districts  outside? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  And  in  Utah  there  is  1,000,000,000? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  And  Wyoming,  100,000,000? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Now,  we  had  Texas  at  50,000,000.  Now,  come  east 
of  the  Mississippi  River.    What  is  there  in  New  York  State? 

Mr.  Sellwood.  There  is  very  little  in  New  York  that  I  know  of, 
as  merchantable  ore.  There  is  considerable  in  the  Lake  Champlain 
district. 

Mr.  YoTJNG.  They  concentrate  and  use  a  great  deal  of  that? 

Mr.  Sellwood.  Part  of  it  they  do. 

Mr.  Gardner.  How  much  of  that  is  merchantable? 

Mr.  Sellwood.  I  would  not  put  it  to  exceed  100,000,000  tons,  and 
I  think  that  is  big  for  it. 
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Mr.  Gardner.  New  York,  a  hundred  million  tons,  outside  figures? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Now,  then,  the  Middle  States— the  other  Middle 
States — Pennsylvania 

Mr.  Young.  New  Jersey. 

Mr.  Gardner.  Maryland? 

Mr.  Sellwood.  I  don't  know  anything  about  them. 

Mr.  Gardner.  West  Virginia? 

Mr.  Sellwood.  I  don't  know  anything  about  it ;  but  I  do  know  they 
use  Lake  Superior  ores,  and  if  they  had  any  great  supply  of  ores  of 
their  own  they  would  not  be  using  Lake  Superior  ores. 

Mr.  Gardner.  Then  there  is  nothing  else  worth  putting  in  this 
calculation  until  we  strike  Alabama? 

Mr.  Sellwood.  Not  that  I  know  of. 

Mr.  Gardner.  Now,  in  Alabama,  how  much? 

Mr.  Sellwood.  I  don't  know  anything  about  that  district. 

Mr.  Gardner.  Now,  then,  certain  grades  of  ore  are  merchantable 
in  one  place  that  would  not  be  merchantable  if  situated  in  another 
place,  I  take  it. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  For  instance — this  is  for  the  sake  of  the  record — 
in  the  Lake  Superior  ores  those  grading  below  55  per  cent  are  not 
used  very  much,  are  they? 

Mr.  Sellwood.  No. 

Mr.  Gardner.  Whereas,  the  Alabama  ores  are  used  as  low  as  what  ? 

Mr.  Sellwood.  I  think  Mr.  Bacon  testified  36  or  37  per  cent. 

Mr.  Gardner.  36  or  37  per  cent? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Now,  this  is  not  because  of  the  difference  in  the 
metallic  content,  but  on  account  of  the  fact  that  they  have  their 
fluxing  materials  and  coal  so  near  to  the  furnaces  in  Alabama? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Am  I  correct  in  supposing  that  it  is  not  because  it 
is  a  different  kind  of  ore  that  enables  them  to  use  a  less  metallic  ore? 

Mr.  Sellwood.  No  ;  it  is  entirely  owing  to  the  small  cost  of  getting 
the  iron  and  the  coal  together. 

Mr.  Gardner.  Of  assembling  their  furnace  material? 

Mr.  Sellwood.  Yes,  sir;  that  is  right. 

Mr.  Gardner.  In  other  words,  it  is  not  because  that  particular 
kind  of  ore  is  any  easier  to  convert  into  pig  iron ;  it  is  merely  because 
their  facilities  for  blast  furnaces  are  supplied  in  more  economical 
form  by  nature? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  To  transport  that  ore  and  put  it  where  it  had  to  be 
carried  a  long  distance,  like  from  Lake  Superior  to  Pittsburgh,  you 
could  not  use  that  same  ore? 

Mr.  Sellwood.  No,  sir. 

Mr.  Gardner.  Because  the  metallic  content  would  not  be  high 

enough  ? 

Mr.  Sellwood.  No,  sir ;  you  could  not  haul  your  ore  to  Pittsburgh 
and  make  pig  iron  out  of  it. 

Mr.  Gardner.  Now,  in  making  these  figures  you  say  that  in  Utah, 
for  instance,  there  are  a  thousand  million  tons  of  merchantable  ore? 
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Mr.  Sbllwood.  Yes,  sir. 

Mr.  Gahdner.  Are  you  contemplating  that  that  shall  be  reduced 
to  pig  iron  on  the  spot,  or  that  it  is  so  rich  in  metallic  iron  that  it 
will  pay  for  its  transportation  to  some  of  the  furnaces  of  the  Middle 
West? 

Mr.  Sellwood.  It  would  have  to  be  transferred  to  some  place  or 
else  transfer  the  coal  to  it,  because  there  is  no  coking  coal  in  that 
district. 

Mr.  Gardner.  Exactly.     Well,  now,  how  rich  is  that  ore  in  Utah? 

Mr.  Sellwood.  That  compares  very  favorably  with  the  Lake  Su- 
perior ore.     I  think  it  will  average  fully  as  good. 

Mr.  Gardner.  And  the  only  reason  it  is  not  as  valuable  a  deposit 
is  because  it  is  farther  from  the  market? 

Mr.  Sellwood.  Yes;  the  freight  would  eat  it  up. 

Mr.  Gardner.  Not  only  from  the  market  where  it  is  to  be  sold, 
but  from  the  point  of  concentration  of  the  materials  for  the  furnace? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  I  thank  you  very  much  for  what  you  have  told  me 
so  far,  and  if  you  think  of  any  State  that  has  a  considerable  deposit 
of  ore,  I  wish  you  would  call  my  attention  to  it. 

Mr.  Sellwood.  I  will. 

Mr.  Gardner.  Now,  I  have  got  Canada,  Newfoundland,  Cuba,  and 
Mexico  to  inquire  about  along  the  same  lines. 

Mr.  Reed.  Could  you  add  Brazil  to  that  ? 

Mr.  Gardner.  I  had  not  thought  of  it,  but  I  shall  be  very  glad  to 
add  the  necessary  questions,  and  any  other  place  where  you  think 
ores  would  be  in  the  reasonable  future  available  for  the  United  States 
I  will  be  glad  to  ask  about. 

Mr.  Young.  We  are  importing  them  from  Sweden  now. 

Mr.  Bartlett.  Some  in  China  and  some  in  Egypt. 

Mr.  Gardner.  I  do  not  want  to  go  ahead  with  this  examination  if 
I  am  repeating  something  that  we  already  have. 

The  Chairman.  Oh,  no. 

Mr.  Gardner.  Either  in  a  Government  report  or  to  be  secured  in 
any  form,  but  I  have  not  been  able  to  find  concentrated  the  informa- 
tion on  this  subject.     Now,  then,  do  you  know  about  Newfoundland? 

Mr.  Sellwood.  I  do  not. 

Mr.  Gardner.  What  do  you  know  about  the  Canadian  ores?  Are 
you  familiar,  in  part  or  in  whole,  with  them? 

Mr.  Sp:llwood.  Yes.  sir;  I  think  we  are  producing  the  only  Cana- 
dian ore,  outside  of  Newfoundland,  that  is  being  produced. 

Mr.  Gardner.  Where  is  that  ? 

Mr.  Sellwood.  Moose  Mountain,  north  of  Georgian  Bay. 

Mr.  Gardner.  Oh.  yes ;  I  saw  a  picture  of  it  on  the  map. 

Mr.  Bartlett.  On  the  Canadian  Pacific  road  ? 

Mr.  Sellwood.  No;  the  Canadian  Northern.  It  is  north  of  the 
Canadian  Pacific.  It  is  about  25  or  30  miles  north  of  the  big  nickel 
mines  at  Sudbury. 

The  Chairman.  Is  Moose  Mountain  reached  by  any  railroad? 
Is  it  on  any  railroad  ? 

Mr.  Sellwood.  Yes;  it  is  now  on  the  Canadian  Northern,  built  in 
there  three  years  ago. 

Mr.  Gardner.  They  built  in  just  as  they  built  into  Cobalt? 

Mr.  Sellwood.  Yes. 


UNITED   STATES   STEEL  CORPOBATION".  5393 

Mr.  Gardner  (continuing).  And  various  places  where  they  built 
in  to  meet  the  situation? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  But  it  is  on  no  trunk  line  ? 

Mr.  Sellwood.  No,  sir. 

Mr.  Gardner.  That  is,  it  is  on  a  branch?, 

Mr.  Sellwood.  Yes. 

Mr.  Bartlett.  Geographically,  what  part  of  Canada  is  it  m  ? 

Mr.  Sellwood.  It  is  directly  north  of  Sudbury. 

Mr.  Gardner.  It  is  about  due  north  of  Michigan. 

Mr.  Sellwood.  It  is  due  north,  almost,  of  Lake  Huron. 

Mr.  Daneorth.  How  far  from  the  lake  ? 

Mr.  Sellwood.  About  60  miles.  I  think  it  is  a  60-mile  haul  to 
the  lake. 

Mr.  Eeed.  It  is  right  close  to  Georgian  Bay,  is  it  not  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  It  is  in  the  Province  of  Ontario? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  I  remember  on  one  of  those  maps  pointing  to  it 
with  a  fishing  pole.    Wasn't  Mr.  Gates  interested  up  in  there  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Mr.  Gates  gave  some  testimony  about  it. 

Mr.  Gardner.  Yes.     Now,  how  much  merchantable  ore  is  there? 

Mr.  Sellwood.  The  range  has  not  been  very  thoroughly  explored, 
but  I  think  there — I  would  say  about  100,000,000  tons  of  merchant- 
able ore,  and  we  know  of  about  200,000,000  tons  of  ore  that  is  about 
40  per  cent.     We  are  getting  ready  to  concentrate  that  now. 

Mr.  Gardner.  Well,  you  have  about  100,000,000  tons  of  55  per 
cent,  you  say? 

Mr.  Sellwood.  Yes;  about  55. 

Mr.  Gardner.  And  about  200,000,000  of  40  per  cent? 

Mr.  Sellwoood.  Yes. 

Mr.  Gardner.  But  for  the  sake  of  estimating  the  merchantable 
ore,  ought  we  not  to  exclude  that  200,000,000  of  40  per  cent  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Therefore  I  will  put  Moose  Mountain,  Ontario,  at 
100,000,000  tons. 

Mr.  Seixwood.  Yes,  sir. 

Mr.  Gardner.  What  other  deposits  do  you  know  of? 

Mr.  Sellwood.  I  know  of  one — Antikocan. 

Mr.  Gardner.  Where  is  that  situated? 

Mr.  Seliavood.  It  is  about  a  hundred  miles  west  of  Fort  Arthur. 

Mr.  Gardner.  That  would  bring  it  about  due  north  of  Duluth? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  And  that  is  also  in  the  Province  of  Ontario  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Western  Ontario? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Now,  if  you  could  make  a  shot  at  the  spelling  of  that 
name. 

Mr.  Sellwood.  I  will  have  to  write  it  first.  Here  it  is — A-n-t-i- 
k-o-c-a-n. 

Mr.  Gardner.  Antikocan,  Ontario.    How  much  is  that  ? 
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Mr.  Sellwood.  That  is  a  small  amount,  compared  with  the  others. 
I  would  say  that  would  not  run  over  10,000,000  tons. 

Mr.  Gardner.  Ten  million.  Now,  is  Canada,  within  a  range  of  a 
hundred  miles  of  the  through  line  of  the  Canadian  Pacific  Eailroad, 
pretty  well  explored  for  iron  ? 

Mr.  Sell\^^ood.  I  would  say  it  is. 

]Mr.  Gardner.  How  about  the  newly  surveyed  line  of  the  Grand 
Trunk  I'acific,  for  instance? 

Mr.  Sellwood.  I  could  not  tell  you,  Mr.  Gardner.  There  is  a 
large  amount  of  low-grade  ore  on  the  north  shore  of  Lake  Superior, 
close  to  the  Grand  Pacific  Eailway,  for  a  distance  perhaps  of  150 
miles,  but  that  is  all  in  the  low-grade  class  that  we  have  in  Mar- 
quette. 

Mr.  Gardner.  Well,  this  farther  north  railroad,  which  is  being 
built — the  transcontinental  line— — 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Is  there  anything  known  about  the  iron-ore  de- 
posits through  there? 

Mr.  Sellwood.  I  do  not  think  there  is,  Mr.  Gardner. 

Mr.  Gardner.  Along  there  ? 

Mr.  Sellwood.  No. 

Mr.  Gardner.  So  that  all  you  know  about  the  iron-ore  deposits 
at  Canada  is  this  deposit  of  a  hundred  million  tons  at  Moose  Moun- 
tain and  ten  millions  at  Antikocan  ? 

Mr.  Sellwood.  Yes. 

Mr.  Reed.  You  know  about  the  Dominion  Co.'s  holdings  in  Nova 
Scotia,  do  you  not? 

Mr.  Sellwood.  Well,  I  don't  laiow  how  much  they  have.  I  have 
never  been  there. 

Mr.  Reed.  That  is  part  of  Canada. 

Mr.  Gardner.  Yes.  Now,  there  is  the  Dominion  Coal  &  Iron  Co. 
That  is  in  Cape  Breton  Island? 

Mr.  Sellwood.  Yes.  I  linow  they  are  mining  and  manufacturing 
there,  but  I  have  no  idea  what  amount  they  have. 

Mr.  Gardner.  I  do  not  either,  and  it  was  largely  a  Boston  con- 
cern, too.     You  haven't  any  idea,  Mr.  Reed,  have  you  ? 

Mr.  Reed.  No.  They  claim  large  quantities,  but  I  have  never 
heard  the  figures. 

Mr.  Gardner.  Well,  we  can  get  hold  of  that,  I  fancy.  Now,  how 
about  Alaska? 

Mr.  Seliavood.  I  know  nothing  about  it,  Mr.  Gardner. 

Mr.  Gardner.  Does  anybody? 

Mr.  Sellwood.  I  suppose  so;  but  I  could  not  tell  you  who  does. 
There  is  some  iron  there  I  have  heard  of,  but  I  don't  Imow  how 
much. 

Mr.  Gardner.  Have  you  heard  there  are  any  deposits  of  iron  ore 
so  rich  as  to  make  it  possible  to  transport  them  to  any  place  of 
assembling  furnace  materials? 

Mr.  Sellwood.  I  do  not  think  so. 

Mr.  Gardner.  Then  we  can  throw  Alaska  out  of  our  calculations 
as  to  the  present  merchantable  ore  supply. 

Mr.  Sellwood.  Yes,  sir;  I  think  so. 

Mr.  Gardner.  Now,  we  are  short  of  information,  so  far,  of  Ala- 
bama, Nova  Scotia,  Newfoundland. 
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Mr.  Sellwood.  Yes. 

Mr.  Danforth.  Is  this  Sidney  ? 

Mr.  Gardner.  Yes.  Sidney  is  in  Cape  Breton.  It  is  Avhere  the 
Dominion  Iron  &  Steel  Co.  is  situated. 

Mr.  Danfoeth.  There  is  another  Sidney  there. 

Mr.  Gardner.  Well,  this  is  Sidney,  Cape  IJreton  Island.  Cape 
Breton  Island  has  a  tenuous  connection  with  Nova  Scotia,  and 
Sidney  is  where  the  vessels  sail  from  to  Port  aux  Basques,  New- 
foundland. I  think  that  is  the  only  one  that  I  remember.  I  have 
not  been  there,  however. 

Mr.  Sellwood.  I  think  you  are  right  about  that. 

Mr.  Danforth.  Where  they  have  the  coal  and  iron  ore  together 
just  as  they  are  down  in  Birmingham  ? 

Mr.  Gardner.  I  rather  think  so.  I  won't  be  sure  of  that,  but  I 
should  say  within  rather  easy  handling  distance.  I  am  correct 
about  that,  am  I  not  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  What  do  you  know  about  Mexican  ores? 

Mr.  Sellwood.  I  don't  know  anything  about  them. 

Mr.  Gardner.  You  spoke  of  Lower  California. 

Mr.  Sellwood.  Yes ;  that  is  true.     That  is  in  Mexico. 

Mr.  Gardner.  Well,  as  to  that 

Mr.  Sellwood.  There  are  a  few  small  deposits  scattered  at  a  great 
distance,  but  I  do  not  think  you  have  got  300,000  tons  on  the  whole 
business. 

Mr.  Gardner.  Then  it  is  not  worth  calculating? 

Mr.  Sellwood.  Hardly. 

Mr.  Heed.  How  about  Yucatan? 

Mr.  Sellwood.  I  don't  know  anything  about  it. 

Mr.  Keed.  That  is  part  of  Mexico,  is  it  not? 

Mr.  Sellwood.  I  don't  know  anything  about  that.  I  went  down  in 
that  country  about  seven  years  ago  for  Mr.  Gates.  He  had  big  re- 
ports, but  there  was  nothing  there. 

Mr.  Gardner.  Lower  Mexico? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  If  there  were  any  large  available  ore  deposits  in 
Mexico,  you  would  know  of  them,  would  you  not  ? 

Mr.  Sellwood.  Yes,  sir.  I  went  down  there  for  that  purpose.  I 
was  down  there  seven  or  eight  weeks. 

Mr.  Gardner.  I  mean  all  through  Mexico. 

Mr.  Sellwood.  I  have  heard  of  ore  in  other  parts  of  Mexico,  but  I 
don't  know  anything  about  it. 

Mr.  Gardner.  Is  it  not  safe  to  throw  Mexico  and  Central  America 
out  ojf  the  calculation  of  merchantable  ore  ? 

Mr.  Sellwood.  Yes;  I  think  so. 

Mr.  Gardner.  Now,  how  about  Cuba? 

Mr.  Sellwood.  I  don't  know  anything  about  it. 

Mr.  Gardner.  We  have  evidence  in  one  of  these  hearings  from  Mr. 
Gayley  on  Cuban  ores. 

Mr.  Sellwood.  I  think  Mr.  Schwab  could  post  you  better  than  any- 
body I  know  of  on  Cuban  ores. 

Mr.  Gardner.  Can  you  post  us  at  all  on  Brazilian  ores  ? 

Mr.  Sellwood.  No,  sir. 

Mr.  Gardner.  Do  you  know  that  there  are  any  ores  in  Brazil  ? 
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Mr.  Sellavood.  There  are  some  of  our  people  in  Duluth  interested 
in  them,  and  they  talk  very  big  about  it. 

Mr.  Gardner.  How  big  do  they  talk? 

Mr.  Sellwood.  They  say  it  is  bigger  than  the  Marquette  Range. 
They  are  negotiating  now,  I  know,  with  some  people  in  Germany  for 
the  sale  of  that  ore.     One  of  my  closest  friends  is  interested  in  it. 

Mr.  Gardner.  Have  they  estimated  how  much  they  have  got  of  it? 

Mr.  Sellwood.  No. 

Mr.  Gardner.  Do  they  think  they  have  two  thousand  million  tons? 

Mr.  Sellwood.  Not  that  I  know  of. 

Mr.  Gardner.  Do  they  think  they  have  a  thousand  million  tons  ? 

Mr.  Sellwood.  No;  from  their  talk  I  think  they  estimate  about 
300,000,000  tons  of  ore. 

Mr.  Gardner.  That  is  their  holdings? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Now,  then,  as  to  the  available  ore  supplies  near  at 
hand,  we  have  exhausted  about  everything  in  this  computation,  ex- 
cept Alabama,  Nova  Scotia,  and  Newfoundland,  and  there  is  nothing 
further  that  you  think  of  that  ought  to  be  added  in  the  way  of  ore 
resources  ? 

Mr.  Sellwood.  I  would  judge  about  Alabama,  not  knowing  myself, 
but  I  would  judge  from  the  talk  I  have  had  with  Mr.  Bacon  that  there 
is  a  billion  tons  of  ore  in  the  State  of  Alabama. 

Mr.  Gardner.  In  the  State  of  Alabama? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  That  is  merchantable  under  present  conditions  ? 

Mr.  Sellwood.  I  think  he  reported  yesterday  that  the  United 
States  Steel  Corporation  had  about  400,000,000  tons. 

Mr.  Reed.  He  said  that  was  about  one-third  in  that  15-mile  dis- 
trict. 

Mr.  Sellwood.  That  would  bring  it  up  to  1,200,000,000. 

Mr.  Reed.  You  have  not  said  anything  about  the  Virginia  ores, 
Mr.  Sellwood. 

Mr.  Sellavood.  I  don't  know  anything  about  them. 

Mr.  Gardner.  Now,  do  you  know  anything  about  furnaces  ? 

Mr.  Sellwood.  No,  sir. 

Mr.  Gardner.  Somebody  has  handed  me  this  memorandum.  I  am 
going  to  ask  your  opinion  about  it,  and  if  you  have  none,  all  right. 
[Reading :] 

Each  decrease  of  1  per  cent  in  iron  onntent  of  ore  raises  the  cost  of  producing 
pig  iron  37.5  cents  at  least,  other  things  being  equal. 

Mr.  Sellwood.  I  would  think  that  is  pretty  high.  Mr.  Young  has 
a  book  there  that  shows  a  good  deal  of  that,  I  think — Crowell  & 
Murray. 

Mr.  Gardner.  That  is  assuming  other  things  being  equal. 

Mr.  Sellwood.  37  cents  per  unit? 

Mr.  Gardner.  37.5  cents.     [Reading:] 

Each  decrease  of  1  per  cent  in  the  iron  content  of  ore  raises  the  cost  of  pro- 
ducing pig  iron  37.5  cents,  at  least. 

Mr.  Sellwood.  That  is  not  so. 
Mr.  Gardner.  Other  things  being  equal. 

Mr.  Sellwood.  I  know  that  we  have  a  penalty  where  our  ore  runs 
below  55. 
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Mr.  Gardner.  What? 

Mr.  Sellwood.  We  have  a  penalty  where  our  ore  runs  below  55 
or  about  7  or  8  cents  a  unit,  and  we  also  have  a  premium  if  it  goes 
above. 

Mr.  Gardner.  Yes. 

Mr.  Sellwood.  I  am  talking  now  as  a  seller  of  ore. 

Mr.  Gardner.  I  see. 

Mr.  Sellwood.  Take  37.5  cents  and  a  55  per  cent  ore  and  you  would 
see  where  it  would  bring  your  pig  iron. 

Mr.  Gardner.  It  seems  to  me  there  was  a  penalty  in  the  Hill  lease 
for  the  nonstandard  ore.    What  was  the  standard  of  the  Hill  ore? 

Mr.  Reed.  Forty-nine  was  the  lowest  mentioned. 

Mr.  Gardner.  Dry  ore  was  59,  was  it  not? 

Mr.  Sellwood.  Yes.  They  figure  55  on  Bessemer  ore  and  51.5  on 
non-Bessemer  ore. 

Mr.  Reed.  That  is  not  dry,  though. 

Mr.  Sellwood.  No  ;  natural. 

Mr.  Gardner.  The  Hill  lease  was  in  terms  of  dry  ore. 

Mr.  Sellwood.  Yes ;  I  think  so.    That  is  right. 

Mr.  Gardner.  Well,  now,  I  would  like  to  get  at  your  opinion. 

Mr.  Sellwood.  They  charge  us,  I  know,  a  penalty  of  about  8  cents 
per  unit.  Now,  if  it  costs  them  37  cents  per  unit  more  to  make  pig 
iron  they  certainly  would  charge  us  the  diflPerence.  Mr.  Young  has 
a  book  some  place  that  shows  it. 

Mr.  Gardner.  I  would  like  to  elucidate  this  a  little  further.  I  put 
some  confidence  in  the  accuracy ;  I  may  mistake  the  basis  of  this,  or 
j'ou  may  mistake  the  basis  of  it,  but  I  put  some  confidence  in  the 
gentleman  who  prepared  that. 

Mr.  Sellwood.  Well,  you  see,  Mr.  Gardner,  if  you  take  a  55  per 
cent  natural  iron  and  take  37.5  cents  per  unit,  you  will  get  a  unit 
of  how  much  your  pig  iron  will  cost  to  make  ? 

Mr.  Reed.  Mr.  Sellwood  is  talking  about  the  increased  cost  per 
ton  of  ore,  while  that  memorandum  seems  to  refer  to  the  increased 
cost  per  ton  of  pig  iron.    Perhaps  that  explains  the  difference. 

Mr.  Gardner.  But  even  that  would  not  account  for  the  difference, 
even  if  you  divide  it  by  three. 

Mr.  Seli,wood.  No. 

Mr.  Gardner.  This  is  calculated  on  the  basis,  I  think,  of  about  $10 
for  producing  a  ton  of  pig  iron.  I  am  not  sure  of  it,  but  that  is  my 
impression. 

Mr.  Sellwood.  Well,  I  know  they  penalize  us  about  8  cents  per 
unit. 

Mr.  Gardner.  Well,  you  would  have  to  multiply  that  by  three, 
would  you  not? 

Mr.  Young.  No  ;  by  two. 

Mr.  Gardner.  Yes,  that  is  right;  by  two. 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  While  you  are  getting  at  the  explanation  there,  I 
presume  you  know  who  gave  me  this  memorandum,  Mr.  Reed? 

Mr.  Reed.  I  have  just  been  told.    I  did  not  know  before. 

Mr.  Gardner.  The  memorandum  was  in  confidence,  and  I  can  not 
put  the  man  on  the  stand  without  his  own  consent.  It  is  out  of  the 
question ;  but  I  will  talk  to  Mr.  Reed  about  it  later.  If  you  were 
going  into  the  business  of  manufacturing  steel,  and  by  that  I  mean 
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finished  and  semifinished  and  ore  crude — I  do  not  mean  steel  prod- 
ucts, but  I  mean  the  rougher  or  coarser  forms  of  steel — and  wanted 
to  get  in  on  a  competitive  basis  with  these  concerns  now  in  the  busi- 
ness, how  much  of  an  ore  reserve  would  you  like  to  have?  You 
remember  the  question  that  was  asked  Mr.  Bacon  yesterday — sub- 
stantially the  same  question? 

Mr.  Eeed.  You  mean  expressed  in  terms  of  years  ? 

Mr.  Gardner.  It  was  expressed  yesterday  in  Mr.  Bacon's  answer 
in  terms  of  million  tons.  He  figured  out  and  gave  an  answer,  and  I 
wanted  to  get  Mr.  Sellwood's  idea. 

Mr.  Sellwood.  That  would  depend  a  good  deal,  Mr.  Gardner,  on 
how  much  money  I  had  to  spend  in  the  plant — how  big  a  plant  I  was 
going  to  build. 

Mr.  Gardner.  Yes;  but  we  are  assuming  that  the  plant  would  be 
big  enough  to  be  on  a  competitive  basis  with  other  concerns  now  in 
the  business — the  minimum  to  put  you  on  a  competitive  basis.  The 
object  I  have  in  asking  that  question  is  to  see  whether  there  is  an  op- 
portunity, outside  of  making  an  arrangement  with  Mr.  Hill  for  his 
ores,  for  an  independent  steel  company  to  do  business.  Mr.  Bacon 
was  asked  that  question,  and  now  I  want  to  go  on  further  on  the 
same  line  with  Mr.  Sellwood. 

Mr.  Sellwood.  In  the  first  place,  Mr.  Bacon  has  had  a  good  deal 
of  experience  as  a  manufacturer  with  the  Tennessee  Coal  &  Iron  Co. 
I  know  nothing  about  manufacturing.  My  whole  life  has  been  spent 
in  mining,  and  I  would  have  no  idea  of  what  a  plant  would  cost. 

Mr.  Gardner.  What? 

Mr.  Sellwood.  I  would  have  no  idea  what  a  big  steel  plant  with 
furnaces  would  cost. 

Mr.  Gardner.  I  thought  possibly  you  might  feel  that  you  were 
not  prepared  to  answer  the  question. 

Mr.  Sellwood.  No  ;  I  am  not. 

Mr.  Gardner.  I  have  no  other  questions  to  ask,  and  between  now 
and  the  time  we  meet  after  lunch,  why,  I  will  be 

Mr.  Young.  Just  a  question  or  two  there,  Mr.  Sellwood.  These 
estimates  that  you  have  given  to  Mr.  Gardner  relate  to  ores  that  are 
known  to  exist,  do  they  not? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Now,  if  in  1885  you  had  been  asked  if  there  was  any 
iron  ore  on  the  Mesabi  Eange  you  would  have  had  to  answer,  would 
you  not,  that  you  did  not  know  of  the  existence  of  any  there? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  I  see  in  this  report  of  Mr.  C.  K.  Leith  on  the  iron- 
ore  reserves  of  Michigan  in  1911  it  is  stated  that  on  the  Michgan 
iron  range  in  the  Lake  Superior  district  there  are  larger  reserves 
of  ore  in  proportion  to  the  annual  shipments,  which  have  steadily 
increased,  known  to  exist  than  at  any  previous  period  in  the  history 
of  that  district.    Would  your  judgment  accord  with  that  statement? 

Mr.  Sellwood.  No. 

Mr.  Young.  What? 

Mr.  Sellwood.  No. 

Mr.  Young.  It  speaks  of  reserves  which  are  known  to  exist — re- 
serves which  are  shown  up;  in  other  words,  that  there  is  more  ore 
now  shown  up  than  was  known  at  any  previous  period,  although 
large  amounts  have  been  taken  out,  of  course — 219,000,000  tons. 
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Mr.  Sellwood."  I  don't  know  but  what  I  would  agree  with  that 
pretty  near,  because  that  district  down  there  that  has  been  opened 
here  m  the  last  few  years  has  shown  a  large  amount  of  ore. 

Mr.  YoTTNG.  They  began  shipping  and  mining  ore  there  in  1855, 
did  they  not? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  YotJNG.  When  the  deposits  are  of  the  character  of  those  in 
Michigan — these  deep  deposits — ^wouldn't  it  be  your  judgment  that 
that  would  probably  be  true  in  many  other  ranges;  that  in  50  years 
you  would  know  of  more  ore  than  we  do  to-day,  although  they  were 
mining  it  each  year? 

Mr.  Sellwood.  I  would  say  that  is  apt  to  be  so  in  any  of  the  ranges 
except  the  Mesabi.  The  Mesabi  is  different,  because  that  is  flat, 
and  they  have  drilled  right  through  the  ore. 

Mr.  Young.  So  in  the  statement  you  have  made  in  answer  to  Mr. 
Gardner's  question  you  would  not  thing  that  because  you  only  knew 
of  so  much  ore  to-day  that  there  was  any  reason  to  believe  that  there 
would  not  be  immense  discoveries  in  the  next  10  or  20  or  50  years  ? 

Mr.  Sellwood.  No. 

Mr.  Gardner.  That  is  to  say,  because  you  know  only  of  these 
amounts  that  you  have  given  Mr.  Gardner  to-day,  you  would  not 
think  that  was  any  reason  to  believe  that  there  would  not  be  im- 
mense discoveries  in  the  next  50  years  of  other  ores  unknown  to 
anybody  to-day? 

Mr.  Sellwood.  I  think  it  is  quite  probable  there  would  be. 

Mr.  Gardner.  You  think  it  is  quite  probable  that  there  would  be 
large  discoveries  of  what  we  call  to-day  merchantable  ore  in  the 
foundries  of  the  United  States  in  the  next  50  years  ? 

Mr.  Sellwood.  Yes,  sir.  I  went  to  the  Marquette  district  in  1870, 
when  the  total  shipments  were  about  half  a  million  tons  a  year.  I 
think  they  are  shipping  now  from  three  to  four  million  tons  a  year 
out  of  that  same  district. 

Mr.  Gardner.  Where  would  you  anticipate  these  discoveries  would 
be  made? 

Mr.  Sellwood.  The  continuation  mostly  of  those  old  mines  down. 

Mr.  Gardner.  Deeper  in  the  ground? 

Mr.  Sellwood.  Yes,  sir.  They  are  not  explored  as  the  Mesabi 
Kange  is  explored. 

Mr.  Gardner.  I  quite  understand.  On  the  Mesabi  you  can  see  just 
what  you  have  got  beyond  peradventure  of  a  doubt? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  But  you  would  suppose  that  within  the  next  50  years 
there  would  be  great  discoveries  of  merchantable  ore  ? 

Mr.  Sellwood.  In  the  old  mines  of  Michigan  ? 

Mr.  Gardner.  In  the  old  mines'  of  Michigan. 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Now,  anywhere  else  in  the  United  States  ? 

Mr.  Sellwood.  Possibly  the  Vermilion. 

Mr.  Gardner.  Possibly  the  Vermilion  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Now,  how  much  would  you  anticipate  the  discovery 
in  the  next  50  years  would  be?  Do  you  think  by  any  possibility 
there  would  be  the  discovery  of  a  thousand  million  tons  ? 
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Mr.  Sellwood.  Not  that  much  in  the  Lake  Superior  district,  be- 
cause the  real  Lake  Superior  district  is  small  compared  to  the 
Mesabi,  which  I  think  is  very  well  developed. 

Mr.  Gardner.  AATiat  ? 

Mr.  Seulwood.  I  say  the  Michigan  mining  districts  are  small  com- 
pared with  the  Mesabi,  which  I  think  is  very  well  developed. 

Mr.  Gardner.  Now,  would  you  not  be  surprised  if  in  the  next  25 
years,  we  will  say,  200,000,000  tons  of  merchantable  ore  were  discov- 
ered in  the  whole  United  States  ? 

Mr.  Sellwood.  200,000,000? 

Mr.  Gardner.  200,000,000  tons  of  merchantable  ore  ? 

]Mr.  Sellwood.  No  ;  I  would  not  be  surprised  at  that. 

Mr.  Gardner.  How  about'  500,000,000  in  the  next  25  years  ? 

Mr.  Sellwood.  Well,  that  is  going  a  good  way,  but  it  may  be  so. 

Mr.  Gardner.  That  would  rather  surprise  you,  would  it? 

Mr.  Sellwood.  It  would ;  yes. 

Mr.  Gardner.  Well,  then  substantially 

Mr.  Sellwood.  But  we  are  certainly  mining  more  in  Michigan  to- 
day than  we  ever  did  before. 

Mr.  Gardner.  There  is  apparently  a  difference  between  what  you 
have  stated  to  me  and  your  answers  to  Mr.  Young.  Now,  am  I 
right  in  saying  that  that  difference  arose  for  this  reason,  that  in 
answering  Mr.  Young  you  had  in  mind  future  discoveries  in  the  old 
Michigan  mines  and  possibly  in  the  Vermilion,  in  Minnesota  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Where  the  deposits  ■  are  of  such  a  nature,  because 
they  are  vertical,  that  you  do  not  know  how  deep  they  go  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  And  you  anticipate  that  future  discoveries  in  those 
regions  Avill  be  not  discoveries  on  the  surface,  but  discoveries  deeper 
below  the  surface  in  the  old  localities  already  worked  ? 

Mr.  Sellwood.  Yes,  sir.  In  other  words,  I  think  it  is  fair  to  say 
that  I  believe  that  in  20  years  from  now  the  mines  of  Michigan,  and 
especially  of  the  Ishpeming  and  the  Negaunee  districts,  will  have  as 
much  ore  in  sight  as  they  have  got  now,  and  they  will  continue  ship- 
ping just  as  they  have  been.  That  whole  Nagaunee  district,  outside 
of  Jackson,  has  been  found  in  the  last  20  years. 

Mr.  Young.  In  the  last  few  years  the  Swanzey  district  has  opened 
up,  although  we  have  laiown  there  was  ore  there  for  30  or  40  years. 

Mr.  Sellwood.  Yes ;  they  were  shipping  in  1873. 

Mr.  Yottng.  But  in  very  small  quantities  ? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  But  the  practical  development  has  been  in  the  last 
five  years,  has  it  not  ? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  Then,  take  the  district  west  of  Ishpeming  on  the 
north  range,  we  have  been  exploring  for  ore  and  finding  small  quan- 
tities for  more  than  20  years,  have  we  not  ? 

j\Ir.  Sellwood.  Yes. 

Mr.  Young.  But  still  is  it  not  true  that  we  never  found  a  paying 
mine  until  within  the  last  three  years  ? 

Mr.  Sellwood.  Yes. 
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Mr.  YoTJNG.  And  that  now 

Mr.  Sellwood.  Well,  now,  I  would  not  say  that.  You  had  the 
old  Cleveland  amatite  there. 

Mr.  Young.  Yes ;  but  I  was  not  thinking  of  that.  I  was  speaking 
of  the  portion  west  of  Ishpeming. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  The  old  Cleveland  is  right  in  there. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  And  now  we  have  opened  up  at  kast  two  very  large 
properties  there. 

Mr.  Sellwood.  What  mines  do  you  refer  to  ? 

Mr.  Young.  I  mean  the  Cleveland-Cliffs  property  and  the  prop- 
erty that  J.  R.  Thompson  has  charge  of — the  Hanna. 

Mr.  Sellwood.  That  is  the  old  American  mine  ? 

Mr.  Young.  Yes,  sir. 

Mr.  Sellwood.  That  is  the  same  mine  they  worked  over  20  years 
ago. 

Mr.  Young.  Very  true;  but  it  was  a  small  mine  and  was  not 
profitable. 

Mr.  Sellwood.  Well,  that  is  more  in  the  method  of  mining  than 
anything  else.  It  is  the  old  Boston  and  old  American  mines.  They 
shipped  from  there  over  20  years  ago 

Mr.  Young.  Yes. 

The  Chairman.  If  it  is  agreeable  to  the  committee  we  will  take  a 
recess  now  until  2  o'clock. 

Whereupon,  a  recess  was  taken  until  2  o'clock  p.  m. 

AFTER   recess. 

The  committee  reconvened  pursuant  to  adjournment. 

FUETHER  STATEMENT  OF  MR.  JOSEPH  SELLWOOD, 

Mr.  Young.  Mr.  Sellwood,  returning  to  this  question  of  the  prob- 
able amount  of  ore  available  in  the  United  States  and  accessible  in 
the  United  States,  if  you  had  been  asked  10  years  ago  whether  there 
was  any  large  amount  of  iron  ore  in  Cuba,  outside  of  the  Santiago 
district — the  old  district — ^what  would  your  answer  have  been? 

Mr.  Sellwood.  Well,  I  had  never  heard  of  any  at  that  time. 

Mr.  Young.  Yes.  Have  you  any  more  reason  to  think  to-day  that 
there  will  be  no  more  large  discoveries  of  ore  in  the  United  States, 
or  accessible  to  the  United  States,  that  can  be  used  here  than  you 
would  have  had  10  years  ago  to  say  that  there  was  no  ore  in  Cuba, 
outside  of  the  Santiago  district,  to  your  knowledge? 

Mr.  Sellwood.  No. 

Mr.  Young.  Don't  you  think  it  extremely  probable  that  with  the 
thorough  explorations,  which  will  go  on  in  the  next  50  or  60  years, 
that  very  large  deposits  will  be  found  entirely  outside  of  the  Lake 
Superior  district? 

Mr.  Sellwood.  Yes ;  they  are  doing  that  now  on  the  Cayuna  Range. 
A  few  years  ago  they  never  knew  anything  about  it. 

Mr.  Young.  Say,  three  years  ago  you  had  not  found  much  of  any- 
thing over  there,  had  you  ? 
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Mr.  Sellwood.  No. 

Mr.  Young.  That  has  been  growing  pretty  rapidly  in  the  last 
vear — the  discoveries? 

Mr.  Sellwood.  Yes ;  within  the  last  two  or  three  years  a  good  deal  of 
ore  has  been  discovered  there. 

Mr.  Baetlett.  You  spoke  about  ores  in  Canada,  Mr.  Sellwood. 
What  place  was  it?  Sellwood  did  you  first  speak  of?  Along  north 
of  Michigan  there  ? 

Mr.  Sellwood.  Well,  it  is  located  at  a  little  village — Sellwood — 
called  after  me.     It  is  about  25  miles  north  of  Sudbury. 

Mr.  Baetlett.  Yes. 

Mr.  Sellwood.  That  is  where  the  large  nickel  mines  are — Sud- 
bury? 

Mr.  Baetlett.  The  last-named  village  is  in  Canada? 

Mr.  Sellwood.  Yes;  Ontario. 

Mr.  Young.  That  is  pretty  nearly  straight  north  of  the  east  end 
of  Lake  Superior,  is  it  not  ? 

Mr.  Sellwood.  Well,  it  is  directly  north  of  Georgian  Bay,  right 
on  Lake  Huron. 

Mr.  Baetlett.  Not  in  the  region  of  Medicine  Hat,  or  anything  of 
bhat  kind? 

Mr.  Sellwood.  Oh,  no. 

Mr.  Baetlett.  To  the  east? 

Mr.  Sellwood.  To  the  east.     Directly  north  of  Georgian  Bay. 

Mr.  Baetlett.  How  much  do  you  think  is  there,  Mr.  Sellwood? 

Mi;.  Sellwood.  Oh,  there  is  considerable  ore  shown  up  there. 

Mr.  Baetlett.  Now,  Mr.  Sellwood,  you  say  that  in  50  years  you 
fan  not  tell,  of  course,  how  much  more  ore  will  be  found  than  at  the 
present  time  as  a  matter  of  course? 

Mr.   Sellwood.  No,  sir. 

Mr.  Baetlett.  Do  you  think  the  present  known  supply  is  suffi- 
?ient  to  supply  all  the  demands  of  this  country? 

Mr.  Sellwood.  When  you  take  the  different  grades  of  ore,  yes; 
but  we  are  going  to  find  more.    You  can  not  help  it. 

Mr.  Baetlett.  What? 
"  Mr.  Sellwood.  We  are  going  to  find  a  good  deal  more.    The  Mar- 
quette Range  has  been  mined  for  50  years,  and  they  show  a  great 
ieal  more  to-day  than  they  did  20  years  ago. 

Mr.  Baetlett.  How  long  have  they  been  working  the  Marquette 
Range  ? 

Mr.  Sellwood.  About  55  years. 

Mr.  Baetlett.  And  how  have  the  facilities  for  getting  out  the  ore 
increased  in  that  time? 

Mr.  Sellwood.  Oh,  it  has  improved  a  great  deal.  When  I  went 
there  first,  in  1870,  we  used  to  mine  with  hand  drills  and  black 
powder.  Now  they  have  power  drills  and  dynamite,  and  in  some 
places  steam  shovels. 

Mr.  Baetlett.  And  human  ingenuity  is  liable  to  invent  some  other 
Tieans  of  more  rapidly  or  efficiently  getting  it  out,  is  it  not? 

Mr.  Sellwood.  Yes,  possibly;  but  they  have  made  a  great  many 
improvements.  They  can  hardly  improve  on  the  steam  shovels, 
rhey  handle  the  ore  very  cheaply  now. 

The  Chaieman.  The  steam  shovel  is  confined  to  the  open-pit 
nines  ? 
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Mr.  Sell  WOOD.  Yes;  the  open-pit  mines  and  the  stock  piles  of  all 
the  old  ranges.    That  is  handled  by  steam  shovels,  too. 

Mr.  Baetlett.  Have  you  stated  whether  or  not  you  are  familiar 
with  the  extent  and  character  of  the  ore  in  the  Birmingham  dis- 
trict, Mr.  Sellwood? 

Mr.  Sellwood.  I  am  not.    I  don't  know  anything  about  it. 

Mr.  Baetlett.  You  are  not  familiar  with  the  plant  of  the  Ten- 
nessee Coal  &  Iron  Co.  and  their  business  there  before 

Mr.  Sellwood.  Nothing  whatever. 

Mr.  Baetlett.  You  are  not  troubled,  then,  with  the  idea  that  the 
ore  supply  of  this  country  is  to  be  depleted  in  40  years,  are  you  ? 

Mr.  Sellwood.  No.  You  will  make  a  big  hole  in  the  Mesabi 
Range  in  the  next  40  years.  That  is  where  the  large  amount  of 
high-grade  ore  is,  because  that  is  a  flat  formation,  and  it  is  very 
well  explored.  They  know  about  all  they  have  there,  but  in  the  older 
ranges,  where  they  have  the  vertical  veins,  they  do  not  know  so 
much  about  them.    They  keep  finding  ore  as  fast  as  they  take  it  out. 

Mr.  Baetlett.  I  did  not  hear  your  answer  to  Mr.  Gardner's  ques- 
tion, and  I  don't  know  whether  you  answered  it  or  not;  I  mean  to 
say,  I  don't  know  whether  you  undertook  to  answer  it  or  not ;  that  if 
you  contemplated  entering  into  the  steel-manufacturing  business 
now — at  this  day — what  amount  of  reserve  ore  would  you  have?  I 
understood  you  did  not  answer  that,  I  believe. 

Mr.  Sellwood.  I  did  answer  it — in  a  way.  I  told  him  that  I  did 
not  laiow  anything  at  all  about  the  furnace  or  steel  business  or  how 
much  it  would  cost  to  build  a  plant. 

Mr.  Baeti^tt.  Or  how  much  ore  it  would  take  one  to  run  a  year? 

Mr.  Sellwood.  It  would  depend  on  the  size  of  the  plant,  and  that 
would  be  controlled  entirely  by  the  amount  of  money  you  could  get 
together  to  build  a  plant. 

Mr.  Baetlett.  Yes. 

Mr.  Sellwood.  You  could  build  a  plant  with  1,000-ton  capacity 
a  day  or  20,000  tons  a  day,  but  I  know  nothing  about  the  manufac- 
turing part  of  it. 

Mr.  YoTJNG.  You  are  an  iron-ore  man,  pure  and  simple  ? 

Mr.  Sellwood.  Yes.  Have  been  a  miner,  Mr.  Young,  and  never 
manufactured  any,  so  that  anything  I  might  say  in  regard  to  manu- 
facturing would  be  hearsay. 

Mr.  Baetlett.  You  think  a  man  or  a  corporation  or  an  association 
of  men  who  had  the  money,  the  means  and  the  desire  to  enter  into 
the  manufacture  of  steel  and  iron  and  their  products,  that  are  made 
from  iron  ore,  would  find  ample  ore  to  carry  on  the  business  under 
the  present  conditions? 

Mr.  Sellwood.  I  do.  I  think  it  is  a  question  of  price.  A  good 
many  of  the  small  ojjerators  would  be  glad  to  sell,  and  there  is  a 
good  deal  of  ore  that  is  in  the  open  market.  I,  myself  have  mined  a 
good  deal  of  ore  just  to  sell,  and  have  no  furnace  connections  at  all. 

Mr.  Baetlett.  Now,  would  not — ^whether  or  notthat  business  could 
be  successfully  carried  on,  even  with  a  reasonable  amount  or  an 
unlimited  amount  of  capital,  say  $25,000,000 — men  who  are  able  to 
furnish  the  money  necessary  to  carry  on  the  business  they  under- 
take— would  it  not  depend  upon  some  other  things  except  the  finding 
of  the  ore  and  being  able  to  purchase  it  ?  Would  not  the  transporta- 
tion come  into  consideration  there? 
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Mr.  Sell  WOOD.  Yes;  but  anybody  can  transport.  They  can  get 
the  same  freight  rate  right  along. 

Mr.  Bartlett.  Do  you  think  they  could  ? 

Mr.  Sellwood.  Oh,  I  think  so. 

Mr.  Bartlett.  Well,  do  they  at  the  present  time  ? 

Mr.  Sellwood.  Freights?  Yes.  The  independents  have  the  same 
freights  in  our  district.    I  don't  know  anything  about  anywhere  else. 

Mr.  Bartlett.  If,  as  is  true  practically  in  this  case — I  suppose  it 
can  be  taken  as  an  accepted  fact  that  the  United  States  Steel  Cor- 
poration, which  is  said  to  be  and  doubtless  is  the  greatest  industrial 
giant  or  organization  in  the  world,  has  not  only  the  amount  of  ore, 
at  its  control  that  it  has,  both  owns  it  and  by  leases,  but  has,  by 
reason  of  owning  as  part  of  its  subsidiary  companies,  transportation 
companies,  railroad  companies,  steamship  companies,  and  docking 
privileges,  and  things  which  the  independents  or  men  who  now 
might  desire  to  engage  in  business  could  not  at  once  obtain — would 
not  the  new  organization  or  new  business  be  at  a  disadvantage  with 
men  who  are  engaged  in  business  to-day  in  that  way  ? 

Mr.  Sellwood.  I  do  not  think  so. 

Mr.  Bartlett.  Do  you  not  think  that  a  corporation 

Mr.  Sellwood.  The  United  States  Steel  Corporation,  as  far  as  I 
know  of,  has  no  railroads  in  Marquette  or  Menominee  or  Gogebic, 
and  pays  the  same  rate  of  freight  and  the  same  rate  of  dockage  as 
any  independent  company,  I  do  not  care  how  small  it  is.  That  is 
true  as  far  as  those  ranges  are  concerned.  They  do  own  two  rail- 
roads into  the  Missabe,  and  Mr.  Hill  owns  one,  the  Great  Northern. 
I  ship  most  of  my  ore  over  the  Great  Northern,  but  some  of  it  over 
the  Duluth,  Missabe  &  Northern,  and  the  Duluth  &  Iron  Range,  and 
we  pay  the  same  price  to  Hill  that  we  do  to  the  others. 

Mr.  Bartlett.  Do  you  not  think  that  a  new  concern  with  ample 
means,  and  which  would  have  to  go  in  and  buy  this  ore  either  in  fee 
or  by  lease,  and  which  had  to  pay  freight,  even  the  same  freight  as 
other  people  who  are  independent 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Bartlett  (continuing).  Would  suffer  any  disadvantage. 

Mr.  Sellwood.  I  do  not  think  so.  Jones  &  Laughlin  is  one  of  the 
big  manufacturers  in  this  country.  They  transport  all  of  their  ore 
from  the  Jlissabe  Range  over  one  or  the  other  of  the  three  roads; 
the  Great  Northern,  the  Duluth  &  Iron  Range,  or  the  Duluth, 
Missabe  &  Northern.  Both  of  the  latter  are  owned  by  the  Steel 
Corporation.  They  have  no  trouble.  They  all  have  the  same 
freights  and  the  same  service.  They  pay  so  much  a  ton  from  the 
mines  into  the  boats,  and  the  railroad  company  furnishes  the  dock 
and  loads  it  from  the  dock  into  the  boats,  and  they  have  no  better 
chance  than  the  small  independent  operator,  who  has  got  to  sell  his 
ore.    "We  can  get  all  the  cars  we  need. 

Mr.  Bartlett.  "Where  is  Jones  &  Laughlin's  business  situated  ? 

Mr.  Sellwood.  Pittsburgh. 

Mr.  Bartlett.  Pittsburgh? 

Mr.  Sellwood.  Yes.  The  Lackawanna  Steel  have  all  the  same 
privileges.  They  are  located  at  Buffalo.  They  pay  as  much  per  ton 
for  the  ore,  as  if  they  only  shipped  50,000  tons  a  year. 

Mr.  Bartlett.  Don't  you  know  there  is  some  sort  of  an  agreement 
or  understanding  with  the  railroads  and  some  of  the  independents 
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in  that  particular  region  by  which  the  rate  of  freight  is  fixed  and 
agreed  upon? 

Mr.  Sellwood.  There  is  none  that  I  know  of.  I  have  operated 
since  the  railroad  was  built,  as  an  independent  operator.  I  never 
got  any  rebate  or  heard  of  any. 

Mr.  Baetlett.  I  did  not  say  "  rebate." 

Mr.  Sellwood.  I  never  heard  of  it.  We  have  paid  just  a  straight 
80  cents  a  ton  for  every  ton  of  ore  that  has  gone  out  of  the  Mesabi 
Range  and  a  dollar  a  ton  from  Ely.  Ninety  cents  is  the  price  at 
Tower,  but  there  are  no  mines  there  except  the  United  States  Steel 
Corporation  mines. 

The  Chairman.  Do  you  know  whether  Jones  &  Laughlin  have 
any  railroads  or  not? 

Mr.  Sellwood.  They  have  no  railroads  in  that  country ;  no. 

The  Chairman.  Do  you  know  whether  they  have  railroads  at 
Pittsburgh  or  around  Pittsburgh  or  not? 

Mr.  Sellwood.  I  could  not  say.  I  understand  that  Jones  & 
Laughlin  own  a  half  interest,  along  with  the  Cleveland-Cliffs,  of  a 
short  line  about  15  miles  from  Marquette. 

Mr.  YonNG.  Eighteen  miles. 

Mr.  Sellwood.  Yes. 

The  Chairman.  Then  they  own  steamships,  do  they  not? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  And  they  are  only  dependent  on  the  railroads 
carrying  the  ore  from  the  ranges  in  Superior  to  the  lake,  and  after 
that  they  are  independent? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  By  virtue  of  the  fact  that  they  own  their  own 
steamship  lines? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  that  that  steamship  haul  is  to  Buffalo,  which 
is  on  the  lake? 

Mr.  Sellwood.  Yes;  that  is  true  with  almost  all  the  independent 
operators.    They  have  their  own  boats. 

The  Chairman.  Now,  if  an  independent  operator  should  start 
now,  in  order  to  be  on  anything  like  an  even  footing  with  these  other 
fellows,  wouldn't  he  have  to  get  him  a  boat  line  ? 

Mr.  Sellwood.  Not  necessarily  so.  There  are  plenty  of  boats  on 
the  Lakes. 

The  Chairman.  But  that  would  be  part  of  his  necessary  expense 
in  starting  in  the  steel  business  now ;  he  would  have  to  get  a  line  of 
steamships  ? 

Mr.  Sellwood.  Oh,  no ;  you  could  get  plenty  of  independent  boats. 

The  Chairman.  I  understand  that;  but  to  haul  at  a  price  com- 
parable to  these  other  fellows  he  would  have  that  to  do,  to  be  on  a 
level  footing  or  even  keel  with  them? 

Mr.  Sellwood.  I  suppose  the  United  States  Steel  Corporation 
makes  some  profit  off  the  boats,  just  the  same  as  other  people.  I 
happen  to  own  one  or  two  myself,  and  I  know  there  is  very  little 
profit  at  the  present  prices. 

Mr.  YoTJNG.  Don't  you  think  this  last  year  a  fellow  would  have 
found  it  a  good  deal  cheaper  to  have  hired  some  other  boat  and  paid 
the  regular  rates  of  freight  than  to  own  boats  himself  for  that  year  ? 
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Mr.  Sellwood.  Well,  I  would  not  say  that,  Mr.  Young,  because  I 
made  a  little  money  off  of  my  boats.  The  great  trouble  is  that  most 
of  the  boats  are  bonded,  and  they  have  to  pay  the  interest  on  the 
bonds  and  take  up  so  many  of  the  bonds  that  a  6-per-cent  rate  is  a 
very  small  rate.  It  is  a  living  rate,  and  that  includes  the  unloading 
at  the  lake  port. 

Mr.  Baetlett.  The  Steel  Corporation  when  it  was  orgBnized  took 
over  or  owned  a  number  of  transportation  companies,  including  rail- 
roads and  steamship  lines,  did  it  not? 

Mr.  Sellwood.  I  think  it  did. 

Mr.  Bartlett.  Do  you  suppose  it  would  have  done  that  if  it  had 
not  thought  it  would  give  them  an  advantage  in  securing  that  kind  of 
property  ? 

Mr.  Sellwood.  It  did. 

Mr.  Babtlett.  If  they  could  have  been  on  an  equal  footing  in  the 
matter  of  transportation  from  the  mines  to  their  works,  and  if  it  was 
a  mere  matter  of  freight,  would  it  have  been  good  policy  to  invest 
money  in  railroad  lines  and  steamship  lines  also? 

Mr.  Sellwood.  Yes.  Most  all  of  the  big  consumers  went  to  work 
to  build  boats,  because  they  can  make  money  out  of  them.  I  have 
seen  $2  a  ton  freight  paid  from  Duluth  to  Lake  Erie  Avhen  the  ore 
was  sold  at  $2  a  ton,  and  I  have  seen  the  rate  as  high  as  $2.87 — not 
for  a  year,  but  for  the  wild  cargoes  in  the  fall. 

Mr.  Bartlett.  You  do  not  consider  this  ownership  of  railroads  by 
the  Steel  Corporation  from  the  mines  to  the  lake  ports,  and  boat  lines 
from  the  lake  ports  down  to  their  place  of  business,  is  any  material 
advantage  to  them  in  the  matter  of  manufacturing  their  product? 

Mr.  Sellwood.  I  certainly  do  think  it  is  an  advantage  to  them. 
They  get  their  freight  on  the  railroad  at  cost.  The  independent 
operator  has  got  to  pay  them  80  cents.  They  have  a  big  advantage  on 
the  freight. 

Mr.  Bartlett.  And  that  goes  back  into  the  pockets  of  the  Steel 
Corporation  ? 

Mr.  Sellwood.  Yes. 

Mr.  Bartlett.  And  what  they  charge  other  people  as  well  ? 

Mr.  Sellwood.  Yes;  they  have  a  great  advantage  in  freight;  there 
is  no  question  about  that.  That  is  not  so  regarding  the  boats,  be- 
cause most  all  the  operators  have  their  own  boats  to  handle  part  of 
the  ore,  anyway. 

Mr.  Bartlett.  I  will  ask  you  a  question,  and  I  do  not  know 
whether  you  want  to  answer  it  or  not,  or  whether  you  have  thought 
about  it,  but  do  you  think  it  is  wise  public  policy  that  great  indus- 
trial corporations  engaged  in  the  manufacture  of  necessary  and  use- 
ful products,  like  the  products  of  iron  and  steel,  and  so  forth,  should 
also  be  engaged  in  the  transportation  business? 

Mr.  Sellwood.  Why 

Mr.  Bartlett.  I  do  not  mean — I  mean  the  transportation  busi- 
ness; to  own  railroads  and  other  transportation  facilities,  and  come 
in  competition  with  the  other  transportation  companies,  and  in  com- 
petition with  other  producers  of  the  same  kind  of  products? 

Mr.  Sellwood.  I  see  no  objection  to  it,  as  long  as  they  make  a  fair 
rate.  Now,  you  take  all  the  ranges — they  are  independent  railroadb 
except  this  one — and  I  know  we  get  just  as  good  service  on  the  Me- 
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sabi  Range  as  we  get  from  the  railroads  in  the  other  ranges  that 
have  no  interest  whatever  in  the  mines. 

Mr.  Baetlett.  So  you  see  no  bad  public  policy  in  permitting  that 
to  be  done.  If  it  could  be  corrected  oy  law  in  order  that  the  public 
might  get  the  benefit  of  proper  competition  in  the  sale  of  good,  do 
you  think  it  should  be  permitted  ? 

Mr.  Sellwood.  I  would  say  that  I  have  no  objection  to  it  as  long 
as  they  give  me  the  same  rate  that  an  independent  railroad  would 
give  me.  If  the  United  States  Steel  Corporation  would  haul  their 
ore  at  60  cents  a  ton,  as  they  now  propose  to  do. 

Mr.  Bartuett.  What  are  they  handling  it  at  now?     At  80  cents? 

Mr,  SEtiiWOOD.  Yes;  but  I  understand  the  rate  is  to  be  reduced 
this  year. 

Mr.  Baetlett.  Now,  how  long  has  the  80-cent  rate  been  in  ex- 
istence? 

Mr.  Sellwood.  Ever  since  the  range  started. 

Mr.  Reed.  That  was  1893? 

Mr.  Sellwood.  Well,  it  started  there  on  the  iron  range  in  1884,  on 
the  Vermilion.  It  has  been  the  same  rate  ever  since.  There  was  a 
time  when  they  had  a  great  deal  of  money  to  spend  building  their 
roads,  and  one  thing  and  another,  and  they  had  very  little  ore  to 
handle,  when  the  rate  was  not  any  too  high,  but  I  do  tliink  it  has 
been  excessive  for  some  time. 

Mr.  Baetlett.  That  is,  has  been  excessive  ? 

Mr.  Sellwood.  Yes. 

Mr.  Baetlett.  Is  it  the  same  rate  as  is  charged  by  other  railroads 
for  like  service  in  that  locality — for  the  same  hauls  and  distance  and 
the  same  service  ? 

Mr.  Sellwood.  No.  I  think  for  the  last  few  years  they  have 
charged  more  per  mile,  perhaps,  than  the  Chicago  &  North  Western 
or  Wisconsin  Central — more  per  ton  per  mile.  They  have  a  40  or  45 
mile  haul  from  Ashland,  and  they  were  doing  it  for  40  cents.  At  the 
same  time,  when  I  went  into  Ashland  in  1885,  we  paid  $1.25  a  ton 
for  hauling  that  40  miles. 

Mr.  Baetlett.  If  you  had  to  haul  it  by  wagon,  you  would  have  to 
pay  more? 

Mr.  Sellwood.  Yes.  In  the  early  days  on  the  Marquette  Range 
we  paid  $1.50  for  15  miles.    Things  have  changed. 

Mr.  Reed.  That  is  railroad,  too? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  This  was  railroad  at  Ashland,  also? 

Mr.  Sellwood.  Yes.  Then,  when  the  Wisconsin  road  came  in,  they 
cut  it  to  80  cents,  and  in  the  panic  of  1893  they  cut  it  to  40  cents,  and 
it  has  been  that  ever  since,  but  all  those  roads  charge  more  when  they 
get  into  a  country  first.    For  instance,  this  Iron  Range  Railroad 

Mr.  Young.  By  the  "  Iron  Range,"  you  mean  the  Duluth  &  Iron 
Range  ? 

Mr.  Sellwood.  Yes;  the  Duluth  &  Iron  Range,  up  to  the  time  that 
the  Missabe  Range  was  discovered — up  to  1892  their  train  was  19 
cars,  hauling  about  20  tons  each.  Now,  they  haul  about  65  cars  and 
50  tons  each. 

Mr.  Baetlett.  They  have  bigger  engines  ? 

Mr.  Sellwood.  Bigger  engines  and  greater  capacity  cars. 
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Mr.  Baktlbtt.  The  Steel  Corporation  Eailroad  is  the  Missabe  & 
Duluth? 

Mr.  Reed.  The  Duluth,  Missabe  &  Northern  is  one,  and  the  Duluth 
&  Iron  Range  is  the  other. 

Mr.  Baktlett.  Do  you  know  anything  about  the  number  of  cars 
they  haul? 

Mr.  Sellwood.  Now? 

Mr.  Bartlett.  Yes. 

Mr.  Sellwood.  I  think  they  haul  60  to  65  cars,  but  I  have  ridden 
on  that  road  when  I  could  walk  a  good  deal  faster  than  they  were 
hauling,  when  they  first  built  it.  For  20  miles  3'^ou  could  not  see  the 
track  at  all.  It  was  all  under  water.  They  were  not  hauling  65  cars 
then;  then  they  were  hauling  10  or  15. 

Mr.  Danforth.  We  have  been  told  that  these  two  roads  are  all 
down  hill  from  the  Missabe  Range;  that  you  can  give  them  a  push 
and  they  will  run  down  to  the  ore  docks. 

Mr.  Sellwood.  Well,  the  grade  is  in  its  favor.  There  is  no  doubt 
about  that;  it  is  mostly  all  down  grade.  I  think  that  the  Hill  Road, 
with  some  of  those  Mallet  engines,  hauled  as  many  as  125  cars  to  the 
train. 

Mr.  Danforth.  That  is  on  the  Hill  Road  ? 

Mr.  Sellavood.  Yes;  but  they  have  discarded  all  of  those  big  en- 
gines and  are  cutting  down  the  trains.  They  found  they  broke  the 
cuplings  on  the  upgrades. 

The  Chairman.  They  used  those  big  engines  on  the  back  haul  up 
that  grade  from  Duluth  to  Proctornott? 

Mr.  Sellwood.  Yes;  that  is  on  the  Missabe  &  Northern.  The 
Hill  used  to  run  them,  but  they  have  taken  them  all  off  of  the  western 
division. 

The  Chairman.  Your  back  haul  on  the  Duluth,  Missabe  &  North- 
ern would  measure  the  size  of  your  load  going  down,  or  your  load 
coming  back  would  measure  the  load  capacity  ? 

Mr.  Sellwood.  It  is  just  a  question  of  taking  them  back.  The 
grade  is  all  in  their  favor  going  down. 

The  Chairman.  You  can  bring  as  many  cars  down  as  you  can  take 
back? 

Mr.  Sellwood.  That  is  just  about  what  they  do. 

The  Chairman.  That  Muskage  Swamp  is  an  incline  plane  gradu- 
ally tilting  toward  the  lake? 

Mr.  Sellwood.  Yes. 

The  Chairman.  I  have  been  over  that  road,  and  the  tracks  are 
almost  on  a  level  until  you  get  the  line  from  mines  to  Proctornott. 

Mr.  Sellwood.  Yes.  You  get  a  little  ice  pot  once  in  a  while,  but 
it  does  not  change  the  grade  but  very  little. 

Mr.  Young.  How  about  getting  on  to  the  dock,  Mr.  Sellwood  ? 

Mr.  Sellwood.  Well,  there  is  no  trouble  on  the  Missabe  &  North- 
ern to  get  in  onto  the  dock,  because  they  come  in  on  the  side  hill. 

Mr.  Young.  It  is  up  grade  there  ? 

Mr.  Sellwood.  No. 

Mr.  Young.  How  is  it  at  Two  Harbors  ? 

Mr.  Sellwood.  Pretty  near  the  same.  They  come  in  off  the  side 
hill.  They  get  on  the  dock  on  a  level.  That  is  not  quite  true  with  the 
Great  Northern.  They  have  to  come  up  with  it,  but  the  grade  is 
very  slight. 
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Mr.  Young.  How  about  the  Superior  Dock? 

Mr.  Sellwood.  That  is  what  I  mean  by  the  Great  Northern.  They 
raise  a  little  there;  not  much. 

Mr.  Young.  I  am  through. 

The  Chairman.  Do  you  wish  to  ask  any  questions,  Mr.  Gardner? 

Mr.  Gardner.  No. 

The  Chairman.  Mr.  Sellwood,  you  spoke  of  the  Merritts  offering 
some  company  a  controlling  interest  in  their  holdings  for  a  million 
and  some  odd  dollars.     I  did  not  catch  that  exactly. 

Mr.  Sellwood.  It  is  about  a  million  and  a  half.  That  is  the  time 
Mr.  Rockefeller  bought  them.  That  was  in  January  or  the  first  of 
February,  1894. 

The  Chairman.  That  million  and  a  half 

Mr.  Sellwood.  Was  for  the  control. 

The  Chairman.  For  the  entire  property  or  51  per  cent? 

Mr.  Sellwood.  Fifty-one  per  cent. 

The  Chairman.  That  was  just  prior  to  the  time  Mr.  Rockefeller 
took  the  properties  over? 

Mr.  Sellwood.  Yes. 

The  Chairman.  But  not  prior  to  the  time  he  had  certain  dealings 
with  the  Merritts  in  the  way  of  lending  money  ? 

Mr.  Sellwood.  I  had  dealings  with  them  for  about  a  year  prior  to 
that  time,  in  January.  1893. 

Mr.  Reed.  You  had,  or  Mr.  Rockefeller? 

Mr.  Sellavood.  No:  I  had,  for  the  Minnesota  Iron  Co. 

The  Chairman.  How  is  that? 

Mr.  Sellwood.  It  was  for  the  Minnesota  Iron  Co.  I  was  acting. 

The  Chairman.  The  Minnesota  Iron  Co.  did  not  take  those  prop- 
erties over  at  that  time? 

Mr.  Sellwood.  No. 

The  Chairman.  They  refused  to  take  them  over  because  they 
thought  the  price  of  a  million  and  a  half  for  the  holdings  of  the  Mer- 
ritts and  the  railroad  was  an  excessive  charge  for  51  per  cent? 

Mr.  Sellwood.  No;  but  they  did  not  take  it  over  because  they  did 
not  know  where  to  get  the  million  and  a  half. 

The  Chairman.  It  was  a  time  that,  no  matter  what  the  property 
may  have  been  worth,  at  that  time  nobody  was  letting  any  money  go? 

Mr.  Sellwood.  No.  The  Duluth  &  Iron  Range  did  not  have  it  to 
let  go. 

The  Chairman.  Did  you  consider  that  a  valuable  property  ? 

Mr.  Sellwood.  I  certainly  did. 

The  Chairman.  Did  you  ever  make  any  offer  on  that  property  for 
the  Minnesota  Iroii  Co.  prior  to  the  time  it  was  offered  to  you  at  a 
million  and  a  half  for  51  per  cent. 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  What  offer  did  you  make,  and  to  whom  ? 

Mr.  Sellwood.  I  made  them  an  offer  at  the  rate  of  $7,000,000  for 
the  whole  thing. 

The  Chairman.  For  what? 

Mr.  Sellavood.  For  the  whole  of  the  property — that  is,  the  railroad 
and  all  the  mines. 

The  Chairman.  You  offered  them  $7,000,000? 

Mr.  Sell-\\ood.  Yes. 

The  CiiAiRAiAN.  AVho  were  you  purchasing  it  for  at  that  time? 
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Mr.  Sellwood.  For  the  Minnesota  Iron  Co.  and  the  Duluth  & 
Iron  Range. 

The  Chairman.  Did  you  regard  that  as  a  wise  purchase,  to  take 
over  those  properties  at  $7,000,000? 

Mr.  Sellwood.  I  did. 

The  Chairman.  Would  they  listen  to  that  proposition  at  that  time? 

Mr.  Sellwood.  The  Grants,  Chases^  and  Senator  Clapp — there 
were  three  factions.  There  was  the  Merritts  and  Senator  Foley,  and 
the  Chases  and  Grants,  and  a  party  by  the  name  of  M.  B.  Harrison. 
I  had  my  dealings  with  Mr.  K.  D.  Chase,  and  I  made  him  that  offer, 
and  he  submitted  it  to  the  Merritts,  and  the  Merritts  accused  him  of 
trying  to  sell  them  out;  they  said  the  road  and  property  was  worth 
a  good  deal  more  than  that  and  that  they  did  not  want  to  sell  it  any- 
way ;  but  Chase's  associates  all  wanted  to  get  out. 

the  Chairman.  But  the  Merritts  would  not  take  $7,000,000? 

Mr.  Sellwood.  No  ;  the  Merritts  and  the  Harrisons  would  not  take 
it.  The  Merritts  did  not  have  the  control  themselves,  but  they  and 
the  Harrisons  and  the  Chases  and  the  Grants  had  the  control. 

The  Chairman.  And  they  refused  to  take  that  offer? 

Mr.  Sellwood.  Yes;  they  refused  to  take  it. 

The  Chairman.  Now  take  the  road  of  the  Duluth.  Missabe  & 
Northern;  is  it  worth  $7,000,000? 

Mr.  Sellwood.  It  is  now. 

The  Chairman.  What  gives  it  that  value? 

Mr.  Sellwood.  The  ore  back  of  it;  the  enormous  tonnage. 

The  Chairman.  And  the  thing  that  makes  it  such  a  valuable  prop- 
erty is  not  the  length  of  the  road? 

Mr.  Sellwood.  No. 

The  CiiAiiiMAN.  Nor  the  cost  of  its  construction? 

Mr.  Sellwood.  No. 

The  Chairman.  But  its  peculiar  location,  by  which  it  is  enabled 
within  a  few  months  of  the  year  to  handle  such  a  dense  and  profit- 
able traffic? 

Mr.  Sellwood.  Yes,  sir. 

The  CHAiRjfAN.  And  it  had  that  advantage  then,  I  presume,  as 
well  as  now? 

Mr.  Sellwood.  It  did.  The  road,  of  course,  was  not  completed, 
as  it  is  now. 

The  CiiAiKMAX.  It  wa.->  not  ballasted  like  it  is  now? 

Mr.  Sellwood.  Oh.  no. 

Mr.  Young.  It  was  not  all  built,  was  it? 

Mr.  Sellwood.  It  was  all  built  to  Mount  Iron  and  Hibbing. 

The  Chairman.  It  connecUd  with  another  road  and  did  not  run 
into  Winnipeg? 

Mr.  Seli.wood.  No:  it  did  not. 

The  Chairman.  And  at  the  time  you  made  the  offer  of  $7,000,000, 
it  did  not  run  to  the  docks? 

Mr.  Sf:LLwooD.  Xo;  it  ran  to  Stony  Brook,  and  then  connected 
with  the  other  road. 

The  Chairman.  The  road  was  completed  and  thev  had  issuod  bonds 
for  it? 

^Ir.  Sellwood.  Yes. 

The  Chairman.  How  much  more  valuable  would  vou  say  the  road 
would  l)e  with  its  docks  and  running  into  Duluth  than  the  old  road, 
tapping  the  Winnipeg  road  at  Stony  Brook? 
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Mr.  Sellwood.  I  could  not  answer  that,  because  I  don't  know 
what  their  arrangement  was  at  Stony  Brook.  If  they  had  to  pay 
half  of  the  freight,  of  course,  that  would  be  worth  twice  as  much  if 
they  had  their  own  railroad  to  the  dock. 

The  Chairman.  It  would  depend  on  that  contract? 

Mr.  Sellwood.  Yes. 

The  Chairman.  I  think  we  have  it.  Now,  Mr.  Sellwood,  you  were 
speaking  of  this  Utah  ore.     It  is  a  60  per  cent  ore,  I  believe  ? 

Mr.  Sellwood.  Yes,  sir.  There  is  a  great  deal  of  iron  in  it.  Very 
little  of  it  is  lower. 

The  Chairman.  It  is  in  vertical  veins? 

Mr.  Sellwood.  Yes. 

The  Chairman.  What  is  the  width  of  those  veins  ? 

Mr.  Sellwood.  Oh.  some  places  they  are  seven  or  eight  hundred 
feet  wide. 

The  Chairman.  Now,  I  have  heard  it  somewhere,  and  I  have  not 
thought  of  it  before  in  20  years,  but  I  have  an  indistinct  recollec- 
tion, when  I  used  to  meddle  in  geology  a  little,  that  that  ore  was 
like  a  dike ;  it  was  very  hard — that  Utah  ore. 

Mr.  Gardner.  Like  a  what? 

The  Chairman.  Like  a  dike  and  it  was  very  hard  and  calcitrant 
ore  to  mine.  That  is  my  dim  recollection  of  reading  about  the  Utah 
ores. 

Mr.  Sellwood.  It  is  a  hard  ore ;  yes. 

The  Chairman.  I  think  it  was  Le  Compe  or  somebody  else  I  was 
reading  on  the  subject,  and  at  that  time — I  am  not  stating  this  as  a 
fact,  because  it  is  only  a  dim  recollection — but  my  recollection  is  that 
at  that  time  this  author — and  I  think  it  was  Le  Compe — gave  as  a 
reason  for  the  failure  to  mine  this  ore;  to  utilize  it,  among  other 
things,  that  its  excessive  hardness  rendered  it  like  some  of  the  copper 
deposits  in  the  Lake  Superior  district  at  that  time,  so  firm  and 
tough,  so  near  like  solid  iron,  that  you  could  not  blast  it  or  get  it  out. 

Mr.  Sellwood.  Well,  it  is  just  identical  with  the  ore  at  the  Tower 
Mine  and  at  the  Republic  and  the  old  Cleveland-Cliffs.  Formerly 
95  per  cent  of  the  ore  shipped  from  the  Lake  Superior  district  was  a 
hard  ore,  but  now  95  per  cent  of  it  is  soft  ore. 

The  Chairman.  Is  that  a  more  expensive  proposition  to  mine? 

Mr.  Sellwood.  Oh,  yes.  This  ore  will  carry  about  1  or  1^  per  cent 
of  moisture.  It  would  have  five  or  six  points  more  of  natural  iron 
in  it. 

The  Chairman.  What  does  it  cost  per  ton  to  mine  that  Utah  ore? 

Mr.  Sellwood.  Well,  you  take  it  in  that  country  where  there  is 
a  great  deal  of  it,  that  ore  should  be  mined  and  crushed  and  put  in 
shape  for  75  or  80  cents  a  ton.  That  could  not  be  done  if  you  had 
to  go  under  ground  and  hoist  it  and  pump  lots  of  water,  but  the 
way  it  stands  there  to-day. 

The  Chairman.  What  is  the  distance  from  the  nearest  available 
coke  supply  ?  I  do  not  mean  now  ore  and  coal  deposits,  but  I  meam 
the  nearest  coal  that  will  make  merchantable  coke  ? 

Mr.  Sellwood.  I  don't  know  of  any  coking  coal  there  is  in  that 
district  anywhere  in  the  West. 

The  Chairman.  Where  would  you  get  your  coking  coal  for  that 
ore? 
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Mr.  Sellwood.  I  could  not  tell  you,  unless  you  would  get  it  from 
the  East,  and  that  would  be  impossible,  of  course,  as  the  freight 
would  eat  you  up. 

The  Chairman.  That  is  what  I  am  trying  to  get  at.  If  this  ore, 
located  in  the  Rocky  Mountains— that  is  where  it  is,  is  it  not? 

Mr.  Sellwood.  Yes. 

The  Chairman  (continuing).  Is  hundreds  of  miles — many  hun- 
dreds of  miles  from  a  coke  supply.  For  present  purposes  it  is  as 
absolutely  unmerchantable  as  if  it  were  30  per  cent  ore  and  nearer? 

Mr.  Sellwood.  Yes. 

Mr.  Eeed.  They  make  coke  in  Wyoming,  do  they  not  ? 

Mr.  Sellwood.  I  don't  think  so. 

Mr.  Eeed.  Isn't  that  where  they  get  the  coke  for  the  co])per  smelt- 
ers in  Butte  ? 

Mr.  Sellwood.  I  don't  think  so. 

The  Chairman.  Then  this  ore  is  not  an  available  ore  supply;  it 
is  a  mere  reserve? 

Mr.  Sellwood.  A  mere  reserve;  that  is  exactly  what  it  i-^. 

The  Chairman.  It  has  no  present  value? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  Is  this  ore  within  reach  of — even  if  it  had  the 
eoal — of  any  large  consuming  market  at  which  it  could  be  delivered 
at  a  practicable  cost  of  transportation  ? 

Mr.  Sellwood.  Well,  it  is  not  a  long  way.  I  guess  it  is  three  or 
four  hundred  miles  from  Los  Angeles. 

The  Chairman.  Are  there  any  railroad  facilities  between  this  ore 
and  market  of  Los  Angeles? 

Mr.  Sellwood.  I  rather  think  there  is  a  road  built  through  there, 
what  is  known  as  the  Clark  Road.  It  was  within  40  miles  of  a  rail- 
road before.    I  went  up  to  it  within  40  miles  eight  years  ago. 

The  Chairman.  Now,  you  spoke  of  the  ores  of  the  Colorado  Fuel 
&  Iron  Co. 

Mr.  Sellwood.  In  Wyoming. 

The  Chairman.  Yes.  Has  the  Colorado  Fuel  &  Iron  Co.  all  the 
available  ore  in  that  region? 

Mr.  Sellwood.  They  have  all  in  what  they  call  the  Sunrise  district. 

The  Chairman.  Well,  is  there  any  other  available  ore  in  that 
region  now  opened  for  independent  iron  and  steel  companies? 

Mr.  Sellwood.  I  don't  know  of  any  other  ore.  There  may  be  other 
ore  there,  but  I  don't  know  of  it.  I  went  there  just  to  see  that  dis- 
trict. 

The  Chairman.  Now,  take  this  California  ore,  where  you  say  they 
have — how  many  million  tons? 

Mr.  Sellwood.  I  think  I  put  that  at  100,000,000  tons. 

Mr.  Gardner.  You  estimated  it  at  250,000,000. 

Mr.  Sellwood.  Oh,  250,000,000.  Well,  there  is  a  large  amount  of 
ore  there.  In  the  same  way,  I  don't  know  how  you  are  going  to 
handle  that  at  present. 

The  Chairman.  Why  isn't  it  merchantable  and  available?  Ex- 
plain that. 

Mr.  Sellwood.  Because  you  do  not  have  any  coking  coal  near  it. 

The  Chairman.  It  takes  about  a  ton  and  a  quarter  of  coal  to  every 
two  tons  of  Superior  ore,  does  it  not  ? 
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Mr.  Sellwood.  My  understanding  of  the  furnace  practice  is  that 
it  takes  about  two*  tons  of  coal  to  make  a  ton  of  coke,  and  that  a  ton 
of  coke  will  make  a  ton  of  pig  iron.    Am  I  right  about  that  ? 

Mr.  Eeed.  Pretty  nearly. 

The  Chairman.  That  is  what  I  said. 

Mr.  Gaedneb.  Of  what  percentage  ore? 

Mr.  Sellwood.  Oh,  that  would  be  a- 50  per  cent  natural  ore  deposit. 

The  Chairman.  I  said  the  Superior  ore.  I  was  figuring  on  the 
load  of  the  furnace.  A  ton  and  a  quarter  of  coke  to  two  tons  of  ore. 
That  is  about  it,  is  it  not,  Mr.  Eeed  ? 

Mr.  Sellwood.  Yes ;  that  is,  figuring  an  ore  at  50  per  cent  natural. 

The  Chairman.  So  that  where  you  have  to  haul  your  coke  any 
great  distance  to  your  ore 

Mr.  Sellwood.  It  shuts  it  off. 

The  Chairman.  The  manufacture  of  pig  iron  from  that  ore  is 
impossible  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  As  long  as  you  have  the  facilities  for  transporta- 
tion between  the  Pittsburgh  and  Pennsylvania  districts  and  the  ores 
in  the  Lake  Superior  region? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Until  those  ores  are  exhausted,  these  other  ores 
can  not  be  utilized? 

Mr.  Sellwood.  No;  they  are  just  there  as  reserve  ores. 

The  Chairman.  Just  as  reserve  ores? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Now,  without  going  into  these  other  ores,  are 
there  in  Texas  or  in  New  York  or  in  New  Mexico  or  at  any  other 
point  you  have  named  any  large  bodies  of  ores  that  can  now  be  con- 
verted into  pig  iron  in  competition  with  the  ores  of  Birmingham  and 
the  ores  of  the  Lake  Suj)erior  district? 

Mr.  Sellwood.  There  is  in  New  York  State.  The  mines  on  Lake 
Champlain;  they  are  mining  right  along. 

The  Chairman.  And  making  pig  iron  out  of  it? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Are  those  ores  now  owned  by  various  mining 
companies  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Are  they  pretty  well  taken  up? 

Mr.  Sellwood.  Yes. 

The  Chairman.  There  are  none  of  those  on  the  market  now  ? 

Mr.  Sellwood.  Not  that  I  know  of.  The  mines  I  speak  of  are  at 
Port  Henry  and  they  are  owned  by  the  Witherbee-Sherman  Co.,  and 
there  are  some  owned  by  other  interests. 

The  Chairman.  Do  you  know  of  any  ores  in  the  United  States 
now  on  sale  and  marketed  and  handled  by  persons  like  yourself  who 
are  selling  ores  outside  of  the  Michigan  and  Superior  district  that 
can  be  made  into  pig  iron  on  a  competitive  basis  and  are  not  owned 
or  leased  by  some  iron  manufacturing  concern  ? 

Mr.  Sellwood.  The  Witherbee-Sherman  mines  are  not  owned  by . 
a  manufacturing  company.     Those  are  in  the  Lake  Champlain  dis- 
trict.   That  is  sold  in  the  open  market,  most  of  it. 

The  Chairman.  In  the  what? 

Mr.  Sellwood.  Sold  in  the  open  market. 
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The  Chairman.  Leaving  out  that,  do  you  know  of  any  other? 

Mr.  Sellwood.  No ;  not  outside  of  the  Lake  Superior  district. 

The  Chairman.  Now,  what  is  the  size  of  that  property  ? 

Mr.  Sellwood.  What? 

The  Chairman.  To  what  extent — ^how  large  is  it?  What  is  the 
extent  of  that  property — its  tonnage? 

Mr.  Sellwood.  In  the  Minnesota  district? 

The  Chairman.  No. 

Mr.  Young.  The  Witherbee-Sherman. 

The  Chairman.  The  Witherbee-Sherman;  yes. 

Mr.  Sellwood.  Oh,  there  is  quite  a  good  amount  of  ore  there.  I 
should  say  there  is  about  200,000,000  tons  there  that  is  available. 

The  Chairman.  Is  it  owned  by  one  concern  ? 

Mr.  Sellwood.  Oh,  no;  that  is  owned  by  several  parties.  It  goes 
way  up  to  Prattville. 

The  Chairman.  How  does  it  happen  that  it  has  never  been  pre- 
empted by  any  iron  concern? 

Mr.  Sellwood.  The  same  family — the  Witherbee-Sherman  fami- 
lies—have been  engaged  in  mining  that  for  60  years. 

The  Chairman.  Are  they  engaged  in  the  pig-iron  business  to  any 
extent  ? 

Mr.  Sellwood.  I  was  there  once,  and  their  furnace  was  not  in 
operation  at  that  time  and  they  were  selling  all  their  ore. 

Mr.  Gardner.  I  want  to  get  the  answer  to  your  question  about  the 
extent  of  the  deposit  of  the  Witherbee-Sherman  mine. 

The  Chairman.  I  understood  him  to  say  about  twenty  to  thirty 
million  tons. 

Mr.  Young.  He  said  about  200,000,000  tons  in  the  district  up  there. 

Mr.  Gardner.  Did  you  mean  merchantable  ore  ? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  This  morning  you  estimated  it  at  a  hundred  million. 

Mr.  Sellwood.  Well,  I  was  off  on  that. 

Mr.  Gardner.  That  is,  I  took  it  down  as  a  hundred  million. 

Mr.  Sellwood.  No  ;  there  is  more  than  that  there. 

The  Chairman.  How  much  for  the  Witherbee-Sherman  people  ? 

Mr.  Sellwood.  Well,  I  would  say  that  they  had  about  20  to  25 
per  cent  of  the  ore  there  is  in  that  district. 

The  Chairman.  Now,  how  far  are  they  from  their  coke  supply? 

Mr.  Sellwood.  Well,  they  are  not  a  great  way  from  the  Penn- 
sylvania coke  district.  They  have  smelted  some  ore  there  with 
anthracite  coal. 

The  Chairman.  Did  they  make  this  pig  iron  with  anthracite  coal? 

Mr.  Sellwood.  They  did.  I  don't  know  that  they  have  done  it 
in  10  or  15  years. 

The  Chairman.  What  is  the  difference  in  the  cost  of  producing 
pig  iron  using  anthracite  coal  and  using  coke? 

Mr.  Sellwood.  I  could  not  answer  that.  I  know  nothing  what- 
ever about  the  manufacturing  end  of  it. 

The  Chairman.  Isn't  it  true  that  they  originally  used  charcoal 
in  manufacturing  pig  iron? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  then  anthracite  coal? 

Mr.  Sellwood.  In  that  district? 
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The  Chairman.  No;  all  over  the  country.  Wasn't  anthracite 
coal  used  all  over  the  country  before  bituminous  coal  was  used  at  all  ? 

Mr.  Sellwood.  I  don't  know. 

The  Chairman.  Well,  that  is  my  impression.  Isn't  it  true  that 
the  high  cost  of  anthracite  coal  and  the  lack  of  its  efficiency  in 
making  pig  iron  caused  coke  to  be  universally  substituted  for  it? 

Mr.  Sellwood.  I  could  not  say. 

The  Chairman.  Can  iron  be  manufactured  in  any  great  quanti- 
ties and  sold  in  competition  with  furnaces  using  cheap  coke,  where 
the  maker  is  dependent  upon  anthracite  coal  for  the  manufacture 
of  his  pig  iron? 

Mr.  Sellwood.  I  don't  know.  I  presume  so.  They  were  right  in 
that — almost  in  that — anthracite  district,  and  it  was  a  small  furnace ; 
and  I  don't  know  of  it  being  used  anywhere  else. 

The  Chairman.  I  see.  They  might  in  a  small  district  supply  a 
limited  market  and  make  iron  at  $15  or  $16  a  ton,  might  they  not? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Do  you  know  anything  about  their  furnace  cost  ? 

Mr.  Sellwood.  No;  I  do  not. 

The  Chairman.  So  you  do  not  know  whether  this  ore  which  is 
dependent  upon  anthracite  coal  for  its  conversion  into  iron  can  be 
made  on  a  large  scale  in  competition  with  the  ores  made  from  coke 
or  not? 

Mr.  Sellwood.  I  do  not.  I  know  they  have  abandoned  it  long 
ago.  They  did  make  some  with  anthracite  coal,  but  they  have  not 
done  it  for  years. 

The  Chairman.  What  do  they  use  now? 

Mr.  Seli,wood.  I  don't  know  that  they  run  that  furnace.  I  think 
that  ore  is  mostly  sold  to  the  Lackawanna  Steel  Co. 

The  Chairman.  Well,  do  you  know  to  what  extent  the  Lacka- 
wanna Steel  Co.  has  that  ore  under  contract,  either  in  the  form  of  a 
lease  or  contract  for  the  output  of  these  people,  or  anything  of  that 
sort? 

Mr.  Sellwood.  I  think  they  are  interested  in  some  way. 

The  Chairman.  Then  do  you  know  whether  the  owners  of  this 
ore,  who  are  in  the  ore  business,  are  interested  in  the  Lackawanna 
people  to  the  extent  that  they  are  not  selling  ore  in  any  great 
quantities  generally  to  the  public? 

Mr.  Sellwood.  No;  I  do  not. 

The  Chairman.  You  don't  know  anything  about  that? 

Mr.  Sellwood.  No.  I  was  there  about  10  years  ago.  The  Lacka- 
wanna Steel  Co.  had  no  interest  in  it  at  that  time. 

The  Chairman.  Now,  Mr.  Young  has  asked  you  if  it  would  not  be 
possible  to  get  large  quantities  of  ore  by  buying  the  plants  that  now 
have  this  ore  under  lease.  Do  you  think  it  would  be  a  practicable 
proposition  to  huj — attempt  to  buy  out  a  man  doing  a  profitable 
business ;  to  take  his  plant  and  pay  him  for  it,  and  his  good  will  and 
all  that  sort  of  thing,  in  order  to  get  his  ores  ? 

Mr.  Sellwood.  I  say  it  could  be  done,  if  you  wanted  to  pay  the 
price. 

The  Chairman.  Do  you  think  it  would  be  good  business  policy? 
Mr.  Sellwood.  How? 

The  Chairman.  Wouldn't  it  be  a  good  deal  like  buying  a  barrel 
to  get  a  bung  hole? 
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Mr.  Young.  How  did  the  United  States  Steel  Corporation  get 
its  property? 

Mr.  Sellwood.  By  buying  it  from  different  people. 

Mr.  Young.  They  bought  operating  plants? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  They  found  it  practicable,  didn't  they  ? 

Mr.  Sellwood.  The  American  Steel  &  Wire — they  bought  all  of 
their  plants  that  way. 

Mr.  Young.  They  found  it  practicable? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Did  these  plants  buy  each  other  ? 

Mr.  Sellwood.  It  seems  to  me  that  they  were  all  put  in  the  same 
"  jack  pot." 

The  Chairman.  You  could  not  say  that  the  American  Steel  & 
Wire  bought  anybody  out? 

Mr.  Sellwood.  Xo;  they  bought  theirs  before  it  was  formed. 

The  Chairman.  These  people  simply  put  their  property  in  a  "  jack 
pot "  and  went  on  doing  business. 

Mr.  Young.  That  is  not  the  testimony  before  this  committee.  Mr. 
Gates  swore  before  this  committee  that  he  and  Mr.  Elwood  bought 
plant  after  plant  with  their  own  money  and  then 

The  Chairman.  Oh,  yes;  but  that  was  not  your  question.  You 
asked  him  if  the  United  States  Steel  Corporation  did  not  buy  them 
that  way. 

Mr.  Young.  I  did;  and  then  I  asked  him  if  the  American  Steel 
&  "Wire  did  not  do  it. 

Mr.  Gardner.  Did  that  question  and  your  answer  mean  that  any- 
body who  wanted  to  buy  ore  lands  could  get  them  by  going  to  the 
company  who  had  them 

Mr.  Sellwood.  Yes ;  if  they  paid  enough  for  them. 

Mr.  Gardner.  Yes;  that  is,  if  the  Pennsylvania  Railroad  Co. 
chose  to  sell  its  railroad  they  could  do  so.  Let  me  put  it  this  way: 
Are  there  any  such  things  as  nonoperative  steel  companies  that  have 
dismantled  plants  and  at  the  same  time  large  reserves  in  ore,  or  is  it 
the  fact  that  only  operative  steel  companies  have  large  ore  reserves? 

Mr.  Sellwood.  No,  sir;  that  is  not  quite  what  I  intended  to  con- 
vey. There  are  several  independent  operators — miners  who  mine  the 
ore  and  sell  it  in  the  market. 

Mr.  Gardner.  Yes ;  that  we  know. 

Mr.  Sellwood.  And  their  ore  could  be  bought  by  some  other  com- 
pany or  by  the  United  States  Steel  Corporation  or  by  anybody  else. 
The  Chases — they  would  sell  their  ore  and  their  furnaces  and  their 
rolling  mill  if  anyone  wanted  to  buy  them  and  pay  the  price  for 
them. 

Mr.  Reed.  They  are  producing  more  ore  than  they  used  to? 

Mr.  Sellwood.  Yes ;  they  are  selling  ore  right  along. 

Mr.  Gardner.  Xow,  is  it  or  is  it  not  your  opinion  that  a  person 
who  wished  to  set  up  in  a  competitive  steel  manufacturing  business 
could  buy  sufficient  ore  reserves 

Mr.  Sellwood.  He  could. 

Mr.  Gardner  (continuing).  Outside  of  the  Hill  leases,  I  mean? 

Mr.  Sellwood.  He  could. 

Mr.  Gardner.  He  could? 

Mr.  Sellwood.  Yes. 
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Mr.  Gardner.  Now,  what  you  consider — how  many  tons  would 
you  consider  a  sufficient  ore  reserve? 

Mr.  Sellwood.  "Well,  I  could  not  answer  that,  because  I  do  not 
know  anything  about  the  manufacturing  business.  I  would  say,  in 
the  first  place,  it  would  depend  on  how  much  money  you  have  to 
spend — ^how  large  a  plant  you  want  to  build.  Do  you  want  to  build 
p  plant  that  would  manufacture  a  thousand  tons  a  day  or  a  hundred 
thousand  tons  a  day  or  fifty  thousand  tons  a  day? 

Mr.  Gardner.  Of  course,  for  a  thousand  tons  a  day,  while  I 
don't  know  anything  about  the  business,  I  don't  know  whether  that 
would  pay  or  not. 

Mr.  Sellwood.  Well,  of  course,  that  is  the  question,  whether  it 
would  be  1,000  tons  a  day  or  10,000  tons  a  day  or  what. 

The  Chairman.  Mr.  Gardner,  I  would  suggest  you  frame  your 
question  along  the  line — if  you  start  out  with  a  company  large 
enough  to  be  an  active  competitor  with  the  Cambria  or  the  Pennsyl- 
vania Co. 

Mr.  Gardner.  I  tried  this  morning,  Mr.  Chairman,  but  did  not 
get  anywhere  with  it.  Now,  Mr.  Sellwood,  if  a  company  is  not  big 
enough  to  compete  with  the  Cambria  Co.  it  had  better  go  out  of 
business,  had  it  not  ? 

Mr.  Sellwood.  Well,  I  would  say  so. 

Mr.  Gardner.  Now,  how  big  has  a  company  got  to  be  before  it 
can  compete  with  the  Cambria  Co.? 

Mr.  Sellwood.  Well,  one  of  its  size,  of  course,  ought  to  be  big 
enough  to  compete  with  it. 

Mr.  Gardner.  What  is  the  capacity  of  the  Cambria  ? 

Mr.  Sellwood.  I  don't  know.  They  own  a  half  interest  in  the 
Mahoning  mine.  That  would  give  them  about  50,000,000  tons  of  the 
Mesabi  ore. 

Mr.  Gardner.  That  is  their  reserve? 

Mr.  Sellwood.  Yes.    Well,  they  are  mining  it  right  alonjj;. 

Mr.  Gardner.  Have  thev  any  other  ore  reserves  besides  that 
50,000,000  tons? 

Mr.  Sellwood.  I  think  they  own  the  Republic  mine,  do  they  not, 
Mr.  Young,  at  Republic  ?    They  control  it,  I  think. 

Mr.  Young.  Yes ;  and  they  own  the  Penn  down  on  the  Menominee 
Range. 

Mr.  Gardner.  Is  it  generally  felt  that  the  Cambria  has  sufficient 
ore  reserves  for  the  future? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Or  is  it  a  fact  that  the  Cambria  is  actually  main- 
tained in  order  to  prevent  the  Pennsylvania  Railroad  from  being 
charged  excessive  rates  for  rails? 

Mr.  Sellwood.  I  don't  know  as  to  that ;  but  they  control  consider- 
able ore.  I  would  say,  offhand,  they  control  about  100.000,000  tons 
cf  ore  in  the  Lake  Superior  district. 

Mr.  Gardner.  Is  it  your  opinion  that  a  hundred  million  tons  of 
ore  is  about  the  lowest  amount  of  merchantable  ore  reserve  that  it 
would  be  safe  with  which  to  go  into  the  competitive  steel-manufac- 
turing business? 

Mr.  Sellwood.  I  would  say  yes.  I  am  not  a  manufacturer,  but  I 
would  not  care  to  go  into  it  unless  I  could  see  a  hundred  million  tons 
in  reserve. 
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Mr.  Gardnfr.  You  would  not  care  to  go  into  it  unless  you  had  a 
hundred  million  tons  in  reserve? 

Mr.  Sellwood.  No,  sir. 

Mr.  Gardner.  You  probably  would  not  care  to  go  into  it,  then, 
would  you? 

Mr.  Sellwood.  No,  sir:  I  would  not — not  at  my  age  and  knowing 
nothing  about  the  business. 

Mr.  Gardner.  You  would  not  advise  me,  a  blooming  voung  man, 
to  do  it? 

Mr.  Sellwood.  No,  sir. 

Mr.  Gardner.  No  matter  how  big  an  ore  reserve  there  might 
be 

Mr.  Sellwood.  I  would  not  go  into  it. 

Mr.  Gardner.  You  think  there  would  be  some  difficulty  in  getting 
into  the  charmed  circle;  is  that  the  idea? 

Mr.  Sellwood.  No  ;  but  I  don't  know  anything  about  the  business, 
and  I  am  too  old  to  learn.  I  do  know  something  about  mining,  and  I 
had  rather  mine  it  and  sell  it. 

Mr.  Gardner.  Now,  suppose  it  takes  a  hundred  million  tons  of  ore 
reserve  to  go  into  the  steel-manufacturing  business,  where  is  a  com- 
pany going  to  find  that  much  ore  in  a  workable  place  with  the  rail- 
roads attached,  and  the  convenience  of  fluxing  materials,  and  colring 
coal,  and  so  on,  as  a  practical  question?    Where  would  one  go? 

Mr.  Sellwood.  I  don't  know  anything  about  that  end  of  it,  but  I 
would  say,  so  far  as  the  iron  ore  is  concerned,  that  you  can  get  iron 
ore  in  the  Gogebic  Range,  and  you  can  pick  up  iron  ore  in  different 
places  over  a  territory  about  50  miles  in  length  on  the  Mesabi.  You 
can  not  get  any  50,000,000-ton  deposit,  however. 

Mr.  Gardner.  Now,  would  it  be  practicable  to  work  all  of  those 
separate  spots? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Just  as  cheaply  as  if  they  were  all  in  one  ? 

Mr.  Sellwood.  No;  I  did  not  say  just  as  cheaply. 

The  Chairman.  Do  you  know  any  place  on  this  continent  where 
a  man  could  get  50,000,000  tons  of  ore  comparable  in  quality,  in 
quantity,  in  location,  and  facility  of  transportation  with  the  hold- 
ings of  the  Cambria  Co.  in  the  Mahoning  mine  alone  ? 

Mr.  Sellwood.  Not  in  one  mine. 

The  Chairman.  Or  in  any  number  of  mines  ? 

Mr.  Seli,wood.  Oh,  yes. 

The  Chairman.  And  of  the  quality  and  that  could  be  mined  as 
cheaply  ? 

Mr.  Seli,wood.  Oh,  yes;  it  may  be  had,  in  small  deposits. 

Mr.  Gardner.  You  meant  outside  of  the  Hill  ores?  You  did  not 
mean  to  say  that  there  were  none  of  the  Hill  ore  lands  that  meet  those 
conditions  ? 

Mr.  Sellwood.  I  think  some  one  asked  the  question  outside  of  the 
Hill  lands.  I  thinlc  that  Longley  and  Bennett  have  got  a  hundred 
million  tons  in  a  radius  of  10  miles. 

The  Chairman.  Well,  we  are  leaving  that  Hill  lease  out. 

Mr.  Sellwood.  Yes ;  there  are  plenty  of  people  up  there  with  any- 
where from  2,000,000  to  5,000,000  or  6,000,000  tons. 

The  Chairman.  Now,  to  find  a  man  with  5,000,000  tons  of  ore — is 
that  ore  stripped  ? 
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Mr.  Sellwood.  Is  it  stripped  ? 

The  Chairman.  Yes. 

Mr.  Sellwood.  No  ;  but  plenty  of  it  is  underground. 

The  Chairman.  You  would  have  to  make  a  guess,  if  it  was  not 
stripped ;  you  would  not  know  whether  it  was  3,000,000  or  8,000,000 
tons. 

Mr.  Sellwood.  Well,  you  could  tell  that  by  drill  holes. 

The  Chairman.  Could  you  tell  definitely  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  You  would  have  to  sink  a  great  number  of  drill 
holes,  would  you  not? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  that  would  cost  something? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Then  you  would  have  to  take  that  overburden  off. 

Mr.  Sellwood.  Not  necessarily.  If  your  overburden  was  very 
deep,  you  would  have  to  mine  it  underground. 

The  Chairman.  If  it  was  an  open-pit  proposition,  you  would  have 
to  take  it  off  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Could  you  drill  and  strip  and  run  your  railroad 
in  and  get  your  ore,  five  or  six  million  tons  in  a  bunch,  and  compete 
with  the  Mahoning  ore  there  right  at  the  railroad,  already  stripped, 
at  anything  like  the  same  cost  of  production  ? 

Mr.  Sellwood.  No,  sir;  you  could  not.  You  can  get  the  ore,  but 
not  as  cheaply. 

The  Chairman.  Mr.  Sellwood,  isn't  it  true  that  to  determine 
whether  or  not  it  is  more  profitable  for  a  new  concern  to  go  into  the 
business,  you  would  have  to  know  first  whether  there  was  that  amount 
of  ore  available  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Then  it  would  require  the  knowledge  of  a  practi- 
cal steel  man  to  settle  the  other  question,  whether  or  not  that  available 
ore  could  be  economically  mined  in  competition  with  other  companies  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  that  is  the  question  you  can  not  answer? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  Who  do  you  think  would  be  competent  to  answer 
that  question?  Who  has  had  experience  both  in  the  manufacture 
of  steel  products  and  in  the  purchase  of  ores  ? 

Mr.  Sellwood.  I  would  say  Mr.  Gayley. 

The  Chairman.  Who  else  ?     How  about  Mr.  Schwab  ? 

Mr.  Sellwood.  Oh,  sure. 

The  Chairman.  Would  you  be  willing  to  take  his  opinion  on  that  ? 

Mr.  Sellwood.  Oh,  yes. 

The  Chairman.  If  Mr.  Schwab  was  of  the  opinion  that  there  was 
no  ore  supply  now  available  for  a  company  of  the  size  of  the  Cambria 
to  do  business  economically,  would  you  take  his  opinion  on  it  ? 

Mr.  Sellwood.  Yes,  sir.  There  is  one  thing  sure;  you  can  not  buy 
ore  now  on  the  Mesabi  Range  or  anywhere  in  the  Lake  Superior  dis- 
trict for  the  price  that  the  United  States  Steel  Corporation  or  the 
Cambria  Iron  Co.  or  anybody  else  who  bought  it  20  years  ago  orot  it 
then. 
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The  Chairman.  How  is  that?    I  did  not  catch  that. 

Mr.  Sellwood.  I  say  there  is  one  thing  sure 

The  Chairman.  Oh,  I  understand;  you  can  not  now  buy  the  ore 
and  compete  with  those  people  who  bought  sometime  ago  ? 

Mr.  Sella\ood.  No,  sir;  you  can  not.  They  have  the  best  of  the 
ore ;  h&xe  got  the  biggest  deposits,  and  got  it  for  little  money. 

Mr.  Bartlett.  In  answer  to  Mr.  Gardner's  question,  when  he 
asked  ycm  if  j'ou  Avere  going  to  put  up  a  steel  plant  the  size  of  the 
Cambria,  where  you  could  get  the  ore,  you  answered,  in  the  Gogebic 
district. 

Mr.  Young.  He  said  50  miles  on  the  Mesabi  Range,  and  in  the 
Gogebic  district. 

Mr.  Seijavood.  Yes;  50  mile^  on  the  Mesabi  Range  and  in  the 
Gogebic  district. 

Mr.  Bartlett.  In  this  report  of  Leith's  he  says  at  the  present  rate 
of  shipment  in  1910,  this  reserve,  speaking  about  the  Gogebic  dis- 
trict, would  last  about  8.6  years.     Further  extensions  are  probable. 

r>Ir.  Sellwodd.  Well,  experts  differ.  Mr.  W.  J.  Olcott,  who  is  now 
president  of  the  Oliver  Iron  Alining  Co.,  and  a  very  fine  man,  and  a 
man  of  good  judgment,  and  jNIr.  W.  J.  Rattle,  of  Cleveland,  who 
was  considered  one  of  the  best  experts,  said,  in  1893,  that  there  was 
not  10,000,000  tons  left  on  the  Gogebic  Range,  and  they  agreed  fully 
on  that.  And  they  have  been  shipping  two  or  three  million  tons  a 
year  out  of  there  since,  and  have  a  good  deal  more  ore  on  there  now 
than  they  did  at  that  time;  and,  as  I  said  this  morning,  they  have 
been  shipping  for  55  years  out  of  the  Marquette  region,  and  I  was 
there  o\  er  40  years  ago,  and  we  thought  when  we  got  down  to  a  cer- 
tain depth  it  had  all  gone,  and  we  have  four  times  more  over  in 
Marquette  County  to-day  than  we  had  20  years  ago  in  sight. 

The  Chairman.  You  haA  e  heard  of  the  fellow  who  lived  from 
March  to  March  for  50  years,  and  whenever  he  lived  through  March 
he  thought  he  was  going  to  live  another  year  sure? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Do  you  think  that  because  they  have  continually 
discovered  ores  for  50  years  in  the  Michigan  region  that  is  any  evi- 
dence that  they  will  never  cease  to  discover  ores  up  there? 

Mr.  Sellwood.  No,  sir ;  they  are  getting  deeper.  That  is  not  true 
of  the  Mesabi  Range,  because  it  is  flat. 

The  Chairman.  The  Mesabi  Range  is  like  this  table? 

Mr.  Sellwood.  Yes. 

The  Chair jian.  When  you  get  beyond  that  takonite  you  know 
there  is  no  more  ore? 

Mr.  Sellwood.  That  is  right. 

The  CiiAiRiNiAN.  But  where  you  are  striking  vertical  veins  like  a 
streak  of  lean  and  a  streak  of  fat  you  are  liable  to  strike  a  vein 
anywhere? 

i\lr.  Sellwood.  Yes. 

The  Chairman.  Where  one  vein  ends  it  does  not  indicate  where 
another  vein  will  begin? 

Mr.  Sellwood.  No. 

The  Chairman.  You  may  be  through  and  you  may  not? 

Mr.  Sellwood.  That  is  true.  I  think  it  safe  to  say  that  in  the 
(Togebic  Range  there  is  hardly  one  deposit  now  that  is  in  operation 
thiit  V,  ;i^  ill  operation  28  years  ago.  when  I  began  operating  there. 
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Mr.  Baetlett.  You  don't  know  how  many  tons  have  been  shipped 
out  from  there  ?    This  man  said  fifty  million  and  odd  tons. 

Mr.  Sellwood.  I  presume  that  is  right. 

Mr.  Baetlett.  He  said  the  total  reserve  there  is  seventeen  million 
and  odd  hundred  tons. 

Mr.  Sellwood.  And  I  would  say  when  they  get  that  out  they  will 
find  17,000,000  tons  more.  In  those  vertical  veins  you  do  know 
when  they  are  going  to  give  out. 

Mr.  Young.  Judge  Bartlett,  if  you  will  permit  me  a  moment,  I 
find  that,  according  to  the  account  kept  at  the  Soo  Canal,  supposed 
to  be  accurate,  there  have  been  65,179,956  tons  up  to  the  end  of  1910 
shipped  from  the  Gogebic  region,  which  passed  through  the  canal. 

Mr.  Reed.  Those  are  figures  given  in  the  Iron  Trade  Review 
that  you  have  in  the  record  at  page  307? 

Mr.  Young.  Yes. 

Mr.  Baetlett.  I  was  simply  quoting  from  an  official  document 
here. 

Mr.  Young.  I  understood.  Judge;  but  I  simply  wanted  to  call 
your  attention  to  a  record  that  was  kept  at  the  canal. 

Mr.  Baetlett.  Of  course,  I  have  no  interest  of  my  own  in  it,  and 
I  was  simply  trying  to  find  out  something  about  it. 

Mr.  Young.  I  know  Mr.  Leith  very  well,  and  he  is  a  very  decent 
yoimg  fellow. 

Mr.  Baetlett.  If  his  calculation  is  right,  that  the  reserve  will  last 
8.6  years,  why,  it  would  not  be  as  long  as  you  would  want  it  to  last 
if  you  were  going  into  the  steel  business,  would  it  ? 

Mr.  Sellwood.  No;  but  they  will  find  a  good  deal  of  other  ores 
while  they  are  taking  that  out. 

Mr.  Baetlett.  How  much  greater  is  the  extent  of  the  ore  in  the 
Mesabi  Range  than  in  the  Gogebic  ? 

Mr.  Sellwood.  Oh,  they  have  much  more. 

Mr.  Baetlett.  He  says  the  total  reserve  in  this  Gogebic  district 
is  17,298,000  long  tons. 

Mr.  Sellwood.  You  have  single  deposits — we  have  single  mines 
on  the  Mesabi  that  have  a  hundred  million,  and  this  covers  a 
distance  of  about  20  or  25  miles. 

Mr.  Baetlett.  How  much  available  ore  for  purchase — I  do  not 
mean  the  ore,  but  the  ore  lands — is  available  for  purchase  in  the 
Mesabi  Range  ? 

Mr.  Sellwood.  Oh,  there  is  a  hundred  million  tons  easy  enough 
and  a  good  deal  more. 

Mr.  Baetlett.  Then,  you  would  want  a  hundred  million  tons  for 
one  substantial  plant  that  you  were  going  to  begin  business  with  ? 

Mr.  Sellwood.  I  surely  would. 

The  Chairman.  Now,  Mr.  Sellwood,  you  spoke  of  the  ore  holdings 
of  the  Steel  Corporation  on  the  Mesabi  Range  as  500,000,000  tons 
in  round  numbers. 

Mr.  Sellwood.  Well,  I  put  it  at  five  or  six. 

The  Chaieman.  Six  hundred  millions? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  you  said  that  that  is  not  an  excessive 
holding  ? 

Mr.  Sellwood.  No ;  not  for  their  plant. 
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The  Chaiejiax.  If  it  were  twice  that,  or  three  times  that,  it  would 
not  be  an  excessive  holding  for  that  plant,  would  it  ? 

Mr.  Sellwood.  No ;  if  I  were  handling  that  plant  and  had  my  say 
about  it  and  had  the  money,  I  certainly  would  have  all  I  could  ^et. 

The  Chaieman.  If  they  owned  all  the  ore  in  the  Lake  Superior 
district  now  held  by  other  companies,  including  the  Hill  leases,  it 
would  not  be  an  excessive  holding  for  their  plant,  would  it  ? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  Now,  then,  what  do  you  mean  by  "  an  excessive 
holding?"    What  would  you  consider  an  excessive  holding? 

Mr.  Sellwood.  I  would  think  if  they  had  holdings  to  last  two  or 
three  hundred  years,  that  would  be  rather  excessive,  but  if  they  only 
had  enough  for  25  years,  I  would  not  think  that  was  enough. 

The  Chairman.  And  the  fact  that  they  had  all  the  available  ore 
would  not,  to  your  mind,  make  their  holdings  excessive  ? 

Mr.  Sellwood.  I  did  not  quite  understand. 

The  Chairman.  I  say,  if  they  should  get  85  or  90  per  cent  of  all 
the  available  ores,  that  would  not  make  their  holdings  excessive,  ac- 
cording to  your  view? 

Mr.  Sellwood.  Oh,  no ;  they  have  a  big  plant  and  they  want  some- 
thing to  keep  it  going  for  a  long  time.  I  think  a  big  plant  of  that 
kind  should  have  all  the  ore  they  can  get  hold  of  at  a  reasonable 
price. 

The  Chairman.  And  if  they  happened  to  get  all  that  was  avail- 
able, that  would  simply  be  the  other  fellow's  misfortune  that  wanted 
to  go  into  the  steel  business? 

Mr.  Sellwood.  That  is  the  way  I  would  figure  it. 

The  Chairman.  Now,  you  have  made  a  study  all  your  life  of  ores? 

Mr.  Sellwood.  Yes,  sir;  just  made  it  my  business. 

The  Chairman.  Are  there  in  this  country  any  ores  that  are  com- 
parable with  the  Superior  ores,  when  you  consider  the  facility  with 
which  they  are  mined,  the  cheapness,  and  the  rapidity  with  which 
the  ore  can  be  delivered  at  the  furnaces,  and  its  high  degree  of  me- 
tallic content,  its  absence  of  phosphorus,  and  all  that  sort  of  thing — 
do  you  know  of  any  ores  on  this  continent  that  are  comparable 
with  it? 

Mr.  Sellwood.  I  did  not  understand  the  question,  Mr.  Stanley. 

The  Chairman.  I  do  not  know  much  about  ores  myself,  but  I  was 
trying  to  include  a  few  of  the  things  that  make  an  available  and 
desirable  ore.  Taking  into  consideration  the  facility  with  which  it 
is  mined — it  is  an  open-pit  proposition  in  a  great  many  cases,  is  it 
not? 

Mr.  Sellwood.  Some  of  them. 

The  Chairman.  Are  there  any  other  ores  in  this  country  that  can 
be  mined  in  that  way  as  cheaply  as  the  Superior  ores  ? 

Mr.  Sellwood.  No ;  none  can  be  mined  as  cheaply,  that  I  know  of, 
as  the  Mesabi  ores. 

The  Chairman.  Do  you  know  of  any  ores  in  this  country  that 
can  be  delivered  from  the  mines  to  the  blast  furnace  as  readily, 
where  there  is  the  same  density  of  traffic,  the  same  capacity  for  the 
rapid  delivery  of  the  ore,  that  you  have  on  the  Mesabi  Range  ? 

Mr.  Sellwood.  No. 

The  Chairman.  Do  you  Iniow  of  any  large  body  of  ore  on  this 
continent  that  is  as  free  from  phosphorus  as  the  ore  in  that  region? 
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Mr.  Sellwood.  No,  sir. 

The  Chairman.  Do  you  know  of  any  body  of  ore  on  this  conti- 
nent—large body  of  ore — hundreds  of  millions  of  tons  of  as  high 
degree  of  metallic  content  as  this  ore  ? 

Mr.  Sellwood.  None  except  that  in  Utah. 

The  Chairman.  Which  is  not  available? 

Mr.  Sellwood.  No. 

The  Chairman.  How  does  this  ore  compare  in  these  respects  with 
the  ores  of  the  world  ? 

Mr.  Sellwood.  We  think  we  have  the  best  and  the  most  of  it  of 
anybody  in  the  world. 

The  Chairman.  How  does  it  compare  with  the  ores  of  Germany, 
such  as  are  utilized  in  the  furnaces  over  there? 

Mr.  Sellwood.  I  could  not  tell,  because  I  do  not  know  anything 
about  them. 

The  Chairman.  Do  you  know 

Mr.  Sellwood.  I  know  that  we  are  producing  more  than  anybody 
else. 

The  Chairman.  Do  you  know  whether  we  can  assemble  our  ores 
more  cheaply  than  they  do  there?  Do  you  know  how  far  they  have 
to  be  hauled? 

Mr.  Sellwood.  No,  sir;  I  do  not. 

The  Chairman.  Do  you  know  anything  about  the  ores  in  England  ? 
What  the  relative  advantage  is  to  the  English  iron  makers  ? 

Mr.  Sellwood.  No;  whue  I  was  born  and  raised  in  England,  I 
know  nothing  about  their  iron  mines. 

The  Chairman.  Now,  Mr.  Sellwood,  you  spoke  of  the  tax  commis- 
sion of  Minnesota  making  a  very  careful  and  accurate  estimate  of 
the  ore  holdings  of  all  these  companies? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  They  have  done  that  for  the  purpose  of  taxation, 
I  presume. 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  it  was  to  their  interest  to  find  every  ton  of 
ore? 

Mr.  Sellwood.  Yes. 

The  CHAiRiMAN.  And  to  know  exactly  who  held  it  and  under  what 
terms  ?  , 

Mr.  Sellwood.  Yes. 

The  Chairman.  Would  you  be  willing  to  take  the  estimate  of  the 
tax  commission  of  Minnesota,  both  as  to  the  quantity  of  ore  now  in 
that  region  and  as  to  the  ownership  of  it,  as  accurate  ? 

Mr.  Sellwood.  I  would.  I  think  thejr  are  nearer  right  than  any 
other  one  person.  They  have  gone  into  it  very  carefully  in  the  last 
three  or  four  years. 

The  Chairman.  The  secretary  of  the  tax  commission  of  Minnesota 
would  be  apt  to  know  about  the  relative  proportion  held  by  these 
various  companies,  more  than  anybody  else,  would  he  not  ? 

Mr.  Sellwood.  Yes;  he  should. 

The  Chairman.  Have  you  ever  made  any  careful  estimate  of  the 
tonnages  in  that  district  for  the  purpose  of  ascertaining  what  pro- 
portion the  Lackawanna   Co.  had   and   what  proportion  Jones  & 
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Laughlin  had  and  what  proportion  the  Cambria  Co.  had  and  -what 
proportion  the  United  States  Steel  Corporation  had? 

Mr.  Sellwood.  No  ;  I  never  made  any  careful  examination. 

The  Chairjian.  You  spoke  just  from  memory  and  general  knowl- 
edge? 

Mr.  Sellwood.  Yes. 

The  Chairman.  You  are  only  making  a  rough  estimate? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  you  do  not  mean  to  speak  with  absolute 
accuracy  ? 

Mr.  Sellwood.  No,  sir;  except  the  tonnage  I  gave  you  of  the 
United  States  Steel  Corporation  are  figures  copied  from  the  tax 
commission. 

The  Chairman.  Is  it  copied  from  this  book  here,  Tonnage  and 
Assessed  Valuation  of 

Mr.  Sellwood.  I  don't  know. 

The  Chairman.  This  is  made  out  in  the  county  auditor's  oiEce  of 
St.  Louis  County.     You  have  seen  this? 

Mr.  Sellwood.  No;  that  is  not  the  one  that  I  referred  to.  I  got 
mine  from  the  State  tax  commission. 

The  Chairman.  I  find  in  some  cases,  take  the  Lone  Jack  mine — 
this  is  for  the  year  1908 

Mr.  YoTJNG.  Well,  that  is  the  year  before,  you  see. 

The  Chairman.  Now,  the  Lone  Jack  mine 

Mr.  Young.  This  other  one  in  1909. 

The  Chairman.  Lone  Jack,  Oliver  Iron  Mining  Co.  They  give 
for  the  Lone  Jack  mine  2,319,193  tons,  and  you  gave  2,319,195  tons, 
so  your  figures  in  that  respect  are  approximately  the  same. 

Mr.  Sellwood.  Yes. 

The  Chairman,  What  proportion  of  the  ores  of  the  Steel  Cor- 
poration in  the  Superior  district  are  in  St.  Louis  County? 

Mr.  Sellwood.  What  proportion? 

The  Chairman.  Yes. 

Mr.  Sellwood.  Well,  I  would  say — of  the  Steel  Corporation's  hold- 
ings? 

The  Chairman.  Yes. 

Mr.  Sellwood.  I  would  say  90  per  cent. 
,  The  Chairman.  Now  take  the  Spruce  mine;  that  is  opei'ated  by  the 
Oliver  Iron  Mining  Co. 

Mr.  Sellwood.  Yes, 

The  Chairman,  That  mine  you  give  its  total,  I  believe,  at  fifteen 
million  and  some  odd  tons? 

Mr.  Sellwood,  I  don't  remember  what  the  figures  are. 

The  Chairman.  That  is  an  open  pit  and  shaft  proposition,  is  it 
not? 

Mr.  Sellwood,  Yes, 

The  Chairman,  What  is  the  depth  of  the  stripping  in  that  mine? 

Mr,  Sellwood,  Oh,  I  could  not  say. 

The  Chairman.  Approximately  50  feet? 

Mr,  Sellwood.  How  much? 

The  Chairman.  Fifty  feet, 

Mr.  Sellwood.  I  should  say  it  would  be  that  much. 

The  Chairman,  That  mine  is  reached  by  what  railroad  ? 
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Mr.  Sellwood.  That  is  reached,  I  think,  by  the  two  railroads,  both 
the  Missabe  &  Northern  and  the  Duluth  &  Iron  Range.  I  may  not  be 
right  about  that. 

The  Chairman.  Do  you  know  whether  it  was  stripped  at  the  time 
the  Hill  ore  lease  was  taken  or  not? 

Mr.  Sellwood.  Very  little.     It  was  stripped  partly. 

The  Chairman.  It  is  stripped  now,  is  it  not?  How  much  of  it 
is  stripped  now  ?     How  many  acres  ? 

Mr.  Sellwood.  I  could  not  tell  you.  I  just  took  those  figures  right 
off  the  tax  commission's  report. 

The  Chairman.  Well,  you  made  no  figures  for  the  other  com- 
panies ? 

Mr.  Sellwood.  No  ;  I  did  not. 

The  Chairman.  You  just  took  it  from  the  tax  commission's  report  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Now.  has  that  mine  been  operated  in  the  last  year 
to  any  extent? 

Mr.  Sellwood.  Why.  as  far  as  I  know,  it  has  been.  I  do  not  think 
it  has  been  crowded,  because  the  steel  company  has  so  rtiuch  ore  to  re- 
move from  the  Hill  leases. 

The  Chairman.  They  were  getting  out  their  minimums  from  the 
Hill  leases? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  they  have  not  been  doing  much  operating  on 
that  mine? 

Mr.  Sellwood.  No.  sir;  I  don't  think  they  have. 

The  Chairman.  Now.  take  the  Sauntrv.  You  give  that  at  31,- 
000,000  tons,  I  believe. 

Mr.  Sellwood.  Yes, 

The  Chairman.  I  am  giving  it  in  round  figures — 31,700.000  tons. 

Mr.  Young.  "WTiat  was  the  other  report? 

The  Chairman.  This  report  gives  it  at  20,000,000  tons.  That  is  an 
open  pit  and  shaft  proposition? 

Mr.  Sellwood.  The  Sauntry  is  all  open  pit.  The  Alpena  is  a  shaft 
mine.     They  paid  $700,000  for  the  Sauntry. 

The  Chairman.  And  how  many  tons  of  ore?  You  estimate  30,- 
000,000  tons? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Now.  it  is  stripped,  is  it  not  ? 

Mr.  Sellwood.  It  is  a  stripping  property. 

The  Chairman.  How  much  of  it  is  stripped? 

Mr.  Sellwood.  I  don't  know.  I  should  say  25  or  30  per  cent  is 
stripped  now. 

The  Chairman.  How  many  acres  would  that  be  ? 

Mr.  Sellwood.  Anywhere  from  40  to  60  acres. 

The  Chairman.  Has  that  mine  been  operated  lately  by  the  Steel 
Corporation? 

Mr.  Sellwood.  I  could  not  say. 

The  Chairman.  What  roads  reach  it? 

Mr.  Sellwood.  The  Duluth.  Missabe  &  Northern  reach  it.  I  pre- 
sume they  have  not  done  much  work,  because  they  have  owned  it 
in  fee  and  they  have  been  devoting  their  time  to  taking  out  the 
Hill  ores. 
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The  Chairman.  Take  the  Sharon  mine.  You  have  an  estimate  in 
the  Sharon  of  14,000,000  tons,  I  believe.  That  is  a  stripping  propo- 
sition, is  it  not? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  How  many  acres  are  there  stripped ' 

Mr.  SEiiwooD.  I  don't  know,  but  I  rather  think — I  would  say, 
offhand — about  40  acres  of  it  are  stripped. 

The  Chairman.  That  is  about  50  feet  stripped,  is  it  not  I 

Mr.  Sellwood.  Yes. 

Mr.  Young.  Fifty  feet  in  depth. 

Mr.  Eeed.  Fifty  feet  of  the  overburden. 

The  Chairman.  Has  that  mine  been  operated  since  the  Hill  lease 
was  taken? 

Mr.  Sellwood.  I  could  not  answer  that.  I  have  not  been  on  the 
property  for  years. 

The  Chairman.  The  Monroe-Tener  mine,  32,000,000  tons. 

Mr.  Sellwood.  That  is  a  big  deposit,  yes;  I  would  say  they  have 
that  much. 

The  Chairman.  How  many  acres  of  that  is  stripped  ? 

Mr.  Sellwood.  Oh,  I  think  they  have  50  or  60  acres  of  it  stripped. 

The  Chairman.  The  depth  of  the  .stripping  is  about  80  feet,  is  it 
not? 

Mr.  Sellwood.  I  did  not  think  it  was  that  much.  I  thought,  prob- 
ably, about  60;  but  I  don't  know. 

The  Chairman.  Now,  what  roads  reach  that  mine  ? 

Mr.  Sellwood.  I  think  the  Missabe  &  Northern.     I  know  it  does. 

The  Chairman.  Is  it  not  true,  Mr.  Sellwood,  that  vast  property 
has  not  been  operated  in  the  last  year  or  so  to  any  extent  ? 

Mr.  Sellwood.  I  do  not  hink  so.  It  is  a  very  low-grade  ore,  in  the 
first  place. 

The  Chairman.  You  do  not  think  it  has  been  mined  ? 

Mr.  Sellwood.  It  has  been  mined  some,  but  not  very  extensively. 

The  Chairman.  Now,  take  the  Morris  mine;  that  is  26,000,000 
tons,  here. 

Mr.  Sellwood.  I  think  so. 

The  Chairman.  What  is  the  depth  of  the  stripping  there  ? 

Mr.  Sellwood.  I  should  say  about  40  to  50  feet. 

The  Chairman.  How  many  acres  are  stripped? 

Mr.  Sellwood.  I  would  say  40  to  60  or  80  acres.  I  could  not  give 
it  offhand. 

The  Chairjian.  What  road  reaches  it? 

Mr.  Sellwood.  It  is  reached  by  the  Missabe  &  Northern — the  Du- 
luth,  Missabe  &  Northern. 

The  Chairman.  Have  there  been  any  extensive  operations  in  that 
mine  since  the  Hill  ore  lease  was  made? 

Mr.  Sellwood.  Only  in  removing  the  stripping  and  taking  some 
are  out. 

The  Chairman.  The  Hull-Rust  mine;  you  give  that  at — the  two 
Hull  mines  are  put  at  about  50,000,000  tons. 

Mr.  Sellwood.  The  two  properties? 

The  Chairbian.  Yes ;  the  two  properties. 

Mr.  Sellwood.  Isn't  it  fifty  and  seventy? 
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The  Chairman.  The  Hull  is  thirty-seven  here,  and  thirteen.  That 
struck  me  as  very  low  for  this  property.  You  have  the  Rust  mine  at 
a  hundred  million. 

Mr.  SeUjWood.  Yes,  sir. 

The  Chairman.  Now,  that  would  be  150,000,000  for  the  HuU-Eust, 
as  I  have  it  here. 

Mr.  Sellwood.  Yes. 

The  Chairman.  How  much  is  stripped  there? 

Mr.  Sellwood.  Well 

The  Chairman.  One  hundred  and  fifty  acres? 

Mr.  Sellwood.  I  should  think  there  were  150  or  160  acres  that  is 
pretty  well  stripped. 

The  Chairman.  What  is  the  depth  of  the  stripping  ? 

Mr.  Sellwood.  I  would  say,  as  a  guess,  50  feet. 

The  Chairman.  Now,  in  the  last  year  has  the  Steel  Corporation 
removed  a  large  amount  of  ore  from  that  property  ? 

Mr.  Sellwood.  No;  not  a  large  amount.  They  moved  a  large 
amount  two  years  ago. 

The  Chairman.  The  reports  show  a  larger  amount  for  1910. 

Mr.  Sellwood.  Yes. 

The  Chairman.  I  was  lip  there  last  year,  and  I  was  impressed 
with  the  lack  of  activity  in  that  mine. 

Mr.  Sellwood.  Yes. 

Mr.  YoTJNG.  Is  that  the  property  where  there  has  been  an  injunc- 
tion lately? 

Mr.  Sellwood.  Yes. 

Mr.  YoTJNG.  Against  working  it? 

Mr.  Sellwood.  Yes. 

The  Chairman.  No;  not  against  working  it.  The  injunction  would 
not  stop  them  now.  That  was  to  keep  them  froin  getting  in  under 
the  town  of  Hibbing;  but  they  have  plenty  of  ore  outside  of  Hib- 
bing. 

Mr.  Sellwood.  Yes. 

The  Chairman.  Now,  you  have  the  Burt-Pool  mine  here,  7,900,000 
tons.     How  many  acres  have  you  got  stripped  there? 

Mr.  Sellwood.  Well,  that  is  pfetty  nearly  all  stripped. 

The  Chairman.  That  would  be  about  80  acres  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Stripped  to  a  depth  of  how  many  feet  ? 

Mr.  Sellwood.  It  is  down  to  the  ore.  That  surface  might  have 
been  60  feet. 

The  Chairman.  Has  there  been  any  great  amdunt  of  ore  removed 
from  that  mine  since  the  Hill  ore  lease? 

Mr.  Sellwood.  They  did  not  remove  a  large  amount  last  year,  but 
I  think  they  removed  a  good  deal  of  ore  out  of  there  in  1910. 

The  Chairman.  The  Fayal  mine,  have  you  got  that  here? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Yes;  at  14,000,000  tons.  How  much  have  you 
stripped  there? 

Mr.  Sellwood.  Well,  they  have  a  large  amount  of  that  stripped. 
I  don't  know  that  all  the  property  will  be  stripped. 

The  Chairman.  They  have  40  acres  stripped  there? 
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Mr.  Sellwood.  Yes. 

The  Chairman.  To  a  dejith  of  60  feet? 

Mr.  Sellwood.  Yes ;  I  think  it  would  average  about  that. 

The  Chairman.  And  there  are  shaft  connections,  too? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Has  that  mine  been  operated  to  anj^  extent  since 
the  Hil]  ore  lease  was  made? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Now.  the  Lone  Jack;  that  is  given  at  2,319,000. 
How  much  have  you  stripped  there? 

Mr.  Sellwood.  That  is  about  all  stripped  off. 

The  Chairman.  About  40  acres? 

Mr.  Sellwood.  Yes. 

The  Chairman.  To  what  depth? 

Mr.  Sellwood.  That  stripping,  I  would  say,  would  average  25  feet. 

The  Chairman.  Has  that  mine  been  worked  lately? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  Why? 

Mr.  Sellwood.  Because  they  had  another  property  that  they  had  to 

f;o  through  the  Lone  Jack  to  get  into,  where  they  had  a  short-time 
ease,  and  they  took  a  good  deal  of  ore  out  of  there. 

The  Chair:man.  The  Ohio  mine ;  that  is  given  at  3,000,000  tons,  I 
believe. 

Mr.  Sellwood.  Yes. 

The  Chairman.  How  much  is  stripped  there? 

Mr.  Sellwood.  Very  little. 

The  Chairman.  Very  little? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Forty  acres? 

Mr.  Sellwood.  Oh,  no. 

The  Chairman.  What  is  the  depth  of  the  stripping  ? 

Mr.  Sellwood.  Well,  I  would  say  the  stripping  would  average 
30  feet. 

The  Chairman.  Has  that  mine  been  worked  in  the  last  year  or 
two? 

Mr.  Sellwood.  No,  sir;  for  the  same  reason.  They  are  adjoining 
the  Lone  Jack  almost,  and  they  have  a  short  lease  on  the  property 
adjoining  them.  They  have  been  working  that  through  a  shaft  sunk 
in  the  Ohio. 

The  Chairman.  Take  the  Adams  mine.  You  have  that  at 
23,000,000  tons.    How  much  is  stripped  there? 

Mr.  Sellwood.  Well,  I  think  most  all  of  it  is  stripped.  There  are 
40  acres  stripped,  anyway. 

The  Chairman.  To  what  depth? 

'Mr.  Sellwood.  Well,  it  is  stripped  anywhere  from  25  to  35  feet. 
A  good  deal  of  these  figures  are  a  guess. 

The  CiiAiR:\rAN.  Yes.  Has  that  mine  been  operated  to  any  extent 
in  the  last  year  or  two? 

Mr.  Sellwood.  Yes. 

The  Chairman.  It  has  not  done  a  great  deal  in  the  last  several 
years  compared  to  what  was  done  before  the  Hill  ore  lease  was 
made? 

Mr.  Sellwood.  No;  very  little.  Owing  to  the  general  depression, 
our  shipments  in  1910  were  43,000,000  tons  and  in  1911  we  were 
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down  to  about  30,000,000.     Take  the  Lake  Superior  country,  and 
all  of  those  mines  have  had  a  proportionate  reduction. 

The  Chairman.  Take  the  Hartley  mine.  How  many  acres  are 
stripped  there? 

Mr.  Sellwood.  I  couldn't  tell  you.    I  don't  know  anything  about 
that. 
_  The  Chairman.  Isn't  it  true  that  that  mine  has  not  been  operating 
since  the  Hill  leases  were  made? 

Mr.  Sellwood.  No ;  it  has  been  operating  some. 

The  Chairman.  Very  little.    Isn't  that  true? 

Mr.  Sellwood.  I  couldn't  say.  The  shipments  were  25  per  cent 
less  last  year  than  the  year  before  over  the  whole  district. 

The  Chairman.  All  of  these  mines  that  I  have  mentioned  are 
reached  either  by  the  Duluth,  Missabe  &  Northern  or  the  Duluth  & 
Iron  Range  Railroad,  are  they  not? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  some  of  them  by  both  ? 

Mr.  Sellwood.  Yes;  some  by  both. 

The  Chairman.  All  of  these  mines — ore  taken  from  these  mines 
could  be  hauled  by  the  Steel  Corporation  over  its  own  road? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  The  cost  to  the  Steel  Corporation  was  the  royalty, 
plus  the  freight,  plus  the  cost  of  mining  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Most  of  these  royalties — very  few  of  them  ex- 
ceeded 25  cents  a  ton,  did  they? 

Mr.  Sellwood.  I  don't  know  what  the  royalties  are.  I  know  some 
of  them  are  30  and  some  35,  but  I  don't  know  what  they  would 
average. 

The  Chairman.  Well,  take  the  Hull-Rust. 

Mr.  Sellwood.  I  am  not  positive,  but  I  think  that  is  35  cents. 

The  Chairman.  Weren't  those  mines  leased  at  12^  cents  ? 

Mr.  Sellwood.  What? 

The  Chairman.  Isn't  that  a  very  old  lease,  at  12^  cents? 

Mr.  Sellwood.  No. 

The  Chairman.  It  is  a  sliding  scale. 

Mr.  Sellwood.  I  think  that  has  been  extended  some  time  ago,  with 
an  increased  royalty. 

The  Chairman.  Well,  what  would  the  royalties  for  these  mines 
I  have  mentioned  average? 

Mr.  Sellwood.  I  would  say  they  would  average  35  cents. 

The  Chairman.  Thirty-five  cents? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Then,  after  they  were  stripped,  you  would  not 
put  over  15  cents  for  the  cost  of  getting  out  the  ore,  would  you? 

Mr.  Sellwood.  Yes,  sir ;  I  would.  A  great  deal  of  ore  from  all  of 
those  mines,  or  most  of  them  is  mined  from  underground.  It  is  not 
all  mined  by  steam  shovels. 

The  Chairman.  Well,  let  us  take  the  steam  shovels.  All  these 
mines  I  have  read  the  names  of  are  open  pit  propositions.  Some  of 
them  have  underground  openings  in  addition.  I  am  speaking  now 
of  open-pit  propositions.  With  your  open-pit  mines,  15  cents  would 
cover  it  on  the  average? 
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Mr.  Sellwood.  From  15  to  20  cents,  but  that  does  not  include  the 
stripping  by  any  means. 

The  Chairman.  I  know.    They  are  already  stripped. 

Mr.  Sellwood.  Yes. 

The  Chairman.  What  did  you  say  was  the  average  of  the  royalty  ? 

,  Mr.  Sellwood.  Thirty-five  cents. 

The  Chairman.  Would  not  that  be  the  maximum  royalty,  Mr. 
Sellwood? 

Mr.  Sellwood.  Well,  I  don't  know.  Some  of  those  leases  were 
made  20  years  ago,  and  they  have  been  changed  with  an  increased 
royalty,  and  I  do  not  know  just  exactly  how  much  it  is. 

The  Chairman.  Well,  there  are  very  few  leases  where  you  pay 
over  35  cents  royalty? 

Mr.  Sellwood.  Well,  I  don't.  I  think  the  Fayal  and  Adams  have 
been  extended  considerably.  I  know  part  of  the  Fayal — I  leased  that 
for  the  Minnesota  Iron  Co.,  the  original  lease,  at  35  cents. 

The  Chairman.  But  35  cents  is  near  the  maximum,  is  it  not  ? 

Mr.  Sellwood.  Yes ;  but  they  may  all  have  been  readjusted.  You 
see,  most  of  those  leases  have  been  in  force  now  for  20  years,  and 
some  of  them  have  been  extended.  I  don't  Imow.  It  is  just  a  guess 
on  my  part. 

The  Chairman.  What  page  is  that  where  you  have  a  list  of  your 
leases  ? 

Mr.  Reed.  In  the  annual  report  for  1911. 

The  Chairman.  There  is  one  of  these  hearings  here ;  1771,  I  think 
it  is. 

Mr.  Reed.  On  page  50  of  this  annual  report  for  1911  is  a  list  of 
leases. 

Mr.  Sellwood.  Of  course,  if  you  have  it  as  a  matter  of  record,  that 
is  the  best  evidence.    I  don't  know. 

The  Chairman.  They  do  not  give  the  terms  of  the  leases.  That 
just  gives  a  list  of  leases. 

Mr.  Reed.  Yes ;  that  is  all. 

The  Chairman.  But  you  have  a  statement  here  giving  the  terms 
of  the  leases,  the  time — 1771,  wherever  that  is. 

Mr.  Reed.  1771  is  the  Gary  dinner. 

The  Chairman.  WeU,  now,  take  the  Spruce  Mine.  That  expires 
in  1951,  that  lease.    The  Fayal,  that  is  a  fee  proposition,  is  it  not? 

Mr.  Sellwood.  Part  of  the  Fayal  is  fee  and  part  lease. 

The  Chairman.  The  Burt  is  a  lease,  and  that  expires  in  1949. 

Mr.  Sellwood.  Well,  that  is  the  second  lease.  What  is  the  royalty 
on  that,  Mr.  Stanley? 

Mr.  Stanley.  The  Burt? 

Mr.  Sellwood.  Yes. 

The  Chairman.  It  does  not  give  the  royalty. 

Mr.  Sellwood.  Well,  most  of  those  leases  have  been  rearranged. 

The  Chahjman.  The  Hull-Rust,  1950? 

Mr.  Sellwood.  They  have  been  renewed  from  the  original  leases. 

The  Chairman.  Now,  would  you  say  that  35  cents  would  be  the 
average  ? 

Mr.  Sellwood.  Of  those  mines  ? 

The  Chairman.  Yes ;  that  I  read  to  you. 

Mr.  Sellwood.  I  would  say  so,  Mr.  Stanley;  but  I  don't  know, 
because  I  don't  know  what  royalties  they  are  paying  on  those  leases. 
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The  Chairman.  "Well,  putting  it  at  35  cents,  and  say  20  cents  to 
get  it  out,  would  be  50  cents.  Then,  what  would  it  cost  them  to  haul 
it  to  the  docks  at  Superior  ? 

Mr.  Sellwood.  What  does  it  cost? 

The  Chairman.  Yes. 

Mr.  Sellwood.  I  don't  know. 

The  Chairman.  "Well,  would  it  cost  them  40  cents? 

Mr.  Sellwood.  "Well,  I  say  they  can  possibly  haul  it  there  for 
40  cents.  Of  course,  there  is  a  switching  charge  out  of  the  mine 
and  a  switching  charge  at  the  dock,  which  all  have  to  be  included. 

The  Chairman.  That  would  be  95  cents.  Now,  I  will  just  take 
the  Hill  ore  leases.  They  pay  80  and  65 — they  pay  $1.65  for  that 
ore  delivered  at  the  Lakes,  the  first  installment,  and  then  3  or  4  cents 
additional  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  How  much  ore  would  you  say  was  in  these  mines 
already  stripped  that  I  have  mentioned,  and  in  this  list,  available 
at  the  time  they  made  that  contract,  to  be  brought  down  there  for 
95  cents  a  ton? 

Mr.  Sellwood.  I  think  virtually  all  of  them  in  that  list  were 
available  at  that  time. 

The  Chairman.  Now,  if  they  had  500,000,000  tons  of  ore  that 
they  could  put  on  the  docks  at  Superior  for  95  cents  a  ton,  how  do 
you  account  for  the  fact  that  they  deliberately  contracted  for  five  or 
six  hundred  million  tons  more,  or  whatever  it  was? 

Mr.  YotJNG.  Two  hundred  and  fifty  million  tons  more,  Mr.  Sell- 
wood testified  to. 

The  Chairman.  I  am  utterly  indiflPerent  to  the  amount — at  double 
that  amount  practically. 

Mr.  Sellwood.  1  don't  know. 

The  Chairman.  As  a  practical  ore  man  do  you  regard  that  as 
good  business? 

Mr.  Sellwood.  I  would  say  that  I  would  have  taken  some  of 
those  leases  at  that  price.  I  offered  them  a  dollar  a  ton  for  one 
lease.     I  was  operating  on  two  sides  of  it. 

Mr.  Gardner.  "What  property  did  you  offer  them  $1  a  ton  for? 

Mr.  Sellwood.  The  Dale  property,  directly  north  of  the  Latonia, 
and  east  of  the  Cypress. 

Mr.  Gardner.  To  be  used  in  connection  with  the  property  you 
already  had? 

Mr.  Sellwood.  Yes;  that  Was  a  good  grade  of  ore,  and  no  water 
to  pump. 

Mr.  Gardner.  $1  for  the  fee  a  ton? 

Mr.  Sellwood.  No;  $1  a  torn  royalty. 

Mr.  Gardner.  $1  a  ton  royalty? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  On  lease? 
Mr.  Sellwood.  Yes. 

Mr.  Gardner.  How  long  would  the  lease  have  to  run  ? 
Mr.  Sellwood.  "Well,  I  would  have  ■tt'aflted  that  lease  to  run  during 
the  life  of  that  property,  and  I  could  have  taken  out  all  of  it  in 
five  or  six  or  seven  years.    I  could  have  gotten  it  all  out,  and  the 
steel  company  will  have  gotten  it  all  out  in  that  time. 
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Mr.  Gaednek.  How  long  would  it  have  taken  to  amortize — if 
that  is  the  proper  term  to  use  for  arriving  at  the  present  worth  of 
a  royalty.     How  long  would  it  have  taken  to  get  it  all  out  ? 

Mr.  Selllwood.  Well,  I  would  have  gotten  it  all  out  as  quickly  as 
I  could. 

Mr.  Gardner.  How  much  would  you  have  been  willing  to  pay 
cash  for  the  fee  in  that  mine? 

Mr.  Sellwood.  Well,  in  fact,  I  did  not  have  the  cash  to  pay,  but 
I  had  rather  pay  $1  a  ton  royalty,  as  I  took  it  out,  than  50  cents  a 
ton  cash. 

Mr.  Gardner.  Even  though  you  had  to  take  it  all  out  in  six  or 
seven  years? 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Wouldn't  it  have  been  cheaper  for  you  to  pay  cash 
for  it  at  50  cents? 

Mr.  Sellwood.  Yes ;  if  I  had  it ;  but  I  would  not  have  been  at  any 
risk  in  taking  it  out  on  a  royalty  basis.  Sometimes  you  find  large 
bodies  of  rock,  you  know. 

Mr.  Gardner.  Yes;  and  sometimes,  on  the  other  hand,  you  find 
more  ore. 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  If  it  was  all  going  to  be  dug  out  in  a  certain  number 
of  years,  why  would  it  not  have  been  cheaper  to  pay  50  cents  for  the 
fee  than  $1  a  ton  for  the  royalty? 

Mr.  Sellwood.  I  did  not  say  it  would  be  cheaper;  but  I  said  I 
did  not  have  the  money,  but,  if  I  had,  I  would  not  have  done  it. 

Mr.  Gardner.  That  is  what  I  wanted  to  get  at — why  you  would 
not? 

Mr.  Sellwood.  Because  I  would  have  a  sure  thing  on  the  royalty 
basis,  but  if  I  had  paid  cash  and  run  into  a  bunch  of  rock  I  would 
have  been  that  much  out. 

Mr.  Gardner.  But  if  you  had  run  into  a  good  bunch  of  ore,  and 
no  rock 

Mr.  Sellwood.  Yes ;  but  I  do  not  want  to  gamble  in  that  way. 

Mr.  Gardner.  Has  not  experience  shown  you  that  you  get  more  in 
buying  those  mines  rather  than  leasing  them? 

Mr.  Sellwood.  Not  always. 

Mr.  Gardner.  I  had  rather  supposed  that  you  generally  found 
more  than  you  thought  you  were  getting. 

Mr.  Sellwood.  You  do  at  times,  and  at  times  the  reverse. 

Mr.  Danforth.  When  was  that  offer  ? 

Mr.  Sellwood.  I  made  them  that  offer  in  1906.  I  was  working 
the  Latonia  Mine  and  the  Cypress.  One  was  directly  south  and  the 
other  was  west.     It  did  not  have  a  drop  of  water  to  pump. 

Mr.  Gardner.  Was  there  any  increase  clause  in  that  lease? 

Mr.  Sellwood.  No  ;  I  offered  them  $1  a  ton  straight. 

Mr.  Gardner.  And  to  dig  it  out  when  you  had  a  mind  to  ? 

Mr.  Sellwood.  Yes. 

Mr.  Reed.  Did  that  include  transportation? 

Mr.  Sellwood.  Oh,  no ;  nothing  to  do  with  transportation.  It  was 
$1  a  ton  for  the  ore  we  removed. 

The  Chairman.  What  was  the  metallic  content  of  that  ore  ? 

Mr.  Sellwood.  What? 

The  Chairman.  How  high  was  it  in  iron  ? 
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Mr.  Sellwood.  That  ore  would  average  about  60  per  cent  and  only 
about  8  per  cent  of  moisture  and  45  to  50  in  phosphorus. 

The  Chairman.  Were  there  4,000,000  tons  of  ore  like  it  in  all  the 
rest  of  Hill's  holdings  ? 

Mr.  Sellwood.  Well,  I  don't  know. 

The  Chairman.  Take  all  of  Hill's  holdings  and  how  do  they  com- 
pare in  richness,  ii;on  content,  and  in  their  low  degree  of  phosphorus 
with  the  holdings  of  the  United  States  Steel  Corporation  at  the  time 
the  lease  was  made  ? 

Mr.  Sellwood.  They  are  not  near  as  good. 

The  Chairman.  Under  development,  how  do  they  compare  ? 

Mr.  Sellwood.  Not  nearly  as  good. 

The  Chairman.  Some  of  these  ores  have  to  be  concentrated  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  That  is,  you  have  to  get  out  as  much  sand  as  you 
do  ore? 

Mr.  Sellwood.  Pretty  near. 

The  Chairman.  How  much  concentrated  ore  did  the  Steel  Cor- 
poration have  at  the  time  it  made  the  leases?  What  percentage  of 
it  was  concentrated  ore? 

Mr.  Sellwood.  They  had  very  little  of  it. 

The  Chairman.  How  much  of  Hill's  lease  are  concentrated  ore? 

Mr.  Sellwood.  I  don't  know ;  but  I  would  say,  on  a  guess,  of  Hill's 
own  ore — not  the  Longley  &  Bennett — 25  to  30  per  cent.  That  is 
all  Hill's  own  ore. 

Mr.  Reed.  Well,  how  about  the  Longley  &  Bennett  ? 

Mr.  Sellwood.  Most  of  that  is  a  good  merchantable  ore. 

The  Chairman.  Now,  you  say  when  you  go  down  with  your  drill 
you  are  liable  to  strike  ore  and,  then,  the  next  time  you  go  down 
with  the  drill  you  are  liable  to  strike  a  rock  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  sometimes  you  think  you  have  struck  a  flat 
body  of  ore,  and  you  have  struck  a  mere  crooked  seam  ? 

Mr.  Sellwood.  Yes. 

The  ChairmaIi.  And  you  do  your  stripping  and  when  you  get 
down  there  you  find  you  have  just  a  handful  of  ore?  Has  it  not 
occurred  in  the  Hill  leases  since  the  United  States  Steel  Corporation 
got  them,  that  they  have  gone  down  and  struck  a  vein  and  when  they 
stripped  it  found  a  narrow  streak? 

Mr.  Sellwood.  I  don't  know  how  that  is,  but  it  is  so  at  some  places. 
I  have  had  drill  holes  go  down  100  feet  and  in  10  feet  away  from  it 
was  rock. 

The  Chairman.  And  when  you  stripped  down  you  had  struck  a 
bad  proposition? 

Mr.  Sellwood.  Yes.     That  would  be  true  in  one  drill  hole. 

The  Chairman.  Isn't  it  true  that  Mr.  Hill,  up  to  the  time  this 
lease  was  made,  always  drilled  on  the  other  fellow's  property?  He 
drilled  around  his  property  and  not  on  it ;  isn't  that  true  ? 
Mr.  Sellwood.  I  could  not  say ;  I  don't  know. 
The  Chairman.  Was  that  property  explored  to  any  degree  so 
when  you  went  to  stripping  you  knew  what  you  were  going  to  get 
at  the 'time  this  lease  was  made? 

Mr.  Sellwood.  I  could  not  saj'.  I  knew  a  good  deal  about  this 
property  I  was  speaking  of,  because  I  had  worked  on  two  sides  of  it. 
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The  Chaieman.  Do  you  know  to  what  extent  the  Hill  leases,  were 
explored  ? 

^Ir.  Sellwood.  I  know  they  were  not  thoroughly  explored,  but  to 
what  extent,  I  do  not  know. 

The  Chaieman.  They  had    this  25-cent  lease,  I  believe,  the  Hill 
I  mean;  I  believe  that  was  the  amount  of  one  of  them,  and  there 
were  two  or  three  mines  being  worked  at  the  titae  this  lease  was 
made  on  the  Hill  ore  property. 
Mr.  Sellwood.  The  Leonard. 

The  Chaieman.  Yes;  the  Leonard.     How  much  was  stripped  on 

the  whole  Hill  leased  property  at  the  time  this  lease  was  made? 

Were  there  40  acres? 

Mr.  Sellwood.  Yes ;  but  most  of  it  was  done  at  the  Leonard  mine. 

The  Chaieman.  Was  there  as  much  as  60   acres  on  the  whole 

property  stripped? 

Mr.  Sellwood.  I  know  very  little  about  the  west  end,  but  I  do  not 
remember  except  at  the  Leonard  mine. 

The  Chaieman.  So  when  the  Steel  Corporation  made  these  leases 
they  had  to  go  and  get  the  overburden  off  at  their  own  expense? 
Mr.  Sellwood.  Oh,  yes. 

The  Chaieman.  It  had  to  do  its  drilling  at  its  own  expense? 
Mr.  Sellwood.  I  don't  know,  but  the  United  States  Steel  Corpora- 
tion or  nobody  else  would  have  taken  it  at  the  prices  if  there  had 
been  no  drilling  done. 
The  Chaieman.  Do  you  know  who  paid  for  the  concentrating  ? 
Mr.  Sellwood.  No,  sir.    Mr.  Cole  can  tell  you  all  about  it.    He 
had  charge  of  it. 

Tlie  Chaie:\ian.  Can  you  give  me.  as  a  practical  ore  man,  any 
reason  on  earth  why  the  Steel  Corporation  made  a  contract  for  ore 
that  is  now  costing  them  $1  a  ton  which  they  had  to  strip  and  had 
to  concentrate,  which  was  in  every  way,  as  you  say,  inferior  to  the 
ores  they  then  had,  with  the  high  minimums  that  were  provided  in 
that  ore  lease — can  you  give  me  any  good  business  reason  why  it 
was  done? 

Mr.  Eeed.  They  do  not  pay  $1  a  ton  for  ore  that  has  to  be  con- 
centrated. 

The  Chairman.  You  pay  for  all  ore,  as  I  understand  it,  $1  a  ton 
now.  You  concentrate  it  at  your  own  expense,  and  when  your  ore 
gets  down  there  it  is  treated  just  like  any  other  ore. 

Mr.  Eeed.  You  pay  royalty  on  the  concentration,  but  not  on  the 
ore. 

The  Chaieman.  I  mean  they  concentrate  the  ore  and  on  the  prod- 
uct they  pay  this  royalty,  and  you  wash  all  that  sand  out  at  your  own 
expense. 
Mr.  Eeed.  Yes. 

Mr.  Young.  Well,  the  royalty  runs  down  as  the  iron  content  runs 
down. 
The  Chaieman.  Yes. 

Mr.  Gaednee.  The  cost  of  concentration  is  on  the  lessee ''. 
Mr.  Eeed.  Yes. 

Mr.  Gaednee.  You  said  that  these  Utah  mines  you  regarded  en- 
tirely as  a  reserve? 
Mr.  Sellwood.  Yes,  sir. 
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Mr.  Gardnek.  And  that  you  explored  them  on  behalf  of  Mr.  Grates, 
Mr  Harriman,  and  some  one  else  whose  name  I  have  forgotten  ? 
Mr.  Young.  He  examined  them,  he  said ;  not  explored. 
Mr.  Gardnek.  Examined  them  ? 
Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Mr.  Gates,  Mr.  Harriman,  and  who  was  the  third? 
Mr.  Sellwood.  And  Mr.  Hill. 
Mr.  Gardner.  Mr.  Hill  ? 
Mr.  Sellwood.  Yes. 

Mr.  Gardner.  How  many  years  ago  was  that  ? 
Mr.  Sellwood.  I  think  nine  years  ago. 

Mr.  Gardner.  And  did  they  look  on  them  entirely  as  a  reserve  * 
Mr.  Sellwood.  For  the  time  being ;  yes. 

Mr.  Gardner.  How  long  did  they  think  they  would  have  to  hold 
them  before  they  became  commercially  available  ? 
Mr.  Sellwood.  I  don't  know,  Mr.  Gardner. 

Mr.  Gardner.  How  long  did  you  think,  after  you  had  examined 
those  mines,  that  they  would  be  obliged  to  hold  them  before  they  be- 
came commercially  available  ? 

Mr.  Sellwood.  I  did  not  think  they  would  have  any  use  for  them 
for  the  next  25  years. 
Mr.  Gardner.  For  over  25  years? 
Mr.  Sellwood.  Yes. 

Mr.  Gardner.  And  at  the  end  of  those  25  years,  how  would  they 
become  available  ? 

Mr.  Sellwood.  Well,  I  thought  that  they  would  get  short  of  ore  in 
the  eastern  country ;  that  is,  they  would  not  have  as  much  available 
ore,  and  they  would  be  looking  for  other  ores. 

Mr.  Gardner.  In  other  words,  perhaps — I  do  not  mean  to  put 
ideas  in  your  head,  but  what  I  gathered  is  this,  that  you  said  "  here 

is  some  highly  metallic  ore  " 

Mr.  Sellwood.  Yes. 

Mr.  Ga'rdner.  And  when  in  the  East  they  are  reduced  to  the  pass 
of  using  their  low-metallic  ore,  then  it  will  pay  to  ship  this  ore  from 
Utah,  in  spite  of  the  high  freight  rate  ? 

Mr.  Sellwood.  It  would  pay  to  ship  that  ore  from  Utah  or  ship  the 
coal  to  Utah. 

Mr.  Gardner.  Either  to  ship  the  ore  from  Utah  or  to  ship  the 
coal  to  Utah  ? 

Mr.  Sellwood.  Yes.    I  think  their  idea  was  to  take  it  just  below 
Los  Angeles,  down  to  the  coast,  and  perhaps  manufacture  some  there 
for  the  western  district. 
Mr.  Gardner.  As  a  western  market  for  their  finished  product  ? 
Mr.  Sellwood.  Yes. 

Mr.  Gardner.  Now,  have  you  ever  attempted  to  make  any  figures 
to  show  whether  or  not  there  has  been  a  steady  decrease  in  the  metal- 
lic content  of  the  ores  which  are  used  in  this  country?  Could  you 
estimate  that  and  tell  us  the  percentage  of  decrease  per  annum,  for 
instance  ? 

Mr.  Sellwood.  I  would  say  about  1  per  cent  for  the  last  four  or 
five  years, 

Mr.  Gardner.  Well,  but  over  a  period  of  10,  15,  or  20  years? 
Mr.  Sellwood.  No  ;  I  could  not  tell  you. 
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Mr.  Gardner.  If  I  should  say  that  somebody  had  told  me  it  was 
one-third  of  1  per  cent  annually  for  the  last  20  years,  would  that 
seem  an  understatement? 

That  is,  that  the  metallic  content  of  ore  for  the  last  20  years  has 
fallen  off  about  one-third  of  1  per  cent  annually? 

Mr.  Sellwood.  I  would  not  question  that. 

Mr.  Young.  About  seven  points  in  20  years. 

The  Chairman.  I  am  under  the  impression  that  prior  to  the  dis- 
covery of  the  Missabe  ores,  with  the  exception  of  ttje  ores  in  the  old 
range  up  in  Michigan,  that  they  utilized  a  lower  grade  ore  than  they 
do  now.     That  is,  ores  in  Virginia  and  New  York. 

Mr.  Young.  Oh,  yes;  a  great  many  years  ago. 

Mr.  Gardner.  The  ^lissabe  mines  they  started  to  open  about  1893? 

The  Chairman.  Yes. 

Mr.  Gardner.  I  mean  in  saying  20  years,  to  cover  what  you  may 
call  the  Missabe  period.  Somebody  has  told  me  it  has  run  out 
about  one-third  of  1  per  cent  a  yeav. 

Mr.  Sellwood.  That  would  make  how  much  ? 

Mr.  Gardner.  It  would  be  7  per  cent  since  the  Missabe. 

Mr.  Sellwood.  Well,  pretty  near  it. 

Mr.  Gardner.  In  your  opinion,  is  that  same  process  going  to  con- 
tinue in  the  future? 

Mr.  Sellwood.  I  think  so. 

Mr.  Gardner.  At  about  the  same  rate? 

Mr.  Sellwood.  Well,  I  would  not  say  it  would  continue  at  that 
rate  verj^  long. 

Mr.  Gardner.  Well,  perhaps  the  rate  would  accelerate. 

Mr.  Sellwood.  Perhaps  so. 

Mr.  (tardner.  In  your  opinion,  would  it  be  more  likely  to  ac- 
celerate— the  rate  of  diminution — rather  than  to  decrease? 

Mr.  Sellwood.  No;  I  think  it  will  continue  to  decrease,  but  I 
don't  think  it  will  to  the  extent  that  it  does. 

Mr.  Gardner.  You  don't  think  it  will  decrease  as  fast  as  it  has? 

Mr.  Sellwood.  No. 

Mr.  Gardner.  Yet  you  think  in  about  25  years  it  will  either  pay 
to  concentrate  your  furnace  supplies  at  Los  Angeles  or  to  ship  your 
Utah  ore  east  for  smelting. 

Mr.  Sellwood.  Yes.     I  think  it  will  come  in  time. 

Mr.  Gardner.  Well,  I  am  much  obliged.  That  is  just  what  I 
wanted  to  get. 

The  Chairman.  Now,  taking  up  these  mines  here  that  you  have 
given  me.  I  have  asked  you  about  the  Adams  mine.  Take  the 
Auburn:  is  that  an  open-pit  mine? 

Mr.  Sellwood.  Yes. 

The  Chair jian.  Beached  by  what  railroad? 

Mr.  Sellwood.  The  Iron  Eange — Duluth  &  Iron  Kange. 

The  Chair:man.  The  Canisteo? 

Mr.  Sellwood.  I  know  very  little  about  that.  That  is  in  the 
western  district. 

The  Chairman.  Ten  million  tons. 

Mr.  Sellwood.  Mr.  Cole,  when  you  come  to  him,  he  can  tell  you 
about  it. 

The  Chairman.  Do  you  know,  Mr.  Cole,  whether  the  Canisteo  is 
an  open-pit  proposition  ? 
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Mr.  ("OLE.  Yes;  a  portion  of  it  is  an  open-pit  proposition. 

The  Chairman.  I  will  swear  Mr.  Cole  just  for  this  purpose. 
You  swear  that  the  statement  you  make  is  true  ? 

Mr.  TiiuMAS  F.  Cole.  Yes. 

The  CiiAiHMAN.  How  much  of  that  mine  is  stripped? 

Mr.  Cole.  At  the  present  time,  I  should  say  about  50  acres. 

The  CiiAiKMAN.  What  is  the  depth  of  the  strippings? 

Mr.  CoLio.  It  will  average  between  45  and  60  feet. 

The  CiiAiKMAN.  Was  it  stripped  at  the  time  of  the  making  of  the 
Hill  ore  lease? 

Mr.  Cole.  I  am  not  sure.  I  don't  believe — there  was  no  heavy 
stripping  that  had  been  carried  down  to  the  ore  bodies,  at  least. 

The  CliiAiRMAN.  Has  it  been  operated  to  any  great  extent  since? 

Mr.  Cole.  Yes,  sir. 

The  CiiAiiiMAN.  To  what  extent? 

Mr.  Cor.n.  It  has  been  operating  each  year.  I  belie^e  they  sliipped 
over  a  million  tons  in  1910.    I  have  not  seen  the  statement  for  1911. 

The  Chairman.  Now,  Mr.  Sellwood,  take  the  Canton  mine  next, 
estimated  at  3,100,000  tons.    Is  that  an  open-pit  proposition  ? 

Mr.  Sellwood.  No,  sir;  underground. 

The  Chairman.  What  is  the  difference  between  getting  out  a  ton 
of  ore  from  a  mine  already  stripped  and  getting  one  out  undei'- 
ground,  on  an  average;  I  mean,  other  conditions  being  alike? 

Mr.  Young.  You  mean  in  the  Mesabi  district? 

The  Chairman.  Yes;  in  the  Mesabi  district. 

Mr.  Sellwood.  Well,  you  are  doing  pretty  well  to  get  an  under- 
ground ore  out  at  much  less  than  a  dollar  a  ton. 

The  CiiAiiiiMAN.  Now,  take  the  Chisholm  mine,  7.000,000  tons;  is 
that  an  open-pit  proposition? 

Mr.  SioiiTANOOD.  No. 

The  Chairman.  Underground? 

Mr.  SicLLwooD.  Yes;  underground. 

The  Chairman.  The  Duluth  mine;  do  you  know  about  that? 

Mr.  Sellwood.  Yes,  sir. 

The  C'HAiRMAN.  What  is  it? 

Mr.  SuLLwooD.  That  is  an  underground  mine  mostly. 

The  Chairman.  The  Genoa  mine,  2,000,000  tons? 

Mr.  Sellwood.  That  is  underground. 

The  Chairman.  The  (lilbert? 

Mr.  Sellwood.  I  could  not  say. 

The  Chairman.  Do  you  know  about  that,  Mr.  Cole — the  two  Gil- 
bert mines,  estimated  at  about  14,000,000  tons? 

Mr.  (\iLE.  That  is  an  open-pit  proposition. 

The  Chairman.  What  is  the  depth  of  the  stripping  there? 

Mr.  Cole.  Average  about  40  feet. 

The  Chairman.  And  how  many  acres  stripped? 

Mr.  Cole.  My  last  luiowledge,  about  30  acres. 

The  Chairman.  When  was  the  stripping  done? 

Mr.  Cole.  Largely  prior  to  1908. 

The  Chairman.  What  roads  reach  there? 

Mr.  Cole.  The  Duluth  &  Iron  Eange  serves  the  mine,  and  the 
Duluth,  Missabe  &  Northern  also  reaches  the  property. 

The  Chairman.  Now,  Mr.  Sellwood,  the  Glenn  mines,  estimated  at 
7.600.000  tons  in  round  numbers,  do  you  know  anything  about  them  ? 
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Mr.  Sellwood.  Yes,  sir. 

The  Chaibman.  What  are  they? 

Mr.  Sellwood.  Underground  mines. 

The  Chairman.  The  Hartley  mine? 

Mr.  Sellwood.  As  I  understand  it,  the  Hartley  is  an  underground 
mine,  but  I  am  not  sure;  not  positive. 

The  Chairman.  Do  you  know  about  that,  Mr.  Cole? 

Mr.  Cole.  That  is  an  underground  proposition. 

The  Chairman.  The  Holman  mine? 

Mr.  Sellwood.  I  don't  know  about  that. 

]Mr.  Cole.  Open  pit. 

The  Chairman.  Do  you  know  how  much  of  it  is  stripped? 

Mr.  Cole.  About  20  acres;  possibly  more. 

The  Chairman.  When  was  that  stripped? 

Mr.  Cole.  Prior  to  1909. 
'  The  Chairman.  When  did  you  commence  stripping  that  mine? 

Mr.  Cole.  I  can  not  tell  you  just  the  exact  time,  but  several  years 
ago. 

The  Chairman.  With  reference  to  the  Hill  ore  lease,  when  was  it 
stripped,  before  or  after  making  that  lease? 

Mr.  Cole.  I  think  the  start  was  made,  at  least,  getting  in  the 
machinery  and  digging  the  shaft  to  pump  water  out  of  the  prop- 
erty, was  made  before  the  execution  of  the  Hill  ore  lease. 

The  Chairman.  The  Hull  mines  were  stripped  before  the  Hill  ore 
lease  ? 

Mr.  Cole.  The  stripping  has  been  carried  on  at  the  Hull-Rust 
mine  for  a  great  many  years. 

The  Chairman.  There  was  quite  an  area  stripped  at  the  time  tha 
Hill  lease  was  made? 

Mr.  Cole.  Yes. 

The  Chairman.  The  Leonidas,  10,000,000  tons;  do  you  know  about 
that,  Mr.  Sellwood? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Is  that  an  open-pit  proposition? 

Mr.  Sellwood.  No.    My  impression  is  it  was  an  underground  mine. 

Mr.  Cole.  They  own  the  fee  in  that  property,  and  I  am  under 
the  impression  they  are  not  mining  at  the  present  time. 

The  Chairman.  The  McKinley  mine? 

Mr.  Cole.  Open  pit. 

The  Chairman.  How  much  is  stripped  there? 

Mr.  Sellwood.  I  don't  know ;  perhaps  10  or  15  acres. 

The  Chairman.  Do  you  know  when  the  stripping  was  done? 

Mr.  Cole.  Several  years  ago. 

!Mr.  Sellwood.  Several  years  ago. 

The  Chairman.  Now,  taking  this  ^McKinley  mine,  do  you  know 
when  it  was  stripped  ? 

Mr.  Sellwood.  I  do. 

The  Chairman.  When  was  it  stripped? 

JNIr.  Sellwood.  About  10  years  ago. 

The  Chairman.  The  Minnowas? 

Mr.  Sellwood.  That  is  an  underground  mine. 

The  Chairman.  The  Mesabi  Mountain? 

Mr.  Sellwood.  That  is  a  stripping  mine. 
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The  Chairman.  When  was  that  mine  stripped? 

Mr.  Sellwood.  That  was  stripped  as  much  as  10  years  ago. 

The  Chaieman.  How  much  stripping  is  done  there? 

Mr.  Sellwood.  You  might  say — about  eight  years  ago. 

The  Chaikman.  What  is  the  depth  of  the  stripping? 

Mr.  Sellwood.  An  average  of  30  feet. 

The  Chairman.  What  road  serves  it  ? 

Mr.  Sellwood.  The  Missabe  &  Northern. 

The  Chairman.  The  Monroe  mine.     I  asked  about  that. 

Mr.  Sellwood.  Yes. 

The  Chairman.  Do  you  know  when  that  was  stripped — how  long 
ago? 

Mr.  Sellwood.  Oh,  that  was,  I  should  say,  from  five  to  seven  or 
eight  years  ago.     It  took  them  two  or  three  years  to  strip  it. 

The  Chairman.  When  was  the  Morris  mine  stripped  ? 

Mr.  Sellwood.  How? 

The  Chairman.  When  was  the  Morris  mine  stripped? 

Mr.  Sellwood.  That  has  been  in  the  course  of  stripping  for  the 
last  four  or  five  years. 

The  Chairman.  The  Myers  mines.  Do  you  know  about  those 
mines? 

Mr.  Sellwood.  Myers? 

The  Chairman.  Yes. 

Mr.  Sellwood.  I  don't  believe  I  got  that  name  right. 

The  Chairman.  The  Myers.    Do  you  know  about  that,  Mr.  Cole  ? 

Mr.  Cole.  Yes,  sir ;  an  underground  mine. 

The  Chairman.  The  Norman  mine  ? 

Mr.  Sellwood.  The  Norman  is  an  open-pit  stripping  property  ? 

The  Chairman.  When  was  it  stripped  ? 

Mr.  Sellwood.  As  much  as  16  years  ago. 

The  Chairman.  How  much  is  stripped  there  and  to  what  depth? 

Mr.  Sellwood.  The  stripping  would  cover,  I  think,  25  or  30  acres, 
and  the  depth  would  be  about  30  feet. 

The  Chairman,  What  road  serves  it  ? 

Mr.  Sellwood.  The  Missabe  &  Northern. 

The  Chairman.  The  Ohio  mine.     When  was  it  stripped  ? 

Mr.  Sellwood.  It  is  not  stripped. 

The  Chairman.  It  is  not  stripped  ? 

Mr.  Sellwood.  No. 

Mr.  Cole.  The  Ohio? 

The  Chairman.  Yes ;  the  Ohio.  I  understood  you  to  say  that  was 
an  open-pit  proposition  ? 

Mr.  Cole.  Yes. 

Mr.  Sellwood.  It  is  a  stripping  proposition,  but  it  is  not  stripped. 

The  Chairman.  What  road  reaches  it? 

Mr.  Sellwood.  Missabe  &  Northern. 

The  Chairman.  The  Penobscot  mine  ? 

Mr.  Sellwood.  The  Penobscot — that  is  underground. 

The  Chairman.  The  Pillsbury  mines? 

Mr.  Sellwood.  That  is  stripping. 

The  Chairman.  When  were  they  stripped? 

jMr.  Sellwood.  They  have  been  stripped  for  four  or  five  years. 
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Mr.  Keed.  Would  it  not  be  more  satisfactory  to  give  that  list  to  Mr. 
Sellwood  and  let  him  prepare  a  statement  ? 

The  Chairman.  Well,  am  nearly  through  now.  What  road  reaches 
those  mines? 

Mr.  Sellwood.  The  Duluth,  Missabe  &  Northern. 

The  CHAiEArAN.  When  were  those  Eust  mines  stripped? 

Mr.  Sellwood.  They  are  in  the  course  of  stripping  now,  and  have 
been  in  the  process  for  five  or  six  years. 

The  Chairman.  Were  they  stripped  enough  to  expose  the  ore  five 
years  ago? 

Mr.  Sellwood.  Oh,  yes ;  stripped  a  great  deal  of  it  by  steam  shovel. 

The  Chairman.  I  asked  you  about  the  Sauntry  mine.  That  is  an 
open-pit  proposition? 

Mr.  Sellwood.  Yes. 

The  Chairman.  When  was  it  stripped? 

Mr.  Sellwood.  That  was  stripped  along  about  1897  and  1898,  and 
some  since. 

The  Chairman.  And  it  is  reached  by  what  road? 

Mr.  Sellwood.  The  Duluth,  Missabe  &  Northern. 

The  Chairman.  The  Sellers  mine,  estimated  about  40,000,000 
tons— i5,000,000  ? 

Mr.  Sellwood.  That  is  open  pit. 

The  Chairman.  When  were  they  stripped? 

Mr.  Sellwood.  They  ha^e  been  stripping  there  for  the  past  8  or  10 
3'ears,  and  are  still  at  it,  but  they  are  mining  some  ore  also. 

The  Chairman.  They  had  ore  exposed  at  the  time  the  Hill  ore  lease 
was  made? 

Mr.  Seli.avood.  Yes. 

The  Chairman.  And  what  road  reaches  those  mines? 

Mr.  Sellwood.  The  Duluth,  Missabe  &  Northern. 

The  CiiAiRirAN.  When  was  the  Sharon  mine  stripped? 

Mr.  Sellwood.  The  Sharon  mine — I  should  say  about  10  years  ago. 

The  Chairman.  And  what  road  reaches  it? 

Mr.  Sellwood.  The  Duluth,  Missabe  &  Northern. 

The  Chairman.  And  when  was  the  Spruce  mine  stripped? 

Mr.  Sellwood.  The  Spruce,  Avhat  has  been  stripped,  I  think,  has 
been  stripped  about  five  or  six  years. 

The  Chairman.  And  it  is  reached  by  what  road  ? 

Mr.  Sellwood.  The  Duluth  &  Iron  Range,  I  think. 

The  Chairman.  St.  Clair? 

Mr.  Sellwood.  The  St.  Clair? 

The  Chairman.  Yes. 

IVIr.  Sellwood.  That  is  an  underground  mine. 

The  Chairman.  The  Stephens  mines? 

Mr.  Sellwood.  That  is  an  open-pit  mine. 

The  Chairman.  When  were  they  stripped? 

Mr.  Sellwood.  They  were  stripped  about  10  or  12  years  ago. 

The  Chairman.  What  road  reaches  them? 

INIr.  Sellwood.  The  Duluth  &  Iron  Range. 

The  Chairman.  The  Sweney  mine? 

Mr.  Sellwood.  The  Sweney  mine  is  a  stripping  proposition,  but 
it  is  not  stripped. 

The  Chairman.  The  Tener  mine? 

Mr.  Sellwood.  The  Tener  is  a  stripping  proposition. 


UNITED   STATES   STEEL   COEPOEATION.  5441 

The  Chairman.  Is  it  stripped  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  When  was  it  stripped? 

Mr.  Sellwood.  I  would  say  about  eight  years  ago — from  five  to 
eight  years  ago. 

The  Chairman.  What  road  reaches  it? 

Mr.  Sellwood.  The  Duluth,  Missabe  &  Northern. 

The  Chairman.  And  the  Union  mine  ? 

Mr.  Sellwood.  The  Union  mine  is  stripped. 

The  Chairman.  When  was  it  stripped  ? 

Mr.  Sellwood.  It  has  been  stripped  within  the  last  two  or  three 
years. 

The  Chairman.  What  road  reaches  it? 

Mr.  Sellwood.  I  rather  think  both  roads  reach  it — both  the  Mis- 
sabe &  Northern  and  the  Iron  Eange. 

The  Chairman.  The  Winifred  mine? 

Mr.  Sellwood.  That  is  an  underground  mine. 

The  Chairman.  The  Clark  mine? 

Mr.  Sellwood.  That  is  an  underground  mine. 

The  Chairman.  I  have  no  further  questions.    Mr.  Danforth? 

Mr.  Danforth.  No. 

The  Chairman.  I  haven't  "anything  else  that  I  can  think  of. 

Mr.  yoTTNG.  Just  a  question,  Mr.  Sellwood.  I  understood  you  to 
say,  in  answer  to  one  of  the  chairman's  questions,  that  you  did  not 
know  any  good  business  reason  why  the  Steel  Corporation  should 
take  this  Hill  lease  when  it  had  these  large  bodies  of  ore  that  were 
stripped  and  ready  to  ship.  I  understood  you  to  say  just  a  little 
before  that,  in  answer  to  a  question  by  Mr.  Gardner,  that  you  thought 
that  a  company  with  so  extensive  plants  as  the  Steel  Corporation 
ought  to  get  more  ore  than  500,000,000  tons,  or  25  years'  supply  ? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  Now,  which  proposition  do  you  stick  to  ? 

Mr.  Sellwood.  Well,  I  stick  to  the  proposition  that  they  should 
get  all  the  ore  they  could  get  at  a  reasonable  price.  I  think  that 
was  the  proposition  that  I  made. 

The  Chairman.  That  was  his  statement  in  the  beginning. 

Mr.  Sellwood.  At  a  reasonable  price. 

Mr.  Young.  You  think  the  price  was  too  high  ? 

Mr.  Sellwood.  I  do  not  think  it  was  a  reasonable  price  for  all 
those  ore  lands  of  Mr.  Hill's. 

Mr.  Young.  You  think  the  price  was  unreasonable? 

Mr.  Sellwood.  I  do,  where  it  continued  along  increasing  every 
year,  for  some  of  the  property.  For  other  of  the  property,  such  as 
the  Dale  and  Leonard  and  two  or  three  other  properties  that  were 
opened,  I  said  I  would  be  glad  to  give  a  dollar  a  ton  for  it,  and 
offered  to  do  it ;  but  when  you  take  in  a  great  big  proposition,  where 
the  ore  is  good,  bad,  and  indifferent  and  the  royalty  and  the  minimum 
increasing  every  year,  I  do  not  see  why  that  should  be  done. 

Mr.  Young.  That  was  your  criticism  on  what  was  done? 

Mr.  Sellwood.  Yes. 

The  Chairman.  If  they  could  have  gotten  a  lease  on  that  property 
at  25  cents  a  ton  and  taken  out  500,000  tons  a  year  it  would  be  a  very 
good  proposition? 
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Mr.  Sellwood.  Yes. 

The  Chairman.  But  that  thing  of  taking  out  so  many  million  tons 
every  year  and  so  many  million  more  each  year,  and  then  going  up 
3  cents  a  ton  and  hauling  it  over  the  other  fellow's  road  looked  kind 
of  like  somebody  was  getting  the  worst  of  it? 

Mr.  Sellwood.  I  don't  know  why  it  was  done.  Some  of  the  leases 
were  all  right. 

The  Chaieman.  Isn't  that  one  of  the  most  mysterious  things  that 
ever  happened  on  that  range  to  you  as  a  practical  ore  man  ? 

Mr.  Sellwood.  Well,  it  only  happened  once. 

Mr.  Young.  There  has  not  been  any  opportunity  for  it  to  happen 
but  once,  has  there  ? 

Mr.  Danforth.  Mr.  Hill  thought  that  the  Steel  Corporation  made 
a  bad  mistake  in  letting  it  go,  and  so  expressed  himself  to  us.  You 
haven't  any  comments  to  make  on  that,  Mr.  Sellwood  ? 

Mr.  Sellwood.  No. 

Mr.  Danforth.  He  is  a  pretty  wise  man,  is  he  not  ? 

Mr.  Sellwood.  Mr.  Hill? 

Mr.  Danforth.  Yes. 

Mr.  Sellwood.  Yes,  sir;  there  is  no  q^uestion  about  that. 

The  Chairman.  Oh;  one  or  two  questions  more.  Had  the  North- 
ern Pacific  any  interest  in  these  leases — in  that  Hill  ore  lease? 

Mr.  Sellwood.  What  is  that? 

The  Chairman.  Had  the  Northern  Pacific  any  holdings  in  that 
Hill  ore  proposition? 

Mr.  Sellwood.  Yes;  they  had  one  40  and  possibly  one  20  or  30. 
The  40  acres  I  offered  to  give  $1  a  ton  for  was  owned  by  the  Northern 
Pacific  and  not  by  the  Great  Northern.    I  know  we  trespassed  there 
one  time,  and  we  had  to  pay  the  Northern  Pacific  damages. 

The  Chairman.  Mr.  Sellwood.  this  li-^t  you  gave  us  here — very 
Icindly — of  the  various  holdings  of  the  Steel  Corporation — it  is  copied 
from  the  books  of  the  Minnesota  Tax  Commission  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  How  did  you  happen  to  take  it  from  that  source? 

Mr.  Sellwood.  The  clerk  of  the  board  sent  me  that  copy. 

The  Chairman.  And  you  regard  it  as  absolutely  reliable? 

Mr.  Sellwood.  Yes. 

The  Chairman.  Did  you  make  any  further  inquiry  there  to  find 
out  what  per  cent  the  ^ilinnesota  Tax  Commission  found  the  Steel 
Corporation's  holdings  to  be  of  the  entire  area  ? 

Mr.  Sellwood.  No;  I  don't  think  they  ever  figured  it  out  there. 
That  is  what  I  copied  from  their  statement. 

for  taxation — that  is,  not  sufficiently  developed  to  be  listed  for  taxa- 
tion, is  it  not? 

Mr.  Sellwood.  Yes. 

Mr.  Young.  It  is  not  the  statement  of  the  company,  but  the  state- 
ment of  the  tax  commission  ? 

Mr.  Sellwood.  Yes ;  that  is  what  I  said. 

The  Chairman.  It  is  the  statement  of  the  tax  commission  of  the 
holdings  of  the  Steel  Corporation  for  the  purposes  of  taxation? 

Mr.  Sellwood.  Yes. 

The  Chairman.  But  they  have  a  good  many  ores  that  are  not  listed 
for  taxation — that  is,  not  sufficiently  developed  to  be  listed  for  taxa- 
tion— yet  the  ore  is  there  ? 


UNITED  STATES   STEEL,  COKPORATION,  5443 

Mr.  Sellwood.  They  are  all  listed  for  taxation.  Some  of  them 
may  be  prospects  or  reserve  ore,  but  all  of  them  are  supposed  to  be 
listed  for  taxation. 

The  Chairman.  The  northwest  prospect — N.  W.  I. — do  you  know 
whether  the  Northern  Pacific  has  any  interest  in  that  or  not  ? 

Mr.  SeiiLwood.  No,  sir ;  I  do  not. 

The  Chairman.  That  is  all. 

Mr.  Sellwood.  Are  you  through  with  me,  Mr.  Stanley  ? 

The  Chairman.  Yes,  Mr.  Sellwood ;  and  we  are  very  much  obliged 
to  you. 

Mr.  Sellwood.  Thank  you  very  much. 

The  Chairman.  The  committee  stands  adjourned  until  to-morrow 
morning  at  10.30. 

Whereupon,  at  5.05  p.  m.,  adjournment  was  taken  until  April  18, 
1912,  at  10.30  o'clock  a.  m. 
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Committee  on  Investigation 
OF  the  United  States  Steel  Corporation, 

House  of  Representatives, 

Saturday,  April  13,  1912. 
The  committee  this  day  met,  Hon.  Augustus  0.  Stanley  (chairman) 
presiding. 

The  Chairman.  Gentlemen,  we  wiU  come  to  order. 

FURTHER  STATEMENT  OF  MR.  THOMAS  F.  COIE. 

The  Chairman.  You    may   proceed    with    the    examination,    Mr. 
Young. 

Mr.  Young.  Where  is  your  residence,  Mr.  Cole  ? 
Mr.  Cole.  Duluth,  Minn. 
Mr.  Young.  Where  were  you  born  ? 
Mr.  Cole.  I  was  born  in  northern  Michigan. 
Mr.  Young.  And  lived  in  northern  Michigan  untd  what  time  ? 
Mr.  Cole.  Until  1901. 
Mr.  Young.  And  then  you  went  to  Duluth  ? 
Mr.  Cole.  Yes,  sir. 

Mr.  Young.  During  aU  of  this  time  you  have  lived  in  or  adjacent  to 
a  mining  district  ? 
Mr.  Cole.  Yes,  sir. 

Mr.  Young.  And  when  and  what  was  your  first  employment  in  or 
about  the  mines  ? 

Mr.  Cole.  I  started  work  on  the  surface  of  mines  in  Keweenaw 
County,  Mich.,  and  worked  around  mUls  or  railways  in  transporting 
rock  from  mines,  and  around  iron-ore  mines,  extending  over  a  long 
period  of  years. 
Mr.  Young.  ^Vhen  did  you  begin  ? 

Mr.  Cole.  I  began  working  a  little  after  1870,  between  1870  and 
1871. 
Mr.  Young.  When  were  you  born  ? 
Mr.  Cole.  1862. 

Mr.  Young.  In  these  earlier  years  you  were  working  as  a  laborer  ? 
Mr.  Cole.  For  many  years;  yes,  sir. 

Mr.  Young.  When  did  you  first  have  any  other  employment  ? 
Mr.  Cole.  I  started  in  work  of  a  clerical  capacity  in  1884. 
Mr.  Young.  With  what  mines  was  that? 
Mr.  Cole.  The  Calumet  and  Hecla  mines. 

Mr.  Young.  How  long  did  you  remain  at  the  Calumet  and  Hecla? 
Mr.  Cole.  I  remained  two  years  after  that  time,  but  was  with  them 
for  a  total  period  of  10  years. 
Mr.  Young.  And  you  went  from  there  to  what  place  ? 
Mr.  Cole.  To  the  Chapin  mine,  the  iron  mountain  in  Michigan. 
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Mr.  Young.  In  what  capacity  were  you  working  there? 

^Ir.  Cole.  Chief  clerk  and  cashier. 

Mr.  Young.  Up  to  wliat  time  ? 

Mr.  Cole.  Up  until  1889. 

Mr.  Young.  And  from  the  Chapin  you  went  where  ? 

Mr.  Cole.  I  took  charge  of  mines  in  Marquette  County  in  1889. 

Mr.  Young.  The  Queen  group  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  And  that  was  with  what  firm  ? 

Mr.  Cole.  That  was  with  the  Queen  Iron  Mining  Co. 

Mr.  Young.  Ferdinand  Schlessiager  ? 

Mr.  Cole.  Mr.  Schlessinger,  of  Milwaukee,  and  other  gentlemen 
associated  with  him  were  interested. 

Mr.  Young.  You  were  with  them  until  what  time  ? 

Mr.  Cole.  Until  1897.  I  remained  in  charge  of  those  mines  and 
other  mines  until  1897. 

Mr.  Young.  What  were  the  other  mines  ? 

Mr.  Cole.  Some  mines  on  the  Mesabi  Range;  mines  on  the 
Gogebic,  for  instance,  and  mines  on  the  Menominee  Eange. 

Mr.  Young.  In  1897  you  went  with  the  Oliver  Mining  Co.  ? 

Mr.  Cole.  The  Oliver  Iron  Mining  Co. 

Mr.  Young.  And  you  continued  with  the  Oliver  Mining  Co.  after 
it  had  been  absorbed  by  the  United  States  Steel  Corporation  ? 

Mr.  Cole.  The  Oliver  Iron  Mining  Co.  did  all  of  the  work  of  mining 
in  the  Lake  Superior  district  for  the  United  States  Steel  Corporation. 

Mr.  Young.  Yes. 

Mr.  Cole.  The  organization  has  always  been  kept  intact  and  work 
carried  on  under  the  name  of  the  Oliver  Iron  Mining  Co. 

Mr.  Young.  What  was  your  position  with  the  Oliver  Iron  Mining 
Co.? 

Mr.  Cole.  I  took  the  position  of  general  superintendent  of  mines 
&n  the  Gogebic  Range.  After  we  got  the  work  started  and  going  in 
good  shape  I  took  on  other  burdens,  operating  mines  in  Minnesota, 
and  was  given  the  title  of  general  manager.  On  the  organization  of 
the  United  States  Steel  Corporation  I  was  made  president  of  the 
Oliver  Iron  Mining  Co. 

Mr.  Young.  And  remained  such  untU  what  time  ? 

Mr.  Cole.  Until  three  years  ago,  sir. 

Mr.  Young.  And  you  had  general  charge  of  all  the  mining  opera- 
tions in  the  Lake  Superior  district  for  the  Steel  Corporation  properties  ? 

Mr.  Cole.  I  did. 

Mr.  Young.  Are  you  familiar  with  the  question  of  the  ore  holdings 
«f  the  Steel  Corporation  in  Lake  Superior  ? 

Mr.  Cole.  I  was  fairly  familiar  with  this  up  until  three  years  ago,  sir. 

^Ir.  Young.  Have  you  made  any  estimate  as  to  how  much  ore 
they  own  on  the  different  ranges  1 

Mr.  Cole.  We  had  such  estimates  compiled  from  time  to  time. 

Mr.  Young.  What  would  you  say  as  to  a  fair  estimate  of  the  total 
holdin^on  the  Mesabi  Range  of  the  Steel  Corporation  and  subsidia- 
ries. When  I  use  the  term  "Steel  Corporation,"  I  mean  its  sub- 
sidiaries as  well. 

Mr.  Cole.  Excluding  the  ore  on  the  lands  covered  by  the  so-called 
HiU  lease,  I  should  say  that  the  Steel  Corporation's  holdings  on  the 
Mesabi  and  Vermillion  Ranges,  both  in  Minnesota 

Mr.  Young.  Yes. 
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Mr.  Cole  (continuing).  Would  be  in  excess  of  750,000,000  tons. 

Mr.  Young.  Now,  wnat  proportion  of  that  was  on  the  Mesabi  ? 

Mr.  Cole.  All  but  probably  twenty  to  twenty-five  million  tons. 

Mr.  Young.  Could  you  give  an  estimate  of  the  holdings  in  Michigan 
of  the  Steel  Corporation?  I  think  that  according  to  Mr.  Finley's 
estimate  it  was  shown  as  a  little  over  54,000,000  tons. 

Mr.  Cole.  Mr.  Finley's  estimate  was  made  during  the  year  1911  ? 

Mr.  Young.  Yes. 

Mr.  Cole  (continuing).  But  I  am  quite  sure  that  the  tonnage  he 
took  for  valuation  purposes,  for  taxation,  was  fairly  accurate.  There- 
fore I  should  say  that  their  holdings  in  Michigan  are  very  close  to  the 
figures  he  has  given,  as  far  as  known  tonnage  at  this  time  is  concerned, 

Mr.  Young.  Is  that  greater  or  less  than  the  known  tonnage  at  the 
time  you  left  the  corporation  ? 

Mr.  Cole.  I  should  say  it  is  somewhat  in  excess  of  the  known 
tonnage  at  that  time. 

Mr.  Young.  Would  that  statement  also  apply  to  the  independent 
holdings  in  the  Michigan  ranges  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  Say,  for  instance,  the  Newport,  which  has  developed 
very  large  mines  since  that  time? 

Mr.  Cole.  They  knew  the  ore  existed,  and  were  developed  three 
years  ago. 

Mr.  Young.  Yes;  but  they  had  not  begim  to  ship  any  large  quan- 
tities. 

Mr.  Cole.  During  the  last  three  3"ears  they  have  shipped  large 
quantities. 

Mr.  Young.  Yes;  but  I  mean  previous  to  that. 

Mr.  Cole.  Previous  to  that  time  they  were  developing  the  ore  that 
was  known  to  exist. 

Mr.  Young.  And  since  that  time  the  Swanzey  district,  in  Marquette 
County,  was  very  largely  developed  ? 

Mr.  Cole.  During  recent  years  large  additions  to  the  ore  reserves 
on  the  Marquette  Range  have  been  found. 

Mr.  Young.  Although  that  range  has  been  worked  ever  since  1855  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  I  presume  you  wdl  agree  with  the  statement  of  other 
witnesses  that  it  is  a  good  deal  easier  to  estimate  the  tonnage  on  the 
Mesabi  Range  than  on  the  other  ranges,  that  you  could  get  at  it 
more  accurately  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  Could  you  make  any  estimate  of  the  ores  on  the 
Mesabi  Range  owned  by  independent  operators — operators  inde- 
pendent of  the  Steel  Corporation,  I  mean?  We  have  gotten  into  the 
habit  of  using  that  term  here  as  distinguished  from  the  Steel  Cor- 
poration. 

Mr.  Cole.  Excluding  the  ores  in  the  lands  covered  by  the  so-called 
HUl  lease  and  putting  that  in  as  independent  ore,  I  should  say  that 
the  ore  holdings  on  the  Mesabi  Range  held  by  the  independents  were 
nearly  equal  to  the  amount  held  by  the  United  States  Steel  Corpo- 
ration. 

Mr.  Young.  Then,  your  idea  would  be  that  the  Steel  Corporation 
owns  a  trifle  over  50  per  cent  of  all  of  the  ore  on  the  Mesabi  Range  ? 
Mr.  Cole.  Yes,  sir. 
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Mr.  Young.  In  addition  to  that,  twenty  or  twenty-five  million 
tons  on  the  Vermilion  Kange,  and  a  little  over  a  quarter  of  the  ores 
in  Michigan? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  That  would  be  about  right  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  Could  you  form  a  judgment,  Mr.  Cole,  as  to  the 
value  per  ton  of  all  of  the  ores  on  the  Mesabi,  averaging  this  ton- 
nage that  you  speak  of  as  seven  hundred  and  fifty  millions  ? 

Mr.  Cole.  Well,  there  is  a  great  difference  of  opinion  as  to  the 
value  of  ores  in  the  ground  as  an  inert  mass  lying  there.  Except  to 
be  held  in  reserve,  to  be  taken  out  over  a  period  of  years  and  manu- 
factured into  iron  and  steel,  to  make  it  commercially  valuable,  it  is 
of  but  little  value,  but  when  held  as  a  reserve,  I  should  say  that  it 
would  be  reasonable  to  put  a  valuation  of  somewhere  between  30 
and  50  cents  per  ton  on  such  ores. 

Mr.  Young.  That  is,  taking  the  whole  thing  ? 

Mr.  Cole.  Yes,  sir;  all  of  that  ore  now  rated  as  merchantable 
and  about  which  I  am  testifying. 

Mr.  Young.  Yes;  the  750,000,000.  Some  question  has  been  raised, 
Mr.  Cole,  as  to  why  the  Steel  Corporation  should  have  taken  the 
Hill  lease  when  it  had  such  large  tonnages,  stripped  and  ready  to 
ship  out,  at  the  time  it  acquired  that  lease.  Can  you  throw  any 
light  on  that  question  ? 

Mr.  Cole.  The  Oliver  Iron  Mining  Co. ,  which  was  the  operating  com- 
pany^ handling  the  work  of  mining,  preparing  the  mines,  getting  the 
openmgs  advanced,  and  getting  them  all  equipped  and  in  shape 
for  production,  so  that  the  ores  could  be  mined,  graded,  and  trans- 
ported during  the  shipping  season,  always  had  to  be  prepared  for 
what  we  call  emergencies.  For  instance,  at  one  time  I  know  they 
called  upon  us  during  the  midst  of  a  shipping  season  for  an  increase 
of  80  per  cent  in  shipments,  and  within  three  days  that  ore  was 
being  forwarded,  the  additional  ore  as  well  as  the  regular  amount. 
Therefore  it  is  necessary  and  essential  that  mines  be  developed  away 
ahead  of  actual  needs  for  the  possibilities.  At  times,  when  the 
demand  for  steel  products  was  great  in  this  country,  we  would  be 
called  upon  for  very  large  additional  tonnages  of  ore,  and  it  had  to 
be  forwarded  during  the  months  of  open  navigation. 

Mr.  Young.  Did  I  understand  you  to  say  that  demands  were 
made  on  you  to  increase  your  output  80  per  cent,  and  that  within 
three  days  you  had  accomplished  that  ? 

Mr.  Cole.  Shipments,  I  am  talking  of,  Mr.  Young. 

Mr.  Young.  Yes. 

Mr.  Cole.  Within  three  days  that  tonnage  was  being  forwarded, 
with  the  additional  tonnage. 

Mr.  Young.  Was  that  one  of  the  reasons  for  doing  this  preparatory 
work  ahead,  so  that  you  would  be  enabled  to  meet  emergencies  of 
that  kind  ? 

Mr.  Cole.  Not  only  to  meet  any  certain  emergency  that  came  upon 
the  situation  up  there,  but  to  meet  the  extraordinary  demand  that 
may  be  entailed  during  an  entire  year.  In  years  of  great  prosperity 
we  had  to  be  in  a  position  to  furnish  very  large  tonnages  of  the  mate- 
rial, all  graded,  so  that  it  could  be  used  and  converted  into  steel  and 
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sold.     Therefore  the  mines  had  to  be  opened  and  developed  away 
ahead  of  the  apparent  actual  needs,  at  some  periods. 

Mr.  Young.  Has  there  been  a  very  rapid  mcrease  during  the  last 
20  years,  we  will  say,  in  shipments  from  the  Lake  Superior  district  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  What  is  true  in  that  regard  as  to  the  shipments  of  ore 
I  suppose  is  also  true  of  the  manufacture  of  steel,  the  tonnages  ? — 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  I  see  in  this  table  in  Kurd's  Manual  we  have  intro- 
duced in  evidence  here  that  in  1896  the  total  shipments  of  ore  from 
Lake  Superior  district  were  only  9,934,000  tons,  while  in  1910,  15 
years  later,  there  were  43,350,000  tons.  In  making  your  prepara- 
tions did  you  take  into  account  this  rapid  growth  of  business  in  the 
past,  and  the  anticipation  that  it  may  continue  in  the  future  ? 

Mr.  Cole.  We  did. 

Mr.  Young.  What  has  been  the  policy  of  the  company 

Mr.  Cole.  Mr.  Young,  pardon  me.  I  would  Hke  to  quahfy  that 
answer  by  sajdng  that  we  hardly  anticipated  the  same  percentage  of 
growth  going  on  forever;  fiar,  when  you  get  up  into  the  larger,  the 
enormous  tonnages,  you  could  hardly  reasonably  expect  that  the 
iron  and  steel  business  of  this  country  would  double  in  each  decade. 

Mr.  Young.  The  shipment  of  iron  ore  from  Lake  Superior  seems 
to  have  quadrupled  in  15  years;  but  you  did  expect  that  it  would 
be  largely  increased  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  What  was  the  policy  of  the  OUver  Iron  Mining  Co., 
operating  for  the  Steel  Corporation,  as  to  the  use  of  the  lower  grade 
of  ores  ? 

Mr.  Cole.  In  our  mining  operations  we  conserved  the  ore  material 
that  had  very  low  iron  contents.  We  either  left  it  in  such  state 
that  it  could  be  secured  in  later  years,  as  our  mining  operations  pro- 
gressed, or  we  took  it  out  and  deposited  it  at  some  convenient  point 
on  the  surface,  so  that  it  could  be  secured  afterwards.  Whenever 
it  could  be  consumed,  we  also  consumed  large  quantities  of  fairly 
low-grade  material. 

Mr.  Young.  What  was  your  purpose  in  the  consumption  of  the 
lower-grade  ores,  when  you  had  higher-grade  ores  on  hand  ? 

Mr.  Cole.  Just  to  conserve  our  ore  deposits. 

Mr.  Young.  So  that  you  would  not  be  brought  to  a  time  when 
you  had  nothing  but  low-grade  ores  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  To  stretch  that  period  out  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  The  suggestion  has  been  made,  Mr.  Cole,  either 
directly  or  by  innuendo,  a  good  many  times,  that  the  only  purpose 
the  United  States  Steel  Corporation  could  have  had  for  acquiring  the 
HiU  lease  was  to  monopoUze  the  ores  of  the  Lake  Superior  district. 
I  would  hke  to  have  any  suggestion  that  you  could  make  along  that 
line,  as  to  whether  or  not  that  was  true,  and  if  it  were  not  true,  to 
go  fuUy  into  the  reasons  for  the  acquiring  of  that  property  in  the 
maimer  in  which  it  was  acquired. 

Mr.  Cole.  The  ore  deposits  on  the  Mesabi  Range  as  a  rule  are 
covered  only  with  glacial  drift.     They  are  flat  lying  and  can  be  readily 
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explored  by  the  use  of  chum  or  diamond  drills,  the  surface  covering 
removed  from  over  the  ore  bodies,  and  the  ore,  or  at  least  quite  a  large 
percentage  of  it,  mined  with  steam  shovels,  making  the  mimng  cost 
reasonably  low,  very  much  lower  than  the  cost  for  minmg  iron  ores 
on  the  so-called  older  ranges,  such  as  Vermillion  in  Minnesota  and  the 
ore  ranges  in  Wisconsin  and  Michigan. 

Mr.  Young.  Yes.  . 

Mr.  Cole.  The  lands  that  Mr.  Hill  proposed  to  lease  to  the  Umted 
States  Steel  Corporation  were  all  located  on  the  Mesabi  Range.  We 
felt  that  there  was  a  very  considerable  tonnage  of  high-grade  ore 
existing  on  these  lands.  We  beheved  that  it  could  be  won  at  a  very 
reasonable  cost.  We  differed  with  the  opinion  of  the  engineers  em- 
ployed by  Mr.  Hill  as  to  the  probable  quantities  of  ore  on  the  lands. 
We  made  estimates  of  what  the  probable  tonnages  would  be.  We 
based  our  estimate  on  what  exploratory  work  and  other  work  had 
been  done  on  the  land.  Exploratory  work  had  been  conducted  on 
contiguous  land,  and  we  based  our  estimates  on  that  also,  and  our 
engineers  could  not  agree  with  the  estimated  tonnages  of  the  engi- 
neers that  Mr.  HiU  had  in  his  employ.  As  a  business  proposition,  with 
a  surrender  clause  in  the  lease,  and  the  fact  that  the  ores  on  that  range 
could  be  won  at  a  very  much  lower  mining  cost  than  on  the  old  ranges, 
we  felt  that  it  would  be  wise  to  secure  that  ore  territory,  explore  it 
thoroughly,  and  be  guided  by  the  result  of  those  explorations  as  to 
whether  the  lease  would  be  held  beyond  the  1915  penod  or  not.  We 
felt  that  we  could  not  lose  any  money,  that  we  surely  would  get  ore 
enough  to  justify  the  expenditure  of  exploring  and  developing  the 
mines  necessary  to  take  the  quantities  out  that  were  called  for  by  the 
lease  without  loss  to  the  company,  and  therefore  that  it  would  be  a 
good  business  proposition  to  secure  those  lands  and  ascertain  if  they 
contained  the  very  large  tonnages  that  Mr.  Hill's  engineers  estimated 
were  in  the  lands. 

Mr.  Reed.  How  much  did  they  estimate  it,  Mr.  Cole  ? 

Mr.  Cole.  Their  talk,  as  I  understand  it,  at  the  time  was  five  hun- 
dred, six  hundred,  or  possibly  seven  hundred  million  tons;  mayhe 
more. 

Mr.  Young.  How  many  years'  reserve  did  3'ou  figure  that  you 
had  in  your  own  holdings,  aside  from  the  Hill  lease,  taking  into  con- 
sideration the  probable  growth  in  the  demands  or  requirements  "i 

Mr.  Cole.  We  figured,  as  far  as  its  rated  merchantable  ore  was 
concerned,  we  probably  had  40  years'  supply  at  the  present  rate  of 
reduction. 

Mr.  Young.  Yes;  at  the  present  rate  of  reduction. 

Mr.  Cole.  At  the  then  present  rate  of  reduction. 

Mr.  Young.  In  your  old  properties  ? 

Mr.  Cole.  That  was  allowing  pretty  liberally  for  extensions  of  ore 
bodies  and  probably  new  ore  bodies  that  we  would  find. 

Mr.  Young.  Considering  the  amount  of  investment  the  company 
had  in  the  plant,  did  you  not  regard  from  30  to  40  years'  supply  as 
eminently  sufficient  ? 

Mr.  Cole.  Any  concern  as  large  as  the  United  States  Steel  Cor- 
poration ought  to  figure  as  far  ahead  as  they  possibly  could  figure, 
to  be  in  a  position  to  meet  their  needs  for  a  long  period  of  years. 
Forty  years  is  a  very  short  time  in  the  lifetime  of  this  world  and  the 
world's  work. 
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Mr.  Young.  In  the  negotiations  that  led  up  to  the  taking  of  the 
Hill  lease,  was  there  any  proposition  made  for  the  absolute  purchase 
of  this  land  ?    Was  there  anything  considered  except  a  lease  ? 

Mr.  Cole.  I  knew  of  nothing  except  a  lease.  Negotiations  were 
principally  transacted  or  carried  on  in  the  East. 

Mr.  Young.  Do  you  know  whether  there  was  any  serious  question 
raised  about  the  surrender  clause,  which  gave  you  the  right  to  sur- 
render the  lease  within  any  time  before  1915  ? 

Mr.  Cole.  I  am  unable  to  tell  you  as  to  that,  as  to  whether  there 
was  any  difference  of  opinion  on  both  sides  or  not. 

Mr.  Young.  I  suppose  you  were  in  consultation  with  the  eastern 
people  about  these  ores  and  this  lease  before  it  was  taken  ? 

Mr.  Cole.  Yes,  sir;  we  had  a  number  of  conferences  on  the  subject 
before  the  lease  was  executed. 

Mr.  Young.  Did  you  raise  any  question  as  to  the  importance  of 
this  surrender  clause  ? 

Mr.  Cole.  I  did  not.  The  fact  that  there  was  a  serious  difference 
in  the  tonnages  the  estimated  tonnages  of  the  ore  in  the  ground,  was 
quite  sufficient  to  our  people  to  insist  on  having  a  surrender  clause 
in  it. 

Mr.  Young.  Do  you  remember,  or  do  you  know,  about  what  mini- 
mum the  Steel  Corporation  has  paid  in  excess  of  the  amount  of  ore 
that  it  has  moved  up  to  date  ? 

Mr.  Cole.  I  can  not  give  the  tonnages. 

Mr.  Young.  Well,  can  you  give  something  near  it  ?  Can  you  give 
us  some  idea  ? 

Mr.  Cole.  I  should  say  that  on  some  of  their  properties,  outside  of 
the  Hill  lease,  they  are  probably  in  arrears  from  ten  to  twelve  million 
tons,  for  conditions  during  the  past  three  or  four  years  have  not  been 
normal  in  the  steel  business. 

Mr.  Young.  Will  they  be  able  to  remove,  before  the  termination 
of  the  lease  in  1915,  all  the  ore  they  paid  for,  on  the  minimum  ? 

Mr.  Cole.  They  should  be  able  to  do  so,  if  they  go  at  it  vigorously. 

Mr.  Young.  Has  it  been  expensive  to  develop  these  ores  on  the  Hill 
lease  property;  strip  them  and  get  them  in  shape? 

Mr.  Cole.  No,  sir.  The  ore  bodies  that  contain  good,  merchant- 
able ore  could  be  exposed,  the  surface  covering  removed,  at  a  very 
reasonable  cost  per  ton. 

Mr.  Young.  Have  you  any  estimate  of  the  cost  to  do  that  ? 

Mr.  Cole.  The  work  was  started  before  I  left  the  employ  of  the 
Oliver  Iron  Mining  Co.  I  should  say  that  a  figure  around  12  cents 
per  ton  of  ore  uncovered  would  nearly  pay  for  it. 

Mr.  Young.  Pay  for  all  the  expenses  of  development? 

Mr.  Cole.  Yes,  sir.  A  great  portion  of  the  work  has  been  accom- 
plished since  I  left  their  employ. 

Mr.  Young.  Yes,  sir. 

Mr.  Cole.  Twelve  cents  should  cover  that  expense,  or  very  close 
to  it;  that  is,  for  the  surface  stripping  alone.  You  would  have  to 
charge  out  the  plant  equipment  in  addition  to  that,  which  would  be 
utilized  in  removing  the  ore  after  the  surface  stripping  was  removed. 

The  Chairman.  Do  you  mean  by  making  that  sort  of  an  estimate 
of  12  cents  a  ton,  that  you  would  add  12  cents  a  ton  for  all  the  ore 
exposed,  to  cover  the  cost  of  removing  the  overburden  ? 

Mr.  Cole.  The  cost  of  removing  the  overburden. 
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The  Chairman.  Suppose  you  had  a  vein  of  ore  50  feet  thick,  as 
thick  as  this  room,  and  you  had  60  feet  of  overburden,  would  it 
pay  you  to  take  off  that  60  feet  of  overburden  to  get  the  50  feet  of  ore  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  Then,  you  would  estimate  12  cents  a  ton  on  the 
ore  in  the  body  to  cover  the  cost  of  removing  the  60  feet  above  it  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  Now,  if  the  ore  were  100  feet  thick,  you  would 
only  estimate  half  so  much;  is  that  the  idea? 

Mr.  Cole.  No ;  the  12  cents  a  ton  is  to  cover  the  ore  produced  where 
the  stripping  exceeds  the  thickness  of  the  ore  body  considerablj".  Li 
some  cases,  it  would  be  the  other  way.  I  have  given  you  an  average 
figure. 

The  Chairman.  What  is  the  average  thickness  in  the  Mahonmg 
mining  district.  The  ore  is  estimated,  I  beUeve,  at  about  200  feet 
deep,  is  it  not  ? 

Mr.  Cole.  Yes,  sir;  in  the  deepest  part  of  the  channel  it  is  undoubt- 
edly 300  feet  thick.  For  instance,  I  will  take  this  illustration  so  as  to 
elucidate  this  matter  and  get  it  clearly  in  your  mind,  and  quickly :  If 
we  had  a  body  of  ore  that  was  60  feet  thick  and  60  feet  overburden, 
when  you  remove  60  feet  overburden  you  uncover  a  yard  of  ore  for 
each  yard  of  material  moved,  and  each  yard  of  ore,  generally  speaking, 
contains  nearly  2  tons  of  iron  ore.  Now,  you  know  what  it  costs  to 
move  a  yard  of  surface  material  ? 

The  Chairman.  No;  I  do  not. 

Mr.  Cole.  Well,  it  varies  all  the  way  from  32  cents  per  yard  down 
to — we  have  costs  as  low  as  13  cents  a  yard  in  some  months. 

The  Chairman.  An  average  of  about  20  cents  ? 

Mr.  Cole.  Well,  about  24  cents.  Where  you  are  taking  the  oper- 
ations on  a  fixed  broad  scale,  I  think  that  is  pretty  close. 

The  Chairman.  When  you  come  to  the  ore  can  you  handle  a  cubic 
foot  of  ore  at  the  same  cost  as  you  handle  a  cubic  foot  of  earth  ? 

Mr.  Cole.  Under  certain  conditions  you  can. 

The  Chairman.  Under  the  average  conditions  ? 

Mr.  Cole.  But  under  the  average  conditions  you  can  not,  because 
you  have  to  be  so  careful  in  grading  your  ores.  You  have  to  have 
steam  shovels  located  in  various  parts  of  your  pits.  This  ore  has  to 
be  graded  so  closely  during  the  shipping  season  of  navigation  that 
your  phosphorus  must  be,  in  all  the  ore  in  that  cargo,  one  or  two  thou- 
sandths 01  your  gravity ;  it  must  be  within  a  quarter  of  a  per  cent  of 
sUicate,  and  therefore  it  is  necessary  that  you  move  each  day  from 
various  parts  of  your  mine  and  various  parts  of  your  pit  a  certain 
quantity  of  different  grades  of  ore  in  order  that  it  can  go  down  in  a 
steady,  continual  stream  to  the  ore  dock  and  be  sorted  out,  and  cer- 
tain parts  and  grades  of  each  kind  of  ore  loaded  into  each  ship  so  that 
it  is  exactly  right. 

The  Chairman.  Is  that  sorting  done  at  the  mine  or  at  the  docks? 

Mr.  Cole.  It  is  largely  done  at  the  mines,  and  then  again  in  the 
sorting  yards  above  the  docks,  where  the  loaded  ore  trains  are  dropped 
by  the  road  locomotives  and  taken  by  the  switch  engines  and  sorted 
out  into  certain  tonnages  for  each  ship,  and  then  it  is  taken  to  the  ore 
docks  and  dumped. 

The  Chairman.  AVhen  you  have  an  open-pit  mine,  you  have  a 
space  exposed  as  large  as  this  building;  it  is  usually  that  large,  if  not 
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much  larger;  it  would  not  be  much  of  an  opening,  a  place  the  size  of 
this  building? 

Mr.  Cole.  No;  you  are  quite  right. 

The  Chairman.  The  bottom  of  it  is  flat,  and  the  ore  runs  hori- 
zontally ? 
Mr.  Cole.  Yes. 

The  Chairman.  And  you  lay  concentric  circles  of  tracks  in  there ''-. 
Mr.  Cole.  In  some  cases. 

The  Chairman.  And  you  have  a  dozen  steam  shovels  in  that  mine  % 
Mr.  Cole.  Yes,  sir. 

The  Chairman.  In  sorting  that  ore,  only  one  steam  shovel  would 
be  operating  on  the  ore  that  contains  excessive  phosphorus,  would  it 
not? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  And  the  other  steam  shovels  would  be  sorting  the 
Bessemer  or  non-Bessemer  ore  at  some  other  point  of  that  mine  ? 
Mr.  Cole.  Yes,  sir. 

The  Chairman.  And  that  sorting  consists  of  the  assembling  of 
those  cars  to  a  great  extent  % 

Mr.  Cole.  Well,  you  have  to  work  part  of  your  pit  during  a  portion 
of  the  day  and  another  part  during  the  remainder  of  the  day.  You 
have  to  keep  switching  your  crews. 

The  Chairman.  It  is  a  question  of  assembhng  the  cars  rather  than 

lifting  the  ore,  is  it  not  ?     You  do  not  take  a  steam  shovel  and  dip  up 

one  shovelful  of  ore  here  that  contains  too  much  phosphorus  and 

the  next  time  the  steam  shovel  comes  up  it  contains  less  phosphorous  % 

Mr.  Cole.  Very  true. 

The  Chairman.  You  have  a  car  that,  we  will  say,  is  in  excess  of 
four-tenths  of  1  per  cent  of  phosphorus,  and  you  have  a  car  over  here 
that  has  none — two  cars  with  an  average  of  two-tenths  of  1  per  cent 
of  phosphorus  % 
Mr.  Cole.  Yes. 

The  Chairman.  And  you  arrange  the  grades  of  ore,  or  the  assem- 
bling of  it,  on  these  50-ton  cars,  do  you  not  ? 
Mr.  Cole.  Yes,  sir;  that  is  right. 

The  Chairman.  Leaving  out  the  question  of  the  assembling  of  the 
cars,  is  the  physical  operation  of  Ufting  a  cubic  foot  of  ore  more  expen- 
sive than  the  physical  operation  of  lifting  a  cubic  foot  of  earth  in  your 
steam  shovels,  if  it  were  all  non-Bessemer  ore  ? 

Mr.  Cole.  If  it  were  all  ore  of  one  grade  or  yoTi  had  no  vitiating 
elements  in  your  ore  bodies,  such  as  Takonite  pait  rock  and  many 
other  things.  Where  the  ore  has  no  vitiating  elements  in  it,  then 
there  is  no  reason  why  the  steam  shovel  could  not  hft  that  material 
almost  as  economically  into  the  railway  cars  as  the  steam  shovel 
could  lift  the  surface  stripping  into  the  stripping  cars. 
The  Chairman.  Would  the  steam  shovel  operate  as  rapidly  % 
Mr.  Cole.  Nearly  as  rapidly. 

The  Chairman.  Are  the  cubic  contents  of  ore  twice  as  heavy  as 
the  cubic  contents  of  the  overburden  % 
Mr.  Cole.  Yes,  sir;  nearly  so. 

Mr.  Young.  Now,  let  us  get  this  straightened  out.  As  I  understand 
the  chairman,  his  suggestion  is  that  you  have  no  extra  expense  in 
sorting  this  ore  at  the  mine,  except  the  handling  of  the  ores,  which 
is  done  out  on  the  track.     That  is  not  what  you  mean,  is  it  ? 
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Mr.  Cole.  You  would  not  have,  j\Ir.  Young,  where  the  ore  body 
was  clean  ore. 

Mr.  Young.  I  am  taking  the  conditions  as  they  actually  exist. 

Air.  Cole.  You  have  to  pump  your  water  from  greater  depths. 
You  have  vitiating  circumstances  and  elements  occurring  in  your 
ore  and  in  nearly  all  the  ore  bodies. 

Mr.  Young.   What  do  you  have  to  do  when  you  strike  those  things  ? 

Mr.  Cole.  You  have  to  proceed  carefullj'. 

jyir.  YouxG.  And  do  what? 

Mr.  Cole.  Kemove  these  pieces  of  tanite  or  paint  rock  when 
3'ou  encounter  them,  and  not  allow  them  to  be  lifted  up  by  the  steam 
shovel  and  put  into  the  railroad  cars. 

Mr.  Young.  How  do  you  remove  them? 

Mr.  Cole.  According  to  their  size.  They  lift  them  with  the  steam 
shovel  at  times,  as  being  the  best  way  to  get  them  out  of  the  way,  and 
then  the  men  pile  them  and  leave  them  there  until  the  stnppiag 
cars  are  brought  in,  and  then  they  are  taken  out  to  the  waste  dumps. 

Mr.  YouxG.  Now,  is  it  practicable  as  suggested  by  the  chairman, 
where  you  have  two  grades  of  ore  in  a  mine,  to  put  one  shovel  over 
here  at  one  grade,  another  shovel  here  at  another  grade,  and  another 
here  at  another,  and  another  here  at  another,  and  keep  those  four 
shovels  at  work  steadily  at  those  points,  and  keep  up  an  average? 

Mr.  Cole.  No;  you  can  only  work  them  accordmg  to  the  number 
of  tons  of  each  grade  you  have  to  secure  that  day  in  order  to  get  your 
averages.  You  may  work  one  macliine  only  60  minutes  a  day,  and 
you  may  work  others  4  or  5  hours.  In  many  cases  you  move  some 
steam  .shovels  at  times  and  do  not  have  such  a  tremendous  equip- 
ment. Then  you  have  to  move  the  steam  shovel  from  one  part  of 
thf  pit  to  another. 

Ml'.  YorxG.  Will  these  different  parts  of  this  mine  run  uniform  in 
ore,  or  is  it  changing  from  day  to  day  so  that  you  have  to  alter  the 
arrangement  'I 

]\[r.  Cole.  It  is  changing  from  time  to  time. 

Mr.  Young.  And  do  these  changes  in  chemical  contents  occur 
quite  frequently  in  some  mines  t 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  All  of  that  adds  something  to  the  expense? 

Mr.  Cole.  Yes,  sir;  it  does. 

Mr.  Young.  Do  you  know  anything  about  the  extent  of  the  ore 
bodies  anywhere  else,  except  in  the  Lake  Superior  district  ? 

Mr.  Cole.  We  had  a  great  deal  of  information  compiled,  having 
sent  engineers  to  different  sections  of  our  country  and  different  sec- 
tions of  the  world  to  investigate  ore  deposits,  to  estimate  tonnages, 
and  to  give  us  accurate  data  concerning  the  iron-ore  supply  of  the 
world. 

Mr.  Young.  Have  you  any  of  that  data? 

Mr.  Cole.  I  have  not  that  data  with  me.  I  have  just  come  here 
from  the  Southland.     I  have  been  playing  golf  all  winter. 

Mr.  Gardner.  Have  you  a  copy  of  that  report? 

Mr.  Cole.  No,  su-. 

Mr.  Young.  Do  you  know  anything  about  the  Cuban  deposits  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  Have  you  been  there  ? 

Mr.  Cole.  I  have. 
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Mr.  YotmG.  What  can  you  say  about  the  Cuban  deposits  of  ore  ? 

Mr.  Cole.  They  have  enormous  bodies  of  ore. 

Mr.  YoTJNG.  Where  are  they  ? 

Mr.  Cole.  A  large  tonnage  is  located  on  the  north  coast,  while 
over  to  the  eastern  end  of  the  island 

Mr.  Young.  What  do  they  call  that  district  ? 

Mr.  Cole.  There  are  two  districts  really,  the  Myari  district  and  the 
Moa  district. 

Mr.  Young.  Is  there  not  another  new  district,  not  very  well  devel- 
oped, farther  west,  the  Pinar  del  Rio,  or  something  like  that  ? 

Mr.  Cole.  This  ore  extends  for  a  long  distance  east  and  west,  and 
undoubtedly  some  of  that  ore  extends  or  will  be  found  in  the  Pinar 
del  Rio  Province. 

Mr.  Young.  Yes. 

!Mr.  Cole.  Some  of  the  ores  are  found  westward  of  Habana,  but 
I  have  never  visited  that  section  of  the  island. 

Mr.  Gardner.  Pinar  del  Rio  is  entirely  west  of  Habana  ? 

Mr.  Cole.  Entirely  west.  I  suppose  those  are  the  bodies  that  you 
are  referring  to  ? 

Mr.  Young.  Yes.  There  are  a  number  there.  Then  there  is  an 
old  district  on  the  south  coast,  is  there  not  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  It  has  been  operated  a  good  many  years  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  That  is  relatively  a  much  smaller  deposit  ? 

Mr.  Cole.  Well,  it  is  more  m  the  nature  of  the  old  range  mines 
which  we  find  in  the  Lake  Superior  district.  It  is  a  harder  natured 
ore,  hard  hematite. 

Mr.  Young.  How  does  the  ore  lay  on  the  north  coast  ? 

Mr.  Cole.  Flat  lying  beds. 

Mr.  Young.  How  much  stripping  is  there  on  them  ? 

Mr.  Cole.  None. 

Mr.  Young.  Actually  come  to  the  surface,  do  you  mean  ? 

Mr.  Cole.  Absolutely  without  any  stripping  whatsoever.  The 
pine  trees  are  growing  in  the  ore  bodies  themselves. 

Mr.  Young.  How  much  ore  would  you  say  there  is  in  those  ore 
bodies  that  have  been  developed  up  to  date  ? 

Mr.  Cole.  There  is  probably  a  total  tonnage  in  excess  of  two 
billions. 

Mr.  Cole.  Over  two  billions  of  tons. 

Mr.  Young.  Over  two  thousand  miUion  tons. 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  Do  you  mean  in  that  one  particular  place,  or  in 
all? 

Mr.  Cole.  In  this  district  that  I  referred  to;  not  in  the  Pinar  del 
Rio.     That  section  I  did  not  visit. 

Mr.  Gardner.  But  that  is  the  Myari  and  Moa  districts  ? 

Mr.  Cole.  Yes;  and  the  contiguous  territory,  the  continuation  of 
the  ore  bodies.  The  names  of  Myari  and  Moa  are  simply  given  as 
central  points — villages  in  the  districts. 

Mr.  CrARDNER.  In  your  opinion  there  are  2,000,000,000  tons  of 
that? 

Mr.  Cole.  Yes,  sir. 

Mr.  Gardner.  How  about  metallic  contents  ? 
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Mr.  Cole.  With  the  water  eliminated  the  ore  is  dehydrated  above 
•50  per  cent. 

Mr.  Bartlett.  What  do  you  mean  by  that,  with  the  water  elimi- 
nated and  dehydrated  ? 

Mr.  Cole.  The  water  driven  off.  They  contain  a  very  high  per- 
centage'of  moisture  and  the  water  is  driven  off  in  various  ways.  It 
is  driven  off  by  the  heat  in  the  blast  furnace  before  reduction  can 
occur,  or  it  is  driven  off  by  special  appHances.  They  have  special 
appUances  there  on  Nipe  Bay  to-day  for  driving  off  the  water  and 
nodulizing  the  ore. 

Mr.  Reed.  That  is  the  way  of  expressing  the  percentage  of  the 
ore,  is  it  not  ? 

Mr.  Cole.  The  usual  way  of  expressing  the  percentage  is  dry  ore. 

Mr.  Gardner.  In  the  Hul  lease  that  term  "dry  ore"  is  used. 

Mr.  Cole.  Yes,  six. 

The  Chairman.  Is  that  an  expensive  process  of  drying  the  Cuban 
ore? 

Mr.  Cole.  Well,  I  should  say  that  that  cost  at  the  present  time 
must  be  close  to  $1  per  ton  of  finished  product,  but  increased  knowl- 
edge of  how  to  do  it  and  the  handling  of  larger  tonnages  vdll  decrease 
the  cost  from  time  to  time. 

Mr.  Gardner.  |1  per  ton  of  pig  iron? 

Mr.  Cole.  $1  per  ton  of  ore. 

Ml.  Young.  That  is  nodulized  ore? 

Mr.  Cole.  Nodulized  ore. 

Mr.  Beall.  You  do  not  mean  that  the  cost  of  $1  is  simply  for  the 
operation  of  drying,  or  do  you  mean  that  is  the  cost  of  the  ore  after 
it  is  dried,  and  that  the  $1  per  ton  represents  the  entire  cost  of  the  ore? 

Mr.  Cole.  The  $1  per  ton  is  the  cost  for  drying  that  ore  and  putting 
it  in  good  commercial  shape  for  use  in  blast  furnaces. 

Mr.  Bartlett.  Do  you  mean  including. the  price  of  ore? 

Mr.  Cole.  No,  sir;  that  is  the  cost  for  this  operation  alone. 

Mr.  Gardner.  A  ton  is  measured  in  that  place  after  the  water  is 
driven  out? 

Mr.  Cole.  Yes,  sir. 

Mr.  Gardner.  It  takes  $1  a  ton  to  drive  the  water  out,  but  it  is  $1 
^i  ton  for  the  ore  after  what  has  been  taken  out  ? 

Mr.  Cole.  The  cost  is  apparently  high,  and  I  think  when  they  get 
TO  handling  larger  tonnages  and  getting  a  better  knowledge  of  how 
to  do  it,  they  will  decrease  that  cost  to  a  very  marked  degree. 

The  Chairman.  Let  me  see  if  I  understand  you.  Do  you  mean 
to  state  that  after  this  ore  is  dried  and  put  into  briquets — I  believe 
that  is  what  you  said  ? 

Mr.  Cole.  No,  sir;  it  is  noduhzed — small  particles  of  iron  ore. 

The  Chairman.  Put  into  briquets,  too  ? 

Mr.  Cole.  They  have  not  started  to  briquet  that  material  that  I 
know  of. 

The  Chairman.  Well,  you  say  the  cost  of  that  ore  in  that  condi- 
tion is  $1 ,  or  that  it  is  $1  in  addition  to  whatever  cost  it  is  to  them 
for  the  mining  of  it.  prior  to  the  time  you  put  it  through  this  process? 

Mr.  Cole.  Yes,  yir. 

The  Chairman.  The  drying  cost  is  $1  a  ton  ? 

Mr.  Cole.  Yes.  sir:  at  the  present  time. 

Mr.  Gardner.  How  much  water  is  there  in  the  ore  ? 


UNITED   STATES   STEEL   COBPOEATION.  5457 

Mr.  Cole.  Twenty-four  per  cent. 

Mr.  Gabdnek.  Now,  say  there  are  124  tons  of  ore  as  you  pick  it 
out.     After  you  have  dried  it  out  there  are  100  tons;  is  that  right? 

Mir.  Young.  No;  if  it  is  100  tons,  there  are  76  tons. 

Mr.  Cole.  Yes. 

Mr.  Gakdner.  Well,  take  100  tons  of  ore  as  it  is  mined.  After 
you  dry  it  out  there  are  76  tons  left;  is  that  it  ? 

Mr.  Cole.  Yes,  sir;  approxinaately. 

Mr.  Gardner.  Now,  does  the  drying  of  that  76  tons  cost  $100  or 
$76? 

Mr.  Cole.  $76. 

Mr.  Gardner.  That  is  what  I  wanted  to  get  at. 

Mr.  Young.  What  is  the  cost  of  mining  there  ? 

Mr.  Cole.  It  is  very  low. 

Mr.  Young.  How  low  ?  .  .  '    . 

Mr.  Cole.  Not  to  exceed  10  cents  per  ton  for  mining  and  loading 
into  cars. 

Mr.  Young.  Is  there  anything  else  to  do? 

Mr.  Cole.  You  have  to  transport  it  down  to  where  you  either  load 
it  into  the  vessel  or  treat  it. 

Mr.  Young.  Yes;  but  that  is  after  you  have  loaded  it? 

Mr.  Cole.  Yes. 

Mr.  Young.  How  far  is  it  from  a  good  port  ? 

Mr.  Cole.  A  portion  of  those  ore  bodies  comes  very  close  down  to 
the  sea,  within  a  few  miles  of  the  harbor. 

Mr.  Gardner.  What  harbor? 

Mr.  Cole.  The  harbor  of  Moa. 

Mr.  Gardner.  Is  that  a  deep  harbor? 

Mr.  Cole.  Yes,  sir.  There  are  reefs  outside  the  harbor,  but  there 
is  an  entrance  through  which  ships  could  be  brought  in  to  load.  The 
reefs  would  not  prevent  that. 

The  Chairman.  Do  ships  enter  that  harbor  now? 

Mr.  Cole.  No,  sir;  they  are  not  shipping  there  now.  The  only 
point  on  the  north  coast  that  they  are  shipping  iron  ore  from  is 
on  Nipe  Bay.  That  is  a  large  bay  and  affords  a  good  harbor.  A 
heating  plant  has  been  located  at  that  point,  as  weU  as  a  loading 
plant.  A  great  deal  of  that  ore  is  shipped  in  its  raw  condition  up  to 
the  United  States,  and  smelted  in  its  raw  condition. 

Mr.  Gardner.  What  is  the  draft  of  the  ore  vessels  that  bring  it? 

Mr.  Cole.  They  carry  aU  the  way  from  4,500  tons  up  to  7,000 
tons;  so  I  imagine  their  draft  must  be  15  or  16  or  17  feet;  possibly 
more.     They  are  ocean-going  vessels. 

Mr.  Gardner.  Nipe  Bay  can  take  very  deep-draft  vessels  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Gardner.  How  about  this  other  bay,  Moa  Bay  ?  How  deep  a 
draft  vessel  can  that  bay  take  ? 

Mr.  Cole.  Twenty  feet. 

Mr.  Gardner.  In  other  words,  you  have  perfectly  satisfactory 
means  of  transportation  ? 

Mr.  Cole.  Yes;  I  think  they  can  put  vessels  there  to  18,000  or 
20,000  tons  of  ore  if  the  tonnage  requirements  should  ever  demand  it. 

Mr.  Young.  Is  it  practicable  commercially  to  mine  that  ore  and 
use  it  in  large  quantities  in  the  United  States  ? 
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Mr.  Cole.  Yes,  sir;  whenever  there  is  a  demand  for  the  steel 
products  in  the  United  States. 

Mr.  Bartlett.  Do  you  know  what  they  hare  been  paying  for  it? 

Mr.  Cole.  They  have  been  paying  75  to  85  cents  per  gross  ton. 

Mr.  YoTJNG.  That  could  be  reduced  a  good  deal  if  the  business 
should  grow  into  a  large  business  ? 

^Ir.  Cole.  Yes,  sir. 

The  Chairman.  How  far  is  it  from  Cuba  to  the  nearest  point  on 
the  continent  at  which  that  ore  could  be  landed  for  use,  say,  at  Pitts- 
burgh ? 

Mr.  Cole.  Well,  it  could  be  landed  at  Norfolk,  or  Sparrows  Point, 
or  along  the  coast  where  they  are  using  it. 

The  Chairman.  How  far  ? 

Mr.  Cole.  Approximately  a  thousand  miles  of  water  transporta- 
tion. Then  some  of  the  ore  is  shipped  inland  after  it  reaches  the  coast 
cities . 

The  Chairman.  Would  that  be  cheaper  than  lake  transportation? 

Mr.  Cole.  Eighty-five  cents  a  ton  is  more  costly  than  our  lake 
transportation  for  this  800  miles,  because  we  have  better  ships,  better 
facUities. 

The  Chairman.  If  they  had  the  same  ships  as  are  used  in  the  lake 
transportation,  the  lake  transportation  ought  to  be  a  little  more  ex- 
pensive than  the  ocean  transportation  ? 

Mr.  Cole.  A  little  more  exjjensive;  yes,  sir. 

The  Chairman.  Excuse  me,  Mr.  Young. 

Mr.  Bartlett.  How  far  is  it  from  New  Orleans? 

Mr.  Cole.  The  distance  from  New  Orleans  across  there  is  much  less 
than  1,000  miles.  I  can  not  give  you  the  exact  figures.  The  same  is 
true  to  Galveston,  but,  of  course,  those  points  have  not  reached  the 
stage  where  they  are  as  large  distributing  points  as  they  will  even- 
tually, some  time  in  the  the  history  of  the  country,  for  when  they 
begin  distributing  large  quantities  of  manufactures  materials  frona 
some  given  point,  then  a  plant  will  be  built;  -but  at  the  present  time 
it  would  be  useless  to  consider  putting  ores  into  New  Orleans  or 
Galveston  to  be  manufactured,  on  account  of  the  small  quantities 
being  distributed  from  those  points. 

Mr.  Young.  I  see  that  in  1910  there  was  1,451,096  tons  of  iron  ore 
imported  from  Cuba  into  the  United  States.  Do  you  know  where  the 
most  of  that  went  to  ? 

Mr.  Cole.  There  are  onl_v  two  concerns  in  the  United  States  using 
ores  from  the  island  of  Cuba  at  the  present  time.  There  may  have 
been  a  little  of  it  sold  to  smaller  furnace  plants,  but  my  understanding 
is  that  the  Bethlehem  Steel  Co.  and  Pennsylvania  Steel  Co.,  who  also 
operate  the  Maryland  Steel  Co.'s  works,  are  the  only  two  large  con- 
sumers of  those  ores  in  this  country. 

Mr.  Bartlett.  The  Mar_yland  Steel  Co.  at  Sparrows  Point? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  I  see,  Mr.  Cole,  on  page  3502  of  our  hearings,  a  table 
showing  the  production  in  Cuba  by  the  different  companies,  and  1 
see  that  the  production  in  1910  by  the  Spanish-American  Iron  Co. 
was  934,092  tons.  That  is  a  subsidiary  of  the  Pennsylvania  Steel  Co., 
is  it  not '. 

Mr.  Cole.  Yes,  sir. 

Mr.  Bartlett.  What  is  the  name  of  that  concern  l 
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Mr.  Young.  The  Spanish- American  Iron  Co. 

Mr.  Bartlett.  A  subsidiary  of  the  Pennsylvania  Co.  ? 

Mr.  Young.  A  subsidiary  of  the  Pennsylvania  Steel  Co. 

Mr.  Baetlett.  Yes;  I  thought  you  said  the  Pennsylvania  Co. 

Mr.  Young.  Presumably  that  ore  was  used  by  the  Pennsylvania 
Steel  Co.,  principally? 

Mr.  Cole.  Yes,  sir;  at  either  its  plants  at  Steel  ton  or  at  Sparrows 
Point. 

Mr.  Young.  Then,  there  seems  to  be  another  quite  large  shipper, 
the  Juraguay  Iron  Co.  (Ltd.),  which  produced  318,814  tons.  Is  that 
the  company  that  owns  the  ores  around  Santiago  and  the  south  shore  ? 

Mr.  Cole.  They  own  and  control  all  those  ores.  The  Bethlehem 
Steel  Co.  own  the  stock  of  the  Juraguay  Iron  Co. 

Mr.  Young.  So  this  is  the  Bethlehem  concern  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  That  is  a  company  which  has  produced  ore  for  a  good 
many  years  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Gardner.  Who  owns  these  2,000,000,000  tons « 

Mr.  Cole.  A  very  large  amount  is  held  by  people  who  are  manu- 
facturing steel  in  the  United  States,  and  large  amounts  are  held  by 
independent  people. 

Mr.  Gardner.  Do  you  think  it  will  be  sold  ? 

Mr.  Cole.  I  think  there  will  be  a  demand  for  the  ore  so  that  it  can 
be  sold  in  the  United  States  at  some  time. 

Mr.  Gardner.  Do  you  believe  that  as  much  as  1,000,000,000  tons 
is  held  for  the  purpose  of  future  sale? 

Mr.  Cole.  Yes,  sir;  twice  that  amount,  I  should  say. 

The  Chairman.  Do  you  mean  leased  or  owned  in  fee  ? 

Mr.  Cole.  Owned  in  fee  by  independent  people,  who  would  like  to 
sell  to  sonaebody  who  ca-  make  steel. 

The  Chairman.  They  are  not  engaged  in  the  steel  business  them- 
selves ? 

Mr.  Cole.  No,  sir. 

Mr.  Bartlett.  Is  that  what  you  mean  by  independent  people, 
people  who  are  not  engaged  in  the  steel  business  themselves  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Bartlett.  You  do  not  mean  people  outside  of  the  Steel 
Corporation  ? 

Mr.  Cole.  No;  I  mean  ore  people,  pure  and  simple. 

Mr.  Gardner.  What  I  am  getting  at  is,  is  1,000,000,000  tons 
available  for  putting  it  into  the  steel  business  ? . 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  How  far  west,  in  your  judgment,  could  that  ore  be 
introduced  into  the  United  States  in  competition  with  Lake  Superior 
ores? 

Mr.  Cole.  Well,  in  normal  years  I  believe  that  the  ores  eventually 
go  as  far  west  as  the  Pittsburgh  district,  and,  with  the  completion  of 
the  Erie  Canal,  it  could  be  landed  at  ports  on  Lake  Erie  for  the 
manufacture  of  iron  and  steel.  Please  remember  that  I  say  "in 
normal  years." 

Mr.  Young.  Yes.     Why  do  you  use  that  term,  Mr.  Cole  ? 
31572— No.  63—12 2 
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Mr.  Cole.  Well,  I  consider  that  we  are  passing  through  an  abnormal 
period  just  now  in  the  iron  and  steel  business  in  this  country.  Prices 
are  very  much  depressed,  and  are  far  too  low  to  afford  even  a  reason- 
able profit.  Many  of  the  independent  concerns  are  trying  their  best 
to  make  a  little  money  and  can  not.  They  are  doing  eveiy thing  on 
earth  to  secure  their  raw  material  at  a  very  low  price,  so  low  that 
we  are  seriously  considering  closing  down  a  mine  I  am  interested  in 
up  on  the  Marquette  Range,  because  we  can  not  afford  to  sell  our 
ore  to  them  at  the  figures  they  are  offering.  Therefore,  this  is  not  a 
year  that  is  normal  in  the  steel  business. 

j\Ir.  YouxG.  Has  that  Cuban  ore  district  been  thoroughly  explored 
yet,  so  that  they  are  reasonably  certain  that  there  will  be  not  any 
more  ore  discovered  there  ? 

Mr.  Cole.  Xo,  sir;  I  believe  that  there  will  be  considerable  addi- 
tional tonnages  found  when  they  get  farther  away  from  the  coast, 
back  into  the  interior.  At  the  point  where  these  ores  exist  the 
mountains  rise  up  quite  rapidly  from  the  sea — the  iloa  ^fountains — 
and  the  ore  has  been  found  to  extend  up  to  their  crest  and  on  some 
table-lands  in  the  interior.  A  great  deal  of  the  material  has  been 
weathered  and  taken  awa}-,  scoured  out  by  the  stream  of  waters  as 
they  have  fallen  on  these  mountains,  and  washed  down  into  the  sea; 
but  I  beheve  they  will  find  additional  tonnages,  perhaps  not  large 
quantities,  because  I  think  the  largest  quantities  have  been  found. 

]\Ir.  Gardner.  How  al)out  these  other  tropical  islands,  like  Haiti 
and  Jamaica  ? 

Mr.  Cole.  I  do  not  know  of  anyone  investigating  the  mineralized 
areas  of  the  islands  you  refer  to,  who  have  found  any  mineral  other 
than  copper. 

Mr.  Young.  They  would  probably  know  it  if  there  was  much  ore 
in  Jamaica ,  I  suj3pose,  would  they  not  ? 

Mr.  Cole.  Well,  possibly;  but  when  you  consider  that  these 
enormous  beds  of  iron  ore  exist  on  the  north  coast  of  Cuba,  and  that 
30  years  ago  the  Spaniards,  when  guarding  some  of  tlio  trails  crossing 
over  these  mountains,  to  reach  the  httle  village  of  ^^fyari,  used  this 
material,  cast  it  up  for  shelter  and  protection  from  attack,  it  was 
rated  as  having  no  commercial  value  until  five  or  six  years  ago. 

The  Chairman.  You  mean  it  was  known  to  be  iron  ore  then? 

Mr.  Cole.  Yes;  they  called  it  red  earth,  but  they  did  not  seem  to 
reahze  its  mineral  value. 

The  Chairman.  Did  they  know  it  was  iron  ore? 

Mr.  Cole.  They  could  not  mistake  it.  If  you  saw  some  of  those 
places,  Mr.  Chairman,  you  would  imagine  you  were  transported  up 
to  the  Mesabi  Range,  and  were  looking  at  some  pine  trees  up  on  the 
rim  of  the  bed  of  iron  ore. 

Mr.  Gardner.  But,  is  there,  as  a  matter  of  fact,  any  evidence  that 
they  did  know  it  ? 

Mr.  Cole.  They  knew  what  it  was,  but  they  did  not  seem  to  realize 
its  commercial  value  in  the  least,  and  only  within  the  last  four  or 
five  years  has  attention  been  paid  to  it.  Therefore,  I  should  say  it 
would  not  be  strange  at  all  if  in  all  of  these  large  islands  down  in  the 
Caribbean  Sea  such  deposits  might  have  been  overlooked.  They 
had  iron-ore  miners  in  Cuba  all  of  these  years,  too. 

ilr.  Gardiner.  Yes;  there  were  some  travelers  in  Cuba  in  1840 
that  referred  to  the  iron  deposits,  but  I  was  wondering  in  this  particu- 
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lar  instance  you  speak  of,  whether  they  knew  they  were  throwing  up 
their  breastworks  out  of  iron  ore. 

Mr.  Cole.  Well,  it  resembles  iron  ore. 

Mr.  Gardner.  Sure,  but  perhaps  not  to  a  man  not  a  metallurgist. 

Mr.  Cole.  Well,  the  Spaniards  knew  iron  ore,  but  they  did  not 
realize  its  great  commerical  importance. 

The  Chairman.  As  I  understand  you,  you  mean  to  say  that  any 
man  who  ever  knows  iron  ore  once  will  know  it  the  next  time  he 
sees  it  ? 

Mr.  Cole.  That  is  right. 

The  Chairman.  It  does  not  really  require  a  man  to  be  a  chemist  to 
know  that  it  is  iron  ore  ? 

Mr.  Cole.  No,  sir. 

Mr.  Young.  Have  you  any  knowledge  about  these  Brazillian 
deposits  ? 

Mr.  Cole.  Only  through  reports  of  engineers  that  I  sent  to  Brazil 
to  examine  these  deposits. 

Mr.  Young.  If  you  can  remember,  what  did  you  learn  from  those 
reports  ? 

Mr.  Cole.  The  ores  were  of  an  exceedingly  high  grade,  and  in  very 
large  quantities.  The  water  content  is  very  low,  and  the  iion  is  very 
high,  and  in  a  very  large  amount  of  it  the  phosphorus  element  is  very 
low. 

Mr.  Young.  What  do  you  mean  by  very  large  quantities  ? 

Mr.  Cole.  Judging  from  the  development  work  that  has  been  done 
there,  with  drilling  and  prospecting  and  visible  ore  in  sight,  I  think 
we  would  not  be  overestimating  in  saying  that  there  is  at  least 
1,500,000  tons  to  2,000,000,000  tons  of  ore  there. 

Mr.  Young.  Where  is  this  ore  in  Brazil  ? 

Mr.  Cole.  It  is  inland. 

Mr.  Young.  How  far  ? 

Mr.  Cole.  A  distance  of  150  to  160  miles.  They  are  now  building 
a  railroad  from  the  seaboard  to  Victoria,  following  a  water  course, 
a  river,  up  into  the  interior.  The  headwaters  of  the  stream  rise  up 
where  these  ore  bodies  exist,  so  that  they  should  have  fairly  good 
grades  from  the  mines  down  to  the  seacoast,  just  as  in  the  Lake 
Superior  district  they  have  fairly  good  grades  from  their  deposits 
down  to  the  Lake  ports. 

Mr.  Young.  Have  those  ores  been  picked  up  to  any  extent  by  steel 
men? 

Mr.  Cole.  I  am  told  that  Englishmen  interested  in  iron  and  steel 
manufacturing  have  secured  a  quite  considerable  tonnage  there. 
I  am  told  that  there  are  large  quantities  that  could  be  secured  from 
the  Brazilian  Government,  and  that  there  are  large  quantities  now 
secured  by  a  group  of  men  who  are  interested  in  iron  and  ore  matters 
in  this  country,  and  no  doubt  large  additional  tonnages  could  be 
found  and  developed  in  a  district  as  important  as  that  one  is. 

Mr.  Bartlett.  Is  there  coal  down  there  ? 

Mr.  Cole.  I  do  not  know  of  any. 

The  Chairman.  Is  there  any  coal  in  Cuba  ? 

Mr.  Cole.  Cuba,  if  they  wanted  to  reduce  their  ores  in  the  island, 
would  have  to  secure  their  coal  from  the  United  States.  There  has 
been  some  talk  of  trying  to  smelt  the  ores  down  there  with  electricity, 
generating  it  from  the  enormous  water  powers  in  the  interior.     That 


5462  UNITED   STATES   STEEL   COBPOEATION. 

was  brought  about  by  the  fact  that  they  did  not  have  any  coking 
coal  available. 

■Mr.  Bartlett.  As  to  these  BrazUian  ores  that  you  speak  of,  does 
the  Government  own  the  land  ? 

Mi.  6ole.  Some  of  the  land  is  still  Government  land,  as  I  under- 
stand it. 

Mr.  Bartlett.  Were  they  originally  owned  by  the  Government? 

Mr.  Cole.  Yes,  sir. 

Mr.  Bartlett.  They  are  Government  lands  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Bartlett.  Have  they  an  export  tax  on  iron  ore  ? 

Mr.  Cole.  I  can  not  tell  you  that.  I  imagine  nearly  all  of  these 
Latin  countries  have  an  export  tax,  and  I  imagine  they  are  charging 
something  for  each  ton  of  iron  ore  that  may  be  shipped  away  from  that 
country.  The  present  railroad  serving  the  district  is  not  well  con- 
structed or  equipped  to  handle  large  tonnages  of  this  ore 

Mr.  Bartlett.  Is  it  a  Government  road  ? 

Mr.  Cole  (continuing).  For  it  passes  over  mountain  ranges. 

Mr.  Bartlett.  Was  that  road  built  or  is  it  controlled  by  the  Gov-, 
ernment  ? 

Mr.  Cole.  I  can  not  tell  you  who  owns  that  road. 

Mr.  Bartlett.  It  is  150  miles  from  the  port,  is  it? 

Mr.  Cole.  It  is  150  miles  fully  from  the  ore  deposit  to  the  sea,  the 
nearest  point  where  that  can  be  shipped.  The  road  that  is  being 
constructed  following  this  river  from  Victoria  will  be  the  ore  handling 
road  of  that  district. 

Mr.  Bartlett.  Is  it  an  expensive  road  to  build  in  that  region  ? 

Mr.  Cole.  Well,  it  would  be  fairly  expensive  to  build. 

Mr.  Bartlett.  There  was  one  question  I  wanted  to  ask  you  when 
you  spoke  about  normal  years,  when  there  would  be  a  demand  for 
this  Cuban  ore  in  this  country. 

Mr.  Cole.  Yes,  sir. 

Mr.  Bartlett.  You  say  this  is  an  abnormal  time  or  year. 

Mr.  Cole.  Yes,  sir.     Prices  are  exceedingly  low  this  year. 

Mr.  Bartlett.  Business  has  improved  very  much  in  the  last  six 
months,  has  it  not  ? 

Mr.  Cole.  I  hope  it  will  improve. 

Mr.  Bartlett.  I  find  this  statement  in  the  Wall  Street  news  in 
the  paper  this  morning: 

A  general  advance  in  the  prices  of  tlie  iron  and  steel  products  is  expected  to  occur 
withm  a  short  time  by  those  who  watch  the  trade  closely.  The  advance  in  sheet  steel 
prices  by  the  jobbers  and  the  mills  is  taken  to  be  the  forerunner  of  the  movement.  Or- 
ders booked  by  the  United  States  Steel  Corporation  are  coming  in  at  the  rate  of  40,000 
tons  a  day  and  better,  the  railroads  having  developed  a  new  buying  "streak."  There 
fa  likewise  a  considerable  demand  from  the  car-building  companies,  due  to  their 
greatly  increased  business.  Heavy  rail  orders  are  under  consideration  by  several 
»f  the  larger  railroad  systems.  Purchases  of  equipment  have  already  been  large  and 
there  is  a  good  prospect  of  their  continuing,  as  last  year  in  the  effort  to  economize  the 
railroads  used  their  outworn  equipment  to  the  very  last  ounce  of  availability. 

That  will  indicate  that  you  are  getting  back  to  normal  conditions. 

Mr.  Cole.  I  hope  so.  I  hope  that  that  information  is  true.  Blast 
furnace  companies  usually  buy  their  ore  long  before  this  period  of 
the  year,  and  they  have  been  buying  ores  in  the  Cleveland  market 
for  some  time  past.  They  tried  to  buy  the  ores  we  produce,  some  time 
ago,  and  we  refused  to  sell,  because  the  offer  would  not  allow  us  to 
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pay  the  wages  we  are  now  paying  our  workmen  up  there  and  come 
out  even. 

Mr.  YoxjNG.  When  you  say  in  relation  to  this  business,  you  mean 
the  mines  you  are  personally  interested  in  ? 

Mr.  Cole.  Yes;  the  mines  I  am  personally  interested  in. 

Mr.  YoxJNG.  You  have  no  connection  now  with  the  Steel  Corpora- 
tion ? 

Mr.  Cole.  No  ;  nor  with  any  steel  corporation.  We  are  miners  of 
iron  ore. 

The  Chairman.  How  far  is  it  from  the  Brazilian  port  to  the  Ameri- 
can port  where  this  haul  would  come  to  ? 

Mr.  Cole.  It  is  a  long  distance,  and  the  ocean  rate  is  pretty  high; 
but,  on  the  other  hand,  the  grade  of  ore  is  very  high. 

The  Chairman.  Is  it  Bessemer  or  non-Bessemer  ? 

Mr.  Cole.  A  large  proportion  of  it  is  high-grade  Bessemer  ore,  very 
high  in  iron  and  low  m  phosphorus,  while  in  other  districts  they  have 
tonnages  of  non-Bessemer  ore  as  well,  Mr.  Chairman. 

Mr.  Young.  Have  you  any  knowledge  in  regard  to  the  Utah  ore 
situation  ? 

Mr.  Cole.  Only  through  the  report  of  the  engineers.    • 

Mr.  Young.  Engineers  that  you  sent  out  to  look  it  over  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  What  can  you  say  as  to  those  deposits  from  the  infor- 
mation you  received  from  your  engineers  ? 

Mr.  Cole.  There  are  very  large  tonnages  of  ore  in  Southwestern 
Utah — in  Iron  County,  Utah. 

Mr.  Young.  Where  could  that  ore  be  smelted  ? 

Mr.  Cole.  I  do  not  know  of  any  place  in  the  West  at  the  present 
time  where  it  would  be  profitable  to  erect  blast  furnaces  to  manu- 
facture that  into  iron  or  steel  products,  because  of  the  fact  that  Salt 
Lake  City,  Uke  Galveston  and  New  Orleans,  is  not  at  this  time  a  dis- 
tributing point  for  large  quantities  of  steel  or  iron  products. 

Mr.  Young.  Yes. 

Mr.  Cole  (continuing).  But  when  the  time  comes  that  Salt  Lake 
City  can  distribute  large  quantities  of  that  material,  I  see  no  reason 
why  the  ores  can  not  be  sent  up  to  the  valley  of  the  great  Salt  Lake, 
and  there  meet  the  coking  coal  from  Wyoming  and  from  Utah  mines 
and  be  reduced  into  iron  metal,  made  into  manufactured  shapes, 
and  sold. 

Mr.  Young.  How  long  would  the  haul  be  up  to  Salt  Lake  ? 

Mr.  Cole.  Approximately  160  miles  from  tne  mines  to  Salt  Lake 
Valley. 

Mr.  Young.  Is  that  a  country  through  which  a  road  can  be  built 
with  good  grades  ? 

Mr.  Cole.  A  railroad  is  aheady  operating  through  there,  the  Ore- 
gon Short  Line.  That  is  a  railroad  constructed  from  well  down 
toward  the  mine,  and  that  afterwards  became  a  part  of  the  San 
Pedro,  Los  Angeles  &  Salt  Lake  Railroad,  commonly  known  as  the 
Clark  road,  owned  by  Senator  Clark. 
Mr.  Young.  Are  the  grades  fairly  good  ? 

Mr.  Cole.  I  am  unable  to  tell  you,  because  I  assume  that  Salt 
Lake  is  lower  than  the  point  where  this  ore  deposit  exists.  They 
might  have  some  adverse  grades  in  between,  but  no  physical  diffi- 
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culty  why  this  ore  should  not  be  mined  and  moved  over  there  into 
Salt  Lake  Valley  at  a  reasonable  cost. 

Mr.  Young.  The  real  difficulty  about  it  at  the  present  time,  then, 
that  the  country  which  could  be  economically  served  from  Salt  Lake 
does  not  demand  enough  iron  and  steel  to  justify  the  erection  of  a 
plant  ? 

Mr.  Cole.  That  is  it  exactly,  Mr.  Young,  just  as  the  city  of  Duluth, 
up  to  the  present  time,  did  not  distribute  sufficient  quantities  of  iron 
and  steel  products  to  justify  the  building  of  an  extensive  plant  there; 
but  the  time  has  now  come  when  the  distribution  of  that  class  of 
materials  from  that  point  does  justify  the  erection  of  a  steel  plant  there 
and  one  is  being  built.  Chicago  has  had  to  have  its  manufacturing 
faculties  largely  increased  during  the  past  ten  years,  on  account  of 
the  fact  that  it  has  become  such  an  important  distributor  of  manu- 
factured iron  and  steel  products.  Duluth  is  now  coming  into  its 
own,  and  the  day  will  come  when  Salt  Lake  will  be  an  important  center 
for  the  moving  of  iron  and  steel.  At  the  present  time,  all  of  that 
territory  is  supplied  by  the  Colorado  Fuel  &  Iron  Co.,  except  what 
other  concerns  in  the  East  can  sell  out  in  that  territory 

The  Chairman.  Mr.  Young,  I  would  like  to  ask  Mr.  Sellwood  a 
question  or  two,  and  if  you  have  no  objections  will  put  him  on  now 

Mr.  Young.  Very  well. 

The  Chairman.  With  your  permission,  Mr.  Cole,  I  will  put  Mr. 
Sellwood  on  now,  as  he  wants  to  get  away. 

Mr.  Cole.  Yes,  sir. 

FURTHER  STATEMENT    OF    MR.  JOSEPH    SELIWOOD. 

The  Chairman.  Mr.  Sellwood,  on  yesterday  I  neglected  to  ask  you 
a  question  or  two,  and  I  would  hke  to  do  so  now.  About  two  years 
ago  I  believe  you  had  up  the  question  of  value  of  ores  in  the  ground 
before  the  Tax  Commission  of  Minnesota,  had  you  not  ? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  And  some  litigation? 

Mr.  Sellwood.  I  do  not  remember  of  any  litigation. 

The  Chairman.  In  the  district  courts.  Did  you  not  have  that 
question  up  as  to  the  value  of  these  iron  ores  in  the  ground  ? 

Mr.  Sellwood.  Before  the  tax  commission. 

The  Chairman.  Was  it  before  the  tax  commission  ? 

Mr.  Sellwood.  I  think  so. 

The  Chairman.  You  testified  in  that  case,  did  you  not,  Mr.  Sell- 
wood. 

Mr.  Sellwood.  I  think  I  did. 

The  Chairman.  Do  you  remember  what  valuation  you  placed  upon 
ishe  ore  in  the  ground  at  that  time,  on  the  Bessemer  and  non-Besse- 
mer ore? 

Mr.  Sellwood.  I  do  not  remember,  Mr.  Stanley,  what  I  testified 
to  at  that  time.     It  is  worth  more  now  than  it  was  then. 

The  Chairman.  Yes,  I  know;  but  I  want  it  at  that  time,  not  for 
the  purpose  of  contradiction  at  aU. 

Mj.  Sellwood.  I  understand. 

The  Chairman.  I  will  refresh  your  memory  and  ask  you  if  you  did 
not  place  the  value  of  the  ore  in  the  ground,  before  it  is  strippedjor 
anything  of  that  sort,  at  from  4  to  5  cents  ? 
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Mr.  Sellwood.  I  think  I  did;  now  that  I  come  to  think  of  it,  it 
was  before  the  court  in  Duluth. 

The  Chairman.  Yes. 

Mr.  Sellwood.  It  has  been  a  good  many  years  ago. 

Mr.  Gardner.  What  year  was  that  ? 

Mr.  Sellwood.  I  would  say  that  was  fully  10  or  12  years  ago.  It 
was  at  the  time  we  changed  from  the  tonnage  tax  to  a  real  estate 
valuation.  There  was  a  time  in  Minnesota  when  we  paid  a  cent  a 
ton  tax  in  lieu  of  all  taxation  on  the  mines.  I  think  that  must  have 
been  about  1895  or  1896.     I  am  not  positive  of  the  time. 

The  Chairman.  Was  that  for  Bessemer  or  for  non-Bessemer  ore? 

Mr.  Sellwood.  WeU,  there  were  different  prices,  Mr.  Stanley, 
because  the  Bessemer • 

The  Chairman.  What  I  would  like  to  know  is  was  that  valuation 
placed  upon  the  Bessemer  or  non-Bessemer,  the  4  or  5  cents  ? 

Mr.  Sellwood.  Well,  that  was  placed  on  the  Bessemer,  and  the 
non-Bessemer  was  less. 

Mr.  Gardner.  That  was  the  fee  value? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Do  you  know  what  year  that  was  in  ? 

Mr.  Sellwood.  It  was  fully  10  or  12  years  ago. 

The  Chairman.  It  was  mentioned  to  me  by  a  gentleman  that  this 
question  of  the  valuation  of  the  ore  was  discussed. 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  And  you  were  one  of  the  witnesses  in  the  cases, 
which  he  said  took  place  several  years  ago  ? 

Mr.  Sellwood.  Yes;  several  years  ago.  It  was  brought  about  on 
the  ground  that  many  of  the  tax  payers  refused  to  pay  taxes  on  the 
ground  that  the  mines  were  not  properly  assessed.  Mr.  Leon  Merritt^ 
was  on  the  stand  ahead  of  me,  and  he  placed  it  at  25  cents  a  ton  in* 
the  ground,  when  there  was  not  a  lease  in  Minnesota  at  that  time 
that  paid  over  25  cents  a  ton  as  they  took  it  out. 

The  Chairman.  Up  until  the  time  of  the  HiU  lease — when  was  that, 
1906  or  1907  ? 

Mr.  Gardner.  1907,  was  it  not? 

Mr.  Eeed.  August,  1907. 

The  Chairman.  Up  until  the  time  of  the  HiU  ore  lease,  do  you 
know  of  any  ore  of  55  or  60  per  cent  iron  content,  undeveloped,  that 
leased  for  more  than,  say,  15  cents  a  ton? 

Mr.  Sellwood.  Oh,  yes ;  a  great  deal  of  it.  I  do  not  know  of  any 
property  which  was  leased  as  low  as  15  cents. 

The  Chairman.  To  go  back  prior  to  the  time  of  the  formation  of 
the  Steel  Corporation  and  the  holding  of  large  bodies  of  ore,  do  you 
know  what  ores  sold  for  per  ton  ? 

Mr.  Reed.  In  the  ground,  do  you  mean  ? 

Mr.  Sellwood.  In  the  market  ? 

The  Chairman.  Either  on  royalty  or  in  fee,  in  the  ground.  I  am 
talking  about  in  the  ground  altogether. 

Mr.  Sellwood.  I  know  what  they  were  leased  for,  Mr.  Stanley.  I 
said  I  only  knew  of  one  that  leased  at  15  cents  a  ton,  and  in  that  state- 
ment I  am  correct;  but  the  Mahoning  Mine  was  leased  at  25  cents  a 
ton,  and  in  case  they  shipped  1,000,000  tons  they  were  to  reduce  it  to 
15  cents.  , 
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The  Chairman.  A  State  lease  ? 

Mr.  Sellwood.  Twenty-five  cents. 

The  Chairman.  Suppose  you  would  own  a  State  leased  body,  and 
wanted  to  turn  it  over  to  me,  would  I  not  have  to  give  a  bonus  on  it  ? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  How  much  would  the  bonus  amount  to  ? 

Mr.  Sellwood.  I  remember  one,  known  as  the  Scranton  Mine 

The  Chairman.  Give  the  year  first. 

Mr.  Sellwood.  1905. 

The  Chairman.  Is  the  Scranton  Mine  a  State  mine  ? 

Mr.  Sellwood.  A  State  mine. 

The  Chairman.  It  was  leased  to  some  party  on  a  25-cent  lease  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  And  that  party  alienated  it  in  some  year  prior  to 
1905? 

Mr.  Sellwood.  They  sold  it  to  the  Lackawanna  Steel  Co.,  the  lease, 
for  $350,000. 

The  Chairman.  How  much  did  that  figure,  at  $350,000,  in  cents 
per  ton  ? 

Mr.  Sellwood.  It  was  estimated  at  that  time  they  had  8,000,000 
tons  there.     It  is  a  question  of  figuring  that  out. 

Mr.  Young.  What  year  was  that? 

Mr.  Sellwood.  1905. 

Mr.  Gardner.  That  would  be  rather  a  complicated  thing  to  work 
out,  because,  in  one  case  you  are  paying  25  cents  a  ton  for  a  deferred 
payment,  and  in  the  other  case,  you  are  getting  actual  cash  at  so 
much  per  ton. 

Mr.  Sellwood.  Yes;  25  cents  a  ton. 

Mr.  Gardner.  Was  that  a  good  sample  illustration  of  the  value 
of  a  lease  in  1905? 

Mr.  Sellwood.  It  was. 

Mr.  Gardner.  I  should  think  that  would  give  us  a  basis  for  working 
out  a  very  good  valuation. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  I  see,  Mr.  Sellwood,  that  in  that  year  the  Mesabi 
Bessemer  sold  at  $3.50.     That  was  the  price? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Was  this  Bessemer  ore  or  non-Bessemer? 

Mr.  Sellwood.  It  was  partly  Bessemer  and  partly  non-Bessemer. 
I  should  say  about  half  and  half. 

Mr.  Young.  And  the  non-Bessemer  sold  at  $3.  That  would  make 
an  average  price  of  $3.25. 

Mr.  Sellwood.  Are  you  giving  us  the  Mesabi  price,  Mr.  Young? 

Mr.  Young.  No;  I  am  giving  you  the  Cleveland,  Lake  Erie  port, 
price  of  the  ore. 

Mr.  Sellwood.  Yes,  the  old  range  ore  or  Mesabi. 

Mr.  Young.  I  am  giving  you  the  Mesabi. 

Mr.  Sellwood.  That  is  right. 

Mr.  Young.  Mesabi  Bessemer,  $3.50. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  Mesabi  non-Bessemer,  $3. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  How  much  profit  ought  there  to,  have  been  in  ore  in 
that  year,  in  selUng  it  ? 
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]\Ir.  Sell  WOOD.  What  is  that  ? 

Mr.  Young.  How  much  profit  ought  there  to  have  been  in  mining 
and  selling  that  ore  at  that  price,  wmch  would  be  an  average  of  $3.25 
to  Lake  ports,  in  that  year? 

Mr.  Sellwood.  Well,  the  mining,  underground,  would  cost  you 
about  $1;  your  rail  freight  was  80  cents,  and  your  Lake  freight  at 
that  time  was  75  cents.  Then  there  is  your  royalty,  whatever  it  is, 
and  there  is  a  commission  of  10  cents  a  ton  for  selling  ore  and  about 
5  cents  insurance. 

Mr.  Young.  That  would  make  about  S2.85  cost,  aside  from  your 
taxes,  whatever  they  were? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  That  would  leave  a  profit  of  about  40  cents  a  ton. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  And  there  is  something  I  have  never  been  quite  able 
to  understand,  Mr.  Sellwood,  as  to  why  there  has  always  been  such  a 
great  difl^erence  between  the  value  of  this  ore  in  the  ground  and  the 
value  at  Lake  Erie  ports,  after  taking  out  the  cost,  that  is,  when  you 
can  make  40  cents  a  ton  on  ore  that  you  could  get  for  5  or  6  cents. 

Mr.  Sellwood.  Well,  Mr.  Young,  if  you  buy  a  deposit  of  ore,  say, 
50,000,000  tons,  at  10  cents  a  ton,  it  runs  into  a  good  deal  of  money. 

Mr.  Young.  Yes. 

Mr.  Sellwood.  And  the  interest  on  that  would  be  equal  to  the 
royalty. 

Mr.  Young.  Yes;  but  if  you  get  it  on  a  royalty  basis,  of  course  you 
do  not  pay  except  as  you  take  it  out. 

Mr.  Sellwood.  That  is  right.  That  is  the  reason  I  would  rather 
pay  50  cents  a  ton  on  a  royalty  basis  than  10  cents  a  ton  for  a  mixed 
deposit  of  ore  in  the  ground.     The  interest  eats  you  up. 

Mr.  Young.  Now,  m  the  case  you  mentioned,  there  was  25  cents 
royalty  ? 

Mr.  Sellwood.  Yes,  sir;  State  lease. 

Mr.  Young.  $350,000  paid  for  a  bonus  on  about 

Mr.  Sellwood.  About  8,000,000  tons. 

Mr.  Young.  Well,  to  be  liberal,  say  it  was  $400,000.  That  would 
be  5  cents  a  ton. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  In  other  words,  you  could  get  that  ore  in  the  ground 
for  a  royalty  of  about  30  cents  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  And  there  would  be  a  profit  on  the  operation  of  about 
40  cents  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  According  to  these  figures  here. 

Mr.  Sellwood.  Yes;  but  you  have  some  years  there  where  you 
would  get  a  good  deal  less  per  ton. 

Mr.  Young.  But  since  that  time  they  have  generally  been  more? 

Mr.  Sellwood.  Well,  but  some  years. 

Mr.  Young.  The  next  year  you  got  $4,  the  next  year  $4.75,  and  the 
next  year  $4.25. 

Mr.  Sellwood.  You  are  figuring  on  the  Bessemer  ore  ? 

Mr.  Young.  Yes. 

Mr.  Sellwood.  Well,  take  non-Bessemer. 
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Mr.  Young.  Very  well.  I  will  take  the  next  year  on  non-Bessemer. 
You  got  $3.50,  the  next  year  $4,  the  next  year  $3.50,  the  next  year 
$3.50,  the  next  year  $4,  and  the  next  year  $3.50,  which  was  1911. 

Mr.  Sell  WOOD.  $3.50  in  1911. 

Mr.  Young.  Yes.     Now  you  get  $2.85. 

Mr.  Sellwood.  Take  the  year  1904,  please. 

Mr.  Young.  That  was  before  this. 

Mr.  Sellwood.  Yes,  I  know;  but  let  us  see  what  it  was  then. 

Mr.  YouxG.  In  1904  it  was  $3  on  Bessemer  and  $2.50  on  non- 
Bessemer. 

Mr.  Sellwood.  That  is  right.     It  varied. 

Mr.  Young.  That  is  the  lowest  price  quoted  since  1893. 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  I  want  to  give  you  for  your  information,  if  you  care 
to  have  it,  that  in  1905  I  sold  a  36-cent  lease  of  property  that  had 
about  8,000,000  tons  to  Jones  &  Laughlin  at  $2,000,000. 

Mr.  Gardner.  You  sold  the  lease  of  the  properties  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  That  is,  you  transferred  the  lease  to  Jones  & 
Laughlin  ? 

Mr.  Sellwood.  Yes,  sir;  but  we  had  spent  about  $250,000 

Mr.  Gardner.  How  many  million  tons  of  that  ore  did  you  say? 

Mr.  Sellwood.  About  8,000,000. 

Mr.  Gardner.  That  is  25  cents  a  ton  bonus? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  What  year  was  that  ? 

Mr.  Sellwood.  1905. 

Mr.  Gardner.  That  was  an  exceptional  body  of  ore  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Very  easy  to  develop  ? 

Mr.  Sellwood.  Yes,  sir.  It  was  all  stripped,  and  it  could  be  all 
mined  with  a  steam  shovel.  It  was  all  Bessemer  ore  and  it  was  worth 
fifty  or  sixty  cents  a  ton  more  in  the  market  than  non-Bessemer. 

Mr.  Gardner.  That  is  an  extreme  valuation,  is  it  ? 

Mr.  Sellwood.  Sir? 

Mr.  Gardner.  That  is  an  illustration  of  an  extremely  valuable 
piece  of  ore  ? 

Mr.  Sellwood.  Yes,  sir.  I  think  it  is  the  best  sale  that  was  ever 
made  on  the  range. 

Mr.  Gardner.  I  do  not  mean  from  the  point  of  view  of  profit,  but 
from  the  point  of  view  of  an  ore  deposit.  It  was  an  extremely  valua- 
ble ore  deposit. 

Mr.  Sellwood.  It  was. 

Mr.  Gardner.  Did  you  give  the  year  of  that  ? 

Mr.  Sellwood.  1905. 

The  Chairman.  I  notice  in  the  report  of  Herbert  Knox  Smith, 
page  28,  that  he  says: 

The  following  significant  statement  from  a  formal  brief  filed  by  the  delegation  from 
St.  Louis  County  in  the  House  of  Representatives  of  Minnesota  (the  great  bulk  of  the 
developed  iron-ore  deposits  of  Minnesota  being  in  St.  Louis  County),  as  late  as  1909, 
may  be  cited: 

' '  The  cheapest  sales  of  fee  ore  we  ever  knew  was  for  less  than  1  cent  per  ton ;  the  high- 
est that  we  ever  knew  was  for  15  cents  per  ton.  There  may  have  been  sales  at  a  higher 
price,  but  we  have  never  known  of  one,  and  upon  inquiry  can  learn  of  none.  " 
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Mr.  Eeed.  Evidently,  he  has  not  inquired  of  Mr.  Sellwood. 

The  Chairman.  Mr.  Sellwood,  do  you  know  of  any  fee  ore  that  was 
sold,  prior  to  1909,  say,  for  a  price  in  excess  of  15  cents  a  ton  ? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  That  is  still  a  good  price  for  fee  ore  ? 

Mr.  Sellwood.  It  is. 

Mr.  Young.  But  you  got  25  cents  a  ton  cash  f-or  a  lease. 

Mr.  Sellwood.  I  got  notes  from  the  company.  I  did  not  get  any 
cash,  but  those  notes  drew  interest. 

Mr.  Young.  The  same  thing. 

Mr.  Sellwood.  Yes. 

Mr.  Young.  You  got  36  cents. 

Mr.  Sellwood.  Yes;  but  that  was  an  unusual  deposit. 

Mr.  Young.  How  is  that  1 

Mr.  Sellwood.  It  was  an  unusual  deposit;  and  I  stated  here  yester- 
day, I  think,  that  I  offered  Mr.  Hill  |1  a  ton  royalty  on  a  property. 
That  property  adjoined  this  one. 

Mr.  Gardner.  Have  you  any  ore  lands  for  sale  ? 

Mr.  Sellwood.  No. 

Mr.  Gardner.  What  would  you  expect  to  have  to  pay  for  good  fee 
ore  lands  to-day  if  you  were  willing  to  buy  them  ?  You  said  it  is  not 
your  policy  to  buy  fee  ore;  you  would  rather  buy  royalty. 

Mr.  Sellwood.  Yes. 

Mr.  Gardner.  But  if  you  can  put  yourself  in  the  mental  position 
of  one  who  wanted  to  buy  fee  ore,  what  would  you  expect  to  have  to 
pay  for  it  to-day  1 

Mr.  Sellwood.  I  can  not  say  what  I  would  have  to  pay,  but  I 
would  not  pay  over  40  cents  a  ton  cash  for  anything  that  I  know  of. 

Mr.  Gardner.  Well,  do  you  think  there  is  anybody  else  who  would  ? 

Mr.  Sellwood.  I  hardly  think  so. 

Mr.  Gardner.  You  hardly  think  so  ? 

Mr.  Sellwood.  That  is,  a  large  deposit  of  ore. 

Mr.  Gardner.  You  are  speaking  of  55  per  cent  metallic  content. 
Lake  Superior  ore  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Bessemer  ore.    ' 

Mr.  Sellwood.  And  55  per  cent  on  your  Bessemer,  and  51^  on 
your  non-Bessemer. 

Mr.  Gardner.  Speaking  of  the  55  per  cent  Bessemer  ore  from  the 
Lake  Superior  region,  with  the  way  you  mine,  and  with  conditions  of 
favorable  uniformity,  you  think  it  would  be  hard  to  find  any  man  who 
would  pay  over  40  cents  a  ton? 

Mr.  Sellwood.  No  ;  when  all  conditions  were  favorable  you  could 
get  more  than  that.     You  could  get  50  cents. 

Mr.  Gardner.  Then,  with  the  conditions  favorable,  it  would  be 
difficult  to  have  a  man  pay  you  over  50  cents  ? 

Mr.  Sellwood.  I  think  so. 

Mr.  Gardner.  That  is,  to-day. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  In  1912. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  I  would  hke  to  ask  Mr.  Cole,  or  have  some  other 
gentleman  ask  him,  when  he  comes  on,  to  comment  on  that  statement. 

The  Chairman.  I  did  not  catch  the  answer. 
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Mr.  Gardner.  The  question  was  asked  him  as  to  what  he  thought 
fee  ore  was  worth  to-day  under  exceptionally  favorable  circum- 
stances, and  he  said  50  cents.  Under  other  circumstances  I  think 
you  indicated  it  Avould  be  difficult  to  find  a  man  to  pay  40  cents  1 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  Suppose  it  were  non-Bessemer  ore,  would  it  be  25 
cents  less  ? 

Mr.  Sellwood.  No,  sir;  about  10  or  15  cents. 

The  Chairman.  What  percentage  of  the  Mesabi  ore  is  non-Bes- 
semer ? 

Mr.  Sellwood.  About  20  or  25  per  cent  is  non-Bessemer. 

Now,  Mr.  Gardner,  may  I  go  a  little  further  ? 

Mr.  Gardner.  I  would  be  glad  to  have  you  volunteer  your  evi- 
dence. 

Mr.  Sellwood.  I  wiU  be  glad  to  do  it. 

The  Chairman.  You  may  make  any  statement  you  like. 

Mr.  Sellwood.  You  take  a  deposit  of  ore  that  has  100,000,000  tons 
in  it,  and  you  pay  50  cents  a  ton ;  it  costs  you  how  much  ?  Fifty  mil- 
lion dollars,  does  it  not  ?  Now,  jou  take  your  interest  on  $50,000,000, 
and  we  figure  6  per  cent;  that  would  be  $3,000,000  a  year. 

Mr.  Gardner.  Compounded  semiannually. 

Mr.  Sellwood.  Yes,  sir.  On  a  shipment  of  1,000,000  tons  a  year 
your  interest  would  cost  you  equal  to  $3  a  ton,  and  that  is  about  all 
you  can  get  for  it  in  the  market  to-day. 

The  Chairman.  Do  you  think  it  wise  policy,  Mr.  Sellwood,  for  a 
company  to  invest  $700,000,000  or  $800,000,000  in  a  dead  property 
in  that  way,  when  they  could  have  bought  that  ore  in  the  open  mar- 
ket and  have  saved  that  enormous  loss  that  they  would  have  to  make 
up  out  of  the  profit  of  their  manufacturing  busmess  ? 

Mr.  Sellwood.  I  do  not  quite  understand  the  first  part  of  your 
question. 

The  Chairman.  Do  you  think  it  is  a  wise  policy  for  a  corporation, 
if  it  is  not  a  wise  policy  for  an  individual,  to  invest  $700,000,000  or 
$800,000,000  into  a  dead  property  if  they  could  by  any  possibility 
have  gone  and  satisfied  their  needs  in  the  open  market  ? 

Mr.  Sellwood.  No,  sir. 

Mr.  Reed.  Do  you  mean  $700,000,000  or  $800,000,000  or  $7,000,000 
or  $8,000,000 '( 

The  Chairman.  Either  one;  I  do  not  care  which. 

Mr.  Sellwood.  There  is  a  good  deal  of  difference  between  those 
figures. 

The  Chairman.  Let  us  take  $700,000,000  or  $800,000,000. 

Mr.  Sellwood.  Not  if  they  could  get  hold  of  the  lease  and  pay  50 
cents  a  ton  royalty  for  it. 

The  Chairman.  Up  until  the  time  the  Oliver  people  went  in  that 
region,  as  well  as  other  companies,  and  one  company  began  to  bid 
against  the  other  for  these  ores,  untU  the  various  manufacturing  com- 
panies became  uneasy  for  fear  that  one  concern  would  get  all  the  ores 
and  compel  them  to  buy  from  some  ore  company  whiai  might  agree 
on  a  price,  did  anybody  have  any  difficulty  in  getting  all  the  ore  they 
wanted  to  load  at  5  or  10  cents? 

Mr.  Sellwood.  No;  you  could  not  get  it  at  5  or  10  cents.  Most 
of  those  properties  were  taken  up  by  poor  men,  who  explored  it. 
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They  could  get  a  25-cent  lease,  and  would  still  have  5  or  10  cents 
additional  royalty. 

The  Chairman.  Well,  take  the  Mahoning  lease.  There  was  a  50- 
year  lease,  was  it  not  ? 

Mr.  Sellwood.  I  think  it  was. 

Mr.  Gaednee.  Is  it  not  pretty  fair  in  estimating  this  business  to 
take  the  State  leases  of  the  State  of  Minnesota  ?  That  lease  law  was 
gotten  through  by  Mr.  Merritt.  He  had  a  good  deal  to  do  with  it,  as 
did  also  Gov.  Merriam,  of  Minnesota. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gakdnee.  Is  it  not  a  fair  assumption  that  when  the  State  fixed 
25  cents  a  ton  as  the  price  of  the  lease  that  that  was  a  fair  estimate  of 
the  lease  value  at  the  time  they  gave  it  ? 

Mr.  Sellwood.  Yes,  sir. 

The  Chaieman.  I  think  that  would  be  a  fair  valuation  now,  but 
what. I  am  trying  to  get  at  is  this:  I  can  not  find  in  any  record  a  lease 
of  that  kind,  even  by  the  State,  although  I  am  not  up  on  the  propo- 
sition, prior  to  the  time  that  the  Oliver  people  began  to  acquire  these 
large  properties. 

Mr.  Gaednee.  I  think  you  are  wrong  about  that. 

Mr.  Sellwood.  Some  of  the  first  leases  made  were  leases  by  the 
State. 

Mr.  Young.  The  Oliver  Co.  did  not  make  the  first  large  assemblage 
of  ore. 

Mr.  Sellwood.  No. 

The  Chaieman.  I  did  not  refer  to  the  Oliver  Mining  Co.  I  am 
referring  to  the  first  large  holdings  of  ore  by  an  industrial  concern, 
and  they  were  secured  by  Mr.  Oliver  in  that  region  for  the  Carnegie 
Co. ;  is  that  correct  ? 

Mr.  Sellwood.  Yes;  he  got  them  mostly  from  ]\Ierritt  and  other 
gentlemen. 

The  Chaieman.  This  is  just  an  impression,  but  my  impression  is 
that  the  first  industrial  concern  that  acquired  any  large  amount  of 
holdings,  the  first  man  who  conceived  the  idea  of  having  an  indus- 
trial concern  acquire  large  bodies,  was  Mr.  Oliver. 

Mr.  Sellwood.  That  is  quite  true,  Mr.  Stanley.  The  Mianesota 
Iron  Co.  were  operating  on  the  Vermilion  Range,  and  they  got  the 
first  lease,  after  the  Merritts  got  the  State  lease.  Then  Oliver  came 
in. 

The  Chaieman.  But  the  ore  in  the  Vermilion  Range  was  not  a 
large  body  of  ore. 

Mr.  Sellwood.  No,  sir. 

The  Chaieman.  I  am  speaking  of  a  body  of  ore  over  one  hundred 
million  tons,  and  my  impression  was  that  Mr.  Oliver  was  the  first 
man  that  got  a  large  holding  for  an  industrial  concern  in  the  Mesabi 
Range. 

Mr.  Gaednee.  The  Chairman's  point  is  this:  What  he  wants  to 
know,  if  I  understand  him  correctly,  is,  what  leases  were  had  before 
this  artificial  competition  began  of  large  steel  corporations,  each 
one,  in  a  freightened  way,  grabbuig  for  ore  reserves. 

Mr.  Sellwood.  The  first  lease 

Mr.  Gaednee.  And  I  suggest  that,  inasmuch  as  the  State  of  Min- 
nesota had  adopted  a  system  of  leasing  lands,  as  I  understand  it,  in 
1893  or  1894,  before  this  competition  began,  the  value  which  the 
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State  put  upon  those  leases,  and  was  able  to  get  for  those  leases,  pro- 
vided there  was  no  bonus  or  transfer  of  those  leases,  is  a  fair  indica- 
tion of  the  situation  before  the  competition  began  for  gathering_in  the 
ore  bodies. 

The  Chairman.  If  that  is  the  case,  I  shall  agree  with  you. 

Mr.  Sellwood.  All  of  those  leases  were  made  by  the  State  at  25 
cents  a  ton  and  no  bonuses. 

The  Chairman.  "Was  that  prior  to  the  time  that  the  Olivers  and 
the  Minnesota  Iron  Co.  and  the  Rockefellers  acquired  large  ore  hold- 
ings, that  the  State  of  Minnesota  fixed  that  amount  at  25  cents  a  ton? 

Mr.  Sellwood.  Yes;  it  was  prior  to  that. 

The  Chairman.  Well,  I  agree  with  you. 

Mr.  Sellwood.  But  there  were  a  great  many  State  leases  made 
after  the  Minnesota  Iron  Co.  and  the  Oliver  Iron  Mining  Co.  went  in 
there.  However,  the  first  lease  was  made  there  to  the  Merritts. 
There  was  an  attorney  general  there,  I  forget  his  name,  and  he  worked 
with  Senator  Clapp,  who  has  succeeded  him  as  attorney  general,  he 
being  also  interested  with  the  Merritts  in  building  that  railroad  and 
taking  those  leases.  They  were  the  first  leases  that  were  issued;  but 
there  were  a  great  many  State  leases  made  years  after  all  those  were 
]nade. 

Mr.  Bartlett.  But  that  is  not  the  point.  The  point  is,  had  the 
State  adopted  the  policy  of  leasing  ore  at  25  cents  before  this  ? 

Mr.  Sellwood.  I  could  answer  that  question  by  saying  yes. 

The  Chairman.  Now,  if  the  steel  companies  of  tms  country 
had  followed  the  pohcy  originally  adopted  by  Mr.  Carnegie,  of  keep- 
ing their  capital  in  manufacturing  and  going  on  the  market  and 
buying  their  ore,  just  as  a  miller  goes  on  the  market  and  buys  his 
wheat,  do  you  believe  that  those  ores  to-day  would  be  leasing  for 
25  cents  a  ton  ? 

Mr.  Sellwood.  Yes,  sir.  They  have  been  glad  for  the  last  ten 
years  to  take  State  leases  and  pay  anywhere  from  10  to  15  cents 
additional. 

The  Chairman.  But  I  understand  that  most  of  those  mines  are  not 
on  the  market.  For  instance,  the  Steel  Corporation  now  has  from 
500,000,000  to  750,000,000  tons. 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  And  they  wiU  not  sell  you  any  ? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  And  the  Cambria  Company  is  not  selling  you  any  ? 

Mr.  Sellwood.  No,  sir. 

The  Chairman.  Would  it  be  a  good  pohcy  for  any  concern  making 
iron  at  a  profit,  with  the  prospect  of  the  exhaustion  of  that  ore  in 
forty  years,  to  decrease  the  price  of  ore,  and  in  that  way  encourage 
other  people  to  go  into  the  iron  manufacturing  business  ? 

Mr.  Sellwood.  I  would  not  say  so. 

The  Chairman.  Then,  the  prices  that  are  paid  now,  as  I  see  it, 
are  no  evidence  of  what  the  prices  would  be  were  that  the  policy 
among  the  manufacturing  concerns,  both  steel  corporations  and 
others;  is  not  that  true? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  Now,  what  I  am  trying  to  get  at  is,  if  these  con- 
cerns have  never  gotten  this  ore,  if  these  ores  were  now  held  by  men 
like  yourself  in  the  ore  selling  business,  and  one  man  had  250,000,000 
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tons,  and  somebody  else  had  250,000,000  tons,  and  another  man 
had  300,000,000  tons,  and  so  on,  and  there  were  fifty  different 
concerns  in  the  region,  each  having  ore  for  sale,  do  you  think  you 
would  have  this  enormous  increase  in  the  value  of  ore  leases  ? 

Mr.  Sellwood.  I  think  so;  but  there  is  one  question  that  I  do  not 
beheve  is  thoroughly  understood,  and  that  is  that  all  the  ore  was  not 
found  at  once.  They  have  been  finding  ore  right  along,  up  to  the 
last  two  or  three  years. 

The  Chairman.  That  would  tend  to  decrease,  rather  than  increase, 
the  price,  would  it  not? 

Mr.  Sellwood.  Well,  yes. 

The  Chairman.  If,  for  instance,  the  Steel  Corporation  should  deter- 
mine to  increase  its  holdings,  if  possible,  four  orfive  hundred  milhon  tons, 
and  would  appropriate  two  or  three  miUion  dollars  or  twenty  milUon 
dollars  for  the  purpose  of  exploring  it  in  the  Marquette  and  Menomenee 
regions,  or  wherever  there  was  any  indication  of  it,  untU  they  got 
beyond  the  region  where  ore  could  be  expected,  and  they  should 
drill  all  over  the  Superior  district  until  they  could  determine,  as  it 
could  be  determined,  that  there  was  no  more  ore  there,  would  not 
that  have  the  effect  of  vastly  increasing  the  value  of  the  ore  then 
visible  1 

Mr.  Sellwood.  Yes;  but  you  could  not  do  it  that  way.  As  an 
independent  operator  within  the  last  three  or  four  years,  I  have 
leased  two  properties,  one  for  85  cents  a  ton,  with  a  minimum  royalty 
of  100,000  tons  a  year,  of  Bessemer  ore,  and  I  have  taken  another 
nune  of  non-Bessemer  ore,  at  75  cents.  There  are  several  furnace 
men  who  do  not  have  any  ore  at  aU.  We  buy  those  properties 
and  mine  and  sell  them  the  ore.  All  of  the  ore  is  not  held  by  the 
manufacturers  by  a  good  deal. 

The  Chairman.  Well,  I  know  that,  but  there  is  some  ore  in  the 
region  that  is  now  on  the  market,  just  like  corn  or  cabbage  or  any- 
thing else. 

Mr.  Sellwood.  I  bought  a  property  three  years  ago  that  was 
explored  about  ten  years  ago,  and  they  have  always  held  it  at  75 
cents,  and  nobody  would  pay  it;  but  I  took  it  three  years  ago. 

Mr.  Gardner.  Mr.  Sellwood,  if  these  Lake  Superior  ore  mines  were 
owned  by  a  hundred  different  mines,  and  they  were  aU  competing  to 
lease  their  mines  on  a  royalty  to  miners — do  you  get  the  proposition  ? 

Mr.  Sellwood.  So  far. 

Mr.  Gardner  (continuing).  Do  you  think  the  leased  value  of  those 
mines  you  have  spoken  of,  the  royalty  lease  value  of  85  cents,  would 
be  85  cents  and  75  cents  ? 

Mr.  Sellwood.  Not  all  of  them. 

Mr.  Gardner.  Well,  the  ones  you  have  leased  for  85  cents. 

Mr.  Sellwood.  Yes,  sir;  because,  at  the  time  I  got  them,  I  could 
mine  the  ore,  pay  the  freight,  pay  a  royalty,  and  make  a  little  money 
out  of  it. 

Mr.  Gardner.  On  account  of  the  price  of  the  ore  ? 

Mr.  Sellwood.  On  account  of  the  price  of  the  ore. 

Mr.  Gardner.  On  account  of  the  price  of  the  ore  being  so  high. 

Mr.  Sellwood.  We  are  just  as  low  now.  We  are  selling  that  non- 
Bessemer  ore  this  year  at  $2.85,  and  pay  75  cents  royalty. 

Mr.  Young.  It  seems  to  me  there  was  something  that  was  over- 
looked by  everybody,  Mr.  Sellwood,  but  I  would  like  to  hear  what 
you  were  going  to  say. 
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]\Ir.  Sellwood.  I  took  an  illustration  just  now.  You  paid  50 
cents  a  ton  for  100,000,000  tons  of  ore,  and  the  interest  on  that  would 
be  about  $3,000,000.  Now,  you  have  got  to  get  back  your  $50,000,000 
that  you  paid,  in  order  to  be  even.  That  is  50  cents  a  ton  more,  and 
it  would  cost  you  $3.50  on  a  million  tons  shipped,  to  say  nothing 
about  the  mining  cost  or  freight;  so  that  I  say  the  50  cents  is  a  big 
price  to  pay  for  ore.  Under  the  lease  I  speak  of,  I  only  had  to  pay  a 
royalty  as  I  took  the  ore  out.  There  was  no  money  involved,  and 
no  interest  account. 

The  Chaieman.  If  there  is  no  minimum,  you  can  afford  to  agree 
to  pay  almost  any  royalty  and  trust  to  the  market. 

"Sir.  Sellwood.  I  think  50,000  tons  on  one  and  100,000  on  the  other. 
I  can  sell  at  those  prices  and  get  out  about  even,  because  we  have  a 
20  per  cent  reduction  in  the  freight  this  year. 

]\Ir.  Young.  Now,  I  hold  in  my  hand  No.  52  of  our  hearings.  On 
page  3483  begins  an  article  entitled  ' '  Iron  ore,  pig  iron,  and  steel,  by 
Ernest  F.  Burchard."  At  page  3497  there  is  a  report  of  the  Geological 
Survey,  and  a  part  of  that  article  shows  a  table  of  "Production  of  Lake 
Superior  iron  ore,  1854-1910,  by  ranges,  in  long  tons."  In  1903,  the 
year  about  which  we  have  been  talldng,  I  find  that  the  entire  pro- 
duction of  the  Lake  Superior  region  was  6,594,620  tons. 

Mr.  Sellwood.  I  would  like  to  ask  you,  Mr.  Young,  if  the  first 
year's  shipment  of  the  Mesabi  is  in  that. 

Mr.  Young.  29,245  tons. 

Mr.  Sellwood.  Yes,  sir. 

-Mr.  Young.  That  was  two  or  three  years  before  that. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  Now,  in  1910,  the  total  shipments  from  that  region 
were  46,328,743  tons. 

Mr.  Sellwood.  From  the  Lake  Superior  district  ? 

Mr.  Young.  From  the  Lake  Superior  district.  These  are  not  ship- 
ments; these  are  productions.     That  includes,  of  course,  the  ore  used. 

Mr.  Sellwood.  This  is  production;  not  shipment. 

Mr.  Young.  No;  not  shipments.     I  am  giving  you  production. 

Mr.  Sellwood.  That  is  right. 

Mr.  Young.  Do  you  think  that  the  increase  in  production  in  those 
years  from  6,594,000  tons  to  46,000,000  tons  would  have  any  ten- 
dency at  all  to  increase  the  value  of  the  ore  ? 

Mr.  Sellwood.  No;  because  they  shipped  altogether  too  much  in 
that  year. 

j\Ir.  Young.  No ;  but  when  the  demand  in  these  years  had  increased 
so  that,  instead  of  taking  6,000,000  tons,  they  took  46,000,000  tons 

Mr.  Sellwood.  Now,  I  understand  your  question. 

Mr.  Young.  And  you  are  getting  your  reserves  out  in  the  mean- 
time. 

^Ir.  Sellwood.  Yes. 

Mr.  Young.  So  that  you  know  something  about  what  there  is. 
Do  you  think  that  would  have  any  tendency  to  raise  the  price  ? 

yir.  Sellwood.  It  did. 

^Ir.  Young.  Do  you  think  it  would  have  done  that  whether  these 
ores  had  been  in  a  nixmber  of  hands  ?  Do  you  think  it  would  have  the 
same  tendency? 

Mx.  Sellwood.  Yes,  sir.  In  1911,  you  come  down  to  30,000,000 
tons,  and  the  price  was  50  cents  a  ton  less  on  all  grades  of  ore.     For 
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1912,  I  estimate  that  the  shipments  will  be  no  larger  than  for  last 
year,  and  our  price  is  about  60  to  65  cents  less  than  it  was  last  year; 
so  that  the  price  of  ore  for  1912  is  from  11.10  to  $1.15  less  than  it  was 
in  1910. 

Mr.  Young.  Now,  here  is  another  thing.  I  find  that  the  average 
price  of  old  range  Bessemer — I  take  these  because  I  can  carry  them 
back 

Mr.  Sellwood.  Yes. 

Mr.  Young.  The  average  price  of  old  range  Bessemer  for  the  10 
years  ending  1910,  which  embraces  the  10  years  of  the  Steel  Corpora- 
tion at  the  Lake  Erie  ports,  was  $4.23.  That  is  an  average  for  10 
years. 

Mr.  Sellwood.  Bessemer  ore  ? 

Mr.  Young.  Bessemer  ore. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  From  the  old  ranges  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  For  the  10  years  previous  the  average  price  of  those 
ores  was  $3.63  at  the  Lake  Erie  ports. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Young.  And  for  the  10  years  previous  to  that  the  average 
price  was  $6.08  per  ton. 

Mr.  Sellwood.  Yes.  Well,  the  reduction  in  the  10  years  prior 
came  in  when  the  Mesabi  Range  came  in,  and  the  panic 

Mr.  Young.  Yes. 

Mr.  Sellwood.  That  showed  up  more  and  more  on  the  Mesabi 
Range  than  the  whole  Lake  Superior  district,  and  there  was  no  market 
for  it  all. 

Mr.  Young.  Now,  this  average  increase  in  the  last  10  years  above 
the  10  years  previous  to  that  was  from  $3.63  to  $4.23,  and  is  accounted 
for  by  changed  business  conditions  and  increased  demand,  or  do  you 
think  we  must  look  to  the  organization  of  the  steel  company  and  the 
concentration  of  ores  in  a  few  hands  to  account  for  that  increase  of 
60  cents  1 

Mr.  Sellwood.  No;  I  do  not  think  so. 

Mr.  Gardner.  Let  me  put  the  question  in  another  way. 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Suppose  you  increase  the  demand  for  iron  ore  and 
you  do  not  increase  the  amoimt  of  iron  ore  in  the  ground,  is  it  not 
likely  that  the  price  of  iron  ore  is  going  to  go  up  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  But  is  it  not  possible  that,  although  the  price  of 
iron  ore  has  very  naturally  increased  very  much,  it  also  has  been 
artificially  increased  by  the  concentration  of  the  ownership  of  those 
ore  lands  in  a  few  hands  ? 

Mr.  Sellwood.  I  would  not  say  that  was  so,  Mr.  Gardner. 

Mr.  Gardner.  That  is  what  I  wanted  to  get  at. 

Mr.  Sellwood.  No;  I  would  not  think  so.  Take  it  for  10  years 
prior  to  the  organization  of  those  people  and  you  found  a  wonderful 
amount  of  ore;  in  1903,  in  1904,  1905,  1906  you  had  a  panic  and  your 
prices  were  all  low.     Mr.  Young  will  give  you  those  prices. 

Mr.  Young.  $3.63  was  the  average  for  the  10  years  of  old  range 
Bessemer. 
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Mr.  Sell  WOOD.  Yes;  but  look  at  the  drop  it  took  in  1904,  1905, 
and  1906,  the  first  three  years  that  the  Mesabi  Range  opened.  They 
did  not  ship  a  ton  of  non-Bessemer. 

Mr.  Reed.  You  mean  1893,  do  you  not  >. 

Mr.  Sellwood.  Yes. 

The  Chairman.  Suppose  600,000,000  bushels  of  wheat  were  on 
the  market  and  I  go  out  and  buy  300,000,000  bushels  of  that  wheat 
and  take  it  off  the  market,  do  you  think  that  would  affect  the  price 
of  the  other  300,000,000  bushels « 

Mr.  Sellwood.  It  certainly  would. 

The  Chairman.  In  some  years  there  are  2,000,000,000  bushels  of 
corn  raised  in  the  United  States.  If  I  buy  half  of  that  corn  and  take 
it  off  the  market,  would  not  that  affect  the  price  of  the  other  half  ? 

Mr.  Sellwood.  Yes. 

The  Chairman.  If  there  are  1,000,000,000  tons  of  ore  or 
500,000,000  tons  of  ore  on  the  market  in  the  hands  of  people  who 
must  sell  it,  because  they  can  not  use  it  for  manufacturing  purposes, 
they  can  not  utihze  it  any  more  than  they  could  utilize  so  much  tobacco, 
and  if  I  took  half  of  that  ore  off  the  market  would  not  the  price  on  the 
balance  follow  the  same  law  as  we  have  on  corn  or  any  other  com- 
modity ? 

Mr.  Sellwood.  It  is  a  different  proposition  entirely. 

The  Chairman.  Wherein  is  it  different  from  any  other  commodity 
offered  for  sale?     How  does  it  escape  the  law  of  supply  and  demand? 

Mr.  Sellwood.  Nobody  ships  more  ore  than  there  is  a  market  for, 
and  pays  $2  or  $3  a  ton  for  mming  and  freight. 

The  Chairman.  I  understand  that  thoroughly;  but  if  there  are  50 
people  with  property  to  supply  a  given  market  and  you  reduce  the 
number  to  5  to  supply  that  given  market,  don't  you  think  that  will 
affect  the  price  ? 

Mr.  Sellwood.  Yes;  but  your  price  is  governed  entirely  by  the 
consumption  of  the  ore.  During  the  last  two  years  the  furnace 
men  have  not  been  running  their  furnaces,  except  the  United  States 
Steel  Corporation. 

The  Chairman.  Yesj  but  the  price  of  wheat  is  governed  in  the  same 
way.  In  prosperous  times  people  eat  more  bread;  they  feed  more 
cattle,  and  the  price  of  corn  goes  up.  Now,  take  a  normal  year, 
to-day;  do  you  mean  to  say  that  if  you  should  have  10  times  as 
many  people  on  the  range  to-day  offering  ore  for  sale  as  are  offering 
it  now  it  would  not  affect  the  price  of  the  ore  ? 

Mr.  Sellwood.  Yes,  sir;  it  would. 

The  Chairman.  That  is  what  I  wanted  to  know. 

Mr.  Sellwood.  Yes,  sir;  it  would. 

The  Chairman.  Then  the  removal  of  large  bodies  of  ore  from  the 
market,  other  things  being  equal,  is  bound  to  have  an  effect  on  the 
price  ? 

Mr.  Sellwood.  Yes;  but  the  price  is  so  low  now  that  you  can 
hardly  hve. 

Mr.  Reed.  WiU  the  chairman  not  take  into  consideration  that  the 
largest  purchaser  of  ore  has  been  removed  at  the  same  time  ? 

Mr.  Young.  Now,  right  along  that  line  I  want  to  ask  you  a  ques- 
tion. Take  the  illustration  given  you  by  the  chairman  as  to  wheat. 
He  said  let  us  suppose  that  this  great  body  of  wheat  had  been  taken 
out  of  the  market.     I  wiU  put  it  this  way:  Suppose  that  this  wheat 
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has  been  bought  by  millers  who  proceeded  to  make  it  into  flour  to 
supply  the  demand  for  flour;  do  you  think  that  would  have  a  tend- 
ency to  increase  the  price  of  the  remaining  wheat  ? 

Mr.  Sellwood.  No. 

Mr.  Young.  Is  there  any  use  for  iron  ore  except  to  make  steel 
and  iron  out  of  it  ? 

Mr.  Sellwood.  Not  that  I  know  of. 

Mr.  Young.  Now,  if  the  men  who  have  purchased  these  large  bodies 
of  iron  ore  proceeded  to  supply  the  market  with  iron  and  steel,  will 
that  have  any  tendency  to  increase  the  price  of  the  remaining  ore  ? 

Mr.  Sellwood.  No,  sir. 

Mr.  Young.  When  the  market  is  supplied  already  with  iron  and 
steel « 

Mr.  Sellwood.  No,  sir. 

Mr.  Young.  Of  course,  if  these  men  who  bought  this  ore  then  shut 
down  their  plants  and  stopped  making  iron  and  steel,  so  that  some- 
body else  would  go  into  the  business,  that  would  have  a  tendency 
to  appreciate  the  price  very  greatly,  would  it  not  ? 

Mr.  Sellwood.  It  would.  ' 

The  Chairman.  To  carry  his  illustration  stfll  further:  Suppose 
these  men,  these  millers,  should  buy  one  year  enough  wheat  to  keep 
the  miUs  running  for  40  years,  do  you  think  that  would  have  any 
effect  upon  the  price  of  the  wheat  ? 

Mr.  Sellwood.  That  is  an  extreme;  that  is  a  long  time. 

The  Chairman.  Well;  taking  that  illustration,  do  you  think  that 
would  have  any  effect  upon  the  price  of  wheat  ? 

Mr.  Sellwood.  If  they  locked  it  up  ? 

The  Chairman.  Yes. 

Mr.  Young.  And  did  not  manufacture  it  ? 

The  Chairman.  Manufactured  one-fortieth  of  it. 

Mr.  Young.  Manufactured  all  the  market  needed  ? 

The  Chairman.  Yes. 

Mr.  Sellwood.  I  think  it  would  be  hard  for  people  outside  to  sell 
any  more  of  it. 

The  Chairman.  I  have  another  question  I  was  going  to  ask  you 
after  recess,  Mr.  Sellwood,  but  I  think  I  had  better  ask  it  now. 

In  the  years  1903  and  1904,  what  was  the  character  and  nation- 
ality of  the  laborers  on  the  Mesabi  Range  ? 

Mr.  Sellwood.  They  were  Finns,  Italians,  and  Austrians. 

The  Chairman.  Principally  what  ? 

Mr.  Sellwood.  Austrians,  I  would  say. 

The  Chairman.  What  percentage  were  Finns? 

Mr.  Sellwood.  Oh,  I  would  say  about 

The  Chairman.  The  Finns,  Germans,  and  Austrians  ? 

Mr.  Sellwood.  We  have  very  few  Germans;  but  I  would  say 
about  25  or  30  per  cent  of  Finns  and  Scandinavians;  perhaps  40  per 
cent.  The  balance  are  made  up  of  a  few  Comish,  a  great  many 
Austrians,  and  some 

The  Chairman.  What  percentage  of  Scandinavians  and  Finns  have 
you  on  the  range  now  ? 

Mr.  Sellwood.  I  would  say  from  35  to  40  per  cent. 

The  Chairman.  Yet  ? 

Mr.  Sellwood.  Yes,  sir. 
The  Chairman.  At  this  time  ? 
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Mr.  Sellwood.  Yes. 

The  Chairman.  I  understood  the  Scandinavians  had  all  gone. 

Mr.  Sellwood.  Well,  a  good  many  of  the  Scandinavians  have  gone, 
but  I  do  not  quite  class  the  Finns  with  the  Scandinavians.  There 
are  a  great  many  Finns. 

The  Chaieman.  Still  there? 

Mr.  Sellwood.  Yes,  sir. 

The  Chairman.  We  will  take  a  recess  here  until  2.30  o'clock. 

Whereupon  a  recess  was  taken  until  2.30  o'clock  p.  m. 

AFTER    RECESS. 

The  committee  resumed  its  session  at  2.30  o'clock  p.  m.,  pursuant 
to  the  taking  of  recess. 

STATEMENT  OF  THOMAS  F.  COIE— Continued. 

Mr.  Young.  Mr.  Cole,  the  Steel  Corporation  since  its  organization 
has  expended  many  millions  of  dollars  in  improvements  and  building 
new  plants,  especially  the  new  plant  at  Gary,  has  it  not? 

Mr.  Cole.  Yes,  sir. 

Mr.  Young.  Do  you  think  it  would  have  been  a  safe  proposition 
for  that  company  to  have  expended  those  immense  sums  of  money 
until  it  was  secure  in  its  ore  reserve  ? 

Mr.  Cole.  I  do  not. 

Mr.  Young.  Do  you  think  it  would  be  possible  to  get  money  to 
build  any  steel  plant  in  this  country  now  until  all  parties  investing 
the  money  had  it  assured  that  they  would  have  the  ore  to  carry  on 
their  business  for  a  good  many  years  ? 

Mr.  Cole.  I  believe  they  could  not  secure  the  capital  to  build  a 
plant  of  any  large  size. 

Mr.  Young.  Mr.  Gardner  requested  me  to  ask  you  whether  or  not 
you  agreed  with  Mr.  Sellwood's  statement  when  he  was  on  the  stand, 
that  he  thought  40  cents  a  ton  was  enough  price  for  Bessemer  in  the 
ground  under  average  conditions,  and  if  50  cents  would  be  about  an 
outside  price  for  ore  especially  weU  located.  We  would  hke  to  hear 
your  judgment  on  that  question.     Express  it  in  your  own  way. 

Mr.  Cole.  You  mean  now  for  the  fee  of  the  land  ? 

Mr.  Young.  Yes. 

JMr.  Cole.  Containing  a  good  body  of  Bessemer  ore? 

Mr.  Young.  Yes. 

^Ir.  Cole.  Under  average  conditions  ? 

Mr.  Young.  Yes. 

Mr.  Cole.  As  an  independent  operator  I  should  hesitate  to  pay 
out  a  sum  of  money  equal  to  40  or  50  cents  a  ton  for  iron  ore  in  the 
ground  expecting  to  mine  iron  ore,  ship  it  to  market,  sell  it  and  make 
a  profit,  taking  into  consideration  all  of  the  changes  that  occur  in  the 
steel  trade  over  a  period  of  years. 

Mr.  Bartlett.  That  is,  at  50  cents  a  ton  ? 

Mr.  Cole.  At  50  cents  a  ton. 

Mr.  Danforth.  Why  don't  you  get  in  that  same  consideration 
what  he  would  consider  a  fair  fee  price  ? 

Mr.  Young.  Yes.     What  do  you  consider  is  a  fair  price  for  the  fee? 

Mr.  Bartlett.  You  say  you  would  hesitate  to  pay  that  much? 
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Mr.  Cole.  Yes. 

Mr.  Young.  Yes.  He  said  as  an  independent  operator  he  would 
hesitate  to  pay  as  high  as  50  cents  a  ton. 

Wbat  do  you  think  would  be  a  fair  price  for  the  fee  of  Bessemer 
ore  under  average  conditions  as  it  Ues  on  the  Missabi  Range  ? 

Mr.  Cole.  I  would  be  wilUng  to  undertake  to  secure  the  capital 
and  pay  a  sum  equal  to  35  cents  per  gross  ton,  with  a  view  of  mining 
and  marketing  that  ore. 

Mr.  Bartlett.  When  you  say  per  gross  ton  what  do  you  mean  ? 

Mr.  Young.  He  means  2,240  pounds. 

Mr.  Baktlett.  A  long  ton  ? 

Mr.  Young.  Yes.     What  would  you  consider  a  fair  royalty  ? 

Mr.  Cole.  I  would  be  willing  to  pay  65  cents  a  ton  royalty  for  an 
exceptionally  good  deposit  of  that  Bessemer  ore  located  under  aver- 
age conditions  on  the  Mesabi  Range. 

Mr.  Bartlett.  You  consider,  then,  a  difference  between  buying 
the  fee  ore  and  buying  the  royalty,  about  that  per  cent  ? 

Mr.  Cole.  Yes,  sir;  provided  the  ore  deposit  could  be  worked  out 
within  a  term,  say,  of  six  or  eight  years. 

Mr.  Reed.  35  and  65,  you  said. 

Mr.  Young.  35  and  65 — 35  for  purchase  and' 65  for  royalty. 

Mr.  Bartlett.  There  would  be  a  difference  of  30  cents  between 
buying^  the  ore  in  fee  and  buying  the  royalty  1 

Mr.  Young.  Yes.  In  addition  to  the  question  of  interest,  is  there 
not  a  great  advantage  in  the  lease  system,  as  leases  are  drawn  on  Lake 
Superior,  because  of  the  right  of  the  lessee  to  throw  up  the  lease  on  a 
few  months'  notice,  so  that,  for  instance,  in  a  bad  year  if  he  got  in 
a  corner  he  could  escape  his  liability. 

Mr.  Cole.  It  is  an  advantage. 

Mr.  Young.  Does  not  that  put  him  in  a  much  stronger  position  ? 

Mr.  Cole.  It  does. 

Mr.  Young.  Have  you  any  knowledge  of  the  southern  ore  deposit  ? 

Mr.  Cole.  Only  through  reading  reports.  I  have  never  personally 
visited  any  of  them. 

Mr.  Young.  Are  you  familiar  with  any  of  the  other  ore  deposits  of 
the  United  States  except  those  of  which  you  have  spoken  ? 

Mr.  Cole.  I  have  visited  iron  mines  in  the  Lake  Champlain  district, 
New  York  State. 

Mr.  Young.  The  Sherman  Co.  mines  ? 

Mr.  Cole.  I  have  never  visited  their  mines  at  Mineville,  but  I  have 
visited  mines  on  the  other  side  of  the  lake — the  west  side  of  Lake 
Champlain,  the  Lyon  Mountain  district. 

Mr.  Young.  What  is  the  character  of  the  deposit  there,  the  char- 
acter of  the  ore  ? 

Mr.  Cole.  Magnetic  ore. 

Mr.  Young.  What  grade  ? 

Mr.  Cole.  It  is  low-grade  ore.  The  merchantable  product  is 
secured  by  passing  the  crude  ore  through  a  concentrating  mill  and 
securing  the  rich  magnetype,  which  gives  a  very  rich  product  of  iron 
ore. 

Mr.  Young.  Is  that  so  located  that  these  mines  can  be  operated 
and  the  ore  sold  at  a  profit  in  the  eastern  market  ? 

Mr.  Cole.  I  believe  in  normal  times  the  ores  can  be  marketed  at  a 
profit. 
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Mr.  Young.  You  have  never  examined  the  district  on  the  other 
side  or  around  MiaevUle  ? 

Mr.  Cole.  I  have  not,  but  I  understand  they  have  more  direct 
shipping  ores  there,  ores  that  do  not  have  to  be  treated. 

Mr.  Young.  Did  you  examine  this  district  to  the  west  of  Lake 
Champlain  enough  to  form  any  idea  of  how  much  ore  there  was  there  ? 

Mr.  Cole.  It  would  be  a  guess  at  best.  I  judge  from  the  shape  of 
the  formation  there,  the  geological  conditions,  that  there  evidently 
was  a  very  large  tonnage  of  crude  ore,  aU  of  which  would  have  to  be 
taken  out  and  concentrated  before  it  would  be  merchantable. 

Mr.  Young.  Do  you  know  about  what  the  cost  of  the  concentration 
is? 

Mr.  Cole.  I  can  not  tell  you. 

Mr.  Danfoeth.  Can  not  that  ore  reach  the  Lakes  through  the  canal 
from  Lake  Champlain,  or  is  that  canal  only  in  process  of  construc- 
tion? 

Mr.  Cole.  They  would  have  to  go  through  the  small  canal  up  to  the 
St.  Lawrence  River,  and  then  up  the  St.  Lavirence  through  the 
Welland  to  get  up  into  Lake  Erie. 

Mr.  Danfoeth.  I  think  that  ore  does  come  to  Charlotte,  on  Lake 
Ontario,  now. 

Mr.  Cole.  Possibly  it  does;  undoubtedly  it  would  be  shipped  there 
by  rail. 

Mr.  Danfoeth.  No;  I  think  it  comes  by  boat. 

Mr.  Cole.  By  boat? 

Mr.  Danfoeth.  I  think  so. 

Mr.  Cole.  The  canal  from  Lake  Champlain  north  to  the  St.  Law- 
rence is  very  small. 

Mr.  Danfoeth.  Well,  the  boats  on  Lake  Ontario  are  pretty  small 
compared  with  the  western  boats.  Those  boats  come  down  into 
Lake  Ontario,  and  that  ore  for  a  good  many  years,  I  think,  has  been 
sent  to  Charlotte. 

Mr.  Young.  You  spoke  of  a  very  large  tonnage.  Could  you  give 
any  rough  estimate  so  as  to  give  us  an  idea  of  whether  that  means 

Mr.  Cole  (interposing).  Oh,  I  would  judge  from  the  general 
geological  conditions  there  and  from  what  knowledge  I  have  gleaned 
through  conversations  with  those  who  are  familiar  with  the  district  on 
the  east  shore  of  Lake  Champlain,  that  there  undoubtedly  can  be 
secured  a  very  large  tonnage  of  iron  ore  from  that  country,  covering 
a  period  of  the  next  one  hundred  to  one  hunderd  and  fifty  or  two 
hundred  years.  It  would  take  a  long,  long  time  to  exhaust  the 
deposit. 

Mr.  Young.  Running  into  several  hundred  millions  of  tons  ? 

Mr.  Cole.  I  would  not  want  to  say  more  than  a  hundred  millions 
tons,  Mr.  Young.  One  hundred  million  tons  is  a  very  large  amount  of 
ore.  I  know  myself  what  approximately  a  pUe  of  iron  ore  containing 
500,000  tons  is.  I  can  judge  pretty  accurately  a  pile  containing  that 
q^uantity  of  iron  ore,  and  then  I  have  a  little  conception  of  what  20 
times  that  pUe  is.  Therefore,  I  have  some  little  conception  of  what 
a  hundred  million  tons  means,  having  dealt  in  the  movement  of  iron 
ore  in  large  quantities.  A  hundred  million  tons  of  ore  is  a  very  large 
amount.     I  should  say  the  district  will  produce  that  eventually. 

The  Chaieman.  The  Lake  Champlain  district  ? 

Mr.  Cole.  Yes,  sir;  both  east  and  west  of  the  lake. 
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Mr.  Reed.  The  Delaware  &  Hudson  Co.  claim  to  own  something 
like  500,000,000  tons,  do  they  not,  in  Lyon  Mountaia? 

Mr.  Cole.  I  do  not  know  w-hat  their  claim  is. 

Mr.  Reed.  You  are  skeptical  of  it  anyway  if  it  is  that  big  ? 

Mr.  Young.  What  other  places  are  there  m  the  United  States 
except  those  that  you  have  mentioned,  the  Champlaia  district,  the 
southern  field,  Utah,  and  the  Lake  Superior  district,  where  there  are 
large  bodies  of  ore  known  to  exist  ? 

Mr.  Cole.  The  geologists  report  that  there  is  a  yery  large  tonnage 
of  iron  ore  in  the  State  of  Texas.  They  are  to-day  mining  and  smelt- 
ing some  of  that  ore,  I  believe,  in  Jefferson  County,  Tex.  It  is  a  flat 
seam  of  ore  that  is  claimed  will  produce  500,000,000  or  600,000,000 
tons  of  ore  eventually. 

The  Chairman.  That  is  all  guesswork  ? 

Mr.  Cole.  Well,  it  extends  over  a  very  large  area,  Mr.  Chairman, 
and  it  is  of  such  a  nature  that  it  is  very  continuous  and  rocky,  similar 
to  the  ore  beds  in  the  Southern  Appalachian  district.  According  to 
the  best  idea  of  the  engineers  and  geologists  who  have  examiaed  the 
whole  area,  they  think  that  over  500,000,000  tons  of  ore  will  even- 
tually be  secured  from  that  territory. 

Mr.  Bartlett.  You  speak  about  the  Southern  Appalachian  dis- 
trict.    Do  you  include  the  Birmingham  district  in  that  ? 

Mr.  Cole.  That  is  a  part  of  it;  yes,  sir. 

Mr.  Bartlett.  Is  there  not  some  ore  in  the  northwestern  part  of 
Georgia  ? 

Mr.  Cole.  There  is  a  similar  deposit  of  iron  ore  in  the  State  of 
New  York,  the  Clinton  ore  bed  in  the  western  part  of  the  State  of 
New  York.  I  believe  the  State  geologist  of  that  State  estimates  that 
there  is  about  500,000,000  tons  of  ore  in  that. 

Mr.  Bartlett.  Has  it  been  developed  any  ? 

Mr.  Cole.  It  is  hardly  merchantable  to-day.  It  will  cost  more  to 
secure  it  than  it  cost  to  secure  the  ores  that  are  being  marketed  to-day. 
But  when  the  time  comes  that  the  price  of  steel  will  advance  to  a 
point  sufficient  to  warrant  the  mining  of  these  ores  they  wUl  all  be 
mined  and  utilized. 

Mr.  Bartlett.  What  part  of  New  York  did  you  say  that  is  ? 

Mr.  Cole.  In  the  western  part  of  the  State. 

Mr.  Bartlett.  Is  that  the  place  where  Edison  undertook  to 
develop  by  means  of  electrical  arrangement 

Mr.  Cole.  No.  That  was  the  magnetic  district  in  New  Jersey, 
where  he  erected  that  very  large  and  expensive  concentrating  plant 
and  where  he  did  some  magnificent  work  in  the  way  of  devising  ore- 
grinding  machinery. 

Mr.  Bartlett.  Is  that  stiU  in  operation  ? 

Mr.  Cole.  No,  sir.  He  found  that  he  could  not  do  the  work  and 
market  the  ore  at  a  commercial  profit,  while  the  competition  from  the 
Lake  Superior  ores  and  the  ores  in  other  parts  of  the  country  was  as 
severe  as  it  has  been. 

Mr.  Bartlett.  There  was  an  account  of  that  which  I  read  when 
it  first  started,  and  it  was  a  very  wonderful  arrangement,  I  thought. 

Mr.  Cole.  This  is  digressing,  and  I  do  not  know  that  you  want  it, 
but  the  work  he  did  there  was  very  beneficial  in  other  ways,  in  the 
mining  of  other  material.  Take  the  Portland  cements,  for  one 
thing;  and  while  it  was  not  beneficial  for  the  people  of  this  country 
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in  the  making  of  the  ores  available  down  there,  yet,  notwithstanding, 
it  was  of  great  benefit  to  the  people  of  the  country  in  the  interior 
territory  in  other  pursuits.  His  work  has  been  most  wonderfully  use- 
ful to  the  people  of  this  country. 

Mr.  Bartlett.  Could  an  arrangement  like  that  be  put  into  opera- 
tion to  mine  ores  elsewhere  ? 

Mr.  Cole.  I  believe  when  the  time  comes.  Judge,  that  the}-  wUl 
take  our  large  reserves  of  low-grade  ores  in  the  Lake  country  and  find 
some  successful  way  of  concentrating  them  to  make  them  commer- 
cially valuable,  and  so  that  they  can  be  utilized  and  produce  steel  at 
a  reasonable  cost. 

When  the  necessity  arises  these  things  will  be  done.  The  western 
Missabe  district  has  ores  of  lower  grade,  out  of  the  same  part  of  the 
district.  The  iron  ore  is  intercalated  with  seams  of  sand,  and  sand 
and  silicious  material  exist  through  the  ore  bodies  ua  many  places. 

When  it  became  necessary  to  take  that  part  of  the  Missabe  district 
and  mine  the  ores  and  try  to  get  a  merchantable  product,  we  found  a 
way  of  concentrating  all  right. 

The  Chairman.  Is  it  not  true  you  have  takonite  piled  up  in  the 
mountains  which  contains  a  higher  grade  of  iron  ore  than  a  great  deal 
of  iron  ore  in  the  Appalachian  district  or  in  the  Lake  Champlain  dis- 
trict ? 

Mr.  Cole.  Not  a  higher  grade. 

The  Chairman.  Higher  in  iron. 

Mr.  Cole.  But  the  vitiating  element  of  silica  is  there. 

The  Chairman.  The  iron  contents. 

Mr.  Cole.  There  is  undoubtedly  quantities  of  takonite  on  the  Me- 
sabi  Range  that  has  more  of  the  iron  element  than  the  ores  of  the 
Appalachian  Range. 

The  Chairman.  And  that  ore  is  piled  up  waiting  until  it  can  be 
concentrated. 

Mr.  Cole.  Yes,  sir. 

Mr.  Danforth.  In  connection  with  this  New  York  proposition, 
I  want  to  find  out  where  this  Clinton  deposit  is.  You  say  the  western 
part  of  New  York.     Do  you  mean  Clinton  County* 

Mr.  Cole.  Mr.  Echols,  who  is  here,  is  ageologist,  and  he  will  tell. 

Mr.  Echols.  It  reaches  from  Utica  to  Wayne  County,  near  Roch- 
ester.    It  is  above  Charlotte. 

Mr.  Danforth.  It  comes  out  on  tlie  Lake  at  Barnersville  ? 

Mr.  Echols.  Yes. 

ilr.  Cole.  There  is  an  extensive  bed  there.  I  do  not  know  just 
the  location.  But  the  State  geologist  has  reported  a  large  tonnage 
of  ore. 

Mr.  Young.  Do  you  know  anything  about  these  New  Jersey  ores  ? 

Mr.  Cole.  I  do  not. 

Mr.  Young.  Those  ores  were  worked  in  the  very  early  da3's,  some 
of  them,  before  the  Revolutionary  War,  when  the  iron  business  was 
carried  on  in  a  very  primitive  way,  in  little  furnaces. 

Mr.  Cole.  Yes.  Speaking  of  the  finding  of  ore  deposits  and  the 
working  of  them,  there  is  a  little  mine  up  m  the  northwest  corner  of 
the  State  of  Connecticut  that  is  being  operated  to-day,  taking  out  the 
ore  and  shipping  it  over  to  furnaces,  hauling  it  in  carts;  and  that 
mine  was  worked  in  Revolutionary  times. 

^Ir.  Young.  That  is  still  being  worked  '. 
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Mr.  Cole.  Yes. 

Mr.  Bartlett.  Down  here  in  Virginia,  Washington ,  had  a  little 
place,  where  he  undertook  to  make  iron,  did  he  not?  In  the  verj' 
early  days  ? 

Mr.  Young.  When  we  were  on  the  Cuban  situation,  I  asked  you  a 
question  as  to  the  cost  of  mining.  We  turned  off  onto  something 
else  and  I  do  not  remember  that  it  was  answered.  What  would  you 
judge  that  ore  could  be  mined  for  on  the  north  coast  ?  I  think  you 
did  tell  us  about  10  cents,  for  loading  the  cars. 

Mr.  Cole.  Ten  cents  would  be  an  outside  figure  for  the  cost  of 
loading  it  into  the  railroad  car's. 

Mr.  Young.  And  what  would  it  cost  to  get  that  into  a  vessel  from 
the  mine  ? 

Mr.  Cole.  The  distance  is  very  short.  Of  course  you  would  have 
to  build  machinery  or  ore  docks  to  take  it  from  the  railroad  cars  and 
deposit  it  in  the  vessels.  Ore  dock  structures  are  very  costly  affairs. 
The  interest  charge  on  the  property  would  be  considerable.  Other 
machinery,  operating  clams,  could  take  the  ore  from  the  railroad  cars 
and  deposit  it  in  the  hold  of  the  vessel,  and  it  could  be  erected  for 
less  naoney. 

I  should  say  for  many  years  the  cost  would  not  exceed  15  cents 

Eer  ton  for  transportation  and  handling  it,  transmitting  it  into  the 
olds  of  ships. 

Mr.  Young.  So  you  could  put  that  ore  in  the  ships  in  the  harbor 
for  about  25  cents  a  ton  in  its  raw  condition? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  How  nauch  would  you  have  to  expend  in  the  way 
of  railroad  construction,  ore  docks,  and  so  on,  to  be  able  to  secure  a 
plant  that  would,  say,  supply  15,000,000  tons  a  year  from  those 
mines;  that  is,  to  load  15,000,000  tons  a  year  at  the  seaboard,  at 
tidewater  ? 

Mr.  Cole.  The  railway  part  of  it  would  practically  be  yards,  sort- 
ing yards  or  yards  to  accommodate  trains  of  loaded  cars  and  empties 
being  made  up  to  go  back  to  the  point  where  they  would  be  loaded, 
for  it  would  be  only  a  few  miles  from  the  mines  down  to  the  point 
where  the  ore  would  be  transshipped  or  transferred  into  the  steamer. 

The  Chairman.  How  far  are  those  mines  from  tidewater  ? 

Mr.  Cole.  In  some  places  the  mines  are  found  very  close  to  the 
sea,  within  a  mile  or  a  mile  and  a  half. 

The  expensive  part  of  the  equipment  would  be  in  the  shape  of 
bridges  and  traveling  cranes,  on  which  the  clams  would  be  operated, 
to  lift  the  ore  up  and  run  it  out  onto  the  ships  or  ore  docks.  I  am 
inclined  to  the  opinion  that  to  handle  that  tonnage  you  would  have  to 
provide  an  initial  investment  of  close  to  five  millions  of  dollars. 

Mr.  Young.  I  think  that  is  about  all  I  care  to  ask. 

Mr.  Reed.  May  I  suggest  a  question  at  that  point  ? 

Mr.  Young.  Certainly. 

Mj.  Eeed.  In  regard  to  these  ores  in  Utah,  Cuba,  and  Brazil,  per- 
haps Mr.  Cole  could  tell  us  whether  the  Steel  Corporation  ever  made 
any  effort  to  acquire  ores  or  to  control  or  get  a  large  part  of  those  ore 
beds. 

Mr.  Young.  Yes.     Do  you  know  anything  about  that,  Mr.  Cole  ? 

Mr.  Cole.  The  Steel  Corporation  through  its  subsidiary,  the  Oliver 
Iron  Mining  Co.,  had  examinations  of  ore  beds  in  Utah  made,  but 
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did  not  feel  justified  at  this  time  in  buying  any  at  that  point.  They 
also  had  made  an  examination  of  the  ore  beds  in  Brazil,  but  did  not 
make  any  investments  there  at  the  time.  ■  They  have  secured  some 
ore  in  Cuba,  but  just  what  tonnage  I  am  unable  to  say. 

Mr.  Keed.  Relatively  small,  is  it  not  ? 

Mr.  Cole.  I  believe  so. 

The  Chairman.  Was  it  a  lease  or  the  purchase  of  the  fee  hold  ? 

Mr.  Cole.  In  Cuba  ? 

The  Chairman.  Yes. 

Mr.  Cole.  AU  the  owners  there  at  the  present  time  own  the  fee,  I 
behave.  There  may  be  a  very  small  area  leased,  but  I  believe  the 
major  portion  of  that  is  owned  in  fee. 

The  Chairman.  What  did  you  pay  for  it,  when  you  acquired  it 
for  the  Steel  Corporation  ?     What  did  the  fee  hold  cost  j^ou  per  ton  ? 

Mr.  Cole.  Well,  the  ore  has  been  secured  from  private  owners 
down  there  or  from  the  Cuban  Government  direct.  I  do  not  believe 
there  has  been  any  transaction,  a  sale  of  the  ores,  to  any  extent, 
unless  possibly  Mr.  Schwab  made  some  purchases  down  there,  at  less 
than  a  cent  a  ton  for  the  fee. 

The  Chairman.  Do  you  know  what  you  paid  a  ton  for  the  Steel 
Corporation  ? 

Mr.  Cole.  I  do  not.     They  secured  those  after  I  left  their  employ. 

Air.  Bartlett.  Where  were  these  cent  a  ton  ores  secured — in  this 
same  region  you  speak  of? 

Mr.  Cole.  Yes,  sir.  I  do  not  know,  but  I  believe  the  Steel  Corpora- 
tion explored  for  their  ores  down  there,  found  them,  and  secured  a 
title  to  them  from  the  Cuban  Government.  I  think  that  was  so,  but 
I  am  not  sure  about  it. 

The  Chairm.^n.  Do  you  know  what  they  paid  the  Cuban  Govern- 
ment? 

Mr.  Cole.  I  do  not. 

The  Chairman.  Some  few  years  ago,  or  a  couple  of  years  ago,  in 
1909  I  tliink  it  was,  the  Geological  Survey  issued  a  little  bulletin  on 
Cuban  ores  in  wjucli  they  made  the  statement  that  the  Spanish- 
American  Co.  bought  their  ore  lands  at  $2.47  a  hectare,  and  that  as 
an  additional  inducement  for  them  to  take  them,  the  lands  were 
exempted  from  taxation  for  a  certain  number  of  years.  I  know 
nothing  about  the  reliability  of  this  information.  I  know  it  was 
published  in  the  Geological  Survey. 

Mr.  Gardner.  You  were  here  yesterday  when  Mr.  SeUwood  was 
testifying  as  to  the  ore  resources  of  the  United  States  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Gardner.  He  testified  that  in  his  opinion  there  were 
250,000,000  tons  of  merchantable  ore  in  California.  Would  that  be 
about  your  opinion  ? 

Mr.  Cole.  I  am  totally  unfamiliar  with  the  extent  of  the  ore 
deposits  in  California,  Mr.  Gardner. 

Mr.  Gardner.  All  right.  Now,  then,  in  New  Mexico  he  estimated 
it  at  a  hundred  millions.     Do  you  know  anything  about  New  Mexico  ? 

Mr.  Cole.  I  know  the  location  from  which  the  Colorado  Fuel  & 
Iron  Co.  is  deriving  their  ores  at  the  present  time. 

Mr.  Gardner.  Can  you  give  any  estimate  as  to  the  amount  of 
merchantable  ore  in  New  Mexico? 
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Mr.  Cole.  I  am  unfamiliar  with  the  magnitude  or  tlie  extent  of 
the  deposits.     Therefore,  I  would  hardly  care  to  estimate  or  guess. 

Mr.  Gardner.  He  estimated  50,000,000  in  Texas.  Have  you  any 
comment  to  make  on  that  ? 

Mr.  Cole.  I  believe  there  is  a  very  much  larger  tonnage  in  Texas. 
From  the  reports  I  know  of  I  should  saytherewere  between  500,000,000 
and  600,000,000  tons. 

Mr.  Gardner.  You  estimate  500,000,000  instead  of  50,000,000  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Keed.  Of  course,  Mr.  Gardner,  that  is  not  a  contradiction  of 
what  Mr.  Sellwood  said. 

Mr.  Gardner.  I  quite  understand.  And  I  am  not  asking  him  for 
any  such  purpose  as  that;  I  am  not  trying  to  do  that,  I  am  trying 
to  get  by  a  precipitate  of  various  men's  evidence  what  the  best  testi- 
mony is  as  to  the  ore  resources  of  the  Western  Hemisphere. 

As  to  the  New  York  deposits,  Mr.  Sellwood's  testimony  was  first  a 
hundred  million  tons,  and  he  changed  to  two  hundred  millions,  saying 
he  had  made  a  mistake  the  first  time.  Do  you  know  anything  about 
the  New  York  deposits  ? 

Mr.  Cole.  I  should  say  200,000,000  tons  from  our  present  knowl- 
edge of  the  country  would  be  fair  and  right. 

Mr.  Gardner.  Could  you  give  any  estimate  as  to  Alabama? 

Mr.  Cole.  That  is,  as  to  the  Lake  Champlain  part  of  New  York 
State.     There  is  a  large  additional  tonnage  m  New  York  State. 

Mr.  Gardner.  How  much  would  you  estimate  for  New  York  State 
altogether  ? 

Mr.  Cole.  The  State  geologists  estimate  five  hundred  to  six  hun- 
dred million  tons,  I  beheve. 

Mr.  Gardner.  What  amount  of  that  is  at  present  called  merchant- 
able ore  ? 

Mr.  Cole.  I  do  not  believe  it  is  merchantable  to-day;  I  do  not 
beheve  it  could  compete  with  the  iron  ores  in  the  Lake  wSupreior 
district. 

Mr.  Gardner.  How  much,  in  your  mind,  is  merchantable  to-day  ? 

Mr.  Cole.  I  think  it  would  be  used  in  a  small  way  to-day.  I 
should  consider  if  the  necessity  arose  for  the  utilization  of  that  ore  it 
would  be  merchantable  to-day  that  it  could  be  mined  and  smelted 
at  a  profit. 

Mr.  Gardner.  Have  you  any  idea  what  the  metallic  content  is  ? 

Mr.  Cole.  It  is  similar  to  the  ores  in  Alabama,  described  by  Mr. 
Bacon  and  others. 

Mr.  Gardner.  It  is  a  low  metallic  content  ore  ? 

Mr.  Cole.  Low  metalhc  content,  with  lime  and  sihca. 

Mr.  Gardner.  How  much  ore  with  over  50  per  cent  metalhc  con- 
tent is  there,  in  your  opinion,  in  the  State  of  New  York. 

Mr.  Cole.  Over  50  per  cent;  a  hundred  milhon  tons. 

Mr.  Gardner.  That  is  about  what  ?  We  would  have  to  draw  some 
line  unless  you  had  an  exceptional  situation. 

Mr.  Cole.  Oh,  this  other  ore  is  less  than  50  per  cent  metallic,  but 
it  is  useful. 

Mr.  Gardner.  Thirty-six  per  cent  in  Alabama  ? 

Mr.  Cole.  Yes. 

Mr.  Gardner.  But  I  do  not  understand  there  is  any  situation  in 
regard  to  coke  and  fluxing  material  in  the  Lake  Champlain  region  the 
same  as  this  in  the  Birmingham  district. 
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Mr.  Cole.  This  is  not  in  the  Lake  Champlain  district.  This  ore 
is  over  in  the  district  near  Rochester  and  Utica. 

Mr.  Gardner.  What  is  the  percentage  ot  ore  in  that  Rochester 
district  ? 

Mr.  Cole.  I  imagine  it  will  go  about  36  per  cent. 

Mr.  Gardner.  Is  that  worked  to-day  ? 

Mr.  Cole.  I  do  not  know  of  any,  except  such  as  is  being  used  to 
make  small  amounts  of  foundry  iron. 

Mr.  Gardner.  Can  it  be  used  profitably  to-day?  Would  you  call 
it  merchantable  ore  ? 

Mr.  Cole.  I  would  not  agree  to  lease  it  under  the  head  of  merchant- 
able ore  to-day,  such  as  we  leased  as  merchantable  ore  in  the  Lake 
Superior  district. 

Mr.  Gardner.  What  does  the  Rochester  member  think  about  it? 

Mr.  Danforth.  I  had  entirely  forgotten  it  until  Mr.  Cole  called 
my  attention  to  it.  There  is  a  little  furnace  about  30  mUes  east  of 
Rochester  that  is  operated,  or  that  has  been  operated.  It  may  be 
operating  stdl,  but  I  doubt  it.  There  is  a  furnace  in  Rochester,  but 
it  is  not  operated  with  that  ore. 

Mr.  Gardner.  Do  you  care  to  estimate  about  Alabama  ? 

Islr.  Cole.  I  am  not  familiar  with  the  district. 

Mr.  Gardner.  How  about  the  Lake  Superior  mines — leaving  out 
the  Baraboo  district — the  mines  of  Wisconsin  proper,  what  you  call 
the  Lake  Superior  mines?  How  much  do  estimate  the  amount  of 
merchantable  ore  there  to  be? 

Mr.  Cole.  I  think  it  would  be  safe  to  saj-  1,800,000,000  tons,  with 
possibilities  beyond  that,  you  understand. 

Mr.  Gardner.  I  quite  understand.  I  wanted  to  get  somewhere 
near  it.  For  instance,  Mr.  Sellwood  estimated  1,600,000,000,  which 
is  approximately  the  same  as  yours. 

Now,  as  to  Wisconsin. 

Mr.  Young.  You  mean  the  Baraboo  district? 

Mr.  Gardner.  Yes. 

Mr.  Cole.  One  hundred  million  tons. 

Mr.  Gardner.  That  was  his  estimate.     Now,  as  to  Utah. 

Mr.  Cole.  Anywhere  from  six  hundred  million  to  a  billion  tons.  It 
is  a  tremendous  body  of  iron  ore  in  there. 

Mr.  Gardner.  His  estimate  was  a  thousand  milhon.  What  about 
Wyoming  ? 

Mr.  Cole.  I  am  not  familiar  with  the  ore  deposits  at  Sunrise.  It 
would  be  only  a  guess. 

Mr.  Gardner.  Do  you  know  anything  about  the  Virginia  deposits  ? 

Mr.  Cole.  I  do  not. 

]\Ir.  Gardner.  This  morning  you  went  extensively  into  Cuba  and 
Brazil.  Do  you  know  anythmg  about  the  deposit  in  Lower  Cali- 
fornia— that  is,  ilexican  California. 

Mr.  Cole.  I  do  not. 

Mr.  Gardner.  Do  you  know  anything  about  any  other  deposit  in 
Mexico  ? 

Mr.  Cole.  I  know  in  a  general  way  there  is  a  very  large  deposit" of 
iron  ore  at  Durango,  Mexico. 

Mr.  Gardner.  Is  that  merchantable  ore  ? 

Mr.  Cole.  Yes. 
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Mf._Gardnee.  What  would  you  say  was  the  amount  of  the  deposit 
there « 

Mr.  Cole.  I  imagine  they  have  anywhere  from  thirty  to  sixty  mil- 
lion tons  there. 

Mr.  Gardner.  Do  you  loiow  of  any  other  large  deposits  in  Mexico  ? 

Mr.  Cole.  We  have  had  some  deposits  away  down  in  the  southern 
part  of  the  country  examined  at  Tulancingo;  a  very  beautiful  ore 
exists  there.  It  is  a  wUd  country.  It  is  only  where  the  mountain 
traUs  happen  to  cross  the  deposit  of  iron  ore  that  anything  is  known 
about  them.  In  the  interior  there  is  no  incentive  for  people  to  go  and 
find  iron  ore.  Undoubtedly  very  large  additional  quantities  exist, 
but  there  is  nobody  going  after  it,  and  no  way  of  using  it. 

Mr.  Gardner.  There  is  no  way  of  using  it  even  if  you  find  it,  at 
present  ? 

Mr.  Cole.  That  is  it. 

Mr.  Gardner.  Do  you  know  anything  about  the  Newfoundland 
ores? 

Mr.  Cole.  Nothing  any  more  than  I  have  seen  some  very  good 
specimens  of  ores  from  the  interior  of  Newfoundland,  that  portion  of 
the  peninsula  from  which  they  are  procuring  their  ores  for  the  Domin- 
ion Steel  Co.     I  am  totally  unfamiliar 

Mr.  Gardner  (interposing).  Are  they  securing  Newfoundland  ores 
for  the  Dominion? 

Mr.  Cole.  I  believe  they  are  bringing  some  ores  from  the  mainland 
over  there. 

Mr.  Gardner.  Now,  Newfoundland  being  the  island,  and  the 
Dominion  Steel  Co.  being  on  the  mainland 

Mr.  Cole.  Yes,  I  understand;  it  is  not  Newfoundland.  I  mean 
the  big  peninsula. 

Mr.  Gardner.  That  is,  Cape  Breton  Island. 

Mr.  Cole.  Cape  Breton;  I  know  they  have  some  ores  on  that  island. 

Mr.  Gardner.  Quite  so. 

Mr.  Cole.  But  I  believe  a  limited  quantity. 

Mr.  Gardner.  I  raised  the  question  as  to  the  island  of  Newfound- 
land, where  they  are  just  beginning  to  develop  their  ore  resources. 

Mr.  Cole.  I  am  not  familiar  with  the  ores  there. 

Mr.  Gardner.  Do  you  know  anything  about  the  Nova  Scotia  ores  ? 
That  wiU  include  Cape  Breton  Island. 

Mr.  Cole.  No  more  than  casual  examinations  that  have  been  made 
by  our  engineers,  which  are  not  thorough,  and  not  enough  to  give  any 
idea  of  the  whole. 

Mr.  Gardner.  Not  enough  to  give  an  estimate  ? 

Mr.  Cole.  No. 

Mr.  Gardner.  Do  you  know  anything  about  Ontario  ? 

Mr.  Cole.  What  part;  east  of  Lake  Superior? 

Mr.  Gardner.  There  was  testimony  yesterday  in  regard  to  some 
so-caUed  Moose  Mountain  ores,  north  of  Lake  Huron,  and  also  Anti- 
kokan,  which  they  said  was  about  a  hundred  miles  west  of  Port 
Arthur,  on  Lake  Superior. 

Mr.  Cole.  Yes. 

Mr.  Gardner.  Do  you  know  of  any  other  Ontario  ores  ? 

Mr.  Cole.  There  are  scattered  deposits  of  iron  ores  through  quite 
a  large  area  in  Ontario — mines  that  were  worked  many,  many  years 
ago,  but  we  have  no  estimate  of  the  tonnages  there. 
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Air.  Gardner.  I  remember  the  year  that  the  Canadian  Pacific 
was  built  I  spent  a  great  deal  of  time  in  Ontario,  and  they  used  to 
have  quantities  everywhere  of  iron  pyrites,  some  of  which  was  sup- 
posed to  be  absolutely  worthless. 

Mr.  Cole.  Yes. 

Mr.  Gardner.  Was  it  absolutely  worthless? 

Mr.  Cole.  I  believe  that  the  day  will  come  when  they  will  take 
that  material  and  secure  sulphuric  acid  therefrom  for  fertilizing 
plants  and  perhaps  save  the  metallic  iron  as  well. 

Mr.  Gardner.  What  is  the  metallic  content  of  the  ordinary 
iron  pyrites  in  the  country  north  of  Lake  Superior  ? 

Mr.  Cole.  I  can  not  tell  you  that.  I  know  there  are  beds  there. 
I  know  there  arc  quite  considerable  quantities  of  it. 

Air.  Gardner.  I  had  that  in  mind  when  you  said  everybody  who 
had  seen  iron  ore  could  tell  it.  I  remember  the  Indians  always 
thought  that  was  gold  there — the  iron  pyrites. 

Air.  Cole.  Yes.  That  will  all  be  valuable  when  the  time  comes 
that  it  is  needed. 

Air.  Gardner.  Is  that  30  per  cent  of  metaUic  content;  is  that  as 
high  as  that '( 

Mr.  Cole.  I  should  say  it  would  be  iis  high  as  that. 

Air.  Gardner.  Well,  it  did  not  look  to  me  as  if  that  could  ever 
be  exhausted. 

In  talking  about  the  availabilities  of  coking  coal  in  connection 
with  some  of  these  large  ore  reserves  you  spoke  about  using  electricity 
generated  by  water  power.  Is  there  a  future  in  using  that  for  smelt- 
ing purposes? 

Air.  Cole.  I  beheve  electricity  to-day  can  be  used  for  refining  the 
steel,  Air.  Gardner.  I  do  not  beheve  it  can  be  produced  at  a  figure 
low  enough  to  justify  any  one  saying  it  can  be  commercially  used  to 
smelt  the  iron  ores. 

Air.  Gardner.  What  do  they  smelt  ores  with  in  Colorado  1 

All-.  Cole.  With  coke,  unless  in  reverberatory  smelters,  in  which 
they  use  the  fuel  oils. 

Air.  Gardner.  They  do  use  oils  ? 

Air.  Cole.  Yes,  sir. 

Air.  Ciardner.  Somebody  has  told  me  they  used  oil  in  Colorado 
for  smelting. 

Mr.  Cole.  Oh,  yes;  they  use  it  in  many  places  in  the  country. 
They  are  using  it  in  Cahfornia  to  reduce  copper  ores.  They  are  using 
it  in  northern  Ale.xico,  and  they  are  using  it  in  Arizona.  They  are 
using  it  for  converting,  or  in  reverberatory  furnaces;  also,  I  believe, 
in  Nevada. 

Air.  Gardner.  The  oil  would  be  too  valuable  to  use  in  smelting 
iron. 

Air.  Cole.  They  do  not  use  it  in  blast  furnaces  at  all.  It  is  in 
reverberatory  furnaces  where  the  flame  is  carried  a  long  distance, 
through  horizontal  furnaces. 

Air.  Gardner.  It  can  not  be  used  in  blast  furnaces? 

Mr.  Cole.  I  do  not  believe  it  can  successfully.  I  have  seen  ver- 
tical blast  furnaces  erected  in  Arizona  to  utilize  oil  for  fuel,  but  never 
successfully. 

The  Chairman.  Does  not  the  coke  perform  a  double  function 
both  in  producing  heat  and  in  a  way  acts  as  a  filter  for  the  molten 
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iron  ?  Does  it  not  perform  a  chemical  function  as  well  as  the  func- 
tion of  producing  heat  ? 

Mr.  Cole.  Of  course,  it  all  depends  upon  the  analysis  of  the  coke 
itself,  the  percentage  of  ash,  slag,  and  so  forth  that  is  in  it — ^its  physical 
characteristics.  Good  coke  consists  in  keeping  the  furnace  open  so 
that  the  gases  can  get  into  the  metalhc  content  and  melt  it;  and  it  is 
useful  in  blast  furnaces,  particularly  a  coke  that  is  a  strong  coke  and 
will  not  crumble  too  quickly. 

Mr.  Gardnee.  Of  course,  the  world  is  full  of  processes  that  could 
not  be  done  that  have  been  done,  and  we  have  also  seen  that  which 
can  not  be  used  come  into  full  use.  But  as  far  as  the  wisest  people 
can  see  or  claim  to-day  you  see  no  future  for  smelting  iron  except  by 
means  of  some  product  of  coal  ? 

Mr.  Cole.  I  nave  said  that  the  electric  current  is  now  used  for 
refining  steel  and  used  very  successfully.  A  tremendous  advance- 
ment has  come  in  that  direction  during  the  past  few  years — a  very 
few  years.  I  am  hopeful  that  the  day  may  come  when  thay  can  use 
electric  current  for  reduction  of  iron  ores,  Mr.  Gardner. 

Mr.  Gardner.  You  think  it  is  within  the  bounds  of  possibility  ? 

Mr.  Cole.  Absolutely  so.  I  should  be  very  slow  to  say  that  I  do 
not  think  it  could  be  used  commercially,  or  be  commercially  suc- 
cessful. 

Mr.  Bartlett.  As  cheaply  as  the  processes  which  are  used  now? 

Mr.  Cole.  Possibly  in  time  as  cheap  as  they  can  smelt  it  with  coke. 

Mr.  Gardner.  What  I  wanted  to  get  at  was  the  possibility  of 
using  it  in  places  where  you  can  not  get  coke  except  at  tremendous 
transportation  expense. 

Somebody  has  testified,  I  do  not  remember  who,  with  regard  to 
the  use  of  ore,  if  I  recollect  rightly,  that  there  was  some  sort  of 

Proposition  or  idea  or  something  that  they  could  set  up  in  California 
last  furnaces  or  steel  works  in  the  neighborhood  of  Los  Angeles  to 
use  Utah  ores. 

Mr.  Cole.  They  have  very  large  tonnages  of  very  good  ore  in  the 
southern  part  of  the  State  of  California.  1  do  not  refer  now  to  Lower 
California.  I  have  no  doubt  the  estimates  made  by  Mr.  Sellwood  of 
the  total  tonnages  in  the  State  of  California  are  very  conservative 
and  that  they  can  be  relied  upon,  for  I  know  that  there  are  scattered 
deposits  over  a  very  large  area  of  the  State,  and  some  very  large  and 
good  deposits  in  the  southern  part  of  the  State  that  could  be  very 
readily  taken  down  to  Los  Angeles  and  utilized  for  manufacturing 
iron  and  steel,  when  the  day  comes  that  Los  Angeles  is  a  distributing 
point  for  such  products. 

Mr.  Gardner.  I  understand.  Would  that  be  also  true  of  Utah 
ores  ?     Could  they  be  shipped  to  Los  Angeles  ? 

Mt.  Cole.  I  believe  the  use  of  the  ores  in  the  Utah  field  wiU  be 
largely  hauling  them  north  into  the  valleys  of  the  Great  Salt  Lake, 
and  reducing  them  at  that  point  and  distributing  the  product  from 
that  point. 

Mr.  Gardner.  In  other  words  you  think  that  the  deposit  will  be 
consumed  down  to  the  final  product  in  that  region  ? 

Mr.  Cole.  I  do. 

Mr.  Gardner.  And  that  the  California  product  will  be  consumed 
on  the  Pacific  coast  ? 

Mr.  Cole.  Yes,  sir. 
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Mr.  Gardner.  I  mean  that  the  California  reserve  will  become  a 
California  product  and  be  used  on  the  Pacific  coast? 

^Ir.  Cole.  Yes,  sir. 

Mr.  Bartlett.  'Ma.j  I  ask  a  question  here  right  in  that  connection. 
A^^le^e  do  the  California  people  get  their  ore  now,  those  that  manu- 
facture iron  and  steel,  if  there  are  any  such,  if  those  ore  beds  are  not 
being  operated  to  any  considerable  extent? 

Mr.  Cole.  They  are  making  some  pig  iron  on  Puget  Sound,  and  no 
doubt  they  are  shipping  it  south  from  that  point,  along  the  coast, 
supplying  the  demand  for  foundry  purposes,  because  that  is  prac- 
tically all  they  use  out  there. 

Mr.  Bartlett.  "Where  do  they  get  their  ore  from  ? 

ilr.  Cole.  There  are  quantities  of  ore  around  Puget  Sound  and  in 
Washington. 

Mr.  Bartlett.  Do  they  get  any  from  China  ? 

]\Ir.  Cole.  They  may  import  pig  iron  from  China.  I  know  of  some 
importations  of  China  pig  metal  that  have  been  brought  over  there. 

Mr.  Bartlett.  That  is  all,  Mr.  Gardner. 

Mr.  Gardner.  There  is  a  good  deal  of  pig  iron  imported  on  the 
Pacific  coast,  is  there  not?  I  have  an  idea  somewhere  in  my  head 
they  inlport  some  from  Europe  to  the  Pacific  coast.  Am  I  wrong 
about  that? 

Mr.  Young.  We  had  some  testimony  from  Mr.  Farrell  on  that. 

Mr.  Cole.  They  have  been  buying  pig  iron  in  recent  years  from 
the  Orient,  and  bringing  it  in  to  the  coast. 

j\Ir.  Gardner.  I  rather  think  there  is  evidence  before  this  com- 
mittee that  there  is  a  good  deal  of  pig  iron  imported  from  Europe 
into  California. 

Mr.  Reed.  Mr.  Farrell  testified  to  that. 

Mr.  Young.  He  also  testified  as  to  China  importation  of  pig  iron. 

Mr.  Gardner.  I  have  here  a  statement  that  each  decrease  of  1 
per  cent  in  the  metallic  content  of  ore  raises  the  cost  of  producing 
pig  iron  to  37^  cents  at  least,  other  things  being  equal.  Are  you 
willing  to  comment  upon  that  statement,  to  give  an  opinion? 

Mr.  Cole.  I  would  prefer  that  some  good,  intelligent  blast-furnace 
man  would  answer  that,  Mr.  Gardner.  I  am  not  familiar  with  the 
handling  or  reduction  of  iron  ores  in  the  blast  furnaces,  any  more 
than  just  a  common  knowledge  that  has  come  to  me  from  time  to 
time.  We  had  a  tremendous  operation  on  the  Northwest,  14,000 
men  at  work,  where  the  chairman,  I  think,  has  seen  some  evidences 
of  our  activities;  and  it  was  quite  enough  for  one  man  to  lead  the 
gang,  so  to  speak. 

Mr.  Gardner.  That  is  to  say,  you  would  not  care  to  give  an 
opinion  on  blast-furnace  operation  ? 

Mr.  Cole.  No,  sir. 

Mr.  Gardner.  I  wish  I  could  find  somebody  who  would.  I  have 
seen  figures  from  which  that  37^  cents  was  made  up,  and  it  seems  to 
me  very  important  to  find  out  what  we  have  to  look  forward  to  as  to 
the  cost  of  pig  iron. 

Mr.  Cole.  When  it  has  become  apparent  that  we  have  got  to  con- 
centrate the  lean  ores  in  the  Lake  Superior  country,  I  have  the  utmost 
confidence  in  the  ability  of  the  American  people  to  solve  a  waj  of 
successfully  concentrating  that  material  to  make  it  commercially 
Valuable  and  still  give  us  our  steel  products  at  a  reasonable  cost. 
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Mr.  Gardner.  I  presume  that  goes  without  saying,  that  the  march 
of  invention  will  probably  be  as  rapid  as  the  diminution  of  the  metallic 
content  of  the  ores  used. 

Mr.  Cole.  I  hope  so. 

Mr.  Gardner.  But  do  you  think  the  American  people  will  ever 
devise  a  way  by  which  they  can  reduce  54  per  cent  ore  as  cheaply  as 
they  cjin  reduce  55  per  cent  ore  ?  I  mean,  to  make  pig  iron  as  cheaply 
out  of  54  per  cent  ore  as  they  can  make  pig  iron  out  of  55  per  cent  ore  ? 

Mr.  Cole.  I  do  not  believe  they  can  unless  they  find  some  way  to 
get  rid  of  a  certain  amount  of  the  silica  in  the  54  per  cent  material 
br^fore  they  put  it  into  the  blast  furnaces. 

Mr.  Gardner.  That  is  what  I  am  trying  to  find  out;  other  things 
being  equal,  to  find  out  the  ground  of  comparison  before  we  go  into 
the  speculative  field;  to  find  out,  as  a  matter  of  fact,  how  much 
more  it  costs  to-day  to  produce  a  ton  of  pig  iron  out  of  54  per  cent 
ore  than  it  costs  to  produce  it  out  of  55  per  cent  ore.  Those  figures 
must  exist  somewhere. 

Mr.  Cole.  They  do. 

Mr.  Gardner.  Becaiise  they  are  being  done  every  day. 

Mr.  Cole.  They  do.     A  good  blast-furnace  man  can  tell  you. 

Mr.  Gardner.  A  good  blast-furnace  man  must  know. 

Mr.  Cole.  Yes. 

Mr.  Gardner.  I  think  it  is  no  indication  that  the  penalty  is  only  5 
cents  for  each  per  cent  that  you  run  off  of  your  ore,  because  there 
has  been  testimony  of  other  things  that  come  into  the  calculation, 
from  the  point  of  view  of  the  man  taking  pig  iron,  but  there  does  not 
seem  to  be  anybody  that  can  tell  us  how  much  more  it  does  cost  to 
make  a  ton  of  pig  iron  out  of  54  per  cent  ore  than  it  does  to  make  a 
ton  of  pig  iron  out  of  55  per  cen,t  ore.  You  could  not  express  an 
opinion  ? 

Mr.  Cole.  I  can  not. 

Mr.  Young.  You  will  have  to  put  that  question  to  Mr.  Gayley. 

Mr.  Gardner.  These  questions  come  to  us  about  three  or  four 
months  after  the  man  had  been  here.  My  mind  does  not  work  quick 
enough  to  see  all  these  things  at  the  time,  but  the  matter  becomes 
clearer  in  the  mind  as  time  goes  on,  and  you  find  there  are  questions 
you  wish  you  had  asked. 

Mr.  Cole.  There  are  other  factors  that  enter  in  it  that  lead  up  to 
these  things. 

Mr.  Gardner.  I  did  not  realize,  perhaps,  at  the  time  that  Mr. 
Gayley  testified,  how  much  of  my  own  opinion  as  to  the  steel  situa- 
tion rested  on  the  ore  problem,  on  the  exact  values  as  to  ores,  and 
certainly  if  Mr.  Gayley  were  here  I  should  ask  him  that  question.  I 
can  not  get  an  answer  to  that  question,  it  looks  to  me,  unless  you  arc 
willing  to  make  a  guess. 

Mr.  Cole.  I  do  not  want  to  make  a  guess. 

Mr.  Gardner.  For  instance,  now,  we  know  about  what  the  Geo- 
logical Survey  thinks  we  have  in  the  way  of  35  per  cent  ore,  and  that 
is  a  20  per  cent  reduction  of  our  ores  that  are  being  used  to-day  in 
the  Superior  district.  According  to  this  calculation  given  to  me  it 
would  cost  to-day  $7.50  more  per  ton  of  pig  iron  to  make  a  ton  of 
pig  iron  out  of  35  per  cent  ore  than  it  does  to  make  it  out  of  55  per 
cent  ore. 
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The  Chairman.  Put  that  question  in  a  letter  to  Mr.  Gayley,  and 
if  he  can  answer  it  right  away  his  letter  can  be  put  in  the  record  when 
these  hearings  are  printed. 

Mr.  Young.  Right  there,  Mr.  Cole,  let  me  ask  you  this:  Don't  you 
know  that  you  could  concentrate  that  35-per  cent  ore  up  to  55-per 
cent  ore  for  a  good  deal  less  than  $7.50  per  ton  ? 

Mr.  Cole.  There  is  such  a  very  wide  margin  of  profit  there  that  I 
am  sure  somebody  would  do  it,  Mr.  Young,  but  just  how  it  could  be 
done,  or  that  it  absolutely  can  be  done,  I  am  unable  to  tell  you  to-day. 
There  are  particles  of  very  rich  magnetic  ore  with  a  rock  gang.  You 
crush  them  and  separate  the  two  and  take  the  rock  gang  away  and 
you  have  a  very  good  product.  In  the  Lake  Superior  district  in  a 
very  large  amount  of  the  low-grade  ores  the  iron  content  is  often 
disseminated  through  the  whole  mass  and,  therefore,  you  have  got  to 
pulverize  it  down  very  fine,  indeed,  in  order  to  separate  the  iron 
particles  from  the  siliceous  material,  and  then  make  your  separation. 
Then  undoubtedly  you  will  have  to  put  it  in  some  suitable  form  to 
use  it  in  the  blast  furnace  or  other  furnace  that  may  be  in  use  at  that 
time;  for  there  is  a  time  coming,  I  firmly  believe,  when  they  will  use 
those  ores,  but  just  in  what  form  I  am  unable  at  this  time  to  say. 

There  are  some  ores  in  the  Lake  Superior  district  that  could  be 
taken  out  and  crushed,  the  gang  material  and  the  siliceous  material 
separated  therefrom,  and  a  merchantable  product  secured,  if  there 
was  necessitj^  for  it.  But  they  have  so  much  other  ore  to  ship  that 
they  wUl  not  do  it  just  now. 

Mr.  Young.  Have  there  not  been  qiiite  extensive  experiments  in 
the  concentration  made  at  the  Republic,  the  Champion,  and  the 
Humboldt  a  few  years  ago  ? 

Mr.  Cole.  Concentration  there  is  carried  on  at  Michigamme  by 
Mr.  Powell  and  others.  There  is  an  electrical  apparatus  installed 
there.  Ihey  succeeded  in  winning  the  metallic  content  of  the  ores, 
but  the  amount  of  tonnage  of  all  the  mines  was  so  limited  they  did 
not  feel  like  erecting  a  large  plant. 

Mr.  Reed.  The  concentrator  at  Coleraine  is  successful. 

Mr.  Cole.  That  is  a  different  proposition.  It  was  a  proposition 
of  separating  siliceous  material  from  a  fairly  good  iron  ore.  We  felt 
sure,  from  our  knowledge  of  concentrating  methods,  that  it  could  be 
done  successfully.  We  went  ahead  and  experimented,  and  we  found 
a  way  of  doing  it  not  only  very  rapidly  but  at  a  very  low  cost.  It  is 
being  done  successfully  now,  and  has  made  available  a  very  large 
tonnage,  indeed,  or  what  was  termed  low-grade  ores  on  the  western 
Mesabi  district. 

Mr.  Gardner.  Just  one  more  question.-  This  morning  Mr.  Sell- 
wood  was  asked  a  question  substantially  like  this :  If  a  man  had  for 
sale  thebest  possible  deposit  of  ore  land,  of  exceptional  quality,  in 
your  opinion  would  it  be  possible  for  him  to  find  a  purchaser  at  50 
cents  a  ton  for  the  ore  in  the  ground,  to  buy  the  ore  in  fee  ? 

I  think  that  is  substantially  the  question  that  was  asked.  Were 
j-ou  here  when  it  was  asked  him  ? 

Mr.  Cole.  I  was  here  when  you  were  asking  questions  along  that 
line  of  thought.  I  did  not  just  get  the  question,  but,  Mr.  Gardner, 
pardon  me,  this  does  not  need  to  go  in  the  record,  does  it  ? 

Thereupon  informal  discussion  followed,  which  the  stenographer 
was  directed  not  to  report. 
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The  Chairman.  Mr.  Herbert  Knox  Smith,  in  his  report,  quotes  a 
statement  made  before  the  Minnesota  Le^lature  by  a  delegation 
from  St.  Louis  County,  in  which  county  is  the  great  bulk  of  the 
developed  iron-ore  deposits  of  Minnesota,  the  statement  being  made 
as  late  as  1909: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than  1  cent  per  ton;  the 
highest  that  we  ever  knew  were  for  15  cents  per  ton.  There  may  have  been  sales  at 
a  higher  price,  but  we  have  never  known  of  one,  and  upon  inquiry  can  learn  of  none. 

Mr.  Young.  What  date  was  that  ? 

The  Chairman.  1909.  Do  you  know  of  any  fee  sales  prior  to  1909 
at  a  higher  sum  than  15  cents  in  St.  Louis  County? 

Mr.  Cole.  I  do  not.  The  people  are  always  very  slow  to  raise 
large  sums  of  money  to  buy,  even  up  in  that  country.  Unless  they 
got  the  land  at  sacnfice  prices  they  preferred  to  take  a  lease,  paying 
a  certain  sum  per  annum,  a  certain  price  per  ton  on  the  ore. 

The  Chairman.  You  spoke  about  exceptionally  good  ore  being 
worth  from  35  to  50  cents  per  ton.     That  would  be  Bessemer  ore  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  What  would  you  say  of  non-Bessemer  ore  ? 

Mr.  Cole.  The  value  of  non-Bessemer  ores  and  Bessemer  ores 
is  coming  closer  together  each  year.  The  increase  in  the  volume  of 
steel  turned  out  by  the  open  hearth  process  is  increasing  each  year, 
and  as  the  quantities  increase  the  costs  are  being  lowered,  so  that  the 
difference  in  the  value  between  the  Bessemer  and  the  non-Bessemer 
ores  is  coming  closer  together  year  after  year. 

The  Chairman.  What  is  the  difference  now  ? 

Mr.  Cole.  Approximately  75  cents  per  ton. 

Mr.  Reed.  Per  ton  of  metal  ? 

Mr.  Cole.  Per  ton  of  iron  ore. 

The  Chairman.  And  that  is  per  ton  of  iron  ore  at  the  lower  lake 
ports  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  I  am  not  speaking  of  that.  I  mean  iron  ore  in  the 
ground. 

Mr.  Cole.  It  is  pretty  hard  to  say  what  differential  to  place  on  the 
two  ores  existing  in  the  ground. 

The  Chairman.  I  want  your  best  judgment — you  are  an  ore  maji 
and  I  do  not  know  anything  about  it— -I  just  want  your  best  judgment. 

Mr.  Cole.  Well,  a  difference  of  15  cents  a  ton. 

The  Chairman.  And  take  the  Mesabi  district  all  over.  What  per 
cent  would  you  class  as  exceptional  ore  such  as  you  have  been  talkmg 
about?     Take  the  whole  body. 

Mr.  Cole.  Forty  per  cent. 

The  Chairman.  What  would  you  say  of  the  other  60  per  cent? 
What  is  it  worth  in  the  ground  ?  I  mean  from  that  which  is  barely 
merchantable,  on  up,  you  see. 

Mr.  Cole.  I  should  say  that  40  per  cent  additional  was  non-Bes- 
semer ore  of  good  quality,  and  the  remaining  20  per  cent  of  various 
grades,  lower  grade  Bessemer  and  also  lower  grade  non-Bessemer  ore. 

The  Chairman.  What  would  you  put  that  20  per  cent  at  ? 

Mr.  Cole.  There  would  be  a  further  difference  of  10  cents  a  ton. 

The  Chairman.  The  holdings  of  the  Steel  Corporation  throughout 
the  Mesabi  range  are  about  on  a  parity  with  the  holdings  of  the  whole 
range  ? 
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Mr.  Cole.  I  think  the  United  States  Steel  Corporation  own  the 
cream  on  the  range.  They  own  the  verj-  best  ore  produced  on  the 
range. 

The  Chairman.  How  much  of  the  700,000,000  tons  that  they  own 
are  in  the  first  class,  the  highest  grade  of  Bessemer  ore  ? 

Mr.  Cole.  I  am  unable  to  give  you  those  figures  accurately. 

The  Chairman.  Nobody  could  give  them  accurately. 

Mr.  Cole.  I  should  guess  between  50  and  60  per  cent. 

The  Chairman.  How  much  of  it  is  of  the  second  class  ? 

Mr.  Cole.  Thirty  per  cent. 

The  Chairman.  You  spoke  of  having  your  engineers  go  over  the 
country  and  make  a  thorough  survey  of  the  various  ore  deposits 
of  New  Mexico,  Utah,  Texas,  New  York,  in  the  Appalachian  region, 
and  elsewhere,  and  in  California.  How  much  ore  did  they  lease  or 
purchase  outright  after  these  investigations  for  the  Steel  Corporation? 
How  much  ore  did  it  obtain  as  a  result  of  these  investigations  ? 

Mr.  Cole.  They  did  not  secure  any  ore  in  the  districts  referred  to. 

The  Chairman.  Wliy  was  it  they  did  not  ? 

Mr.  Cole.  I  presume  they  felt  it  would  be  some  time  in  the  future 
before  those  ores  would  be  available  for  manufacture. 

The  Chairman.  Those  ores,  as  I  understand,  as  Mr.  Sell  wood  has 
said,  either  bj^  virtue  of  their  low  degree  of  ore,  the  presence  of  silica, 
the  absence  of  the  market,  or  the  remoteness  of  the  materials  to  flux 
them  rendered  them  unavailable  at  the  present  time? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  Or  in  the  immediate  future  ? 

Mr.  Cole.  In  the  immediate  future. 

The  Chairman.  You  were  spealdng  about  the  extent  of  the  Michi- 
gan ore.  Axe  the  Michigan  ranges  any  considerable  per  cent  of  the 
Superior  region  ? 

^,  Mr.  Cole.  The  ferruginous  rocks  in  the  various  Michigan  ranges 
cover  quite  an  area  and  we  have  a  portion  of  the  Gogebic  Range,  also 
the  entire  Menominee,  and  the  Marquette  Range  existing  there,  as 
well  as  a  portion  of  a  range  that  has  been  but  lately  prospected,  the 
Messembna  Range. 

The  Chairman.  Take  all  those  ranges.  How  do  they  compare 
with  the  Mesabi  Range  in  extent. 

Mr.  Cole.  The  quantities  of  ore  on  these  ranges  probably  are  not 
as  large  as  has  been  found  on  the  Mesabi,  but  yet,  nevertheless,  as 
exploratorj-,  and  mining  work  goes  on  I  am  inclined  to  the  opinion 
that  the  total  quantities  of  iron  ore  found  and  removed  from  the 
various  ranges  in  Michigan  will  come  very  close  to  totaling  the  total 
removed  from  the  Mesabi  Range. 

The  Chairman.  What  is  the  estimated  tonnage  of  those  ranges  in 
Michigan  now  ?     Is  it  100,000,000  tons  1 

Mr.  Reed.  The  record  shows  189,000,000. 

Mr.  Young.  In  sight  ? 

Mr.  Cole.  That  is  the  report  made  by  hired  officials  to  the  State 
authorities  of  the  State  of  Michigan  to  estimate  these  ore  bodies  for 
valuation  purposes. 

The  Chairman.  These  ores  are  ia  vertical  veins  ? 

Mr.  Cole.  In  vertical  veins  and  in  pitching  troughs. 

The  Chairman.  It  is  a  mere  guess  as  to  whether  they  will  discover 
any  more  or  not  ? 
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Mr.  Cole.  No;  I  would  not  say  a  guess,  Mr.  Stanley.  They  have 
been  mining  on  that  Marcjuette  Range  over  60  years.  Many  a  time 
I  have  heard  people  predicting  a  gloomy  future  for  the  district,  that 
the  mines  were  about  all  exhausted.  The  last  work  I  did  at  the 
Lake  Superior  mines  that  had  operated  over  50  years  was  to  plan 
work  for  another  SO-year  period.  And  these  figures  shown  by  these 
officers  hired  by  the  State  to  go  there  and  estimate  these  ore  bodies, 
show  to-day,  at  the  present  rate  of  shipment,  40  years'  supply  in 
sight;  and  I  venture  to  say  that  when  that  40  years  is  by  they  may 
have  more  ore  in  sight  then  than  they  have  now. 

The  Chairman.  You  mean  40  years  for  the  United  States  ? 

Mr.  Cole.  Forty  years  at  the  average  rate  of  shipment  from  that 
range. 

The  Chairman.  You  mean  they  have  enough  to  supply  the  steel 
companies  of  the  United  States  for  40  years? 

Mr.  Cole.  I  said  at  the  present  rate  of  shipment  from  that  range, 
with  the  maintenance  of  the  same  average  there  is  enough  for  a  40- 
year  supply. 

The  Chairman.  When  they  strike  a  vertical  vein,  they  cap  only 
get  its  width,  and  they  form  an  approximation  of  how  far  down  they 
can  afford  to  mine  it,  do  they  not  ? 

Mr.  Cole.  No  one  can  say  where  the  limit  of  mining  commercially 
ends. 

The  Chairman.  With  a  vertical  vein  ? 

Mr.  Cole.  You  want  information,  and  I  am  going  to  try  to  give 
it  to  you  as  best  I  can. 

The  Chairman.  That  is  what  we  want. 

Mr.  Cole.  On  the  Gogebic  Range,  in  our  work  there,  in  putting  in 
our  mining  equipment,  we  were  planning  to  go  to  a  depth  of  3,000 
feet.  No  one  would  say  we  could  not  go  deeper,  while  the  ore  deposits 
in  Michigan  are  of  as  large  bodies  as  the  ore  in  the  Mesabi.  In 
other  words,  they  may  extend  to  such  a  great  depth  into  the  rocks 
of  the  earth  that  they  may  produce  tonnages  equal  to  the  Mesabi, 
which  is  not  covered  with  a  rock  capping. 

The  Chairman.  You  have  a  maximum  depth  to  which  you  can  go 
commercially.  Your  heat  will  increase  one  degree  for  every  50  feet 
after  you  get  down  a  certain  distance. 

Mr.  Cole.  The  rocks  of  the  Lake  Superior  district  are  very  old 
and  it  does  seem  as  though 

The  Chairman  (interposing).  Take  it  with  the  silver  miaing. 
They  have  recently  found  where  thej-  can  not  go  farther,  and  are 
working  under  a  spray  of  water  on  account  of  the  heat.  I  mean 
that  when  you  get  down  so  many  thousand  feet  the  heat  then  will 
prevent  you  going  farther.  You  can  not  go  to  the  center  of  the 
earth  after  a  vein  of  ore. 

Mr.  Cole.  I  understand  that,  of  course,  but  there  is  a  point  to 
which  you  may  be  able  to  go,  that  is  going  to  yield  the  tonnages  I 
speak  of,  that  I  myself  believe  exists. 

The  Chairman.  Do  you  know  that  point. 

Mr.  Cole.  In  the  copper-mining  district,  which  is  in  the  same  series 
of  rocks — in  the  Gogebic  Range  the  rocks  overlap — and  in  those 
copper  rocks  they  now  go  to  a  depth  of  over  5,000  feet,  a  mUe  verti- 
cally, and  they  lead  down  over  8,000  feet  from  where  the  vein  out- 
crops on  the  surface.     They  are  mining  successfully.     While  the 
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heat  does  increase,  it  is  not  at  the  rate  of  one  degree  for  every  50 
feet,  as  you  say. 

The  Chairman'.  It  is  1°  for  every  50  feet  vertically;  that  is  my 
recollection. 

Mr.  Cole.  Nearly  that ;  certainly  in  the  first  part  of  your  operations. 
But  when  your  shafts  are  opened  at  different  levels,  and  you  get  a 
circulation  of  air  through  there,  the  temperature  is  much  modified; 
therefore,  I  say  while  we  are  only  mining  1,500  and  2,000  feet,  as  the 
maximum,  in  the  ore  deposits  of  the  Lake  Superior  district  I  have  no 
reason  to  doubt  but  what  they  will  mine  down  to  a  very  great  depth. 
And  while  they  are  only  putting  iq  the  machinery  and  equipment  to 
go  to  a  depth  of  3,000  feet,  nevertheless  there  is  no  reason  that  I  know 
of  why  they  should  not  go  to  a  very  much  greater  depth. 

Mr.  YouxG.  What  is  the  temperature  at  the  bottom  of  the  Coleman 
and  the  Hector,  which  are  over  5,000  feet  deep  ? 

Mr.  Cole.  I  believe  it  is  about  86°  ia  the  rocks  until  you  get  one 
or  more  shafts  opened  and  gain  a  circulation. 

Mr.  YouxG.  I  mean  that  exists  in  the  mining. 

Mr.  Cole.  In  the  actual  mining? 

Mr.  Young.  Yes. 

Mr.  Cole.  When  they  once  get  the  circulation  of  air,  the  ventila- 
tion, where  the  actual  mining  progresses — the  first  is  development 
work,  the  sinking  of  shafts,  the  opening  of  drifts,  and  that  is  a  little 
hot.  But  once  that  is  done  and  they  get  a  circulation  of  air,  the 
mining  conditions  are  not  abnormal  at  all,  and  the  men  work  there 
very  comfortably. 

Mr.  Young.  Is  the  temperature  up  in  the  seventies  ? 

Mr.  Cole.  I  can  not  tell  you  exactly  what  it  is. 

The  Chairmax.  Are  you  not  going  on  the  assumption  that  having 
found  one  vertical  vein  succeeding  another,  one  strike  after  another 
in  that  region,  you  believe  you  have  not  found  all  the  strikes,  but  you 
do  not  know  ?     Is  not  that  the  situation  there  ? 

Mr.  Cole.  That  is  true;  that  is  the  belief,  and  that  is  the  belief  of 
most  eminent  men.  I  think  if  you  look  in  this  report  which  was  just 
handed  to  me  yesterday — and  pardon  me  if  I  refer  to  what  the  gentle- 
man here  says  as  to  the  Gogebic  district.  This  was  in  line  with  what 
our  worthy  friend,  the  Judge,  was  speaking  about  yesterday: 

A  part  of  the  iron  ores  of  the  Gogebic  district  occur  in  tabular  bodies  that  lie  parallel 
to  the  bedding,  and  a  part  occurs  in  great  widenings  of  these  bodies  at  the  intersection 
of  dikes  with  a  footwall  quartzite  or  slate.  The  line  of  intersection  of  the  dikes  with 
the  footwalls  in  general  dips  to  the  east,  although  in  some  places  the  dip  is  to  the  west 
and  in  others  this  line  is  horizontal.     It  was  formally  supposed — 

You  will  note  his  language — 

it  was  formerly  supposed  that  the  upper  dikes  limited  the  ore  bodies  below,  but  it  is 
now  known  that  the  ore  bodies  may  be  repeated  on  dike  below  dike,  and  to-day  no  one 
is  willing  to  predict  the  depth  to  which  this  repetition  may  be  carried. 

The  Chairmax.  I  say,  it  is  unknown. 

Mr.  Cole.  Unknown,  but  where  we  have  the  experience  of  25  or  50 
years  we  feel  reasonably  sure  that  the  knowledge  gained  in  that  25  or 
50  years  is  a  pretty  good  guide  to  go  on.  Inerefore  when  we  are 
putting  on  our  armor  we  always  figure  for  a  considerably  greater  depth 
than  the  actual  known  ore  bodies  we  are  then  operating. 

I  want  to  call  your  attention  to  the  fact  that  some  of  the  very  best 
engineers  in  the  United  States  to-day  at  one  time  thought  the  Gogebic 
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Range  was  a  very  shallow  range.  In  other  words,  that  the  ore 
deposits  would  be  termed  the  absolute  dikes.  Now  we  find  ore  below 
those.  And  I  want  to  say,  without  any  disrespect  to  the  geologists  of 
our  country,  who  have  been  doing  a  magnificent  work,  and  who  are 
doing  in  many  ways  work  that  is  very  useful,  that  they  themselves 
change  their  ideas  and  their  views  after  the  miner  gets  his  shafts  and 
drifts  and  crosscuts  through  the  rocks. 

The  Chairman.  What  is  the  difference  in  cost  of  mining  this  iron 
ore  in  the  Gogebic  Range  at  a  depth,  say  of  three  or  four  thousand  feet, 
underground  methods,  and  a  strip  proposition,  where  you  have  the 
average  amount  of  water  to  contend  with,  and  an  overburden,  say  of 
50  feet. 

Mr.  Cole.  We  are  not  mining  at  the  extreme  depths  you  refer  to. 
Fifteen  hundred  feet  is  approximately  the  maximum  on  the  Gogebic 
Range. 

The  Chairman.  I  know  that. 

Mr.  Cole.  At  the  present  time. 

The  Chairman.  But  my  question  is  framed  upon  a  condition  not 
at  present  existing.  We  know  the  amount  of  ore  they  have  there  in 
sight,  say  a  hundred  million  tons,  within  1,500  feet  of  the  surface. 
Now,  if  you  are  going  to  get  another  hundred  million  tons  you  must 
go  deeper,  say  to  3,000  feet.  What  would  be  the  difference  in  cost 
of  mining,  say,  20,000,000  tons  at  an  average  of  3,000  feet  below 
the  earth's  surface,  and  mining  the  same  vein  in  an  open  pit  proposi- 
tion with  50  feet  of  overburden  ? 

Mr.  Cole.  I  have  no  doubt  the  difference  would  be  in  excess  of  $1 
per  ton,  somewhere  between  $1  and  $1.50  a  ton.  I  can  not  give  you 
the  exact  figures,  because  there  is  no  data  upon  which  to  base  any 
estimate. 

In  line  with  that  let  me  give  you  some  little  experience  of  what  they 
are  doing  in  the  copper  mining  district  of  Lake  Superior.  In  the 
copper  mining  district  of  Lake  Superior  they  are  to-day  mining  the 
rock  containing  the  native  copper  metal  from  a  depth  oi  2,000  down 
to  4,000  feet;  are  doing  all  of  the  development  work,  sinking  the 
shafts,  driving  the  drifts  and  crosscuts,  to  reach  these  lodes,  stopping 
the  rock,  sending  it  to  the  surface,  crushing  it  in  their  rock  houses, 
transporting  it  on  their  railroads  several  miles  down  to  their  stamp 
mills,  stamping  it,  pulverizing  it  completely  so  as  to  separate  the 
gang  materials  from  the  native  copper,and  securing,  say,  14  pounds  of 
copper  per  ton  of  rock.  And  this  14  pounds  of  native  copper  when 
copper  is  selling  at  12^  cents  a  pound  is  only  worth  $1.75  for  the 
quantity  in  each  ton  of  rock.  In  addition  to  these  processes  that  I 
have  enumerated,  that  copper  metal  has  then  to  be  taken  out  and 
sent  to  the  smelting  works  and  refined  and  shipped  down  east  to  the 
selling  points,  and  all  that  rock  contains  is  14  pounds  of  metal  per  ton. 

Now,  they  do  not  have  any  water  to  pump;  that  is,  the  water  is 
very  limited  in  the  copper  rocks  of  the  Lake  Superior  district.  But 
the  record  is  an  exceptional  one.  It  shows  what  the  activities  of  the 
miner  man  has  brought  about  up  in  that  country;  and  I  am  just  as 
firm  in  my  belief  that  the  iron-ore  miner  will  be  successful  in  meet- 
ing any  contingency  that  may  be  forced  upon  him,  and  that  he  will 
hold  his  costs  fairly  reasonable  in  the  years  to  come. 

The  Chairman.  What  I  was  trying  to  get  at  was  the  difference  in 
costs  now.     You  speak  of  obtaining  these  HUl  ores  in  order  to  meet  any 
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demand  that  might  be  made,  upon  it.  If  the  day  you  got  these  Hill 
ores  you  had  had  a  demand  for  an  increase  of  80  per  cent  in  your  ores 
to  be  delivered  to  the  lower  lake  ports,  would  you  have  gotten  that 
ore  from  the  Hill  ore  leases  or  from  your  old  mines  >. 

Mr.  Cole.  We  would  have  had  to  largely  fill  from  our  old  mines, 
and  we  had  our  own  mines  developed  well  ahead,  so  that  we  could 
meet  almost  any  contingency  which  with  we  were  confronted. 

The  Chairman.  Take  the  Mahoning  mine  and  the  Hull  Rust,  where 
you  have  160  to  200  acres  stripped,  and  ore  at  a  depth  of  200  feet. 
Your  capacity  to  deliver- that  ore  is  measured  by  the  number  of  men 
obtainable  and  the  capacity  of  the  railroads  to  handle  the  traflic,  it 
it  not? 

Mr.  Cole.  The  Hull  Rust  mine  was  a  pretty  large  shipper.  It 
kept  them  fairly  busy  to  take  out,  say,  3,000,000  tons  of  iron  ore  per 
annum.  But  I  have  no  doubt  if  a  contingency  or  an  emergency 
arose  that  we  could  double  that  output  from  the  Hull  Rust  mine. 

The  Chairman.  Quadruple  it,  could  you  not?  For  instance,  here 
you  have  practically  a  square  mile  of  exposed  surface.  You  can  put 
m  any  number  of  tracks,  just  lay  the  tracks  on  the  ground,  and  go 
ahead  with  the  steam  shovels.  What  I  am  trying  to  get  at  is  that 
the  measure  of  your  capacity  to  deliver  that  ore  would  be  the  capac- 
ity of  trains  to  carry  it  from  the  mines  to  docks,  would  it  not  ? 

Mr.  Cole.  That  would  be  one  factor  in  the  situation.  But  when 
you  increase  your  output,  when  you  produce  3,000,000  tons  of  ore 
from  a  mine,  and  then  you  take  and  quadruple  that  output,  that  is  a 
remarkable  change.  The  difference  between  3,000,000  tons  and 
12,000,000  tons  is  enormous.  Chairman  Stanley. 

The  Chairman.  I  know  it. 

Mr.  Cole.  It  is  enormous. 

The  Chairman.  But  what  I  mean  is  that  ore  is  exposed  200  feet 
deep.  What  is  to  keep  you  from  taking  out  20,000,000  tons  as  easy 
as  anything  else? 

Mr.  Cole.  You  can  practically  work  on  only  about  two  horizons. 
You  can  not  work  another  200  feet  in  thickness.  You  can  only  take 
your  benches  of  about  25  feet  in  height,  and  so  of  course  you  are 
limited  to  the  area  largely. 

The  Chairman.  One  given  horizon  would  be  a  circle  practically  a 
mile  around,  would  it  not  \ 

]\[r.  Cole.  After  your  development  work  had  progressed  for  enough 
to  have  that  circle,  you  see.  But  it  takes  time  to  develop  these  mines 
and  get  up  to  the  maximum.  I  agree  with  vou.  Within  a  few 
years  they  could  get  up  to  a  point  where  they  could  ship  17,000,000 
tons;  but  whUe  they  were  working  to  that  end,  working  to  be  in 
shape  to  meet  almost  any  extraordinary  demand  placed  upon  them, 
yet  at  the  time  I  refer  to  if  we  could  just  double  our  output  from  the 
Hull  Rust  we  would  have  felt  we  were  doing  pretty  good  work. 

The  Chairman.  You  spoke  of  the  difference  of  opinion  between 
various  engineers  as  to  the  probable  amount  of  ore  in  the  Hill  ore 
properties,  running  from  two  hundred  and  fifty  to  five  hundred 
million.  How  did  this  vast  difference  of  opinion  occur  where  vou 
had  a  flat  body  of  ore,  easily  reached  by  drilhng  '>. 

Mr.  Cole.  I  assume  that  the  engineers  employed  by  Mr.  Hill  esti- 
mated that  very  much  greater  areas  of  the  land  wliich  he  proj)()sed 


UNITED    STATES    STEEL    COEPOEATION.  5499 

to  turn   into  this  lease  contained   ore  bodies   than  it  was  actually- 
found  they  did  contain. 

The  Chairman.  Had  ^ir.  Hill's  engineers  made  their  estimates 
from  actual  drills? 

Mr.  Cole.  Oh,  no,  indeed.  The  major  portion  of  those  lands  was 
entirely  unexplored. 

The  Chairman.  Unexplored? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  His  estimates  then  were  made  practically  upon 
the  drillings  in  adjacent  lands. 

Mr.  Cole.  Some  exploratory  work  that  had  been  conducted  on 
their  lands,  and  undoubtedly  examinations  that  his  men  had  con- 
ducted on  other  lands. 

The  Chairman.  How  much  of  the  entire  Hill  ore  properties  were 
stripped  at  the  time  the  Steel  Corporation  acquired  them  ? 

Mr.  Cole.  Not  to  exceed  30  acres.  That  is,  those  lands  that  were 
turned  over  to  the  Steel  Corporation, 

Mr.  Bartlett.  Can  you  give  us  some  idea  of  what  proportion  that 
would  be  to  the  whole,  in  acres? 

Mr.  Cole.  It  was  a  very  large  acreage.  I  can  not  tell  you  exactly 
how  many  acres  there  were,  but  a  very  large  acreage. 

Mr.  Bartlett.  That  does  not  give  us  any  idea  of  the  proportion — 
30  to  a  large  acreage.  ' 

Mr.  Reed.  It  was  much  less  than  1  per  cent,  if  that  will  help  you 
any. 

The  Chairman.  There  were  about  30,000  acres. 

Mr.  Cole.  A  large  acreage.  A  great  deal  of  the  land  was  off  the 
range,  or  at  least  it  was  so  far  away  that  you  would  hardly  think  it 
would  contain  ore  bodies,  and  you  would  have  to  do  some  explora- 
tory work  there  to  be  sure  it  would  not. 

Mr.  Bartlett.  How  many  million  tons  were  in  the  Hill  properties, 
do  you  think? 

Mr.  Cole.  Our  engineers  felt,  like  we  aU  felt,  that  there  was  a 
possibility  of  a  tonnage  amounting  to;  well,  up  to  250  million  tons  that 
would  be  found  on  those  lands. 

Mr.  Young.  How  many  tons  were  under  the  land  that  was  being 
stripped,  about  30  acres,  you  think? 

Mr.  Cole.  I  should  say  roughly,  five  or  six  million  tons  in  that 
area  that  had  been  stripped;  perhaps-  a  httle  less  than  that. 

The  Chairman.  If  you  had  known  there  were  250  milhon  tons 
there,  would  you  have  made  this  contract — no  more  or  no  less  ? 

Mr.  Cole.  If  the  matter  had  been  left  to  me  I  should  hesitate  to 
make  it.  Chairman  Stanley,  for  the  reason  with  the  minimum  imposed 
it  would  be  exceedingly  difficult  to  go  and  get  the  quantities  that 
would  have  to  be  taken  out  each  year  from  that  total  tonnage  of  iron 
ore.  You  see,  in  mining,  you  have  to  get  so  many  tons  of  each  grade 
each  year  to  forward  in  order  to  meet  the  requirements  of  the  con- 
suming public.  And  with  the  ore  bodies  being  very  much  smaller 
in  extent  than  was  figured  by  Mr.  Hill's  engineers,  I  should  hesitate 
to  take  over  tliat  lease  and  attempt  to  mine  the  minimum  on  that 
limited  tonnage  of  ore  instead  of  a  grand  total  of  five  or  six  hundred 
million  tons,  which  is  the  amount  that  existed. 

The  Chairman.  Suppose  there  had  been  two  billion  tons  of  ore 
there.     Would  it  have  oeen  a  good  proposition  ? 
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ilr.  Cole.  If  there  had  been  two  bilhon  tons  of  iron  ore  on  the  Hill 
land  the  Steel  Corporation  never  should  surrender  the  lease. 

The  Chairman.  Why? 

ilr.  Cole.  Because  they  would  need  it  in  their  business.  The 
growth  of  the  iron  and  steel  business  in  this  country  has  been  remark- 
able; and  the  growth  or  output  of  the  United  States  Steel  Corpora- 
tion, forced  upon  them  by  the  consumuig  public,  the  people  who 
wanted  steel,  has  forced  the  United  States  Steel  Corporation  to  put 
millions  and  millions  into  plants  and  equipment,  to  meet  the  necessi- 
ties of  the  occasion,  to  meet  the  needs  of  the  public  in  times  of  great 
prosperity,  to  give  them  enormous  tonnages  of  steel  output,  and  they 
ouglit  to  figure  as  far  ahead  as  they  can  in  any  district  where  the  ores 
can  be  made  available,  to  take  care  of  that  output.  I  believe  to-day 
they  can  turn  out  80  per  cent  more  steel  than  they  could  in  1901 
when  the  Steel  Corporation  was  organized.  That  is  a  tremendous 
increase  in  the  short  space  of  a  Uttle  over  10  years. 

The  Chairman.  The  Steel  Corporation  now  has  that  ultimate 
capacity? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  What  per  cent  of  its  capacity  is  it  running  now  ? 

]\Ir.  Cole.  I  presume  just  now  with  an  up-turn  in  steel  commodities 
they  are  adding  to  their  operating  capacity  very  rapidly  and  are 
going  up  to  full  capacity  in  the  near  future.  But  for  a  long  time  they 
have  been  running  at  limited  capacity,  showing  the  burden  that  they 
have  to  take  care  of. 

The  Chairman.  They  are  not  producing  anything  like  80,000,000 
tons  now  ? 

Mr.  Reed.  He  did  not  say  that. 

Mr.  Cole.  I  said  80  per  cent  of  their  initial  capacity  when  they 
were  organized.  And  the  fact  they  are  producing  less  shows  the 
burden  imposed  upon  them  at  times,  with  all  this  tremendous  capital 
invested,  when  they  have  to  go  slow  because  the  public  only  want 
about  55  per  cent  of  their  capacity.  But  the  public  demand  that  they 
be  in  position  with  their  railroads,  their  steel  works,  with  all  their 
facilities,  to  turn  out  this  finished  material  to  them  in  enormous  vol- 
ume, at  low  cost,  at  a  time  when  they  need  large  quantities. 

The  Chairman.  Did  you  consider  the  fact  in  making  this  lease  that 
this  was  about  all  the  available  ore  in  the  Mesabi  region  at  the  time 
you  made  the  lease — all  the  available  ore  on  the  market  ? 

Mr.  Cole.  I  believed  at  the  time  it  was  going  to  give  us  the  major 
portion  of  available  ore  on  that  part  of  the  Mesabi  Kange  which  was 
then  developed.  Understand,  development  work  was  stfll  in  progress 
on  down  beyond  the  Mississippi  River,  southwesterly,  into  Minnesota 
and  beyond.  Not  knowing  the  full  extent  of  the  Mesabi  Range,  we 
believed  this  was  giving  us  a  very  large  proportion  of  the  remaining  ore 
the  Mesabi  Range  as  we  then  knew  it. 

The  Chairman.  You  felt  unless  you  did  make  this  lease  you  had 
lost  your  opportunity  to  acquire  any  other  available  ore  in  large  quan- 
tities on  the  Mesabi  Range  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  That  would  be  a  very  important  factor  in  deter- 
mining whether  you  would  make  the  lease  or  not? 

Mr.  Cole.  Yes,  sir. 
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The  Chairman.  If  there  had  been  only  two  or  three  hundred  million 
tons  there,  would  not  they  have  added  to  the  value  of  the  ore  in  the 
whole  range — the  fact  that  the  supply  was  so  limited  ? 

Mr.  Cole.  I  can  not  see  how  it  is  going  to  add  to  any  material  extent 
to  the  value  of  the  ores  in  the  whole  range,  because  we  have  not  yet 
got  to  a  point  in  the  history  of  the  steel  industry  where  the  supply  of 
ores  is  so  limited  that  it  begins  to  affect  the  values  to  any  appreciable 
extent. 

The  Chairman.  Do  you  think  that  if  to-morrow  they  should  dis- 
cover another  Mesabi  flange  within  25  or  30  miles  of  you  there,  that 
it  would  affect  the  value  of  the  ores  in  that  region  ? 

Mr.  Cole.  I  believe  it  would  affect  it  to  a  reasonable  extent;  I  cer- 
tainly do,  not  on  the  prices  this  year,  because  they  are  abnormally  low, 
but  taking  them  over  the  next  10  years  I  think  it  would  have  some 
effect  on  the  value  of  these  iron  ores. 

The  Chairman.  You  were  speakiag  of  the  Cuban  ores.  Were  these 
Cuban  ores  known  at  the  time  you  made  this  lease  of  the  Hill  proper- 
ties ? 

Mr.  Cole.  Not  generally  known;  no,  sir. 

The  Chairman.  You  knew  of  them  ? 

Mr.  Cole.  I  visited  those  fields  after  that  Hill  ore  lease  was  made, 
many  years  afterward. 

The  Chairman.  Did  the  ore  experts  know  of  those  ores  at  the  time 
this  lease  was  made  ? 

Mr.  Cole.  No,  sir;  they  had  not  examiued  them. 

Tlie  Chairman.  Would  it  be  practicable,  in  your  opinion,  any  time 
in  the  near  future  to  import  ores  to  this  country  from  Brazil  and  smelt 
them  in  competition  with  our  ores  ? 

Mr.  Cole.  If  a  line  of  steamers  carrying  18,000  or  20,000  tons  of 
iron  ore  were  built  to  transport  the  ores  from  Brazil  to  seaboard  cities 
in  this  country,  with  a  reasonable  amount  of  return  cargoes  to  Brazil, 
I  believe  that  those  ores  would  come  into  competition  with  the  ores 
of  this  country. 

The  Chairman.  That  is  an  impossible  thiug  in  itself,  is  it  not  ? 

Mr.  Cole.  It  is  to-day,  but  one  can  not  tell  to  what  extent  our  trade 
with  Brazil  and  the  Argentine  Eepublic  may  develop. 

The  Chairman.  For  instance,  the  ore  tonnage  from  the  head  of 
Lake  Superior  is  greater  than  the  entire  tonnage  of  New  York  Harbor. 

Mr.  Cole:  It  is  tremendous. 

The  Chairman.  Because  I  understand  the  tonnage  of  New  York 
Harbor  is  18,000,000  tons  a  year,  in  round  numbers. 

Mr.  Cole.  Your  question  is,  if  these  ores  could  come  in.  They  are 
not  being  mined  in  grand  total  quantities  such  as  we  are  using  to-day. 

The  Chairman.  I  mean,  is  there  any  reasonable  prospect  of  those 
ores  coming  into  this  country  in  competition  with  our  ores  any  time 
in  the  near  future  ? 

Mr.  Cole.  I  should  say  there  would  be,  because  of  the  fact  the 
metallic  content  is  very  high  and  the  moisture  or  water  in  the  ores 
is  very,  very  low. 

Mr.'  Gardner.  There  are  three  conditions  that  have  to  be  met. 
First,  if  it  pays  somebody  to  put  on  a  line  of  steamers. 

Mr.  Cole.  Yes. 

Mr.  Gardner.  Second,  is  there  now  a  duty  charged  on  ore  coming 
in  here  ? 
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Mr.  Cole.  Fifteen  cents  a  ton,  under  our  present  laws. 

Mr.  Gardner.  Then,  when  you  gave  your  answer  you  contem- 
plated an  import  duty  of  15  cents  a  ton,  did  you  ( 

Mr.  Cole.  I  contemplated  that. 

Mr.  Gardner.  Did  you  contemplate  any  export  duty  on  Brazilian 
ores? 

Mr.  Cole.  Yes,  sir;  a  reasonable  amount. 

Mr.  Gardner.  In  other  words,  given  the  present  existing  con- 
dition of  affairs,  with  the  export  and  import  duties  of  the  two  nations, 
the  only  thing  which  prevents  those  ores  from  coming  into  com- 
petition with  ours  to-day  is  the  fact  it  is  not  possible  at  present  to 
establish  a  profitable  steamship  line. 

]\Ir.  Bartlett.  Oh,  no;  because  they  are  not  being  mined  out. 

Mr.  Cole.  When  the  demand  arises  that  they  have  to  have  more 
ore  on  the  Atlantic  coast  then  it  is  possible  to  take  those  ores  from 
the  Brazilian  field  and  bring  them  to  the  Atlantic  coast,  smelt  them 
and  make  steel,  and  sell  it  at  a  fair  profit. 

Mr.  Gardner.  Provided  it  pays  anybody  to  have  a  steamship  line. 

Mr.  Cole.  They  can  readily  build  steamers,  don't  you  know,  to 
do  this. 

Mr.  Gardner.  The  return  freight  has  something  to  do  with  it. 

Mr.  Cole.  Something  to  do  with  it;  yes,  sir. 

The  Chairman.  How  far  is  that  ore  from  tidewater? 

Mr.  Cole.  To  my  best  knowledge,  about  150  miles:  but  I  am  not 
dead  sure  about  that  distance. 

The  Chairman.  And  it  would  have  to  go  over  a  mountainous 
country  ? 

Mr.  Cole.  Xo,  sir;  the  present  railroad  from  Rio  de  Janeiro  out  to 
the  mines,  up  over  two  or  three  mountain  ranges,  is  a  bad  railroad  to 
operate  on,  having  adverse  grades ;  but  the  new  line 

The  Chairman.  An  adverse  grade  is  a  A-ery  serious  obstacle  in  the 
handling  of  heavy  tonnage  like  ore,  is  it  not '( 

Mr.  Cole.  Yes,  sir;  it  is. 

The  Chairman.  Could  you  haul  30  cars  to  an  engine  over  that  road 
under  any  circumstances  ? 

Mr.  Cole.  Thirty  cars  ? 

The  Chairman.  To  the  engine. 

Mr.  Cole.  Oh,  no. 

Mr.  Young.  Why  do  you  not  let  Mr.  Cole  complete  his  answer. 
He  started  to  say  that  while  the  road  that  now  existed  there  was 
mountainous,  that  they  were  building  another  road. 

Mr.  Cole.  The  road  now  existing  runs  over  two  or  three  mountain 
ranges,  as  I  said,  with  adverse  grades,  coming  down  to  the  sea.  The 
new  road  that  is  being  built  by  an  Englishman,  from  Victoria,  another 
seaport  north  of  Rio  de  Janeiro,  follows  a  Matercourse  up  into  the 
mountains,  the  headwaters  of  which  are  in  the  mountain  regions 
where  ore  exists;  and  that  railroad  will  be  like  the  railroads  in  the 
Lake  Superior  district,  the  principal  part  of  it,  with  grades  in  favor  of 
loads  coining  down  to  the  sea. 

The  Chairman.  What  would  be  the  length  of  the  haul  ? 

Mr.  Cole.  I  am  told  that  it  is  approximately  150  or  160  miles.  I 
do  not  know  if  that  information  is  accurate,  but  I  imagine  it  is  very 
close  to  it. 
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The  Chairman.  Then  that  ore  when  it  did  get  here  would  be  con- 
fined to  the  furnaces  on  the  Atlantic  coast  ? 

Mr.  Cole.  And  to  the  steel-making  plants  in  Germany,  Belgium, 
France,  and  England. 

The  Chairman.  I  am  not  talking  about  that.  I  am  talking  about 
using  that  ore,  making  it  a  commercially  available  ore,  which  is  in 
competition  with  ores  now  produced  in  the  United  States. 

Mr.  Cole.  Yes:  I  should  say  that  the  points  would  be  on  the 
Atlantic  coast. 

The  Chairman.  It  could  not  go  into  the  interior. 

Did  the  Steel  Corporation  make  any  purchases  of  Brazilian  ore  ? 

Mr.  Cole.  Not  that  I  know  of.  They  did  not  during  the  time  I 
was  with  them. 

The  Chairman.  When  was  it  their  engineers  went  down  there  ? 

Mr.  Cole.  Four  or  five  years  ago;  about  four  years  ago. 

The  Chairman.  Why  did  not  they  make  these  purchases  ?  They 
knew  then  as  well  as  now  the  prospect  of  exhausting  their  ore  reserve. 

Mr.  Cole.  The  great  bulk  of  the  plants  of  the  United  States  Steel 
Corporation  are  located  in  the  interior,  and  they  utilize  the  ores  from 
the  Lake  Superior  district  almost  entirely. 

The  Chairman.  And  they  will  continue  to  be  in  the  interior  ? 

Mr.  Cole.  Well,  that  country  is  a  growing  country,  the  country 
of  Ohio,  Indiana,  Illinois,  Iowa,  the  Minnesotas,  the  Dakotas,  and  on 
up  following  the  great  wheat  belt — it  is  all  the  growing  country  of  this 
nation. 

The  Chairman.  The  demand  for  finished  steel  is  from  the  sections 
west,  outside  of  the  steel  regions. 

Mr.  Cole.  The  great  bulk  of  it. 

The  Chairman.  Taking  it  all  in  all,  the  Steel  Corporation  did  not 
consider  those  ores  available,  or  they  would  have  purchased  them. 

Mr.  Cole.  They  did  not  purchase.  I  do  not  know  just  what  their 
conclusions  were  with  reference  to  their  availability  at  that  time. 

The  Chairman.  How  much  stripping  have  you  done  on  the  Hill 
ore  properties  ? 

Mr.  Cole.  That  has  all  been  conducted  since  I  left  the  company. 

The  Chairman.  And  j'ou  do  not  know  about  that  ? 

Mr.  Cole.  I  can  not  tell  accurately,  but  from  the  plans  that  were 
laid,  and  the  equipment  that  was  installed  while  I  was  with  the 
company,  I  know  -ftTiat  the  intention  was,  I  know  the  present  export- 
ing quantities,  and  I  should  say  roughly  speaking,  that  20,000,000 
to  25,000,000  yards  of  surface  material  had  been  used  and  that 
should  give  them  40,000,000  to  50,000,000  tons  of  iron  ore  uncovered. 

Mr.  Bartlett.  About  ten  times  as  much  as  they  had  when  they 
bought  it. 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  How  much  of  that  ore  has  to  be  concentrated  ? 

Mr.  Cole.  I  do  not  believe  the  stripping  has  been  conducted  at 
any  point  where  concentrating  ore  exists. 

The  Chairman.  They  built  a  concentrator  there  ? 

Mr.  Cole.  That  is  to  handle  ores  from  other  land  as  well  as  the 
Hill  land. 

The  Chairman.  Did  not  they  concentrate  vast  quantities  of  Hill 
land  ore  ? 
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Mr.  Cole.  They  probably  concentrated  some  ore  from  the  lands 
that  the  Hill  people  o^vned  a  half  interest  in,  and  that  the  Steel 
Corporation  owned  a  half  interest  in.  They  may  have  concentrated 
some  of  the  ores  from  that  land,  but  all  the  rest  of  it  has  been  mer- 
chantable ore  that  they  have  been  exposing.  In  one  case  on  lands 
that  the  Hill  people  owned  a  half  interest  in  and  the  Steel  Corpora- 
tion o-wned  a  half  interest  in,  that  exceeds  14,000,000  tons  of  good 
grade  Bessemer  ore  Iving  next  to  the  surface  sand.  That  is  known 
as  the  Hill  mine,  and  that  ore  is  being  mined  and  shipped  at  a  good 
liberal  rate  each  year. 

The  Chaiemax'  How  much  of  the  Hill  ores  would  have  to  be 
concentrated  of  the  250,000,000  tons  that  is  in  there  ? 

Mr.  Cole.  I  am  utterly  unfamiliar  with  the  nature  of  the  ores  as 
shown  up  by  the  development  work  that  has  been  conducted  since  I 
left  the  corporation;  but  as  a  rough  guess  I  should  say  60  per  cent 
probably  wall  have  to  be  concentrated. 

The  Chairman.  "What  per  cent  of  the  ore  that  is  concentrated  is 
silica  that  has  to  be  gotten  out,  or  sand  ? 

Mr.  Cole.  It  takes  about  a  ton  and  six  tenths  of  crude  ore  to 
make  a  ton  of  merchantable  product. 

The  Chairman.  What  is  the  cost  of  concentration? 

Mr.  Cole.  The  cost  is  very  low.  I  should  place  it  under  10  cents 
per  ton. 

Mr.  Bartlett.  At  the  time  the  Steel  Corporation  was  organized 
in  1901,  and  after  they  acquired  these  ores  in  the  Hill  land,  what 
proportion  of  the  then  available  (I  do  not  mean  speculative)  ores 
did  that  ti'ive  the  Steel  Corporation  ? 

Mr.  Cole.  In  the  Lake  Superior  mining  district  ? 

Mr.  Bartlett.  Yes,  and  all  they  owned.  What  proportion  of  the 
available  ores  of  the  United  States  did  that  give  them? 

Mr.  Cole.  In  the  Lake  Superior  mining  district 

^Ir.  Reed  (interi)using).     No,  in  all  the  United  States. 

Mr.  Bartlett.  Yes,  the  United  States,  and  put  into  it  the  Ala- 
bama purchase  afterwards,  the  Tennessee  Coal  &  Iron  Co.;  I  will 
bring  it  up  to  that. 

Mr.  Cole.  I  should  say  about  25  per  cent  including  the  400,000,000 
tons  that  I  happened  to  hear  Mr.  Bacon  testify  to  as  their  holdings 
in  the  Alabama  district — about  25  per  cent. 

Mr.  Bartlett.  How  much  of  the  available  ores  in  the  Michigan 
and  Lake  regions  did  they  have;  what  proportion  of  those  did  they 
have? 

Mr.  Cole.  At  that  time? 

Mr.  Bartlett.  Yes,  including  the  Hill  lease. 

ilr.  Cole.  But  the  Hill  lease  was  not  in  at  that  time.  They 
acquired  other  leases  in  addition  to  the  Hill  ore  lease ;  they  acquired 
large  tonnages  in  addition  to  that. 

Mr.  Bartlett.  I  understand. 

^Ir.  Cole.  But  when  the  Steel  Corporation  was  organized  in  1901, 
I  imagine  their  holdings  of  iron  ore  were  not  in  excess  of  45  per  cent 
of  the  Lake  Superior  district. 

Mr.  Bartlett.  To-day  what  is  their  proportion  of  ownersliip  in 
that  region '. 

Mr.  Cole.  I  should  say  they  own  somewhere  between  50  and  58  or 
60  per  cent. 
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Mr.  Gardner.  For  the  sake  of  the  record  let  us  get  this  question 
straight,  so  that  we  may  know  whether  that  question  is  asked  as  to, 
and  your  answer  includes,  all  Hill  lands,  or  not. 

Mr.  Cole.  I  was  leaving  the  Hill  lands  out. 

Mr.  Gardner.  I  want  to  know  for  the  record,  in  giving  that  per- 
centage, whether  you  mean  the  state  of  affairs  which  existed  January 
1,  1911,  or  the  state  of  affairs  which  will  exist  when  the  lease  expires, 
in  1915. 

Mr.  Reed.  Does  Mr.  Cole  know  how  many  of  those  Hill  lands  have 
been  actually  surrendered,  up  to  date?  Unless  he  does  he  can  not 
answer. 

Mr.  Cole.  I  am  throwing  them  all  out. 

Mr.  Bartlett.  I  will  put  the  question  this  way:  After  the  acqui- 
sition of  the  Hill  lands,  up  to  say  1910,  what  proportion  of  the  ores 
in  that  region  did  the  Steel  Company  own  or  had  they  acquired  at  any 
time,  whether  they  had  disposed  of  them  or  not  1 

Mr.  Cole.  I  should  say  it  was  a  Httle  above  two-thirds. 

Mr.  Bartlett.  And  with  the  addition  of  the  Tennessee  Coal  & 
Iron  Co.  in  1907,  what  proportion  of  ores  of  the  United  States  would 
that  have  given  them  ?  I  do  not  mean  speculative  or  what  may  hap- 
pen in  the  future;  I  mean  the  available  merchantable  ores  of  the 
United  States. 

Mr.  Reed.  Is  not  that  the  same  question  you  asked  Mr.  Cole  a 
moment  ago? 

Mr.  Cole.  No,  he  asked  me  as  to  the  beginning. 

Mr.  Bartlett.  Yes,  I  asked  al;  the  beginning. 

Mr.  Cole.  I  should  say  between  40  and  45  per  cent. 

Mr.  Gardner.  Let  me  get  that  again.  In  1907  after  the  acquire- 
ment of  the  Tennessee  Coal  &  Iron  Co.'s  property  the  merchantable 
ore  supply,  taking  the  merchantable  ore  supply  of  the  United  States 
as  it  was  in  1907,  at  that  time  you  say  that  it  was  about  45  per  cent. 

Mr.  Cole.  I  should  say  between  40  and  45  per  cent. 

Mr.  Gardner.  I  presume  there  is  a  greater  merchantable  supply 
to-day  than  there  was  in  1907. 

Mr.  Cole.  I  presume  there  is,  Mr.  Gardner. 

Mr.  Gardner.  That  is,  more  inferior  ore  is  being  used,  and  that 
makes  the  supply  greater. 

Mr.  Cole.  Yes,  sir. 

Mr.  Gardner.  I  wanted  it  to  be  perfectly  clear  that  it  was  45  per 
cent  of  all,  and  as  I  understand  it  is  45  per  cent  of  the  merchantable 
ore  on  that  date,  1907. 

Mr.  Cole.  Yes,  sir,  and  included  the  ores  that  came  to  them  under 
the  Hill  lease. 

Mr.  Bartlett.  That  was  covered  in  my  question. 

Mr.  Gardner.  The  Hill  lease,  the  Tennessee  Coal  &  Iron  Co.,  the 
original  acquisition,  and  any  intermediate  purchases. 

Mr.  Bartlett.  Now,  Mr.  Cole,  you  are  an  intelUgent,  experienced 
business  man.  You  know  the  purposes  of  the  law  known  as  the  anti- 
trust law.  I  do  not  mean  the  legal  effect,  but  you  know  the  purposes 
which  it  is  intended  to  obtain,  to  prevent  monopoly. 

Mr.  Cole.  I  have  an  idea  about  it. 

Mr.  Bartlett.  Do  you  think  it  proper  pubUc  policy  in  inquiring 
whether  or  not  the  Steel  Corporation  or  any  corporation,  has  a  monop- 
oly of  business,  a  monopoly  of  the  ore,  that  we  should  inquire  as  to 
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whether  there  are  available  ores  in  Brazil,  Mexico,  or  other  foreign 
countries  ?     Do  you  think  that  is  a  proper  inquiry  ? 

Mr.  Cole.  I  do. 

Mr.  Bartlett  (continuing).  To  determine  whether  or  not  any 
corporation  has  a  sufficient  amount  of  necessary  product  in  the  United 
States,  in  conducting  its  business,  in  inquiring  as  to  whether  or  not  the 
Steel  Corporation  has  a  monopoly  of  the  ores  of  the  United  States — 
I  do  not  say  that  it  has ;  I  do  not  even  intimate  it  has — that  the  fact 
there  existed  in  Mexico  or  in  Brazil  or  other  countries  like  China  or 
Siberia  or  other  places  that  might  eventually  be  accessible  to  the 
American  consumer  of  ore — that  those  matters  ought  to  bear  upon 
the  question  to  determine  whether  or  not  in  the  United  States  the 
Steel  Corporation  had  a  monopoly  of  ore  ? 

Mr.  Cole.  Why,  I  think  it  would  be  essential  to  get  at  all  of  the 
facts  of  the  case,  to  view  the  whole  situation  from  a  world-wide 
standpoint,  because  in  these  days  commerciaUsm  has  caused  the 
manufacturers  in  one  country  to  place  their  product  in  other  coun- 
tries. China  to-day  is  sending  its  pig  iron  over  to  the  United  States 
and  selling  it  along  the  Pacific  coast  at  figures  that  the  blast-furnace 
men  in  the  East  can  not  meet.  Then  the  United  States  Steel  Corpora- 
tion is  making  material,  I  believe  well  over  a  million  tons  of  fimshed 
material  a  year,  and  exporting  it  to  the  other  nations  of  the  world. 

Therefore,  in  this  day  of  quick  transportation  and  quick  news 
service,  and  close  contact  with  the  business  of  the  entire  world,  I 
should  say  it  would  be  perfectly  proper  to  take  into  consideration  all 
of  the  factors  surrounding  the  iron  and  steel  industries  of  the  world. 

Mr.  Bartlett.  Then,  if  the  United  States  Steel  Corporation, 
instead  of  owning  40  to  45  per  cent  of  the  available  ores  of  the 
United  States  in  1907 — -I  use  that  year  as  a  mere  illustrative  date — 
owned  100  per  cent  of  all  the  available  ores  of  the  United  States, 
merchantable  ores,  and  there  were  accessible  to  the  independent 
manufacturers,  or  those  who  desire  to  manufacture,  ores  in  Lower 
California,  or  in  Mexico,  or  in  Cuba,  or  in  Canada,  or  South  America, 
from  which  at  the  present  time,  or  at  some  future  time,  by  the  proper 
use  of  large  capital,  the  people  might  obtain  their  ores,  would  you  con- 
sider that  was  a  monopoly  of  the  ores  of  the  country  ? 

Mr.  Cole.  Yes,  sir;  I  should  consider  that  they  were  monopolistic 
in  their  holdings,  if  that  condition  existed. 

Mr.  Reed.  Judge  Bartlett,  will  you  not  explain  to  Mr.  Cole — he  is 
not  a  lawyer — that  the  Sherman  Act  is  intended  to  prevent  restraints 
of  trade,  and  that  if  trade  was  not  restrained  by  monopoly  because  of 
the  availability  of  these  adjacent  ores,  it  might  not  violate  the  act? 

Mr.  Bartlett.  I  did  not  say  it  violated  the  act.  I  started  out 
with  the  question  of  public  policy.  I  was  careful  not  to  suggest  a 
violation  of  the  act. 

Mr.  Reed.  I  thought  you  took  the  act  as  your  text. 

Mr.  Bartlett.  No.  I  confined  the  question  to  the  matter  of 
public  pohcy. 

Mr.  Gardner.  Do  you  not  tliink  that  one  of  the  elements  in  deciding 
that  is  to  make  up  your  mind  what  the  motives  were  of  the  United 
States  Steel  Corporation  in  acquiring  those  very  large  ore  reserves  1 

Mr.  Bartlett.  Yes. 

ilr.  Gardner.  Whether  to  protect  their  future  business  or  whether 
it  was  to  prevent  somebody  else  getting  the  reserve. 

Mr.  Bartlett.  Yes. 
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Mr.  Gardner.  It  seems  to  me  that  is  a  very  material  question 
from  that  point  of  view.  Of  course,  I  think  it  is  exceedingly  necessary 
for  us  to  know  about  the  BraziUan  deposits,  for  other  purposes;  but 
along  the  line  we  are  discussing  now  I  should  be  glad  if  you  would 
develop  that  question  of  motive. 

Mr.  Reed.  Nobody  has  asked  Mr.  Cole  that. 

Mr.  Bartlett.  I  will  be  glad  to  ask  it. 

You  were  a  member  of  the  Steel  Corporation  when  these  ore  holdings 
were  obtained ,  were  you  not ;  a  director  or  a  member  of  it  in  some  way  ? 

Mr.  Cole.  1  was  an  officer  of  the  Oliver  Iron  Mining  Co.,  one  of 
the  subsidiary  conipanies  of  the  United  States  Steel  Corporation. 

Mr.  Bartlett.  I  thank  you  for  the  correction. 

Mr.  Gardner.  That  is  when  the  Hill  lease  was  made  ? 

Mr.  Cole.  Yes,  sir. 

Mr.  Gardner.  As  the  record  of  your  answer  now  appears,  you 
were  when  all  these  acquisitions  were  made. 

Mr.  Bartlett.  I  mean  to  say  when  the  Hill  lease  was  obtained. 

Now,  what  could  have  been  the  inducement  from  a  business  stand- 
point or  any  other  standpoint  for  the  Steel  Corporation  to  acquire 
the  Hill  property  at  the  price  they  paid  for  it  ? 

Mr.  Cole.  The  mining  costs  on  the  Mesabi  Range  are  so  much  lower, 
the  ores  are  made  so  much  more  quickly  available  than  they  are  on 
the  old  ranges,  in  mines  where  the  ore  deposits  are  deep-seated,  that 
that  was  a  considerable  incentive  in  their  securing  what  they  sup- 
posed was  a  very  large  tonnage  of  iron  ore  on  that  range,  and  tying 
it  up  at  least  until  they  had  an  opportunity  to  explore  it  thoroughly. 

Mr.  Bartlett.  There  was  some  idea  too  of  keeping  other  people 
from  getting  it,  was  there  not  ? 

Mr.  Cole.  Not  in  the  least.  They  were  out  to  look  after  their 
business  needs,  and  the  conditions  that  were  confronting  them, 
you  understand.  When  the  iron  and  steel  business  of  this  country 
could  be  measured  up  in  deposits  of  nine  and  ten  million  tons  of  iron 
ore  from  the  Lake  Superior  each  year,  it  was  altogether  a  different 
proposition  to  the  time  when  we  were  outputting  44,000,000  tons  of 
u-on  ore  each  year.  The  tremendous  amount  of  money  that  had  to  be 
put  into  the  transportation  facilities,  in  providing  the  means  for 
shipment,  into  building  the  necessary  blast  furnaces,  into  building 
the  enormous  steel  works — in  view  of  that  situation,  there  would 
not  be  any  prudent  business  men  on  earth  who  would  dare  to  invest 
these  enormous  sums  of  money  into  these  various  enterprises,  that 
were  going  to  keep  increasing  year  after  year,  as  the  growth  of  this 
country  demanded',  without  seeing  they  had  the  raw  material  to 
justify  such  an  enormous  expenditure. 

Mr.  Bartlett.  I  understand  that,  that  the  enormous  investment 
of  money,  the  enormous  expenditures,  were  made  with  a  view  of 
controlling  the  trade  in  that  particular  business. 

Mr.  Cole.  Not  controlling  it.  They  were  manufacturing  a  good, 
fair  ratio  of  the  total  tonnage  of  this  country,  and  they  wanted  to 
keep  manufacturing 

Mr.  Bartlett  (interposing).  What  was  the  purpose  then  of 
creating  a  corporation,  and  consolidating  all  these  various  corpora- 
tions, if  it  was  not  to  control  the  trade  ? 

Mr.  Cole.  I  have  not  any  doubt  but  what  it  was  designed  for  a 
steadying  influence  in  the  trade;  I  have  not  any  doubt  but  what  it 
was  designed  for  that.     For  I  want  to  tell  you  I  never  again  want  to 
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see  the  mining  industry  in  the  Lake  Superior  region  put  back  to  the 
time  when  we  had  to  put  our  hands  into  our  pockets  to  pay  the 
miner  who  was  working  for  $1.20  and  $1.40  a  day,  going  down  into 
the  mines  and  laboring  many  hours  each  day,  to  turn  out  a  large 
output  per  day,  and  when  we  were  getting  it  out,  shipping  it  to 
Lake  Erie,  and  in  some  cases  having  to  sell  for  $2  a  ton.  1  never 
want  to  see  that  time  again ;  I  never  want  to  see  the  time  when  the 
children  of  those  men  working  in  the  naines  did  not  receive  proper 
clothing  to  go  to  school,  when  the  good,  intelligent,  honest  laborers 
of  this  country  were  crowded  down  to  a  point  where  they  were 
receiving  what  they  were  at  that  time. 

Since  the  organization  of  the  Steel  Corporation  and  other  companies 
engaged  in  manufacturing  steel  in  this  country,  there  has  been  an 
ever-mcreasing  addition  to  the  price  paid  the  laboring  man  up  in 
our  district,  until  to-day  he  is  receiving  I  consider  a  fair  recompense 
for  the  work  he  performs,  and  is  able  to  take  care  of  his  family  as  he 
should  care  for  it. 

I  never  want  again  to  go  back  to  the  old  days  when  severe  competi- 
tion was  in  existence,  when  we  had  to  mine  these  ores  and  send  tnem 
down  for  a  mere  pittance,  because  the  Lake  Superior  mining  district 
produces  the  best  ore  in  the  world  outside  of  that  district  which 
may  produce  it  sometime,  located  in  Brazil. 

Mr.  Bartlett.  You  do  not  believe  in  competition  in  business  ? 

Mr.  Cole.  I  believe  in  reasonable  competition.  I  do  not  believe 
in  competition  that  compels  people  to  pay  wages  that  were  paid 
during  the  period  to  which  I  refer,  prior  to  the  organization  of  the 
Steel  Corporation. 

Mr.  Bartlett.  You  think  then  that  the  Steel  Corporation  has 
prevented  what  you  call  destructive  competition? 

Mr.  Cole.  I  believe  the  Steel  Corporation  has  had  a  steadying 
influence  on  the  trade,  and  I  believe  that  it  has  to  a  rea9onable  extent 
prevented  destructive  competition,  although  prices  have  fluctuated 
during  the  time  that  they  have  been  in  existence,  due  to  the  lessened 
demand  at  times. 

Mr.  Bartlett.  Have  the  hours  of  labor  been  lessened  since  that 
time? 

Mr.  Cole.  In  some  cases  they  have.  In  the  iron  mining  district 
of  Lake  Superior  I  believe  the  hours  of  labor  have  been  pretty  nearly 
the  same  smce  the  organization  of  the  Steel  Corporation  as  before, 
except  that  recently  I  think  there  has  been  some  modification. 
Our  miners  underground  have  worked  nine  hours  a  day,  a  portion 
of  the  time,  about  one  hour  being  consumed  a  day  in  getting  from 
their  change  houses  into  the  mines  and  getting  to  their  places  of 
work,  and  getting  away  from  them. 

Mr.  Young.  Kecently  have  not  all  the  iron  mines  in  the  Michigan 
district  gone  onto  the  eight-hour  basis  ? 

Mr.  Cole.  I  was  advised  while  I  was  in  the  South  that  they  had 
changed  their  hours  of  labor  to  eight  hours. 

Mr.  Gardner.  Does  that  mean  eight  hours  from  the  mouth  of  the 
mine  back  to  mouth  of  the  mine  ? 

Mr.  Cole.  Xo,  sir;  I  understand  it  will  be  to  wherever  they  work. 

Mr.  Gardner.  And  Avhen  you  are  speaking  of  nine  hours,  do  you 
mean  nine  hours  actual  work  or  nine  hours  from  the  mouth  of  the 
mine  to  the  mouth  of  the  mine  ? 
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Mr.  Cole.  Ten  hours  from  the  mouth  of  the  mine  to  the  mouth  of 
the  mine. 

Mr.  Gardner.  Nine  hours  at  work  and  one  hour  travehng  ? 

Mr.  Cole.  Practically  nine  hours  at  work.  They  take  their  time 
to  get  into  their  places  of  work. 

Mr.  Gardner.  Nine  hours  of  work  and  one  hour  of  travel;  is  that 
about  it  ? 

Mr.  Cole.  Practically  so.  They  are  not  traveling  all  the  time. 
They  have  to  wait  at  the  mouth  of  the  shafts  for  their  turn  to  get  on 
the  cages  and  be  lowered  down,  and  wait  underground  at  times  to  get 
to  their  place  on  the  cage  to  be  hoisted  to  the  surface. 

Mr.  Bartlett.  Now,  going  back  just  a  moment,  how  many  years 
will  it  be  before  it  is  necessary  to  seek  ore  from  the  Brazilian,  the  Cana- 
dian or  the  Mexican  mines  ? 

Mr.  Cole.  It  is  difficult  for  me  to  estimate  what  the  future  of  this 
country  will  demand. 

Mr.  Bartlett.  You  know  what  the  last  10  years  has  been.  Take  it 
for  granted  it  will  not  be  any  greater. 

Mx.  Cole.  I  would  not  like  to  take  it  for  granted,  because  when  you 
are  producing  5,000,000  tons  of  steel  a  year  you  can  readily  under- 
stand how  you  may  produce  10,000,000  tons  of  steel  at  the  expiration 
of  a  10-year  period;  but  when  you  get  up  to  producing  twenty  or 
twenty-five  rnillion  tons  of  steel  in  a  year  it  is  another  matter  to 
begin  to  figure  you  are  going  to  increase  to  fifty  or  fifty-five  millions 
in  a  10-year  period.  These  tonnages  get  so  enormous  you  can  hardly 
expect  the  same  ratio  of  increase  to  continue. 

Mr.  Bartlett.  Do  you  or  not  believe  that  the  ore  holdings  of  the 
Steel  Corporation  obtained  in  this  region,  also  from  the  HUl  proper- 
ties and  also  from  the  Birmingham  region,  the  ownership  by  the  Steel 
Corporation  of  a  railroad  and  other  transportation  facilities,  owned 
by  it  through  its  subsidiary  companies,  that  that  gives  it  an  immense 
advantage  over  other  steel  producers,  or  people  who  make  iron  and 
steel  products  in  the  United  States  ? 

Mr.  Cole.  I  consider  the  United  States  Steel  Corporation  in  the 
Lake  Superior  district  own  the  very  best 

Mr.  Bartlett  (interposing).  I  am  taking  all  their  facilities  and 
adding  them  aU  together — the  ownership  of  the  ore  that  they  own  in 
the  Lake  Superior  district,  their  ownership  of  the  Tennessee  Coal  & 
Iron  Co.,  their  ownership  of  railroads,  which  they  own  through  sub- 
sidiary companies,  and  also  steamship  lines;  does  that  not  give  them 
an  immense  advantage  over  what  we  call  independent  manufactures, 
or  those  competing  with  them  ? 

Mr.  Eeed.  You  mean  an  immense  unfair  advantage  ? 

Mr.  Bartlett.  I  did  not  use  the  word  "unfair,"  at  all. 

Mr.  Eeed.  I  know  you  did  not,  and  that  is  why  I  thought  the  ques- 
tion was  ambiguous. 

Mr.  Bartlett.  If  you  insist  I  will  put  it  that  way.  I  do  not  care 
to  use  the  word.     I  mean  an  immense  business  advantage. 

Mr.  Cole.  WiU  you  not  allow  me  to  answer  the  question  in  my 
own  way.  I  would  say  the  ownership  of  the  very  best  bodies  of  iron 
ore  in  the  Lake  Superior  district  by  the  Steel  Corporation  gives  them 
some  advantage;  the  ownership  oi  railways  in  Minnesota,  transport- 
ing that  ore  down  to  the  Lakes,  gives  them  some  reasonable  advantage ; 
the  ownership  of  steamship  lines  does  not  give  them  such  a  very  large 
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advantage,  because  a  great  many  of  their  boats  are  pretty  old,  and 
they  only  carry  very  small  tonnages  now  as  compared  with  modern 
ships  that  are  being  built  to-day.  As  to  the  advantages  after  it 
reaches  the  point  of  consumption,  I  can  not  see  why  other  people 
may  not  be  in  just  as  good  a  position. 

But  as  to  the  upbuilding  of  these  plants,  the  putting  of  them  in 
good  shape,  as  the  Steel  Corporation  officials  are,  I  should  say  that 
they  have  a  reasonable  advantage  over  the  other  competitors. 

Mr.  Babtlett.  Not  an  unreasonable  one  ? 

Mr.  Cole.  Not  an  unreasonable  one;  no,  sir. 

Mr.  Bartlett.  You  think  then  it  is  proper  public  policy — I  do 
not  know  that  we  can  control  it — to  permit  corporations  engaged  in 
business,  like  the  Steel  Corporation,  to  own  transportation  companies, 
public  utilities,  like  railroads  and  other  things,  facilities  of  that  sort? 

Mr.  Cole.  Well,  I  am  familiar  with  the  ownership  of  their  railways 
in  the  Northwest,  in  the  ore-producing  region,  and  I  should  say  up  there, 
with  the  short  season  of  Lake  navigation,  only  seven  months  in  the 
year,  it  is  almost  essential  that  they  own  and  control  the  transporta- 
tion facilities  for  getting  out  that  enormous  tonnage  of  iron  ore  that 
thm^  are  forced  to  send  down  to  the  Lalce  ports  each  year. 

Judge,  if  per  chance  some  condition  would  ensue  up  there  that  they 
were  not  getting  the  ore  down,  and  some  consuming  interest  of  this  coun- 
try should  suffer,  what  a  hue  and  cry  would  be  raised,  that  they  could 
not  get  it  in  a  hurry.  When  it  is  once  provided  for  during  the  seven 
months  of  the  Lake  navigation  season,  it  has  got  to  be  moved  in  a  hurry. 

The  Chairman.  If  some  expert  railroad  man  would  guarantee  an 
average  return  of  150  per  cent  on  its  capitalization  and  66§  per  cent  on 
its  operating  charge,  you  could  get  a  little  of  that  ore  hatded  for  you? 

Mr.  Cole.  I  have  not  any  doubt  a  lot  of  railroad  men  woukl  like  to 
do  that  business  up  there.     I  have  no  doubt  about  it. 

The  Chairman.  As  long  as  they  made  that  much,  tJiey  would  be 
pretty  likely  to  do  it. 

Mr.  Cole.  I  would  like  to  answer  your  question  by  again  stating  that 
by  reason  of  the  volume  of  nlaterial  that  has  to  be  moved  in  the  short 
season,  some  years  six  months  of  lake  navigation,  it  is  almost  essential 
that  the  Steel  Corporation  should  itself  haul  that  amount  of  ore. 

The  CiHAiEMAN.  Don't  you  think  as  a  business  man,  don'tyou  believe 
that  any  common  carrier,realizinghe  could  get  66§  per  cent  f  oran  expend- 
iture of  33J  percent,  would  be  pretty  diligent  in  turning  over  his  money  ? 

Mr.  Cole.  There  was  not  anybody  diligent  to  build  roads  up  into 
that  region  when  the  operating  companies  first  went  up  there  and 
wanted  transportation  facHitios. 

Mr.  Reed.  I  fancy  lots  of  i)v^opl('  would  be  glad  to  take  the  success- 
ful parts  of  the  Steel  Corporation  over  now  that  would  not  have  been 
so  anxious  to  take  them  at  tlic  beginning  and  build  them  up. 

The  Chairman.  The  major  portion  of  this  ore  is  in  St.  Louis 
County,  Minn.  ? 

Mr.  Cole.  Yes,  sir;  the  major  portion. 

The  Chairman.  The  tax  commission  keeps  a  very  close  account, 
I  believe,  of  the  ore  deposits  for  the  purpose  of  taxation.  They  liave 
them  all  listed  ? 

Mr.  Cole.  In  both  St.  Louis  and  Itasca  Counties. 

The  Chairman.  The  Oliver  Iron  Mining  Co.  of  course  is  an  operat- 
ing company,  that  handles  ore  for  manufacturing  concerns.  The 
Interstate  Iron  Co. — is  that  a  manufacturing  concern? 
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Mr.  Cole.  That  is  a  mining  corporation  in  Minnesota  for  the  Jones 
&  Laughhn  people. 

The  Chairman.  The  Alberta  Iron  Co. 

Mr.  Cole.  I  do  not  know  where  that  mine  is  located. 

The  Chairman.  They  operate  the  Alberta  mine. 

Mr.  Cole.  I  can  not  tell  you  its  location.  It  is  probably  inde- 
pendent 01  owned  by  one  of  the  so-called  steel  concerns. 

The  Chairman.  It  is  a  manufacturing  concern.  It  gets  out  ore  for 
a  manufacturing  concern  ? 

Mr.  Cole.  I  can  not  tell  you  that.  That  may  be  some  new  prop- 
erty since  I  left  active  operation. 

The  Chairman.  Corrigan-McKiimey  &  Co.  ? 

Mr.  Cole.  They  are  sellers  of  iron  ore ;  also  manufacturers  of  pig  iron. 

The  Chairman.  The  La  Belle  Iron  Works  ? 

Mr.  Cole.  They  are  manufacturers. 

The  Chairman.  Pickands,  Mather  &  Co.  ? 

Mr.  Cole.  They  are  large  sellers  of  iron  ore,  and  also  manufacture 
some. 

The  Chairman.  The  Biwabik  Mining  Co.  ? 

Mr.  Cole.  That  mine  is  owned  by  different  concerns. 

The  Chairman.  I  am  speaking  of  the  Biwabik  Mining  Co. 

Mr.  Cole.  The  Biwabik  Mining  Co.  is  the  operating  company 
operating  the  Biwabik  mine.  Twenty-five  per  cent  of  the  ore  comes 
to  the  United  States  Steel  Corporation,  and  the  balance  of  it,  part  is 
sold  in  the  open  market  and  part  of  it  is  utilized  by  other  owners. 

The  Chairman.  The  Shenango  Furnace  Co.? 

Mr.  Cole.  That  is  owned  by  Mr.  Snyder  and  associates  at  Pitts- 
burgh, and  they  use  nearly  all  their  own  ore,  and  sell  some. 

The  Chairman.  The  Meridan  Iron  Co.,  operating  the  Pearce  mine? 

Mr.  Cole.  They  are  consumers,  I  believe;  yes,  sir. 

The  Chairman.  I  believe  I  asked  you  about  the  La  Belle  Iron 
Works. 

Mr.  Cole.  They  are  consumers  of  iron  ore. 

The  Chairman.  The  Republic  Iron  &  Steel  Co.  are  consumers,  of 
course  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  The  Pittsburgh  Iron  Ore  Co.  ? 

Mr.  Cole.  They  are  consumers. 

The  Chairman.  The  Buffalo  &  Susquehanna  Iron  Co. ;  are  they 
consumers  of  ore  ? 

Mr.  Cole.  They  have  blast  furnaces,  yes,  sir.  That  is,  the  people 
associated  with  them.  They  own  the  stock.  This  is  the  mining 
company  operating  on  that  range,  and  their  ores  are  sent  to  their 
blast  furnaces,  and  some  are  sold. 

The  Chairman.  The  Inland  Steel  Co.  ? 

Mr.  Cole.  They  are  consumers  of  iron  ore. 

The  Chairman.  The  Mahoning  Ore  &  Steel  Co.  ? 

Mr.  Cole.  There  are  several  consumers  interested  in  that  property. 

The  Chairman.  The  Hector  Iron  Co.  ? 

Mr.  Reed.  Is  the  Chairman  reading  all  the  names  of  the  list,  or 
picking  them  out  at  random  ? 

The  Chairman.  I  am  taking  them  as  they  come. 

Now,  the  Hector  Iron  Company? 

Mr.  Cole.  I  think  that  is  owned  by  consumers. 

The  Chairman.  The  Ajax  Mining  Co.  ? 
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Mr.  Cole.  T  can  not  tell  j'oii  about  that. 

The  Chairman.  The  Thomas  Furnace  Co.  ? 

Mr.  Cole.  They  are  consumers. 

The  Chairman"  The  Cass  Mining  Co.  ? 

Mr.  Cole.  I  think  that  is  one  of  Mr.  Sellwood's  mines.  I  think 
they  sell  the  ore. 

The  Chairman.  Swallow  &  Hopkins — that  is  mined  out,  I  see; 
never  mind  about  that. 

The  New  York  State  Steel  Co. ;  are  they  consumers  ? 

Mr.  Cole.  They  are  consumers,  yes,  sir.  They  have  been.  I 
think  they  got  into  business  difficulties  some  time  ago. 

The  Chairman.  The  Mariska  Iron  Co. ;  are  they  consumers  ?  They 
work  the  MiUer  prospect.     The  valuation  is  just  $9,000. 

Mr.  Cole.  It  must  be  pretty  small  property. 

The  Chairman.  It  is.     It  does  not  give  the  tonnage. 

The  Consumers'  Ore  Co.;  do  you  know  anything  about  that? 

Mr.  Cole.  That  is  largely  used  by  blast  furnaces. 

The  Chairman.  The  Jennings  Mines  Co.  ? 

Mr.  Cole.  That  is  something  new,  I  beheve.  I  am  not  familiar 
with  it.  A  good  many  of  these  companies  have  names  that  I  do  not 
know.     I  may  hapi^en  to  know  where  the  mine  is  located. 

The  Chairman.  I  will  give  you  the  mines.  The  three  here  are  the 
Helmer  and  two  Jennings  mines. 

Mr.  Cole.  That  is  something  new. 

The  Chairman.  Do  you  know  anything  about  the  Spring  Mining  Co.  ? 

Mr.  Cole.  No,  sir. 

The  Chairman.  The  Mayas  Mining  Co.  ? 

Mr.  Cole.  I  know  the  people  that  are  interested  in  that  property. 

The  Chairman.  Are  they  consumers  ? 

Mr.  Cole.  They  are  shippers  of  ore. 

The  Chairman.  The  New  York  State  Steel  Co.  ? 

Mr.  Cole.  They  are  consumers  of  ore. 

The  Chairman.  The  Adriatic  Mining  Co.  ? 

Mr.  Cole.  They  are  shippers  of  ore.  Pickands,  Mather  &  Co.,  I 
beheve,  control  it. 

The  Chairman.  The  Pitt  Mining  Co.  ? 

Mr.  Cole.  They  are  consumers  of  ore. 

The  Chairman.  The  Pittsburgh  Iron  Ore  Co.  I  asked  you  about 
that,  I  beheve. 

Mr.  Cole.  They  are  consumers. 

The  Chairman.  The  Rogers  Iron  Mining  Co.  ? 

Mr.  Cole.  I  am  inclined  to  think  that  is  owned  by  Rogers,  Brown 
&Co.  ^       ^ 

The  Chairman.  Are  they  consumers  of  ore  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  The  Nassau  Ore  Co.  ? 

Mr.  Cole.  I  can  not  tell  you.     What  mine  do  they  own  ? 

The  Chairman.  The  Nassau  mine. 

Mr.  Cole.  I  can  not  tell  you. 

The  Chairman.  The  Croxton  Mining  Co.  ? 

Mr.  Cole.  I  believe  that  is  one  of  Mr.  Sellwood's  properties. 

The  Chairman.  They  sell  the  ore  ? 

Mr.  Cole.  They  sell  ore. 

The  Chairman.  The  Bradford  Mining  Co.  They  work  the  Morrow 
mine.     Do  you  know  anything  about  that  ? 
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Mr.  Cole.  I  do  not. 

The  C^HAiRMAN.  The  Mahoning  Ore  &  Steel  Co.  I  asked  you  about 
them. 

Mr.  Cole.  Yes. 

The  Chairman.  Cyprus  Mining  Co.  ? 

Mr.  Cole.  That  is  owned  and  controlled  by  Pickands,  Mather  &  Co. 

The  Chairman.  The  Wisconsin  Steel  Co. ;  are  they  consumers  ? 

Ml-.  Cole.  They  are  consumers  of  ore. 

The  Chairman.  The  Mora  Iron  Co.  ? 

Mr.  Cole.  I  do  not  know  who  they  are. 

The  Chairman.  They  work  the  Mora  prospect. 

Mr.  Cole.  It  is  some  small  enterprise. 

The  Chairman.  You  told  me  about  the  Consumers'  Ore  Co.  ? 

Mr.  Cole.  Yes. 

The  Chairman.  We  are  very  much  obliged  to  you,  Mr.  Cole. 

Before  the  committee  adjourn,  there  are  some  exhibits,  I  believe, 
you  wanted  to  put  in  at  the  close  of  the  hearing. 

Mr.  Young.  Yes.  This  paper  is  a  compilation  from  CroweU  and 
Murray's  work,  called  "The  Iron  Ores  of  Lake  Superior,"  published 
in  1911.  It  shows  the  shipments  from  the  different  mines  in  the 
Lake  Superior  region  for  1910.  The  mines  of  the  Steel  Corporation 
are  arranged  under  the  head  of  the  Oliver  Mining  Co.  The  other 
mines  are  not  arranged  by  ownership,  because  the  ownership  is  not 
stated  in  CroweU  and  Murray's  book,  but  they  are  arranged  by  the 
names  of  the  parties  who  handled  the  ore  from  those  mines. 

As  to  the  Steel  Corporation,  I  think  these  figures  are  correct,  with 
the  following  exceptions  to  be  noted: 

The  Lake  Superior  and  the  Queen  mines,  in  Marquette  County,  are 
placed  under  the  heading  "Oliver  Iron  Mining  Co.,"  but  that  com- 
pany owns  only  a  three-quarter  interest  in  each  of  those  mines. 

On  the  other  hand,  the  Mahoning  and  the  Biwabik  are  placed 
among  the  independents,  and  the  Steel  Corporation  owns  a  one- 
quarter  interest  m  the  Biwabik  and  a  fifth  interest  in  the  Mahoning. 

I  wish  it  understood  these  are  arranged  in  this  way  because  this  is 
just  the  way  they  appear  in  the  book. 

The  Chairman.  Mr.  Gardner,  is  there  anything  you  want  to  put  in 
the  hearing  ? 

Mr.  Gardner.  No,  I  do  not  think  so. 

Mr.  Bartlett.  I  would  like  to  put  in  this  publication  the  Iron-Ore 
Eeserves  of  Michigan  in  1911,  by  C.  K.  Leith,  being  a  bulletin  pub- 
lished by  the  Geological  Survey. 

Mr.  Young.  I  want  to  say  in  regard  to  that  report  that  Mr.  C.  K. 
Leith  was  assistant  to  Mr.  James  R.  Finlejr,  an  extract  from  whose 
report  to  the  State  tax  commission  I  put  in  the  record.  Mr.  Leith 
was  his  assistant. 

The  Chairman.  I  have  here  an  extract  from  the  testimony  of  Judge 
Gary,  before  the  Industrial  Commission,  beginning  with  page  986  of 
the  Industrial  Commission  report,  giving  an  account  of  the  formation 
and  extent  of  the  Federal  Steel  Co. 

Mr.  Eeed.  When  was  that  testimony  given  ? 

The  Chairman.  October  19,  1899.  It  is  just  an  extract  from  that 
report. 

Mr.  Reed.  Is  this  an  abstract  of  his  testimony  ? 

The  Chairman.  Xo,  it  is  just  an  extract  from  his  testimony. 
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I  also  have  here  two  sets  of  tables,  showing  the  plate  manufacturers, 
furnished  by  Mr.  Swank.  He  agreed  to  furnish  anything  of  that  kind 
we  wanted,  if  we  would  not  call  him.  I  have  several  letters  from  him, 
which  I  can  put  in  with  the  tables. 

Also  I  have  a  letter  from  the  Secretary  of  the  Reading  Iron  Co., 
addressed  to  Mr.  Swank,  giving  the  prices  of  tubes,  under  date  of 
March  20,  1912. 

Also  a  letter  from  Hon.  Herbert  Knox  Smith,  in  regard  to  the  for- 
mation of  these  various  companies,  those  formed  by  the  Moore's,  and 
those  formed  by  others. 

Also  some  tables  furnished  by  Mr.  Swank  showing  the  percentage 
of  movement  of  ore  mined  by  the  Steel  Corporation  and  others,  from 
1901  to  1910. 

Also  table  of  tonnages  furnished  by  the  Atchison,  Topeka  &  Santa 
Fe  Railway.  Also  statement  of  assessed  valuations  of  tne  iron  mines 
of  St.  Louis  Coxmty,  Minn. 

Mr.  Atkinson  when  he  was  on  the  stand  agreed  to  give  us  a  list  of 
the  places  reached  by  the  Birmingham  Southern  Railroail  and  the 
industries  on  it,  and  I  overlooked  putting  it  in  the  record. 

Mr.  Reed.  This  is  all  in  evidence. 

The  Chairman.  Not  this. 

Mr.  Reed.  I  mean  that  same  information  corrected  up  to  the  time 
those  gentlemen  testified  about  the  Birnungham  Southern. 

The  Chairman.  I  did  not  think  it  was  in.  I  found  it  in  my  di'awer. 
If  it  is  already  in  I  wUl  not  put  it  in. 

Then,  as  to  the  report  of  Hon.  Herbert  Knox  vSmith,  we  have  printed 
the  first  volume,  and  I  think  it  advisable  to  print  the  lemainder  of 
the  report,  such  as  has  been  published,  so  that  it  may  all  be  in  the 
record  of  the  hearing,  and  be  easily  and  conveniently  accessible. 

I  also  have  here  a  compilation  prepared  by  Mr.  Woolley.  It  is  a 
tabulation  made  from  certain  manuals,  showing  concerns  in  which  the 
directors  of  the  Steel  Corporation  are  directors  or  offlceis.  It  is  made 
up  to  date,  as  to  the  various  industrial  concerns  in  which  they  are 
directors;  the  capitaHzation  of  them,  giA^ing  the  preferred  and  the  com- 
mon stock  and  bonded  indebtedness;  and  so  on.  This  will  all  appear 
in  the  hearing. 

The  papers,  tables,  reports,  and  so  forth,  referred  to  above,  appear 
at  the  end  of  today's  hearing. 

The  Chairman.  If  there  is  nothing  further  before  the  committee,  I 
now  (ieclare  the  committee  adjourned  sine  die. 

Thereujjon,  at  .5.30  o'clock  p.  m.,  the  committee  adjourned  sine  die. 


Ax.NUAi.  Percentage  of  Probuction  by  the  Uxited  States  Steel  Corporation 

KROJI   1901  TO   1910. 

[Compiled  by  the  American  Iron  and  Steel  Association  from  retiim.s  of  production  made  directly  to  the 

office  of  the  association.] 

The  percentage  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  is  included  below  for 
1907,  1908,  1909,  and  1910  only.  For  prior  years  the  production  of  this  company  is 
included  fl-ith  that  of  the  independent  companies.  The  United  States  Steel  Corpora- 
tion was  incorporated  on  February  25,  1901,  and  was  organized  on  April  1,  1901. 
The  percentages  given  for  1901  are  obtained  by  using  the  figures  of  production  and 
shipments  by  the  constituent  companies  of  the  corporation  in  the  three  months  of 
that  year  prior  to  their  absorption  by  the  corporation  and  b\-  the  corporation  for  the 
remaining  nine  months. 
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Percentage  of  total  production  of  leading  articles  by  the  United  States  Steel  Corporation. 


Lake  Superior  shipments  of  iron  ore 

Total  production  of  iron  ore 

Total  production  of  coke 

Production  of  pig  iron 

Production  of  steel  ingots  and  castings. . 

Production  of  steel  rails 

Prod  notion  of  structural  shapes 

Production  of  plates  and  sheets 

Production  of  wire  rods 

Production  of  rolled  forms  not  enumer- 
ated above 

Total  production  of  finished  rolled  iron 
and  steel 

Prod  uotion  of  wire  nails 

Production  of  tin  plates  and  tcmeplates. 


61.6 
45.1 
«.l 
43.2 
65.7 
59.8 
62.2 
64.6 
77.6 

27.3 

60.1 
65.8 
73.0 


60.4 
45.2 
37.6 
44.  S 
65.2 
67.7 
67.9 
59.4 
71.6 


68.8 
43.9 
34.3 
40.4 
63.1 
64.4 
«0.3 
59.9 
73.2 


31.2  30.1 

51.3  1  51.2 
64.9  I  70.6 

73. 4  78. 3 


1904  1906  1906 


53.8 
38.0 
36.6 
44.7 
60.7 
54.3 
56.2 
58.1 
71.3 


66.0 
43.6 
38.0 
44.2 
60.0 
61.2 
54.7 
57.4 
70.0 


64.2 
43.2 
36.5 
44.5 
67.8 
50.2 
64.6 
66.3 
71.7 


29.2  31.7  34.7 


47.8 
67.1 
71.3 


47.4 
66.1 
71.8 


48.2 
65.6 
7.1.5 


1907 


64.8 
46.4 
33.2 
44.3 
67.1 
52.2 
65.1 
66.2 
71.5 

35.3 

48.6 
66.4 
73.6 


1908 


66.0 
46.3 
31.4 
43.6 
55.9 
55.0 
47.1 
62.0 
67.9 

32.0 

47.1 
61.2 
69.9 


1909 


51.4 
46.8 
34.6 
46.0 
55.8 
57.4 
47.1 


48.9 
60.7 
61.9 


1910 


61.1 
44.4 
32.7 
43.3 
54.3 
58.8 
51.3 
48.0 
67.3 

37.6 

48.1 
65.4 
61.0 


Production  of  the  UNriED  States  Steel  Corporation  and  Independent  Com- 
panies IN  1902  AND  1910  Compared. 

[Compiled  by  the  American  Iron  and  Steel  Association  from  returns  of  production  made  directly  to  the 

oflEice  of  the  association.] 

By  the  phrase  "independent  companies"  we  include  all  the  companies  outside 
of  the  corporation  which  are  engaged  in  the  production  of  pig  iron  and  finished  forms 
of  rolled  iron  and  steel,  except  that  in  noting  the  production  of  iron  ore  and  coke  the 
phrase  "independent  companies"  includes  all  the  producers  of  iron  ore  and  coke 
in  the  whole  country  outside  of  the  corporation. 

The  production  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  is  included  below  for 
1910  only.  For  1902  the  production  of  this  company  is  included  with  that  of  the 
independent  companies.  The  United  States  Steel  Corporation  was  incorporated  on 
February  25,  1901,  and  was  organized  on  April  1,  1901.  In  previous  statistical  com- 
pilations relating  to  the  operations  of  the  corporation  in  1901  we  have  used  the  figures 
of  production  and  shipments  by  the  constituent  companies  of  the  corporation  in 
the  three  months  prior  to  their  absorption  by  the  corporation.  The  year  1902  is 
therefore  the  first  full  year  of  its  activity  in  the  manufacture  of  iron  and  steel. 

[Net  tons  for  coke,  kegs  of  100  pounds  lor  nails,  and  .gross  tons  for  all  other  products.] 


Products. 


Shijiments  of  Lake  Supe- 
nor  iron  ore 

Total  production  of  iron 
ore 

Total  production  of  coke. 

Production  of  all  kinds  of 
pig  iron 

Production  of  steel  in- 
gots and  castings 


Production  and 
shipments. 


Percentage. 


Corpora- 
tion. 


™'^-      I   tion.       ents. 


16,659,470    10,926,434         60.4 


16,063,170  119,490,956 
9,521,567   16,880,163 


45.2 
37.5 


7,975,530  I  9,845,777  1      44.8 
9,760,366  I  5,196,864         66.2 


Production  of  steel  rails. . 
Production  of  structural 

shapes 

Production  of  plates  nnd 

sheets 

Production  of  wire  rods.. 
Production  of  iron  rails 

and  other  rolled 


1,992,010  ■       949,411 
763,481         546,845 


67.7 
57.9 


■1,583,865     1,081,644  .      59.4 
1,126,826  :      447,467         71.6 


'I'olal     production 
of  finished  rolled 

forms 

Production  of  wire  nails, 

kegs 

Production  of  (in  plates 
and  terneplates 


1,701,700     3,760,967 


7,167,882  :  6,786,234 

[ 
7,122,354  ■  3,859,802 


31.2 


264,109 


96, 891 


64.9 
73.4 


54.8 
62.5 


.55.2 
34.8 


32.3 

42,1 


40.6 
28.4 


68.1 


48.7 
36.1 
26.6 


Production  and 
shipments. 


Corpora- 
tion. 


22,185,972 

26,245,816 
13,649,578 

11,831,398 

14,179,369 


2,138,946 

1,163,300 

2,380,106 
1,608,294 

3,203,270 


Independ- 
ents. 


21,266,425 

31,643,918 
28,059,232 

15,472,169 

11,916,660 


1,496,855 

1,103,590 

2,576,378 
733,636 

6, 317,  .395 


10,393,925  ]ll,227,354 

7,041,692  ,  5,663,210 

440,694  I      282,076 


Percentage. 


Cor- 
pora- 


44.4 
32.7 


43.3 
64.3 


68.8 
61.3 


48.0 
67.3 


37.6 


48.1 
56.4 
61.0 


Inde- 
pend- 
ents. 


48.9 

55.6 
67.3 

56.7 

46.7 

41.2 

48.7 

52.0 

32.7 

62.4 


51.9 
44.6 
39 
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Production  of  the  United  States  Steel  Corporation  and  Independent  Com- 
panies IN  1902  AND  1910  Compared. 

[Compiled  by  the  American  Iron  and  Steel  Association  Irom  returns  of  production  made  directly  to  the 

office  of  the  association.] 

The  production  of  the  Tennessee  Coal,  Iron  &  Raihoad  Co.  is  included  for  1910  only. 
For  1902  the  production  of  this  company  is  included  with  that  of  the  independent 
companies.  The  United  States  Steel  Corporation  was  incorporated  on  February  25, 
1901,  and  was  organized  on  April  1, 1901 .  In  previous  statistical  compilations  relating 
to  the  operations  of  the  corporation  in  1901  we  have  usedthe  figures  of  production  and 
shipments  by  the  constituent  companies  of  the  corporation  in  the  three  months  prior 
to  theii-  absorption  by  the  corporation.  The  year  1902  is  therefore  the  first  full  year 
of  the  corporation's  activity  in  the  manufacture  of  iron  and  steel. 


[Net  tons  for  coke,  kegs  of  100  pounds 

for  nails,  and 

^oss  tons  for  all  other  products.] 

1902  production. 

Products. 

By  United 
States  Steel 
Corporation. 

By  inde- 
pendent com- 
panies. 

Corporation 

over 
independents. 

Independents 

over 
corporation. 

Iron-ore     shipments     from    Lake    Superior, 

16,659,470 
16,063,179 
9,521,567 
7,975,530 
9,750,386 

10, 926, 434 
19,490,956 
16,880,163 
9,845,777 
6,196,864 

5,733,036 

Total  production  of  iron  ore gross  tons . . 

Production  of  coke                                  net  tons 

3, 427, 777 

6,358,696 

All  kinds  of  pig  iron,  including  ferroalloys 

1,870,247 

4,553,522 

1,992,010 
753,481 
1,583,865 
1,126,826 
1,701,700 

949,411 
546,845 

1,081,544 
447, 467 

3,760,967 

1,042,599 
206, 636 
602,321 
679,359 

Plates  and  sheets,  including  black  plates 

Merchant  bars,  iron  rails,  skelp,  nail  plate,  etc.. 

2,059,267 

Total  finished  rolled 

7,157,882 

7,122,354 

264,109 

6,786,234 

3,859,892 

96,891 

371,648 

3, 262, 462 

168,218 

Tin  plates  and.terueplates gross  tons. . 

1910  production. 

Products. 

By  United 
States  Steel 
Corporation. 

By  inde- 
pendent com- 
panies. 

Corporation 

over 
independents. 

Independents 

over 
corporation. 

Iron-ore     shipments     from     Lake    Superior, 
gross  tons 

22,185,972 
25,245,816 
13,649,578 
11,831,398 
14,179,369 

21,256,425 
31,643,918 
28,059,232 
15,472,169 
11,916,550 

929, 547 

6,398,102 

14,409,654 

3,640,771 

All  kinds  of  steel  ingots  and  castings 

2,263,819 

Bessemer  and  open-heirth  rails 

2,138,946 
1,163,  .300 
2,380,106 
1,508,294 
3,203,279 

1,496,855 
1,103,590 
2,575,378 
733,536 
5,317,995 

642,091 
59,710 

Plates  and  sheets,  including  black  plates 

195,272 

Wire  rods . 

774,758 

2,114,716 

Total  finished  rolled 

10,393,925 

7,041,692 

440, 694 

11,227,354 

6,663,210 

282,076 

833,429 

Wire  nails  .                        kegs  of  100  pounds 

i, 378, 482 
158,618 
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The  iron  ores  of  Lake  Superior, 

^Copied  from  "The  Iron  Ores  of  Lake  Superior,"  compiled  by  Crowell  &  Murray,  chemists  and  metal- 
lurgists, Cleveland,  Ohio.    Published  1911.] 

OLIVER  IRON  MINING  CO.,  STEEL  CORPORATION  SUBSIDIARY. 


Mine. 


Location. 


Marquette  Range: 

Champion 

Lake  Superior  (hard) 

Queen 

Stegmiller 


'Gogebic  Range: 

Atlantic 

Norrie-Aurora. 

Puritan 

Tilden 


Vermilion  Range: 

Pioneer 

Savoy 

Sibley 

Soudan 

Zenith 


Menominee  Range: 

Aragon 

Chapin 

Mansfield 

Michigan 

Riverton 


Mayville  Range:  Iron  Ridge. 

Mesabl  Range: 

Adams 

Burt 

Canisteo 

Chisholm 

Clark 

Duluth 

JFayal 

-Genoa 

Gilbert 

Glen  (underground) 

Hartley  (underground)... 

Higgins 

Hill 

Holman  (open  pit) 

Hull-Rust 

Leonard 

Minnewas 

Morris 

Sauntry  Alpena 

Sellers 

Spruce 

Sweeny 

Virginia 

"Winifred 


Marquette  County,  Mich 
Marquette  County,  Mich 
Marquette  County,  Mich 
Marquette  County,  Mich 


Iron  County,  Mich 

Gogebic  County,  Mich 
Gogebic  County,  Mich. 
Gogebic  County,  Mich. 


St.  Louis  County,  Minn 
St.  Louis  County,  Mirm 
St.  Louis  County,  Minn 
St,  Louis  County,  Minn 
St.  Louis  County,  Minn 


Dickinson  County,  Mich. 
Dickinson  County,  Mich. 

Iron  County,  Mich 

Iron  County,  Mich 

Iron  County,  Mich 


Dodge  County,  Wis. 


St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 

Itasca  County,  Minn 

St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. , 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn., 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn., 
St.  Louis  County,  Minn. 
St.  Louis  County,  Miim., 

Itasca  County,  Minn 

Itasca  County,  Minn 

St.  Louis  County,  Minn., 
St.  Louis  County,  Minn., 
St.  Louis  Coimty,  Minn., 
St.  Louis  County,  Minn.. 
St.  Louis  County,  Minn.. 
St.  Louis  County,  Minn.. 
St.  Louis  County,  Minn.. 
St.  Louis  County,  Minn.. 
St.  Louis  County,  Minn.. 
St.  Louis  County,  Mi;in.. 


Total  shipped,  all  ranges . 
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The  iron  ores  of  Lake  Superior — Continued. 

M.  A.  HANNA  i:  CO.,  CLEVELAND,  OHIO. 


Marquette  Range: 

America 

Cambria 

Hartford 

Lillie 

Republic 

Richmond 


Gogebic  Range: 

Anvil 

Newport . . . 


Menominee  Range: 

Florence 

Hollister 

Loretto 


Mesabi  Range; 
Bessemer . . 

Brunt 

Croxton 

Forest 

Hanna 

Jordan 

Kellog 

Kinney 

Larkiri 

La  Rue 

Lilev 


Location. 


Marquette  County,  Mich 
Marquette  County,  Mich 
Marquette  County,  Mich 
Marquette  County,  Mich 
Marquette  Covmty,  Mich 
Marquette  County,  Mich 


Gogebic  County,  Mich. . 
Gogebic  County,  Mich . 


St.  Louis  County,  Minn,. 
St.  Louis  County,  Minn  . 
St.  Louis  County,  Minn  . 

Itasca  County,  Minn 

St.  Louis  County,  Minn. . 
St.  Louis  County,  Minn  . 
St.  Louis  Coimty,  Minn  . 
St.  Louis  County,  Minn 
St.  Louis  Coiuity,  Minn  . 
Itasca  County,  Minn  . . . . 
St.  Louis  Gountv,  Minn. . 


Mahoning St.  Louis  County,  Minn  . 

Mariska St.  Louis  County,  Minn  . 

Onondaga I  St.  Louis  County,  Minn  . 

Pettit St.  Louis  County,  Minn  . 

Roberts .\ !  St.  Louis  County,  Minn  . 

Silver i  St.  Louis  County,  Minn  . 

Victoria St.  Louis  County,  Minn  . 

Wacootah St.  Louis  County,  Minn  . 

Wills I  St.  Louis  County,  Minn  . 


Tons  of  iron 

ore  shipped, 

1910. 


163,290 
150,422 
183,471 

10,121 
150,732 

95,772 


753,808 


7,235 
1,182,324 


1,189,559 


Florence  County,  ^\is - 239, 161 

Iron  Countv,  .Mich 49,434 

Dickinson  County,  .Muh 116,048 


404,643 


117,173 
110,630 

71,632 

8,264 

308,009 

20,314 
142,900 
401,920 

21,700 
128,658 

25,404 


1,366,610 


1,516,723 
23,265 
61,935 
02,456 
26,915 
358,432 
27,592 
35,498 
26,712 

2,138,628 


Total  tons  shipped . 


5,843,048 


E.  N.  BREITUNG  &  CO.,  CLEVELAND,  OHIO. 


Marquette  Range: 

Breitung  Hematite. . 

Mary  Charlotte 

Washington 


Total  tons  shipped. 


Marquette  County,  Mich . 
Marquette  County,  Mich . 
Marquette  County,  Mich . 


114,202 
197,622 
96,769 


408,693 


JONES  &  LAUGHLIN  ORE  CO. 
Rolling  mill ;  Marquette  County,  Mich 


115, 193 


R.  A.  SEELYE,  SAULT  STE.  MARIE,  MICH. 


Michipcoton  Range: 
Helen 


Michipcoton,  Ontario. 


115,790 
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The  iron  ores  of  Lake  Superior — Continued. 
HARMONY  IRON  CO. 


Mine. 

Location. 

Tons  of  iroQ 

ore  shipped, 

1910. 

Gogebic  Range: 

20. 0^0 

Ifenominee  Range: 

Cyclops  and  Norway. 


PENN.  IRON  MINING  CO. 


Dickinson  County,  Mich. 


THE  LAKE  ERIE  IRON  ORE  CO.,  CLEVELAND,  OHIO. 


Groveland . 
McDonald. . 
Youngs . . . . 


Total  tons  shipped. 


Dickinson  County,  Mich. 

Iron  County,  Mich 

Iron  County,  Mich 


THE  ROGERS,  BROWN  IRON  CO.,  BUFFALO,  N.  Y. 


26,462 

6,022 

98,399 


130,883 


Hiawatha. 
Munro.... 


Total  tons  shipped. 


Iron  County,  Mich 

Dickinson  County,  Mich. 


OWNER  NOT  GIVEN. 


128,884 
20,022 


148,906 


Lament Iron  County,  Mich 


THE  MAYVILLE  FURNACE  CO. 


Mayville  Range: 
Mayville 


Dodge  County,  Wis 

THE  WISCONSIN  STEEL  CO. 


Mesabi  Range: 

AgneW I  St.  Louis  County,  Minn. 

Hawkins Itasca  County,  Minn. , 


Total  tons  shipped.. 


3,1B3 


77, 195 


152,834 
244,406 


397,240 


THE  ROGERS  BROWN  IRON  CO. 


Susquehanna.. 


St.  Louis  County,  Minn. 


176,869 


PITTSBURGH   &  LAKE   ANGELINE  IRON  CO. 


Marquette  Range: 
Angeline 


Marquette  County,  Mich. 


244,923 


5520 


UNITED   STATES   STEEL   COEPOEATION. 


The  iron  ores  of  Lake  Superior — Continued. 

CLEVELAND  CLIFFS  IRON  CO. 


Mine. 


Location. 


Marquette  Range; 

Austin 

Clifl  Shaft 

Imperial 

Jackson 

Lake 

Lucy 

Maas 

More 

Negaunee 

Princeton 

Salisbury 

Stephenson . . . 


Gogebic  Range: 
Ashland 


Mesabi  Range: 
Crosby 


Total  tons  shipped,  all  ranges. 


Marquette  County,  Mich. 
Marquette  County^  Mich. 

Baraga  County,  Mich 

Marquette  County,  Mich. 
Marquette  County,  Mich 
Marquette  County,  Mich. 
Marquette  County,  Mich. 
Marquette  County,  Mich. 
Marquette  County,  Mich 
Marquette  County,  Mich. 
Marquette  County,  Mich. 
Marquette  Coimty,  Mich. 


Gogebic  County,  Mich. 
Itasca  County,  Minn. . . 


OGLEBAY,  NORTON  A:  CO.,  CLEVELAND,  OHIO. 


Marquette  Range: 

Empire 

Ohio 


Gogebic  Range 

Castile 

Eureka 

Montreal... 

Ottawa 

Yale 


Moose  Mountain  Range: 
Moose  Mountain . . . 

Menominee  Range: 

Antoine 

Berkshire 

Bristol 

Chatham 


Mesabi  Range: 

Bray 

Franklin... 


Total  tons  shipped  all  ranges. 


Marquette  County,  Mich . 
Baraga  County,  Mich 


Gogebic  County,  Mirh. 
Gogebic  County,  Mich 

Iron  County,  Wis 

Iron  County,  Wis 

Gogebic  County,  Mich. 


Pro vince  of  Ontario 

Dickinson  County,  Mich 

Iron  County,  MiA 

Iron  County,  Mich 

Iron  County,  Mich 


Itasca  County,  Minn 

St.  Louis  County,  Minn. 


COHRIGAN,  McKINNEY  CO.,  CLEVELAND,  OHIO. 


Gogebic  Range: 

Colby 

Ironton 


Gogebic  County,  Mich.. 
Gogebic  County,  Mich. 
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The  iron  ores  of  Lake  Superior — Continued. 
CORRiaAN,  McKINNEY  CO.,  CLEVELAND,  OHIO— Continued. 


Mine. 

Location. 

Tons  of  iron 

ore  shipped, 

1910. 

Menominee  Range; 

65,473 

Baker 

Iron  Ck)unty,  Mich. 

39, 417 

136, 144 
66, 186 

Great  Western 

80, 709 

744 

Tobin 

Iron  County,  Mich 

235,812 

TuUy .. .  .                       

Iron  County,  Mich. 

2,726 

627,210 

Mesabi  Range: 

341, 548 

953,079 

1,294,627 

2,226,516 

PICKANDS,  MATHER  &  CO.,  CLEVELAND,  OHIO. 


Gogebic  Range: 
Brotherton... 

Gary 

Mikado 

Sunday  Lake 


Vermilion  Range: 
Section  30 

Menominee  Range: 

Baltic 

Caspian 

Fogarty 

Hemlock 

Osana 

Pewabic 

Vivian 


Mesabi  Range: 

Adriatic 

Bangor 

Corsica 

Cyprus 

Elba 

Euclid 

Hudson 

Maderia 

Malta , 

Minorca 

Mohawk 


Pearce . . . 
Pearson. . 
Perkins . . 
Scran  ton. 
Seville . . . 
Spring . . . 

Troy 

Utica.... 
Virginia.. 
Yawkey . , 


Total  tons  of  ore  shipped. 


Gogebic  County,  Mich. 

Iron  County,  Wis 

Gogebic  County,  Mich 
Gogebic  County,  Mich 


Lake  County,  Minn 

Iron  County,  Mich 

Iron  County,  Mich. 

Iron  County,  Mich, 

Iron  County,  Mich 

Iron  County,  Mich 

Dickinson  County,  Mich 
Dickinson  County,  Mich 


St.  Louis 
St.  Louis 
St.  Louis 
St.  Louis 
St.  Louis 
St.  Louis 
St.  Louis 
St.  Lfluis 
St.  Louis 
St.  Louis 
St.  Louis 


County, 
Comity, 
County, 
County, 
County, 
County, 
County, 
County, 
County, 
County, 
County, 


Minn. 
Minn. 
Minn. 
Minn. 
Minn. 
Minn. 
Minn., 
Minn., 
Minn. , 
Minn., 
Minn., 


St.  Louis  County,  Minn. 

Itasca  County,  Minn 

St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
St.  Louis  County,  Minn. 
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THE  TOD-STAMBAUC.H  CO.,  CLEVELAND,  OHIO. 


Mine. 

Loration. 

Ton."!  ol  IroB 

ore  shipped, 

1910. 

Mesabi  Range: 

Biwabik 

St.  Louis  County,  Minn 

.544.35! 

W.  G.  POLLOCK,  CLEVELAND,  OHIO. 

204,040 

St.  Louis  County,  Minn 

St.  Louis  County,  Minn 

St.  Louis  County,  Minn 

St.  Louis  County,  Minn 

St.  Loxiis  County,  Minn 

297,701 

82,393 

015,39<i 

318,912 

Nassau 

39 

Total  tons  shipped 

1,519,111 

THE  NEW  YORK  STEEL  CO. 

Mesabi  Range* 

St.  Louis  County,  Minn.              

50,942 

THE  LABELLE  IRON  WORKS,  STEUBENVILLE,  OHIO. 

St.  Louis  County,  Minn 

St.  Louis  County,  Minn 

20,349 

Miller.                                  

216,203 

. 

230,012 

1 

INLAND  STEEL  CO. 

Laura 

j  St.  Louis  County,  Minn 

l.S9,0« 

SH 


ENANGO  FURNACE  CO, 

Shenango 

Webb 

St,  Louis  County,  Minn 

St.  Louis  County,  Minn 

9f>5, 148 
40,384 

Total  tons  shipped . 

1,011,532 

Total  tons  of  iron  ore  shipped  by  the  various  companies  from  the  different  ranges  during 

the  year  1910. 

Marquette  Range:                                                                                      Tons.  Tons. 

Oliver  Iron  Mining  Co 569, 152 

Independent  companies: 

M.  A.  Hanna&  Co 753,808 

E.  N.  Breitung&  Co 408,593 

Jones  &  Laughlin  Ore  Co 115, 193 

Pittsburgh  &  Lake  Angeline  Co 244,923 

Cleveland  Cliffs  Iron  Co 2, 606,482 

Oglebay,  Norton  &  Co 77,  IH 

4, 206, 113 
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Gogebic  Range:                                                                                         Tons.  Tons. 

Oliver  Iron  Mining  Co 1,  562, 809 

Independent  companies: 

M.  A.  Hanna  &  Co 1, 189, 559 

Harmony  Iron  Co - 20, 080 

Cleveland  Cliffs  Iron  Co 231, 506 

Oglebay,  Norton  &  Co 440, 775 

Corrigan,  McKinney  Co 304,  679 

Pickands,  Mather  &  Co 411, 034 

2, 597, 633 

Vermilion  Range:  ^^ 

Oliver  Iron  Mining  Co 1, 151,  527 

Independent  companies: 

Pickands,  Mather  &  Co 51,  650 

Menominee  Range: 

Oliver  Iron  Mining  Co 923, 137 

Independent  companies: 

M.  A.  Hanna  &  Co 404,  643 

Penn.  Iron  Mining  Co 344,  760 

The  Lake  Erie  Iron  Ore  Co 130,883 

Rogers,  Brown  Iron  Co 148, 906 

Lamont 3, 183 

Oglebay,  Norton  &  Co 511, 810 

Corrigan,  McKinney  Co 627, 210 

Pickands,  Mather  &  Co.  .•. 983, 333 

3, 154, 728 

Mayville  Range: 

Oliver  Iron  Mining  Co 14, 487 

Independent  companies: 

Mayville  Furnace  Co 77, 195 

Michipcoton  Range: 

Independent  companies: 

R.  A.  S«eyle 115,790 

Moose  Mountain  Range: 

Independent  companies: 

Oglebay,  Norton  &  Co 72,  470 

Mesabi  Range: 

Oliver  Iron  Mining  Co 16,  670, 032 

Independent  companies: 

M.  A.  Hanna  &  Co 3, 495, 138 

Wisconsin  Steel  Co 397, 240 

Cleveland  Cliffs  Iron  Co 159, 569 

Oglebay,  Norton  &  Co 89, 403 

Corrigan,  McKinney  Co 1, 294, 627 

Pickands,  Mather  &  Co 2,  214, 411 

Tod-Stambaugh  Co 544,  353 

W.  G.  Pollock 1,519,141 

New  York  Steel  Co 50,  942 

La  Belle  Iron  Works 236,  612 

Inland  Steel  Co 189, 046 

Shenango  Furnace  Co 1,  Oil,  532 

Rogers  Brown  Iron  Co 176,  869 

11, 378,  883 

20,  891, 144  21,  654, 462 

Total  iron  ore  shipped  by  Oliver  Iron  Mining  Co.,  1910 20, 891, 144 

Total  iron  ore  shipped  by  independent  companies,  1910 21,  654, 462 

Total  iron  ore  shipped  by  all  companies,  1910 42,  545,  606 

Percentage  shipped  by  Oliver  Iron  Mining  Co.,  49.10  per  cent,  in  1910. 
Percentage  shipped  by  independent  companies,  50.90  per  cent,  in  1910. 
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IRON- ORE    RESERVES    OF    MICHIGAN. 


By  C.  K.  Leith. 


INTRODUCTION. 


Early  in  1911  the  :Michigan  Legislature  directed  the  State  Board  of 
Tax  Commissioners  to  appraise  the  value  of  the  mining  properties  of 


Stannard  Cock 


'Quaitzitea  and  slates,  including  Quartzitea  and  slates,  including 

inm-bearine  fonnationB  iron-bearing  formations 

( Upper  flunmion)  {Middle  Huronvxn) 


Green  schiBts  and 

iron-iiearing  formation? 

(Ktewatin) , 


FiGUKE  1. — Iron-ore  reserves  of  Michigan  in  1911. 


Michigan  as  a  basis  for  taxation  and  appropriated  a  sum  of  money 
for  that  purpose.  ]\Ir.  J.  R.  Finlay  of  New  York  was  appointed 
appraiser  by  the  tax  commission.     The  writer  was  asked  to  estimate 
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the  iron-ore  reserves,  and  his  estimates  were  used  wdthout  substantial 
modification  in  the  final  valuation  by  the  tax  commission.  His 
report  was  not  published  by  the  tax  commission  except  as  it  was 
quoted  in  Mr.  Finlay's  report  on  appraisal.  It  would  not  be  desirable 
to  publish  the  full  report,  for  it  contains  detailed  accounts  of  the 
reserves  of  each  mine,  but  the  Michigan  Tax  Commission  has  granted 

Eermission  to  publish  the  summary  which  is  here  presented.  It  is 
elieved  that  this  summary  may  be  of  general  interest,  as  it  not  only 
shows  approximately  the  physical  condition  of  the  ore  reserves  on 
August  1,  1911,  but  indicates  the  method  of  estimate  and  its  relations 
to  geologic  inference. 

Only  two  months  were  available  for  the  work  of  collecting  and 
compihng  the  data,  so  that  more  detailed  results  could  not  be  ob- 
tained and  the  estimates  probably  include  minor  errors.  It  is  believed, 
however,  that  the  report  gives  a  comprehensive  and  reasonably 
accurate  account  of  the  Michigan  iron-ore  reserves.  At  any  rate,  it 
is  the  first  estimate  of  them  that  has  been  attempted. 

MICHIGAN    IRON-OBE    SITUATION. 

A  broad  survey  of  the  Michigan  iron-ore  situation  brings  out 
certain  salient  facts  tabulated  below,  which  are  of  significance  in 
estimating  the  ore  reserve. 

Michigan  iron-ore  reserves,  by  districts.^ 


District. 


Total  area 
of  ore  in 
bottom 
levels  of 
active 
mines. 


Area  of  ore 
developed 
by  drills; 
vertical 
projection 
to  surface. 2 


Total  area 
of  iron  ore 
in  Michi- 
gan. 


Reserve  in 
mines. 


Menominee 

Crystal  Falls 

Iron  River 

Gogebic 

Swanzy 

Soft  ore  or  "  hematitB,"  Marquette 

Hardwire  mines  top  of  Negaunee  formation,  Marquette. 
Mines  west  of  Michigamme 


Sq.feet. 
263,465 
209,730 

1,065,000 
694,000 


Sq.  feet. 


1,045,000 

350, 000 

99,000 


167,000 
984,000 
None. 
3,298,000 
7,497,740 
841,065 
211,600 


Sq.feet. 

263,465 

376,730 
2,049,000 

694,000 
3,298,000 
8,542,740 
1,191,065 

310, 600 


LoTig  tons. 
11,660,450 

3,682,142 
18,297,700 
31,605,000 

2,712,737 
37,516,800 
17,391,335 

1,742,000 


Total. 


3,726,195 


12,999,405 


16,725,600 


124,598,164 


District. 


Reserve  in 

area 

drilled. 


Total  re- 
serve. 


Total  ship- 
ment. 


Average 
depth  of 
active 
mines  at 
lowest  de- 
veloped 
level. 


Menominee 

Crystal  Falls 

Iron  River 

Gogebic 

Swanzy 

Soft  ore  or  "hematite,"  Marquette 

Hard-ore  mines,  top  of  Negaunee  formation,  Marquette. 
Mines  west  of  Michigamme 


Long  tons. 


1,925,000 

9,719,000 

None. 

4, 138, 738 

25,929,000 

2,939,200 

332, 000 


Long  tons. 
11,650,450 

5,607,142 
28,016,700 
31,605,000 

6,851,475 
63,445,800 
20,330,535 

2,074,000 


io7W7  tons. 
42,616,000 
15,609,000 

6,179,300 
55,027,691 

2,420,232 


Feet.. 

1,16C 

1,070 

445 

1,400 


96,296,717 
1,080,000 


8  690 

> 1,041 

3  220 


Total. 


44, 982, 938 


169,581,102 


219,228,940 


1  Low-phosphorus,  high-silica  mines  not  tabulated. 

2  The  phrase  "vertical  projection  to  surface"  signifies  that  the  area  of  dipping  and  pitching  ore  bodies  is 
stated  in  terms  of  horizontal  measurement  at  the  surface — that  is,  that  the  structure  has  been  flattened  out 
in  making  computations. 

s  Not  rated  according  to  tonnage  of  outputs. 
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One  of  the  most  significant  features  of  this  table  is  a  comparison 
of  fully  developed  bottom  areas  of  ore  by  mines  and  districts.  Only 
areas  that  give  promise  of  continuity  below  have  been  tabulated. 
Exhausted  or  nearly  exhausted  mines  are  assigned  bottom  areas  of 
zero.  These  figures  are  not  strictly  comparable  throughout;  in  other 
words,  each  area  does  not  have  the  same  promise  of  continuity  in 
depth.  The  notably  large  size  of  the  areas  of  the  Marquette  ores  is 
due  partly  to  the  low  dip  and  pitch  of  the  soft-ore  bodies  which  give 
them  great  horizontal  and  small  vertical  dimensions.  Such  ore 
bodies  signify  future  probable  development  not  below  but  laterally, 
in  the  direction  of  pitch  or  dip. 

Area  of  ore  shown  by  driUing  is  not  directly  comparable  to  area  of 
ore  shown  in  present  bottom-developed  levels,  for  the  reason  that  the 
drills  may  cut  the  ore  at  many  levels,  whereas  the  bottom-mine  areas 
cut  the  ore  at  a  single  level. 

If  the  mined-out  portions  of  the  ore  bodies  lying  lateral  to  the 
levels  estimated  were  projected  to  the  surface,  they  would  add  an 
area  to  the  area  of  the  present  fuUy  developed  bottom  levels,  which 
would  make  it  more  comparable  with  the  area  shown  by  drilling. 
The  aggregate  area  of  ore  cut  by  drilling  has  been  given  only  to 
afford  a  convenient  comparison  of  the  exploration  in  the  different 
districts. 

The  table  assigns  no  areas  nor  tonnage  to  high-silica,  low-phos- 

Ehorus  ores  of  about  40  per  cent  grade,  which  have  been  mined  on 
oth  the  Gogebic  and  the  Marquette  ranges.  These  lean  ores  are  so 
abundant  and  grade  so  imperceptibly  into  iron  formation  that  no 
estimate  of  their  tonnage  or  area  has  been  attempted.  In  consider- 
ing the  table,  however,  they  should  be  taken  into  account  as  adding 
a  considerable  reserve,  which  would  tend  to  bring  the  total  ascer- 
tained reserve  more  nearly  to  the  present  total  shipment  from  the 
region. 

The  probabilities  of  extension  in  every  district  but  the  Menominee 
are  so  strong  that  it  is  safe  to  estimate  that  for  many  years  the  ratio 
of  reserve  to  total  shipment  will  be  maintained — in  other  words,  that 
as  much  ore  will  be  discovered  yearly  as  is  mined  yearly.  In  fact, 
to-day  the  reserve  probably  bears  a  larger  ratio  to  the  total  shipment 
than  at  any  time  in  the  past,  and  the  possibilities  of  developing  more 
ore  are  so  great  that  10  years  from  now  there  will  probably  be  greater 
reserve  in  proportion  to  shipment  than  now.  The  increasing  tend- 
ency of  the  larger  interests  to  make  sure  their  ore  supply  for  years  in 
advance  is  leading  to  the  development  of  increasingly  large  reserves 
in  proportion  to  jpast  shipment.  Enough  facts  might  be  cited  in 
relation  to  individual  mines,  explorations,  and  ranges  to  show  that 
this  forecast  of  the  future  is  not  based  on  vague  surmise.  Large 
extensions,  both  vertical  and  areal,  are  inevitable.  Probably  not 
more  than  10  per  cent  of  the  area  of  the  upper  liuronian  slates  of 
the  Crystal  Falls,  Menominee,  Iron  River,  and  adjacent  areas  haa 
been  explored.  Iron  formation  lenses  are  likely  to  be  found  almost 
any^\here  in  these  slates.  The  heavy  drift  covering  will  make  their 
discovery  a  slow  and  costly  process. 

The  total  known  area  of  iron  formation  is  29,267  acres.  In  addi- 
tion, there  are  fully  20,000  acres  of  magnetic  belt  in  which  explora- 
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tion  has  scarcely  more  than  begun.  Probably  half  of  this  total 
acreage  is  iron  formation  of  grade  and  character  that  will  afford 
workable  bodies  of  iron  ore.  The  total  area  of  iron  ore  in  Michigan 
projected  vertically  to  the  surface  is  at  present  known  to  be  at  least 
383  acres,  or  1.31  per  cent  of  the  area  of  total  known  iron  formation. 
This  area  does  not  include  many  abandoned  mines  or  worked  out 
portions  of  mines  that  lie  lateral  to  present  surfaces  of  ore.  If  these 
were  taken  into  account,  the  total  surface  area  of  vertical  projection 
of  all  oi'e  bodies,  present  and  past,  would  be  considerably  larger. 
Future  discoveries  are  certain  to  increase  this  area  still  further. 
Therefore  the  average  chance  of  finding  ore  in  iron  formation  is 
larger  by  a  considerable  but  at  present  unknown  ratio  than  the  per- 
centage 1.31  given  above.  This  figure  does  not  necessarily  indicate 
that  only  1.31  per  cent  of  the  40-acre  tracts  carry  ore,  for  the  ore  is 
so  distributed  that  it  includes  or  touches  a  much  larger  proportion  of 
the  tracts. 

The  conclusion  therefore  is  that  at  no  time  in  the  past  has  the 
outlook  for  long  life  for  Michigan  iron  ores  been  any  better  assured 
than  it  is  now.  There  are  few  regions  in  which  expenditures  of 
money  for  large  explorations  can  yield  more  certain  results.  The 
future  size  of  the  reserve  wiU  be  in  more  or  less  direct  ratio  to  the 
money  expended  in  exploration.  There  is  yet  no  indication  of 
diminishing  returns  from  exploration.  In  fact,  increased  knowledge 
of  the  geologic  conditions  is  bringing  more  certain  results  for  a  giveii 
expenditure  of  money.  The  reserve  will  cease  to  grow  only  when 
difficulties  of  exploration  or  outside  economic  influences  begin  to  limit 
the  amount  of  exploration. 

This  table  shows  the  essential  relative  standing  of  the  different 
ranges.  The  Marquette  stands  easily  first  in  present  tonnage  and  in 
future  promise.  The  Iron  Kiver  and  the  Gogebic  are  in  nearly  the 
same  rank  so  far  as  present  tonnage  is  concerned.  The  Menominee 
district  has  evidently  seen  its  best  days. 

The  present  estimates  of  probable  ore  are  limited  by  certain  con- 
ventions, described  elsewhere,  which  bring  the  total  reserve  to  a 
figure  below  the  total  past  shipment  of  iron  ore  from  Michigan. 
There  can  be  no  reasonable  doubt,  however,  that  the  reserve  of  iron 
ore,  developed  and  probably  available,  approximates  the  total  past 
shipment.  This  statement  is  true  for  all  the  ranges  except  the 
Menominee,  and  the  shortage  in  the  Menominee  is  more  than  offset 
hj  the  great  promise  of  the  adjacent  Crystal  Falls  and  Iron  River 
districts. 

METHODS    USED    IN    MAKING    ESTIMATES. 

MINES. 

Most  of  the  estimates  received  from  the  mines  cover  ore  actually 
developed  above  the  bottom  levels.  Some  include,  as  probable  ore, 
the  extensions  of  partly  developed  levels.     One  company  adds  as 

Srobable  ore  an  arbitrary  unit  of  2,000  tons  where  the  breast  of  the 
rift  is  in  ore.     Others  have  added  as  probable  ore  all  the  grounjl 
from  10  to  200  feet  below  the  bottom  level,  where  the  continuity 
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of  the  deposits  above  and  the  geologic  conditions  indicate  that  the 
ore  is  Ukely  to  have  somewhat  the  same  persistence  below  that  it 
has  above.  Where  drill  holes  have  shown  ore  that  Ues  in  advance  of 
or  below  present  workings  and  undoubtedly  in  the  extension  of  the 
same  deposit,  the  estimate  of  probable  ore  has  been  extended  to 
include  these  holes. 

It  is  obvious  that  if  the  estimates  turned  in  were  accepted  as  they 
stand,  the  reserves  would  not  be  treated  in  the  same  manner  through- 
out, and  that  companies  which  used  the  more  hberal  methods  of 
estimating  would  be  at  a  disadvantage  as  compared  with  other  com- 
panies. It  has,  therefore,  been  found  desirable  to  formulate  a  con- 
vention to  be  applied,  so  far  as  seems  reasonable,  to  all  estimates. 
The  convention  is  this:  Estimates  of  developed  ore  are  practically 
accepted  as  turned  in.  Estimates  of  probable  ore  are  modified  to 
include  for  each  mine  at  least  one  full  level  below  present  workings, 
with  area  equivalent  to  the  average  of  the  lowest  fully  developed 
levels.  Also,  partly  developed  levels  are  extended  to  the  dimensions 
of  the  nearest  fully  developed  levels.  Where  drill  holes  show  ore  in 
advance  or  below  and  within  reasonable  distance  of  the  workings, 
this  ore  is  added.  Where  the  ore  body  is  actually  exhausted  or  the 
geologic  conditions  show  a  strong  probabihty  of  the  exhaustion  or 
narrowing  of  the  ore  body  below,  this  convention  has  been  modified 
accordingly.  In  applying  this  convention  to  each  property  there 
have  been  taken  into  consideration  the  total  shipment  of  the  mine, 
the  persistence  of  the  ore  body,  the  depth,  the  comparison  of  the 
areas  of  the  lower  levels  with  the  average  of  the  levels  above,  and  the 
geologic  conditions.  It  is  possible  that  this  method  of  estimate  gives 
to  a  few  properties  a  Httle  more  ore  than  the  mining  company  is 
willing  to  concede  as  a  part  of  its  probable  reserve,  but  it  is  beheved 
that  these  properties  are  extremely  few;  in  fact,  none  are  known. 
For  most  properties  the  probability  is  that  the  ore  body  is  really 
much  more  extensive  than  has  been  estimated. 

PROBABLE    ORE    SHOWN   BY   DRILLING. 

Ore  cut  by  drilling  has  been  treated  in  a  still  more  varied  fashion 
in  the  estimates  received.  Certain  companies  have  merely  turned  in 
records  of  drill  holes  without  attempting  to  estimate  the  ore.  Others 
have  turned  in  a  lump  estimate — generally  moderate.  Others  have 
given  an  estimate  of  the  ore  within  a  radius  ranging  from  25  to  100 
feet  of  each  hole,  and  have  made  no  attempt  to  connect  holes.  Others 
have  drawn  around  each  hole  a  circle  having  a  radius  of  50  to  100 
feet,  according  to  the  thickness  of  the  ore  cut  in  the  hole,  and  have 
then  connected  by  straight  lines  the  peripheries  of  the  circles  drawn 
around  adjacent  holes  on  the  assumption  that  ore  hes  continuously 
between  them.  Others  have  treated  the  holes  as  means  of  showing 
cross  sections  of  a  continuous  ore  body  and  have  connected  the  ore 
between  sections,  making  no  allowance  for  extensions  beyond  hmiting 
holes.  Still  others  have  allowed  extensions  of  50  feet  beyond  Umitiag 
holes.  One  company  estimates  its  extensions  beyond  umiting  holes 
to  the  point  of  a  triangle  distant  one-third  of  the  thickness  of  the  ore 
shown  in  these  Hmiting  holes. 
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The  possible  variation  in  reasonable  inference  from  drill  holes  is 
clearly  much  greater  than  that  from  mine  workings.  It  has  not 
been  found  desirable  to  use  the  same  convention  throughout  in  esti- 
mating from  drill  holes,  but  the  geologic  conditions  and  theproba- 
bihties  of  connection  of  ore  shown  in  different  areas  have  been  con- 
sidered in  determining  a  reasonable  method  of  estimate  for  each 
property.     Where  the  proximity  of  the  holes  to  one  another  and  the 

feologic  conditions  indicate  a  reasonable  certainty  of  continuous  ore 
etween  holes,  the  hmiting  holes  have  been  connected  by  straight 
lines  and  the  area  between  them  has  been  rated  as  showing  a  thick- 
ness of  ore  equal  to  the  average  of  that  cut  by  the  adjoining  holes. 
Allowance  is  made  for  irregular  spacing  of  holes  in  estimating  average 
thickness.  Where  the  ore  body  has  a  steep  dip  or  where  holes  cut  it 
at  an  angle,  due  allowance  is  also  made.  Where  the  holes  are  so 
scattered  that  it  seems  unsafe  to  connect  the  holes  through  so  large 
an  area,  they  have  been  connected  in  small  groups  and  the  area  is 
estimated  in  the  same  fashion.  As  a  rule,  no  allowance  has  been  made 
for  ore  estimated  by  the  companies  to  extend  beyond  hmiting  holes, 
and  these  exclusions  should  counterbalance  possible  errors  made  by 
including  too  large  areas  between  holes.  Where  the  holes  are  so 
distributed  in  linear  fashion  as  to  make  it  difficult  to  connect  the 
corresponding  areas,  the  method  used  by  certain  companies  has  gen- 
erally been  followed.  This  method  gives  the  hmiting  holes  a  radius 
up  to  75  feet,  according  to  the  thickness  of  the  ore  cut  in  the  hole, 
and  then  coimects  by  straight  lines  the  peripheries  of  the  circles  of 
the  limiting  holes  so  circumscribed. 

Of  course,  no  possible  method  will  bring  the  estimates  of  drilling  to 
a  single  standard  or  degree  of  probability,  for  the  geologic  (Conditions 
shown  by  the  different  ore  bodies  are  extremely  diverse.  The  method 
used,  however,  is  so  conservative  that  it  can  do  no  property  substan- 
tial injustice,  and  it  is  practically  certain  that  in  most  localities  the 
quantity  of  ore  present  is  far  greater  than  that  shown  by  the  estimates. 

DEDUCTION   FOR  MINING   LOSS   AND   BOCK. 

Certain  companies  have  made  uniform  deductions  of  20  per  cent 
for  mining  loss  and  rock  in  their  estimates  and  have  reported  only 
the  available  ore  in  their  reserves.  For  certain  localities,  where  the 
nature  or  location  of  the  surface  is  adverse,  still  greater  deductions 
have  been  made.  Other  companies,  and  these  include  the  majority, 
made  no  deduction  for  mining  loss  and  rock.  The  variation  in  esti- 
mates due  to  differing  treatment  of  these  losses. is  not  so  great,  espe- 
cially between  similar  properties,  as  the  difference  in  the  treatment 
of  these  losses  by  different  mining  companies  would  indicate.  It  is 
probable  that  some  of  the  company  estimates  make  allowance  for 
these  losses  even  though  it  is  not  so  stated.  The  estimates  are  made 
in  so  many  ways  and  the  variations  in  other  features  have  been  so 
great  that  in  making  deductions  for  mining  loss  and  rock,  each  of 
the  companies  has  been  considered  individually.  In  general,  the 
estimates  made  from  drilling  are  reduced. 
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NTJMBEB,   OF   CUBIC   FEET   PEB   TON   USED   IN   ESTIMATES. 

The  estimates  turned  in  range  from  7  to  18  cubic  feet  of  ore  per  ton, 
the  figure  depending  on  the  grade  and  texture  of  the  ore,  on 
varying  judgment  as  to  the  right  figure,  and  on  conventions  which 
certain  of  the  companies  have  arbitrarily  used  for  all  their  ores.  One 
company  computed  18  cubic  feet  of  ore  per  ton;  another  company, 
mining  almost  exactly  the  same  kind  of  ore,  computed  10  cubic  feet. 
Careful  tests  of  the  cubic  contents  of  the  ores  from  the  different 
grades  and  textures  have  been  made  by  the  Ohver  Co.,  the  Cleveland 
Cliffs  Co.,  and  others.  They  show  an  average  of  8  cubic  feet  per  ton 
for  the  hard  ores,  12  cubic  feet  for  the  soft  ores,  and  13  or  14  cubic 
feet  for  low-grade  ores.  The  Oliver  Co.  used  10  cubic  feet  per  ton 
throughout  in  its  estimates  as  a  convenient  convention,  on  the 
assumption  that  the  error  in  this  figure  is  considerably  less  than  the 
error  in  the  assumptions  as  to  dimensions  of  ore  bodies.  The  figures 
taken  as  a  standard  for  each  district  seem  to  correspond  to  the 
average  usage  for  that  district.     These  figures  are  as  follows: 

Cubic  feet  per  ton  of  iron  ores  of  Michigan. 

Marquette  hard  ores 8 

Menominee  ores  and  Gogebic  ores 10 

Soft  ores  of  the  Marquett,e,  Crystal  Falls,  and  Iron  River  districts  . .  12 

Low-grade  high-silica  ores 14 

Company  estimates  have  not  been  recalculated  to  this  basis,  unless 
the  figure  used  by  the  company  is  considerably  too  large  or  too  small. 
It  has  seemed  desirable  to  allow  some  variation  in  this  regard,  for  the 
operator^  of  most  of  the  companies  have  formed  a  pretty  definite 
idea  how  their  ore  has  run,  and  even  for  mines  whose  figure  is  prob- 
ably 1  or  2  cubic  feet  per  ton  larger  or  smaller  than  it  should  be,  this 
error  is  offset  by  larger  errors  in  assumptions  as  to  dimensions  or  in 
deductions  for  rock  or  mining  loss. 

TIME   AT   WHICH  ESTIMATES   WERE   MADE   BY   COMPANIES. 

Because  of  difference  in  time  in  making  their  own  annual  estimates, 
or  because  their  records  are  not  up  to  date,  and  because  in  part  of 
misunderstanding,  the  companies  have  dated  their  estimates  all  the 
way  from  January  1  to  July  1,  1911.  The  reports  have  been  so  late 
in  coming  in  that  it  has  not  been  possible  to  revise  them  to  a  uni- 
form date,  but  this  fact  has  been  taken  into  consideration  in  making 
the  estimates.  To  illustrate,  one  company  may  have  turned  in  its 
estimates  since  January  1,  1911,  but,  on  the  other  hand,  its  method 
of  maldng  estimates  from  drill  data  may  be  so  liberal  as  to  com- 
pensate for  the  omission  of  late  discoveries. 

COMPABISON  OF  ESTIMATES  BY  APPBAISEB  AND  BY  COMPANIES. 

The  appraiser's  estimate  has  added  25  per  cent  to  the  total  tonnage 
reported  by  the  mining  companies.  This  was  the  net  result  of  the  use 
of  all  the  factors  mentioned. 
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CLASSIFICATION   AND   DISTRIBUTION   OF   IRON   LANDS. 

The  following  table  shows  the  distribution  by  counties  of  the  known 
iron  formation  and  magnetic  belts,  measured  by  40-acre  tracts  and 
also  calculated  from  planim'eter  measurements.  In  these  40-acre 
tracts  an  area  about  twice  as  large  as  the  actual  iron  land  is  included. 
The  iron  lands  are  roughly  grouped  in  classes.  Lands  of  class  A  are 
known  to  be  favorably  located  for  exploration;  in  lands  of  class  B 
the  geologic  conditions  are  doubtful,  but  the  lands  will  probably  be 
explored  more  or  less  in  the  future;  lands  of  class  C  are  magnetic 
belts  or  lands  of  lean  or  unfavorable  iron  formation,  in  which  the 
chances  for  ore  are  remote  or  entirely  unknown. 

Classification  and  distinction  of  iron  lands  in  Michigan  by  counties,  in  acres. 


Measured  by  40-acrc  tracts. 

Determined  by  actual  plani- 
meter  measurement  of  areas. 

County. 

Class  A. 

Class  B. 

Class  C, 

Total. 

Iron 
forma- 
tion. 

Magnetic 
belt. 

Total 
iron  for- 
mation 
and  mag- 
netic belt. 

Dickinson                          .  ... 

11,040 
34,960 

6,720 
11,040 

3,160 

4,000 

8,880 

1,720 

10,760 

6,440 

21,480 
43,840 
10,760 
26,640 
3,160 

4,226 

16,810 

5,449 

1,972 

810 

3,095 
2,847 
496 
12,702 
1,841 

7,321 

19,657 

Gogebic 

2,320 
4.84a 

5.945 

Iron 

14,674 

2,661 

Total                 .     ... 

66,920 

25,360 

13,600 

105,880 

29.267 

20,981 

50,248 

THE    GOGEBIC    DISTRICT. 

A  part  of  the  iron  ores  of  the  Gogebic  district  occurs  in  tabular 
bodies  that  lie  parallel  to  the  bedding  and  a  part  occurs  in  great 
widenings  of  these  bodies  at  the  intersection  of  dikes  with  footwall 
quartzite  or  slate.  The  line  of  intersection  of  the  dikes  with  the 
footwalls  in  general  pitches  to  the  east,  although  in  some  places  the 
pitch  is  to  the  west  and  in  others  this  line  is  horizontal.  It  was 
formerly  supposed  that  the  upper  dikes  limited  the  ore  bodies  below, 
but  it  is  now  known  that  the  ore  bodies  may  be  repeated  on  dike  below 
dike,  and  to-day  no  one  is  willing  to  predict  the  depth  to  which  this 
repetition  may  be  carried.  The  ore  body  at  the  intersection  of  dike 
and  footwall  on  one  property  may  pitch  on  another  property  at  con- 
siderable depth  and  may  go  still  beyond  to  depths  not  yet  touched 
by  exploration. 

The  total  area  of  fully  developed  bottom  levels  in  the  district  is 
876,000  square  feet.  This  estimate,  however,  must  be  modified  before 
it  can  be  used  in  forecasting  the  future  production  of  the  district, 
for  ore  bodies  pitch  from  one  property  to  another,  and  therefore,  in 
adding  the  bottom  levels  of  the  two  properties,  what  is  really  a  single 
ore  body  is  considered  twice — as,  for  instance,  in  the  Pabst  and  the 
Newport  bottom  areas.  In  estimating  the  future  output  of  the  dis- 
trict the  largest  deductions  to  be  made  are  those  arising  from  dupli- 
cation of  areas  in  the  Pabst  and  Newport  and  in  the  Pabst   and 
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Aurora  ore  bodies,  which  are  probably  the  same  ore  shoot.  Deduc- 
tion for  these  ore  bodies  will  give  a  total  area  for  the  district  of  694,000 
square  feet.  The  areas  of  bottom  levels  of  other  mines  probably 
include  some  duplication,  but  this  is  not  nearly  so  certain,  and  they 
are  so  far  separated  as  to  allow  for  each  mine  a  considerable  projec- 
tion below. 

It  is  estimated  that  the  total  area  of  ore  in  all  average  levels  is 
to  the  total  area  of  ore  of  all  present  bottom  levels  as  100  is  to  118. 
If  old  mines  that  have  been  exhausted  or  abandoned  are  included 
in  the  estimate,  the  total  area  of  the  present  bottom  level  is  5  per 
cent  greater  than  the  average  total  area  of  upper  levels. 

The  total  shipment  from  the  Michigan  portion  of  the  district  has 
been  55,027,691  long  tons.  The  total  reserve  is  17,298,000  long 
tons  above  bottom  levels  and  14,307,000  tons  more  below,  or 
31,605,000  tons  of  reserve  in  all.  Drilling  has  disclosed  not  many 
new  ore  bodies  in  this  district,  and  the  reserve  for  the  mines  covers 
practically  all  the  known  reserve.  At.the  present  rate  of  shipment — 
3,664,594  tons  in  1910 — this  reserve  -will  last  about  8.6  years,  but 
further  extensions  are  probable.  The  average  depth  of  the  lowest 
developed  level,  rated  according  to  output,  is  1,400  feet. 

It  is  obvious  that  possible  further  extensions  of  ore  bodies  in  depth — 
extensions  not  here  considered — may  necessitate  a  great  increase  in 
the  estimated  quantity  of  available  reserves.  It  has  recently  been 
discovered  that  the  ore  bodies  in  the  hanging-wall  slates  are  much 
more  extensive  than  had  been  suspected,  and  the  possible  develop- 
ment at  this  horizon  is  large. 

THE    IRON    RIVER    DISTRICT. 

The  ores  of  the  Iron  River  district  occur  in  closely  folded  upper 
Huronian  slates.  The  iron  formation  lenses  in  which  the  ores  occur 
are  uniformly  of  steep  dip.  In  a  large  way  they  have  a  distinct 
linear  trend,  but  almost  every  lens  shows  major  and  minor 
buckles  and  considerable  widening  or  narrowing  of  the  formation. 
The  walls  of  the  ore  body  may  be  all  slate,  all  jasper,  or  any  com- 
bination of  the  two.  The  larger  ore  bodies  occur  in  places  where 
the  formation  has  been  thickened  by  folding.  The  axes  of  these 
folds  are  favorable  places  for  the  concentration  of  ore.  They  have 
steep  pitch  and  the  ore  bodies  they  contain  should  have  great  per- 
sistence in  depth — in  fact,  underground  development  and  drilling 
have  already  shown  that  they  extend  to  great  depths.  As  would  be 
expected  under  these  conditions,  individual  ore  bodies  are  extremely 
irregular  in  outline,  though  in  a  large  way  they  may  conform  to  the 
major  trend  of  the  district.  The  principal  ore  zone  of  the  district  is 
contiguous  to  the  valley  of  Iron  River,  extending  from  the  Zimmerman 
mine  northward  to  the  town  of  Iron  River.  From  this  valley  the 
ore-bearing  zone  sends  a  branch  northeastward  through  the  Baker- 
TuUy,  Blair,  Munro,  and  Erickson  mines,  and  possibly  thence  to  the 
Chicagoan  mine.  Another  and  as  yet  independent  area  runs  east 
and  west  through  the  Osana,  Davidson,  and  Bates  properties,  which 
lie  north  of  the  Iron  River.  Throughout  these  areas  nearly  every 
40-acre  tract  that  carries  iron  formation  shows  some  ore.  The 
underground  developments  are  shallow;  the  deepest  mine  is  690  feet 
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deep  and  the  average  depth  is  about  445  feet,  but  drilhng  has  shown 
that  the  ore  goes  down  to  1,712  feet. 

The  total  area  of  the  bottom  levels  of  the  mines  which  have  not 
been  exhausted  or  abandoned  is  1,065,000  square  feet.  The  average 
depth  of  these  bottom  levels,  rated  according  to  tonnage  of  ore  taken 
out  above  them,  is  445  feet.  The  total  shipment  from  these  mines 
has  been  6,179,300  tons  and  the  reserve  reported  above  the  lowest 
levels  is  about  8,668,700  tons,  so  that  the  total  ore  taken  out  or  left 
above  these  levels  is  14,848,000  tons.  As  the  cubic  measure  of  this 
ore  and  its  average  depth  are  known,  it  may  be  calculated,  due  allow- 
ance being  made  for  overburden,  that  the  average  ore  areas  of  the 
levels  above  the  present  bottom  levels  have  been  smaller  than  the 
ore  areas  of  the  present  bottom  levels  by  55  per  cent. 

These  figures  do  not  closely  apply  to  any  one  property  for  the 
reason  that  they  include  new  ore  bodies  from  which  the  past  ship- 
ment has  been  small.  Correction  can  be  made  for  this  factor  by 
rating  the  present  bottom  areas  in  proportion  to  the  ore  shipped 
from  above  them.  The  figures  given  apply  only  to  those  mines  that 
have  shipped  87  per  cent  of  the  total  output  of  the  district.  The 
remaining  13  per  cent  of  the  output  has  come  from  mines  that  have 
been  exhausted  and  abandoned.  When  corrections  have  been  made 
for  these  mines  it  appears  that  the  average  levels  for  all  mines  that 
have  shipped  ore  are  63  per  cent  smaller  than  the  present  lower 
levels.  Although  geologic  conditions  make  it  necessary  to  consider 
each  mine  separately,  this  general  average  gives  a  reasonable  expec- 
tation for  the  yield  of  the  district  as  a  whole,  to  which  the  yield  of 
individual  mines  may  be  expected  to  approximate. 

If  the  mines  maintain  their  present  bottom  levels  to  the  depth  of 
the  deepest  developed  level  in  the  district — 690  feet — 180  feet 
(probably  too  much)  oeing  allowed  for  drift,  the  output  to  be  expected 
will  be  30,242,250  tons.  If  the  mines  maintain  their  area  to  the 
greatest  depth  shown  by  driUing — 1,712  feet — the  total  output  for 
the  district  will  be  112,500,000  tons.  If  the  mines  be  supposed  to 
come  to  a  point  at  the  greatest  depth  shown  by  drilling,  their  yield 
will  be  56,223,000  tons. 

These  approximations  are  based  principally  on  developed  or  partly 
developed  mines.  Extensive  explorations  by  drdhng  show  an 
additional  minimum  area  of  984,000  square  feet  of  ore.  This  is  the 
area  of  ore  projected  to  the  surface,  and  a  moderate  estimate  of  the 
ore  it  represents  is  9,719,000  tons.  Although  some  of  the  older 
mines  may  soon  become  exhausted,  their  exhaustion  will  be  much 
more  than  offset  by  the  development  of  ore  bodies  now  known  only 
hj  drilling,  so  that  for  some  years  to  come  the  total  area  of  known 
iron  ore  in  this  district  will  increase  rather  than  decrease. 

A  comparison  of  the  total  area  of  ore  disclosed  in  this  district  by 
underground  development  and  by  drilling  with  that  in  other  Michigan 
ore  districts,  shows  that  the  Iron  Kiver  district  ranks  next  below  the 
Gogebic  in  quantity  of  available  ore.  On  the  other  hand,  it  is  at 
a  disadvantage  as  compared  with  the  Menominee,  Gogebic,  and 
Marquette  districts,  in  that  its  ore  is,  on  the  whole,  of  lower  grade 
and  less  desirable. 

The  total  shipment  from  this  district  thus  far  has  been  6,179,300 
tons.     The  reserve  reported  from  mines  above  lowest  level  is  8,668,700 
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tons,  the  reserve  estimated  below  the  lowest  levels  is  9,629,000  tons, 
and  that  estimated  from  exploration  is  9,719,000  tons,  a  total  reserve 
of  28,016,700  tons.  At  the  present  rate  of  production,  if  no  more 
ore  is  discovered,  the  district  can  be  counted  on  to  produce  from 
known  ore  bodies  for  about  22  years.  However,  when  we  remember 
how  small  a  portion  of  the  area  has  been  explored  and  the  enormous 
possibilities  of  extension  of  these  ores  in  depth,  it  appears  that  the 
life  of  the  district  will  be  indefinitely  extended. 

THE    CRYSTAL    FALLS    DISTRICT. 

The  ores  in  the  Crystal  FaUs  district  are  in  upper  Huronian  slates 
(Michigamme)  except  the  ore  of  the  Mansfield  mine,  which  is  in  a 
band  of  slates  in  the  Hemlock  formation  (basic  volcanic),  and  the 
Groveland  mine,  which  lies  at  the  base  of  the  upper  Huronian.  In  the 
Crystal  Falls  district,  as  in  the  Iron  River  district,  the  iron  formation 
lenses  are  stee])ly  tUted,  much  folded,  and  show  great  variation  in  thick- 
ness. The  walls  may  be  slate  or  jasper  or  any  combination  of  the 
two.  The  larger  ore  bodies  occur  in  folds  in  the  iron  formation  which 
have  thickened  the  formation.  The  pitch  of  these  folds  has  consider- 
able persistence  in  depth.  Nearly  every  40-acre  tract  in  the  pro- 
ducing part  of  the  district  that  carries  iron  formation  contains  some 
iron  ore. 

The  total  bottom  area  of  mines  that  have  not  been  exhausted  or 
abandoned  is  209,730  square  feet.  The  average  depth  of  these  levels, 
rated  according  to  tonnage,  is  1,070  feet.  The  total  shipment  from 
these  mines  and  the  reserve  stUl  left  above  the  bottom  levels  aggre- 
gate 17,266,142  tons,  of  which  1,925,000  tons  is  reserve  above  the 
lowest  developed  level.  If  the  cubic  measure  per  ton  of  the  ore 
included  in  this  total  of  shipment  and  reserve  is  estimated  at  12  cubic 
feet,  and  the  product  is  divided  by  the  average  depth,  it  appears  that 
the  average  area  in  the  past  has  been  195,700  square  feet.  The 
total  bottom  area  includes  some  areas  from  which  little  ore  has  been 
shipped  and  does  not  include  some  areas  from  which  ore  has  been 
shipped  from  exhausted  or  abandoned  mines.  After  introducing 
corrections  by  rating  areas  according  to  tonnage  shipped,  it  appears 
that  for  the  average  mine  the  present  bottom  level  is  about  the 
same  as  the  average  of  the  levels  above.  This  fact  should  have 
some  application  to  individual  mines,  although  geologic  conditions 
require  the  separate  consideration  of  each  property. 

In  addition  to  the  ore  shown  by  mines,  167,000  square  feet  of  ore 
are  shown  by  drilling,  which  at  a  moderate  estimate  should  yield 
1,412,000  tons.  The  167,000  square  feet  is  the  area  of  drilled  ore 
bodies  projected  to  the  surface.  As  the  old  mines  become  exhausted 
these  ores  will  come  in  to  maintain  the  reserve  of  the  district.  The 
total  shipment  of  the  district  has  been  15,609,000  tons;  the  total 
reserve  now  in  sight  from  mining  and  drilling  is  5,607,142  tons.  At 
the  present  rate  of  production  the  life  of  the  district  would  be  4.05 
years,  if  no  more  ore  were  discovered,  but  future  discoveries  by 
drilling  may  disclose  much  more  ore,  for  only  a  small  percentage  of 
the  upper  Huronian  slates  has  been  drilled. 
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If  the  mines  maintain  continuous  production  at  their  present 
levels  and  carry  these  levels  to  a  depth  equal  to  that  of  the  Dunn,  the 
deepest  mine  now  worked  in  the  district,  the  reserve  between  this 
depth  (1,327  feet)  and  the  average  level  (1,070  feet)  would  be 
4,475,000  tons. 

THE    MENOMINEE    DISTRICT. 

The  total  area  of  ore  on  fuUy  developed  bottom  levels  of  the 
Menominee  district,  in  which  the  ore  is  not  known  to  be  cut  off  by 
rock  or  to  pitch  off  the  property  within  a  limited  distance,  is  263,465 
square  feet.  The  average  depth  of  these  bottom  levels,  rated  accord- 
ing to  quantity  of  ore  that  has  been  shipped  from  the  mine,  is  1,160 
feet.  If  the  ore  shown  in  bottom  levels  continues  with  present  areas 
to  the  depth  of  the  deepest  known  ore,  the  probable  ore  in  the  district 
would  be  6,320,000  tons.  However,  if  the  total  area  of  the  lowest 
levels  is  263,465  square  feet,  if  the  average  depth  of  these  levels  is 
1,160  feet,  and  if  the  total  ore  shipped  from  mines  not  yet  bottomed 
and  in  reserve  above  this  average  level  is  41,000,000  tons,  it  may  be 
calculated  that  the  average  area  of  levels  above  present  bottom  levels 
has  been  354,900  square  feet,  or  34  per  cent  greater  than  present 
bottom  levels.  These  figures  are  derived  from  a  consideration  of 
mines  that  have  made  80  per  cent  of  the  total  shipments.  The 
remaining  20  per  cent  of  the  shipments  came  principally  from  mines 
hke  the  Pewabic,  which  is  bottomed.  On  correcting  for  such  mines 
it  appears  that  the  average  upper  levels  h^ve  been  36  per  cent  greater 
than  the  present  bottom  levels.  These  facts  indicate  a  diminution 
of  total  area  with  depth  for  the  district  as  a  whole,  which  would 
prevent  the  assumption  that  the  ores  below  present  bottom  levels 
will  maintain  the  same  total  area  below.  If  the  total  area  decreases 
below  in  the  same  ratio  that  it  has  decreased  from  the  surface  down, 
the  probable  quantity  of  ore  lying  between  present  bottom  levels 
and  present  maximum  depth  would  be  about  5,770,000  tons.  The 
total  reserve  above  bottom  levels  is  9,083,450  tons,  the  total  below 
is  2,567,000  tons,  and  the  total  for  both  is  11,650,450  tons.  The 
total  shipment  for  the  mines  considered  is  42,616,000  tons. 

A  part  of  the  ore  occurs  in  tabular  bodies  parallel  to  the  bedding 
and  a  part  in  more  or  less  well-developed  pitching  folds  bottomed  by 
dolomite,  talc,  schist,  or  slate,  and  the  ore  deposits  in  these  folds  are 
therefore  elongated  in  the  direction  of  the  pitch.  The  degree  to 
which  the  ore  is  confined  to  these  pitches  varies  in  different  mines 
and  in  different  parts  of  the  same  mine,  the  pitches  being  less  well 
developed 'near  tne  surface  than  below.  The  folds  unquestionably 
pitch  a  long  distance  below  the  present  bottom  levels,  and  there 
seems  to  be  nothing  in  the  character  of  the  rock  or  its  alterations  or 
other  features  at  the  bottom  levels  to  show  why  the  ore,  at  least  that 
in  shallower  mines,  should  not  continue  on  these  pitches  to  as  great 
a  distance  below  the  surface  as  that  which  has  been  reached  by  the 
deepest  mines  in  the  district,  and  probably  to  even  greater  depths. 
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THE    MARQUETTE    DISTRICT. 

KINDS  AND   QTJANTITY  OF  ORE. 

The  ores  of  the  Marquette  district  occur  in  several  grades  and 
under  diverse  structural  conditions,  and  they  will  therefore  be  con- 
sidered in  separate  groups,  as  follows:  (1)  The  soft  ore  of  the  mines 
of  the  upper  Huronian  slates  east  of  Michigamme;  (2)  the  ore  of 
the  mines  west  of  Michigamme;  (3)  the  hard  ore  of  the  mines  at 
the  top  of  the  Negaunee  formation;  (4)  the  soft  ore  of  the  "hema- 
tite" mines  within  the  Negaunee  or  near  its  base,  principally  in  the 
vicinity  of  Negaunee  and  Ishpeming;  (5)  Swanzy;  (6)  the  hard, 
siliceous,  low-phosphorus  ores  from  the  Marquette  and  Menominee 
districts. 

The  total  area  of  the  bottom  levels  of  the  mines  of  the  entire 
Marquette  district,  exclusive  of  the  Swanzy,  which  have  not  been 
exhausted  or  abandoned,  is  1,494,000  square  feet.  The  reserves  of 
the  mines  are  59,362,872  tons.  In  this  district,  including  the 
Swanzy,  there  have  been  extensive  explorations  by  drilling,  the 
results  of  which  when  added  show  a  total  area  in  ore  of  about 
13,342,405  square  feet.  The  large  size  of  this  drilled  area  is  due 
partly  to  low  dip — it  is  the  area  of  the  ore  projected  to  the  surface, 
and  a  moderate  estimate  fixes  the  quantit)-  of  the  ore  at  33,338,938 
tons.  This  estimate  is  obtained  after  deducting  20  per  cent  for 
mining  loss. 

A  comparison  of  the  total  area  of  ore  disclosed  in  this  district  hj 
underground  development  and  b}'  drilHng  with  that  in  other  Michi- 
gan ore  districts  shows  that  the  IMarquette  district  ranks  first  in 
available  resources  of  iron  ores. 

SOFT  OBES  IN  THE  TJPPEB  HUBONIAN   SLATES  EAST  OF 
MICHIGAMME. 

A  group  of  mines  in  the  upper  slate  area — the  Bessie,  the  Phoenix, 
the  Northampton,  and  others — has  produced  a  low-grade  hmonite 
in  small  quantities.  The  total  sliipments  from  this  group  have 
aggregated  118,200  tons.  The  ores  are  very  much  folded.  The 
ore  bodies  are  small  and  irregular,  and  the  chance  of  profitable 
operation  does  not  seem  to  be  good.  All  these  mines  have  been 
closed  do\\Ti  for  some  time. 

ORES  OF  MINES  WEST  OF  MICHIGAMME. 

A  group  of  mines  have  been  recently  developed  in  the  upper  Huro- 
nian rocks,  south  of  the  quartzite.  In  general,  these  have  a  mono- 
clinal  dip  to  the  south  and  promise  considerable  extension  in  depth. 
The  total  area  of  fully  developed  bottom  levels  here  is  99,000  square 
feet. 

The  average  depth  of  producing  mines,  not  rated  according  to 
toimage,  is  220  feet.  The  shipment  from  these  mines  has  aggre- 
gated 1,080,000  tons.  Drilling  has  shown  considerable  extensions  of 
the  ore  on  the  Imperial  mine.  The  reserves  of  the  mines  in  this 
district  are  1,742,000  tons. 

Explorations  by  drilling  in  this  district  show  an  area  in  ore  pro- 
jected to  the  surface  of  about  211,600  square  feet,  or  332,000  tons, 
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after  a  deduction  of  20  per  cent  for  mining  loss  and  rock.  The  ore 
is  soft,  low-grade  hematite,  which  is  estimated  at  14  cubic  feet 
per  ton. 

HABD  ORE  MINED  AT  THE  TOP  OF  THE  NEGATTNEE  FORMATION. 

The  ores  at  the  top  of  the  Negaunee  formation,  just  beneath  the 
Goodrich  quartzite,  are  in  general  hard  hematites,  locally  more  or 
less  specular  and  magnetic.  In  certain  of  the  mines  the  basal  con- 
glomerate of  the  iipper  Huronian,  which  rests  against  these  ores,  is 
also  sufficiently  rich  m  ore  to  be  mined  and  constitutes  a  part  of  the 
ore  bodies.  The  ore  bodies  are  tabular  in  shape  and  lie  parallel  to 
a  steeply  dipping  contact  of  the  Negaunee  and  the  Goodrich  quartzite, 
though  they  are  locally  folded  and  faulted.  Some  of  them  show  a 
lateral  pitch  in  the  plane  of  contact.  Soft  hematite  is  locally  found 
in  these  mines  in  the  jasper  footwall.  In  Section  16  mine  the  hematite 
and  the  hard  ore  have  come  together  on  the  bottom  level,  and  the 
soft  ore  is  becoming  relatively  more  abundant. 

The  aggregate  of  bottom  levels  of  such  of  these  mines  as  have  not 
been  exhausted  is  350,000  square  feet.  The  average  depth  of  pro- 
ducing mines,  not  rated  according  to  tonnage,  is  1,041  feet.  These 
ores  have  been  mined  to  a  depth  of  1,984  feet  at  Champion,  and  this 
group  of  mines  as  a  whole  constitutes  the  deepest  of  the  Marquette 
mines.  The  persistence  of  these  ore  bodies  to  the  present  levels 
affords  good  promise  for  stiU  further  persistence  in  depth.  The 
reserves  of  the  mines  in  this  district  are  17,391,335  tons. 

Drilling  at  several  points,  notably  under  the  city  of  Ishpeming 
and  in  the  North  Lake  area,  has  shown  additional  ore  not  yet  opened 
by  mining.  The  estimated  quantity  of  ore  disclosed  by  this  drilling 
is  2,939,200  tons. 

It  underlies  an  area  of  approximately  841,065  square  feet.  Fur- 
ther profitable  explorations  at  this  horizon  are  still  possible.  It  is 
clear,  therefore,  that  the  hard-ore  production  may  be  expected  to 
continue  at  the  present  rate  for  many  years. 

SOFT  ORE   OF  THE   "  HEMATITE  "  MINES. 

The  mines  working  on  the  soft  "hematite"  ore  are  located  within 
the  Negaunee  formation  in  beds  at  its  middle  and  lower  horizons. 
Ordinarily  they  are  not  connected  with  the  hard-ore  deposits  at  the 
horizon  at  the  top  of  •the  Negaunee,  but  in  Section  16  mine  ores  of 
the  two  types  come  together.  The  soft  ores  are,  as  their  name 
indicates,  soft  in  texture,  are  somewhat  more  hydrous  than  the 
hard  ores,  and  will  run  about  12  cubic  feet  to  the  ton.  The  ore 
bodies  show  great  variety  of  shape.  In  the  Negaunee  Basin  the 
ore  body  is  a  gently  folded  and  faulted  sheet  having  a  compara- 
tively low  pitch  to  the  south  of  west.  In  the  Prince  of  Wales, 
Breitung  No.  2,  Mary  Charlotte,  Rolhng  Mill,  and  Cambria-Hartford 
areas  the  tabular  development  is  much  less  marked,  the  ore  occur- 
ring in  more  or  less  shallow  channel-like  runs  in  jasper.  The  ore 
bodies  have  relatively  low  pitch  and  great  local  irregularities  and  are 
cut  by  dikes.  In  the  Lake  Angeline  area  the  ores  lie  in  sharp  troughs 
in  greenstone.  The  bottoms  of  these  troughs  have  relatively  low 
pitch. 
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The  average  depth  of  the  producing  mines  is  690  feet.  This  figure 
is  not  determined  by  rating  depths  or  individual  mines  in  proportion 
to  content  of  ore,  and  therefore  is  not  so  accurate  as  the  figures  show- 
ing the  depths  of  mines  in  other  districts.  The  aggregate  shipment 
of  ore  of  this  class  has  not  been  calculated,  many  of  the  older  records 
being  faulty. 

The  aggregate  total  area  of  bottom  levels  of  the  mines  of  this  group 
is  about  1,045,000  square  feet,  but  as  the  ore  bodies  have  in  general  a 
low  pitch  this  aggregate  area  can  not  be  fairly  compared  with  the 
areas  of  the  hard-ore  mines  in  this  district,  or  with  the  areas  of  ores 
in  the  Menominee,  Crystal  Falls,  Iron  River,  and  Gogebic  districts, 
where  the  pitch  is  steeper  or  where  the  vertical  element  is  dominant. 
The  area  of  a  section  across  the  pitch  would  be  more  closely  correla- 
tive. The  projection  of  present  bottom  levels  downward  along  the 
pitch  would  carry  some  of  the  flat-lying  deposits  off  the  property.  It 
IS  apparent  that  owing  to  flatness  of  pitch  the  areas  or  cross  sections 
in  many  adjacent  properties  are  duplicated,  the  same  ore  body  running 
through  both  properties  and  being  cut  at  different  elevations.  So  far 
as  data  have  been  available  the  estimate  for  total  area  has  been  cor- 
rected by  subtracting  for  duphcation  or  by  making  allowance  for  the 
flatness  of  the  pitch.  The  area,  750,000  square  feet,  represents  ap- 
proximately the  same  kind  of  promise  for  the  ground  below  the 
E resent  bottom  levels  in  this  group  of  mines  that  would  be  represented 
y  the  aggregate  bottom  areas  given  for  the  other  ranges.  The 
reserves  of  the  mines  of  this  district  are  37,516,800  tons. 

Drilling  to  the  soft-ore  horizon  has  disclosed  a  vast  amount  of  ore, 
which  will  not  be  exhausted  for  many  years.  This  drilling  has 
revealed  most  notable  resources  in  the  area  bounded  on  the  north  and 
west  by  the  Maas-Negaunee  and  Cambria  mines  and  on  the  southeast 
by  the  Mary  Charlotte  and  the  Rolhng  Mill.  Nearly  every  40-acre 
tract  in  this  area  has  either  shown  ore  or  lies  in  such  relation  to  ore 
bodies  discovered  as  to  indicate  strongly  the  probability  that  it  con- 
tains ore.  The  ore  has  been  cut  to  a  maximum  depth  of  2,375  feet. 
The  pitch  is  in  general  to  the  west  or  southwest,  and  no  one  can  yet 
say  what  the  limit  in  these  directions  will  be.  The  estimated  avail- 
able ore  shown  by  drilling  is  about  25,929,000  tons.  It  underlies 
an  area  of  about  7,497,740  square  feet.  The  quantity  of  ore  devel- 
oped by  drilling  in  tliis  area  will  more  than  maintain  the  present 
shipment  of  the  soft-ore  mines  for  an  indefinite  period,  and  the  prob- 
ability of  further  discovery  by  drilling  is  so  great  that  the  reserve 
of  this  class  of  ores  in  the  future  may  be  far  greater  than  it  has  been 
in  the  past. 

ORES   OF  THE    SWANZY   DISTRICT. 

The  Swanzy  district,  which  lies  southeast  of  the  Marquette  district ' 
occupies  an  isolated  canoe-shaped  basin  in  upper  Huronian  rocks 
nearly  if  not  quite  surrounded  by  granites.  The  axis  of  the  basin 
extends  northwest-southeast,  with  minor  cross  folding.  The  dips 
are  gentle,  except  where  cross  folded.  The  granite  basement  is  irregu- 
lar. The  iron  formation  may  rest  directly  upon  granite  basement  or 
may  be  separated  from  it  by  arkose  or  graywacke.  The  overlying 
rock  is  slate.  The  ore  is  relatively  thin  at  the  horizon  near  the  base  of 
the  iron  formation.     The  ore  bodies  lie  principally  on  the  northeast 
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side  of  the  basin  and  at  the  ends.  One  known  ore  body,  the  Stephen- 
son, is  on  the  west  side  of  the  basin.  The  ores  occur  in  tabular 
deposits  that  have  gentle  pitch.  They  have  been  thoroughly  ex- 
plored by  drilling,  and  the  total  tonnage  of  the  basin  is  reasonably 
well  estimated.  The  Cleveland  Cliffs  Co.  has  drilled  81  holes  in  ore. 
The  total  shipment  from  this  basin  has  been  2,420,232  tons.  The 
total  available  reserve  determined  from  mining  and  drilling  opera- 
tions, after  deductions  have  been  made  for  non-recoverable  ore,  is 
6,851,475  tons.  The  shipment  from  the  district  in  1910  was  552,597 
tons.  This  district  may,  therefore,  be  expected  to  maintain  its 
present  rate  of  production  for  12.4  years.  Ihe  total  area  underlain 
by  ore  is  at  least  3,298,000  sc[uare  feet.  The  average  thickness  of 
the  ore,  as  shown  by  drilling,  is  41.7  feet, 

HARD,  SILICEOUS,  LOW-PHOSPHORUS  ORES   OF  THE   MARQUETTE 
AND   MENOMINEE   DISTRICTS. 

In  the  discussion  of  the  ore  reserves  of  the  Menominee  and  Mar- 
quette districts  no  account  was  taken  of  a  number  of  mines  that  pro- 
duce ore  of  about  40  per  cent  grade,  high  in  silica  and  low  in  phos- 
phorus, used  principally  for  mixtures.  The  iron  content  of  these 
ores  is  but  httle  greater  than  the  average  content  of  iron  in  the  adja- 
cent iron  formation.  They  are  mined  in  part  by  open  cuts  and  by  mill- 
ing, and  in  part  by  underground  workings.  Their  mining  at  any  par- 
ticular locahty  depends  on  conditions  favorable  for  mining,  on 
unusually  low  phosphorus  content,  on  the  possession  of  an  assured 
market,  and,  as  with  the  Pewabic  and  other  mines,  on  the  low  cost 
of  handhng  ore  of  this  grade  along  with  ores  of  higher  grade  which 
are  being  hoisted.  So  far  as  is  known,  most  of  the  mines  that  have 
•produced  ore  of  this  grade  can  produce  it  far  in  the  future,  and  an  esti- 
mate of  the  minable  quantity  of  this  ore  would  be  of  httle  significance. 
In  the  Palmer  area,  for  instance,  an  estimate  of  the  quantity  of  such 
ore  would  show  enormous  resources,  but  the  hmits  of  the  ore  are  so 
indefinite  that  an  estimate  would  be  difficult.  It  should  not  be 
assumed,  however,  that  unhmited  quantities  of  these  ores  are  avail- 
able. It  is  true  that  there  is  an  enormous  quantity  of  ore  carrying 
40  per  cent  of  metallic  iron,  but  the  areas  where  the  phosphorus 
is  exceptionally  low  and  where  the  conditions  allow  cheap  mining 
are  comparatively  small. 
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Extracts  from  the  Testimony  of  Judge  E.  H.  Gary,  October  19,  1899. 
[Vol.  I,  Eeport  of  Industrial  Commission,  p.  986.] 

Q.  Was  it  an  original  purchase  when  this  Federal  Steel  Co.  got  the  stock  of  all 
these  companies,  or  the  properties  of  all  these  companies? — A.  No;  the  Federal 
Steel  Co.  made  an  arrangement  with  J.  P.  Morgan  &  Co.  whereby  J.  P.  Jlorgan  &  Co. 
agreed  on  their  part  to  deliver  to  the  Federal  Steel  Co.  the  stock,  or  the  majority  of 
the  capital  stock,  of  these  different  companies  on  a  certain  basis,  and  the  Federal  Steel 
Co.  on  its  part  agreed  when  the  stock  was  delivered  to  give  in  exchange  for  it  the  stock 
of  the  Federal  Steel  Co.  Now,  perhaps  in  that  connection  1  could  make  a  little  plainer 
what  Mr.  Stetson  intended  to  say  if  you  care  to  ha-\e  me.  Perhaps  I  am  more  familiar 
with  the  transaction  than  he  is  in  some  respects.  Mr.  Stetson  was  the  counsel  of  J.  P. 
Morgan  &  Co.,  and  they  were  the  managers  of  a  syndicate  so  called.  I  am  not  quite 
so  familiar  with  that  branch  of  the  business  as  Mr.  Stetson,  but  1  am  more  familiar  with 
the  value  of  these  properties  which  the  Federal  Steel  Co.  was  interested  in.  The 
Federal  Steel  Co.  has  an  authorized  stock  of  1200,000,000— $100,000,000  preferred  and 
$100,000,000  common.  The  amount  of  capital  stock  actually  issued  is  about  $53,000,000 
of  preferred  stock  and  about  $46,000,000  of  common  stock,  making  about  $99,000,000 
issued — a  little  more  than  that,  but  not  quite  $100,000,000.  The  actual  book  value  of 
the  plants  and  properties,  not  including  the  cash,  of  these  constituent  companies  wlas 
about  .$45,000,000;  the  cash  on  hand  which  these  companies  had  was  about  .$10,000,000, 
making  $55,000,000.  There  was  an  increase  in  the  value  of  these  properties,  being 
largely  in  lands,  amounting  to  about  $30,000,000— a  Httle  more  than  $30,000,000— say 
$31,000,000,  making  a  total  of  $86,000,000,  which  was  estimated  to  be  the  actual  value 
of  the  properties  of  these  constituent  companies. 

Now  the  Federal  Stet4  Co.  said  to  J.  P.  Morgan  &  Co. ;  If  you  will  give  us  the  stock  of 
these  companies,  and  with  it .?  14,075, 000  in  money,  making  $100,000,000  in  all,  we  will 
give  you  $100,000,000  of  the  capital  stock  of  the  Federal  Steel  Co.— $53,000,000  in  pre- 
ferred and  $46,000,000  in  common.  Then  J.  P.  Morgan  &  Co.  entered  into  an  arrange- 
ment with — I  am  not  so  familiar  with  that,  perhaps,  but  an  arrangement  with  the  syn- 
dicate whereby  the  syndicate  agreed  to  furnish  such  part  of  this  $14,075,000  as  was  not 
furnished  by  the  stockholders  of  the  constituent  companies.  Then  J.  P.  Morgan  &  Co. 
gave  to  the  stockholders  of  these  constituent  companies  the  privilege  of  bringing  to 
them  their  stock,  together  with  their  proportion  of  cash,  and  receiving  in  exchange 
stock  of  the  Federal  Steel  Co.,  which  J.  P.  Morgan  &  Co.  received  from  the  Federal 
Steel  Co.  Now,  in  making  that  trade,  the  Federal  Steel  Co.  issued  its  stock  and 
obtained  in  exchange  $14,075,000  in  cash,  besides  the  stock  of  these  constituent  com- 
panies, which  represented  property  of  the  value  of  about  $85,000,000  or  $86,000,000, 
including  about  $10,000,000  in  cash.  The  stockholders  of  the  constituent  companies 
received  for  their  stock,  and  by  the  payment  in  cash  in  the  case  of  the  Illinois  Steel 
Co.  of  $20  in  money  with  each  share  of  stock,  and  in  the  case  of  the  Minnesota  Iron 
Co.  of  $27.10  in  money  with  each  share  of  stock,  and  in  the  case  of  the  Elgin,  Joliet  & 
Eastern  Railroad  Co.,  of  $17.50  with  each  share  of  stock,  the  stock  of  the  Federal  Steel 
Co.,  about  one  share  of  preferred  and  about  eight-tenths  of  a  share  of  common.  In 
making  this  exchange  and  doing  this  business  J.  P.  Morgan  &  Co.  made  a  profit  of 
about  $200,000;  I  will  not  be  exact;  they  paid  all  the  expenses,  including  about 
40,000  for  incorporation  fees  to  the  State  of  New  Jersey . 
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Table  No.  1. — Production  of  iron  and  steel  plates  and  sheets  by  some  of  the  leading 
plate  makers  from  1900  to  1904  inclusive;  also  by  all  makers  for  the  same  year. 

[Note. — For  the  five  years  covered  by  table  No.  1  the  production  of  plates  was  not  separated  from  the 

Sroduction  of  sheets.  In  1905,  however,  at  the  request  of  the  manufacturers  of  iron  and  steel  the  pro- 
uction  of  plates  of  No.  12  gauge  and  thicker  was  separated  from  sheets  of  No.  13  gauge  and  thinner. 
This  separation  has  since  been  maintained.  Very  few  sheets  were  made,  however,  from  1900  to  1904  by 
the  individual  companies  named  below.    Nail  plate  is  not  included  in  any  of  the  figures  given.] 


Plates  and  sheets  (gross  tons). 

Companies. 

1900 

1901 

1902 

1903 

1904 

Carnegie  Steel  Co                                         

466,902 
73,990 
93, 119 
61,342 
20,773 
9,846 
68,026 
66,589 
86,062 
48,842 
20,606 

571,378 
53,412 

109,595 
29,005 
27,723 
19,359 
97,232 
72,836 

111,293 
46,809 
26,080 

672,881 
75,811 

123,042 
29,768 
35,872 
35,387 

100, 204 
91, 145 
.123,291 
69,625 
32,786 

625, 333 
75,126 

113,039 
25,696 
31,752 
23,936 
99,793 
84,486 

107,393 
59,978 
28,834 

550,004 

61,427 

Illinois  Steel  Co                            

62,480 

Crucible  Steel  Co 

18, 357 

Otis  Steel  Co 

28,478 

Tidewater  Steel  Co 

65,420 

Worth  Brothers  Co 

81,929 

Central  Iron  &  Steel  Co 

83,664 

48,423 

Glasgow  Iron  Co. . .         

20,644 

995,997 
1,794,628 

1,164,722 
2,254,425 

1,389,812 
2,666,409 

1,275,366 
2,599,665 

1,010,826 

2,421,398 

Table  No.  2. — Production  of  plates  and  sheets  by  some  pf  the  leading  plate  makers  in  1905; 
also  the  total  production  of  plates  and  sheets  by  all  makers  in  the  same  year. 

[Note.— Prior  to  1906  the  production  of  plates  of  No.  12  gauge  and  thicker  and  sheets  of  No.  13  gauge  and 
thinner  was  not  separately  ascertained.] 


Xames  of  companies. 

Plates. 

Sheets. 

Total. 

Gro.'is  tot^s. 
875,278 
95,268 
■      148.664 
22;  703 
46,697 
149, 170 
139,717 
113,381 
83,516 
33,934 

Gross  tons. 

Gross  tons. 
875,278 

96,268 
148, 664 

Crucible  Steel  Co      .  .                                                

7,478 

30, 181 

Otis  Steel  Co 

46, 597 

149, 170 
139,717 
113,381 

Worth  Bros.  Co                                                                  

Central  Iron  &  Steel  Co 

83,516 
33,934 

Glasgow  Iron  Co..                                                                            .  .. 

Tntn.1  hy  nompfl.niPs  nftnipfj 

1,707,128 
2,041,206 

7,478 
1,491,024 

1,714,606 
3,632,230 

Reading  Iron  Co.,  Secretary's  Office, 

Reading,  Pa.,  March  SO,  1912. 
Mr.  James  M.  Swank, 

General  Manager,  American  Iron  &  Steel  Association, 

261  South  Fourth  Street,  Philadelphia. 

Dear  Sir:  In  response  to  your  request,  we  desire  to  state  that  our  average  selling 
price  of  wrought-iron  pipe,  per  net  ton,  for  the  four  months  ending  March  1899,  was 
as  follows: 


Lap  welded . . 
Butt  welded. 


December, 
1898. 


S32. 78 
32.86 


January 
and  Feb- 
ruary, 1899 


S32.  78 
32.86 


March  1  to 
15,  1899. 


.S40. 03 
39.90 


March  15  to 
31,  1899. 


$44. 64 
44.34 


We  have  given  fair  average  prices.     Our  old  records  are  boxed  and  stored  away, 
and  any  hurried  attempt  on  our  part  to  obtain  prices  covering  each  particular  size 
would  likely  involve  us  in  confusion  at  this  late  hour. 
Yours  truly, 

Geo.  W.  Delany,  Secretary. 
P.  S. — We  do  not  make  steel  pipe. 


NOTES   ON  TABLE   1. 

Awirican  Telephone  &  Telegraph  Co.-Tbis  company  owns  a  majority  of  the  532,000,000  outstanding 
capital  stock  oJ  the  Western  Union  Telegraph  Co. 

Atlantic  Coast  Line  Co.,  The.— The  Atlantic  Coast  Line  Co.  owns  $50,000  ol  the  S100,000  capital  stoclt 
of  the  Northwestern  Carolina  Ry.  of  South  Carolina.  The  Atlantic  Coast  Line  H.  R.  Co.  owns  jointly 
with  the  LouisvUle  &  Nashville  R.  R.  Co.  $1,500,000  of  the  33,000,000  capital  stock  of  the  Western  Ry.  of 
Alabama. 

Atlantic  Coast  Line  Railroad  Co.— A  majority  of  the  $200,000  capital  stock  of  the  Belt  Lme  Ry.  of  Mont- 
gomery, Ala.,  and  of  the  $12,000  capital  stock  of  the  Charleston  &  Western  Carolina  R.  R.  Co.,  is  owned  by 
this  company.  This  company  owns  $30,600,000  of  the  $60,000,000  capital  stock  of  the  Louisville  &  Nash- 
ville R.  R.  Co. 

Boston  Consolidated  Gas  Co.— The  Massachusetts  Gas  Cos.  own  $15,110,600  of  the  $15,124,600  capital  stock 
of  this  company. 

CUcago,  Burlington  &  Quincy  R.  R.  Co.— The  Northern  Pacific  R.  R.  Co.  and  the  Great  Northern  R.  R. 
Co.  own  jointly  $107,613,500  of  the  $110,339,100  outstanding  capital  stock  of  this  road.  The  Ctdcago,  Bur- 
lington &  Quincy  R.  R.  Co.  owns  $26,667,500  of  the  common,  $1,130,000  of  the  first  preferred,  and  $6,078,700 
of  the  second  preferred,  a  total  of  $33,786,200  of  the  $48,000,000  outstanding  capital  stock  of  the  Colorado  & 
Southern  R.  R.  Co. 

Colorado  &  Southern  R.  R.  Co.— The  Chicago,  Burlington  &  Quincy  R.  R.  Co.  owns  $33,786,200  of  the 
$48,000,000  outstanding  capital  stock  of  this  railroad. 

Consolidated  Gas  Co.,  rftc— This  company  owns  $1,886,200  of  the  $3,.500,000  capital  stock  of  the  New  York 
Mutual  Gas  Light  Co. 

JErie  &  Jersey  R.  R.  Co. — This  road  is  leased  to  the  Erie  Terminal  Railroad  Co.,  which  company  grants 
trackage  rights  to  the  Erie  R.  R.  Co. 

Srie  R.R.  Co. — This  company  owns  the  entire  $100,000  capital  stock  of  the  Chicago  &  Erie  R.  E.  Co.;  it 
owns  $25,594,844  of  the  $26,000,000  capital  stock  of  the  New  York,  Susquehanna  &  Western  R.  R.  Co.  It 
owns  a  majority  of  the  $2,228,600  outstanding  capital  stock  of  the  New  York  &  New  Jersey  E.  E.  Co. 

Keystone  Watch  Case  Co. — This  company  owns  and  operates  the  E.  Howard  Watch  Works,  of  which 
Robert  Winsor  is  a  director. 

Lahe  Shore  &  Michigan  Southern  R.  R.  Co.— This  road  owns  $5,930,000  of  the  preferred,  $5,940,000  of  the 
common  stock,  a  total  of  $11,870,000  capital  stock  of  the  $23,680,000  outstanding  capital  stock  of  the  Lake 
Erie  &  Western  R.  R. ;  it  owns  $2,603,000  first  preferred,  $6,275,000  second  preferred,  and  $6,240,000  common, 
a  total  of  $15,018,000  of  the  $30,000,000  outstanding  capital  stock  of  the  New  York,  Chicago  &  St.  Louis 
R.  R.  Co.  This  road  owns  $7,500,150  of  the  $21,000,000  outstanding  capital  stock  of  the  Pittsburg  &  Lake 
Erie  R.  R.. 

Louisville  &  Nashville  R.R.  Co. — The  Atlantic  Coast  Line.R.  R.  Co.  owns  $30,600,000  of  the  $60,000,000 
outstanding  capital  stock  of  this  company.  This  company  owns  $7,177,600  of  the  $10,000,000  outstanding 
capital  stock  of  the  Nashville,  Chattanooga  &  St.  Louis  Ry.  Co. 

Louisville  &  Nashville  R.  R.  Co. — This  company  and  the  Atlantic  Coast  Line  R.  R.  Co.  own  jointly 
$1,500,000  of  the  $3,000,000  capital  stock  of  the  Western  Ry.  of  Alabama. 

Marquette  &  Bessemer  Dock  &  Navigation  Co.— The  $50,000  capital  stock  of  this  company  is  owned  in 
equal  proportions  by  the  Bessemer  &  Lake  Erie  R.  R.  Co.  and  the  Pere  Marquette  R.  R.  Co. 

Pfire  Marquette  R.R.  Co. — This  company  owns  half  of  the  $50,000  capital  stock  of  the  Marquette  &  Bes- 
semer Dock  &  Navigation  Co. 

Massachusetts  Gas  Cos. — The  Massachusetts  Gas  Cos.  own  $15,110,600  of  the  $15,124,600  capital  stock  of  the 
Boston  Consolidated  Gas  Co. 

Motile  &  Ohio  R.  R.  Co.— The  Southern  Ry.  Co.  owns  $5,670,200  of  the  $6,070,600  capital  stock  of  this 
company. 

Nashville,  Chattanooga  &  St.  Louis  Ry.  Co. — The  Louisville  &  Nashville  R.  R,  Co.,  owns  $7,177,600  of  the 
$10,000,000  outstanding  capital  stock  of  this  company. 

New  England  Navigation  Co.,  The. — All  of  the  $53,000,000  outstanding  capital  stock  of  this  company  is 
owned  by  the  New  York,  New  Haven  &  Hartford  R.  R.  Co. 

iVcw  Jersey  Junction  R.  R.  Co.— All  of  the  $100,000  outstanding  capital  stock  of  the  New  Jersey  Junction 
Railroad  Co.  is  owned  by  the  New  York,  New  Haven  &  Hartford  R.  R.  Co. 

New  York  Central  &  HudsonRiverR.R.  Co. — Thiscompanyowns91Jpercentofthe$45, 750,000  outstand- 
ing capital  stock  of  the  Lake  Shore  &  Michigan  Southern  R.  R.  Co.;  it  owns  the  entire  capital  stock  of  th9 
Carthage  &  Adirondack  Ry.  Co. , the  entire  capitalstock  of  the  Mohawk&MaloneRy. Co., the  entire  capital 
stock  of  the  New  Jersey  Junction  R.  R.  Co.,  the  capital  stock  of  the  New  York  &  Putnam  R.  R.  Co., 
which  in  turn  owns  the  New  York  &  Northern  Ry.  Co. ;  it  owns  the  entire  capital  stock  of  the  St.  Lawrence 
&  Adii'ondack  Ry.  Co.,  the  entire  capital  stock  of  the  West  Shore  R.  R.  Co.,  and  the  entire  capital  stock 
of  the  New  York  &  Ottawa  Ry.  Co.  The  $1,000,000  capital  stock  of  the  Terminal  Railroad  of  Buffalo  is 
owned  in  equal  proportions  by  the  New  York  Central  &  Hudson  River  R.  R.  Co.  and  the  Lake  Shore  & 
Michigan  Soutliern  R.  R.  Co. 

New  York  Mutual  Gas  Light  Co.— The  Consolidated  Gas  Co.  of  New  York  owns  $1,886,200  of  the  $3,500,000 
capital  stock  of  this  company. 

New  York,  New  Uiven  &  BirtfordR.R.  Co.— This  company  owns  $1,640,000  of  the  $2,967,000  outstanding" 
capital  stock  of  the  Hartford  &  Connecticut  Western  Railroad,  which  road  is  leased  to  the  Central  New 
England  Company,  a  subsidiary  of  the  New  York,  New  Haven  &  Hartford  R.  R.  Co.  This  company  owns 
$3,212  of  the  $4,000  preferred  and  $13,105,185  of  the  $58,113,982  common  stock  of  the  New  York,  Ontario  & 
w'estern  Railway  Co.  This  company  controls  the  Millbrook  Company,  which  in  turn  owns  the  New 
York,  Westchester  &  Boston  Railway  Co. 

New  York,  Ontario  &  Western  Ry.  Co.— The  New  York,  New  Haven  &  Hartford  E.  E.  Co.  owns  3,212 
of  the  $4  000  preferred  and  $13,105,185  of  the  $58,113,982  common  stock  of  this  company. 

New  irork,  Philadelphia  &  Norfolk  R.  R.  Co.— Practically  all  of  the  $2,500,000  capital  stock  of  this  com- 
pany is  owned  by  the  Pennsylvania  E.  R.  Co. 

New  York  &  P«(»Kj7n  iS.  iJ. , Co.— All  of  the$6,500,000capitalstookofthiscompanyisowned  by  theNew 
York  Central  &  Hudson  River  R.  R.  Co.  The  New  York  &  Putnam  R.  R.  Co.  also  owns  the  New  York 
&  Northern  Railway  Co. 

New  York,  Susquehanna  &  Western  R.  R.  Co.— The  Erie  R.  R.  Co.  owns  $25,594,844  of  the  $26,000,000 
outstanding  capital  stock  of  this  road .  This  company  owns  $10,577,200  of  the  $19,342,500  capital  stock  of 
the  Northern  Central  Railway  Co. 
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New  York,  Westchester  &  Boston  Riilway  Co.— All  of  the  $5,000,000  outstanding  capital  stock  of  this  com- 
pany is  owned  by  the  Millbrook  Co.,  which  is  controlled  by  the  New  York,  Xew  Haven  &  Hartford  R.  R. 

NMhern  Pacific  B.  R.  Co.— This  company  owns  SS3.806,750  of  the  1110,839,100  outstanding  capital  stock 
of  the  Chicago,  Burlington  &  Quincy  R.  R.  Co. 

Northern  Central  Ry.  Co.— The  Pennsylvania  R.  R.  Co.  owns  S10,.577,200  of  the  .?19,342,500  capital  stock 
of  this  company. 

Northwestern  Ry.  of  South  Carolina. — The  .\tlantic  Coast  Line  Co.  owns  S50,000  of  the  3100,000  capita 
stock  of  this  company. 

Pennsylvania  R.  R.  Co. — This  company  owns  practically  all  of  the  S2, 500,000  capital  stock  of  the  New 
York,  Philadelphia  &  Norfolk  R.  R.  Co.;  it  owns  $15,000,000  of  the  525,000,000  outstanding  capital  stock  of 
the  Pennsylvania  Tunnel  &  Terminal  R.  R.  Co. 

The  Reading  Co.  owns  the  entire  capital  stocks  of  the  Philadelphia  &  Reading  R.  R.  Co.  and  (he 
Philadelphia  &  Reading  Coal  &  Iron  Co.,  and  $14,504,000  of  the  outstandmg  827,436,800  capital  stock  ol 
the  Central  R.  R.  of  New  Jersey.  It  also  owns  the  $20,000,000  purchase  money  bonds  of  the  Phila- 
delphia &  Reading  Railroad. 

Pennsylvania  Tunnel  &  Terminal  R.  R.  Co.— The  Peimsylvania  R.  R.  Co.  owns  $15,000,000  of  the 
$25,000,000  outstanding  capital  stock  of  this  company. 

Philadelphia  Co.,  The.— The  United  Rj-s.  Investment  Co.  owns  $24,200,000  of  the  $38,626,000  outstanding 
capital  stock  of  this  company.  The  Philadelphia  Co.  owns  all  of  the  $5,000,000  outstanding  capital  stock 
of  the  Pittsburgh  Rys.  Co. 

Philadelphia  Rajnd  Transit  Co. — This  company  leases  the  Union  Traction  Co.,  of  Philadelphia,  wliich  in 
turn  leases  the  Philadelphia  Traction  Co. 

Pittsburgh  &  Lake  Erie  R.  R.  Co.— The  Lake  Shore  &  Michigan  Southern  R.  R.  Co.  owns  $7,500,150  of 
of  the  $21,000,000  outstanding  capital  stock  of  this  company. 

Philadelphia  Traction  Co.,  The. — This  company  is  leased  by  the  Union  Traction  Co.,  of  Philadelphia, 
which  in  turn  is  leased  by  the  Philadelphia  Rapid  Transit  Co. 

Pittsburgh,  Bessemer  &  Lake  Erie  R.  R.  Co.— The  Carnegie  Co.,  a  subsidiary  of  the  United  States  Steel 
Corporation,  owns  S5,. 500,000  common  and  $5,100,000  preferred  of  the  $10,000,000  common  and  $2,000,000 
preferred  capital  stock  of  this  company. 

Pittsburgh  Rys.  Co. ,  The. — All  of  the  $5,000,000  outstanding  capital  stock  of  this  company  is  owned  by  the 
Philadelphia  Co. 

Southern  Railway  Co.— This  company  owns  $5,670,200  of  the  $6,070,600  capital  stock  of  the  Mobile 
&  Ohio  R.  R.  Co. 

Terminal  Railroad  of  Buffalo,  The. — The  $1,000,000  capital  stock  of  this  company  is  owned  in  equal  pro- 
portions by  the  New  York  Central  &  Hudson  River  R.  R.  Co.  and  the  Lake  Shore  &  Michigan  Southern 
R.  R.  Co. 

Union  Traction  Co. — This  company  leases  the  Philadelphia  Traction  Co.  and  is  leased  by  the  Philadelphia 
Rapid  Transit  Co. 

United  Rys.  Investment  Co.— This  company  owns  $24,200,000  of  the  $3S,ii2ii,00O  outstanding  capital 'stock 
of  the  Philadelphia  Co. 

Western  Ry.  of  Alabama. — The  83,000,000  capital  stock  of  this  company  is  owned  jointly  by  the  Louis- 
ville &  Nashville  H.  R.  Co.  and  the  Atlantic  Coast  Line  R.  R.  Co.  "  , 

West  Shore  R.  R.  Co.— The  entire  $10,000,000  capital  stock  of  this  company  is  owned  by  the  New  York 
Central  &  Hudson  River  R.  R.  Co. 

Western  Union  Telegraph  Co. — The  .Vmerican  Telephone  tt  Telegi-aph  Co.  owns  a  majority  of  the 
$(2.(100,000  outstanding  capital  stock  of  this  company. 
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Table  2. — Statement  showing  capital  stock  and  indebtedness  of  the  railroad  companies 
of  which  the  president,  chairman  of  the  executive  board,  and  directors  of  the  United  States 
Steel  Corporation  are  also  officers  or  directors. 


Company. 


Capitaliza- 
tion and 
bonded  in- 
debtedness. 


Capitaliza- 
tion and 
bonded  in- 
debtedness 
of  subsidiary 
companies 
controlled 
througb 
stock  owner- 
sbip  or  long- 
term  leases. 


Atchison,  Topeka  &  Kansas  R.  R.  Co ; 

Atlanta  &  West  Point  R.  R.  Co 

Atlantic  Coast  Line  Co.,  The; 

Atlantic  Coast  Line  R .  R.  Co 

Baltimore  &  Ohio  R.  R.  Co 

Bessemer  &  Lake  Erie  R.  R.  Co 

Chicago,  Burlmgton  &  Quinoy  R.  R.  Co 

Chicago  &  North  Western  R.  R.  Co 

Cincinnati,  New  Orleans  &  Texas  Pacific  R.  R.  Co 

Chicago  Great  Western  R.  R.  Co 

Chicago,  Indianapolis  &  Louisville  Ry .  Co 

Delaware,  Lackawanna  &  Western  R.  R.  Co 

Duluth  &  Iron  Range  R.  R.  Co 

Duluth,  Mesabi  &  Northern  R.  R.  Co 

Elgin.  Joliet  &  Eastern  R.  R.  Co 

ErieR.  R.  Co 

Lehigh  Valley  R,  R.  Co 

New  York  Central  &  Hudson  River  R.  R.  Co 

New  York,  New  Haven  &  Hartford  R.  R.  Co 

Northern  Pacific  R.  R.  Co ■ 

Pere  Marquette  R.  R.  Co 

Pennsylvania  R .  R .  Co 

Reading  Co.,  The:  All  subsidiaries,  including  Central  R.  R.  of  New  Jersey 

and  Philadelphia  &  Reading  R.  R.  Co 

Rock  Island  Co.,  The:  Chicago,  Rock  Island  &  Pacific  Ry.  Co 

Richmond- Washington  Co,  The: 

Richmond,  Fredericksburg  &  Potomac  R.  R 

Washington  Southern  Ry .  Co 

Southern  Railway  Co 

Seaboard  Air  Line  Ry .  Co 

Union  Pacific  R.  R.  Co 

Western  Railway  of  Alabama 


$569,437,100 
2,496,800 

203,048,870 

633,544,933 

4,530,000 

320,695,100 

361,740,143 

7,006,400 

105,268,115 

33,712,000 

30,667,720 

16,161,000 

17,213,500 

20,000,000 

402,269,047 

127,017,074 

491,321,727 

376,069,925 

546,566,000 

93,072,767 

705,979,773 


$136,415,195 
400,000 

286,666,638 
112,936,460 
27,669,000 
132,957,621 
66,409,223 
19,159,000 
57,066,552 
2,018,000 
93,801,304 


18,400,000 
92,845,590 
97, 020, 148 
948,780,334 
388,715,999 
7,717,000 


399,383,500 

190,808,000 

512,045,650 

4,543,000 


711,258,295 

260,372,424 
75,071,766 

6,991,600 
7,961,000 

147,702,757 
1,010,000 

304, 853, 583 


Total 6,360,872,344 


4,004,199,479 


Total  oapitahzation  and  bonded  Indebtedness  of  railroad  corporations  in  which  the  president  and  other 
directors  of  the  United  States  Steel  Corporation  are  ofilcers  or  directors,  $10,365,071,833. 

Total  capitalization  and  bonded  indebtedness  of  all  railroads  in  United  States  as  given  in  Interstate 
Commerce  Commission's  Report,  $18,417,132,238. 

The  foregoing  table  was  compiled  from  Moody's  Manual  of  Corporations,  Poor's 
Manual  of  Railroads,  and  the  1910  report  of  the  Interstate  Commerce  Commission, 
giving  statistics  of  railroads  in  the  United  States  for  the  year  ending  June  30,  1910. 
No  complete  statistics  for  the  year  ending  June  30,  1911,  were  available.  In  some 
cases  the  entire  capital  stock  of  subsidiary  companies  are  owned  by  the  parent  corpora- 
tion- in  rare  instances  both  capital  stock  and  bonds  are  so  owned,  but  no  allowances 
are  made  for  this  fact  in  the  totals;  none  was  made  by  the  Interstate  Commerce  Com- 
mission's compilers.  Where  a  holding  company  only  controls  other  railroad  companies 
and  has  no  mileage  of  its  own,  its  capital  stock  is  not  given.  For  instance,  the  Atlantic 
Coast  Line  Co.  owns  the  Atlantic  Coast  Line  Railroad  Co.,  which  in  turn  owns  a 
majority  of  the  stock  of  the  Louisville  &  Nashville  Railroad.  Therefore  the  capital 
stock  of  the  Atlantic  Coast  Line  Railroad  Co.  is  given,  and  the  Louisville  &  Nashville 
Railroad  Co.'s  stock  is  included  in  that  of  its  subsidiary. 
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Table  3. — Statement  showing  capital,  suTplus,  and  deposits  of  the  national,  State,  and 
savings  banks,  trust  companies,  and  life  and  fire  insurance  companies,  of  which  the 
officers  and  directors  of  the  United  States  Steel  Corporation  are  also  officers  or  directors. 


Companies. 


I  Capital,  sur- 
,    plus,  undi- 
vided profits, 
;  and  deposits. 


Astor  Tnist  Co 

Atlantic  Mutual  Insurance  Co 

Aetna  Insurance  Co.,  Hartford 

Bankers'  Trust  Co 

Bank  of  North  America,  Philadelphia 
Bant  of  Commerce,  Cleveland,  Ohio . 

Chase  National  Bank 

Continental  Fire  Insurance  Co 

City  Deposit  Bank,  Pittsburgh,  Pa.. 
Continental  &  Commercial  National 

Bank,  Chicago 

Chatham  &  Phoenix  National  Bank, 

New  York 

Commercial  Trust  Co.  Philadelphia . 

Citizens'  Savings  &  Trust  Co 

Cleveland  Trust  Co 

Casualty  Company  of  America 

Commonwealth  Trust  Co. ,  Boston . . . 

Farmers'  Loan&  Trust  Co 

First  National  Bank  of  Chicago 

FirstNational  Bank ofNew  York 

First  Security  Company  of  New  York 
Fidelity- Phoenix  Fire  Insurance  Co. 
Fourth  Street  National  Bank,  Phila- 
delphia  

Fidelity  Trust  Co. ,  Philadelphia 

Farmers'   Deposit  National   Bank, 

Pittsburgh,  Pa 

Farmers'    Deposit    Savings    Bank, 

Pittsburgh,  Pa 

Fidehty  Title  &  Trust  Co.,  Pitts- 

bm^h 

Guaranty  Trust  Co. ,  New  York 

Gary-Wheaton  Bank,  Wheaton,  HI . . 

German  Alliance  Insurance  Co 

German-American  Insurance  Co 

Industrial   Trust  Co.,   Providence, 

R.  I 

Liberty  National  Bank,  New  York.. 


$16,726,380 
14,888,902 
12,369,016 

172,860,900 
16,021,360 
18,279,000 

117,758,200 
16,246,478 
4,461,110 

206, 739, 010 

61,900,280 

13,610,560 

60,759,310 

31,290,400 

1,000,182 

16,563,520 

123,401,590 

138,224,170 

148,741,430 

3,500,000 

5, 885, 745 

66,649,970 
39,214,200 

34,101,090 

4,786,970 

19,239,300 

171,260,100 

735, 050 

1,190,740 

9,404,150 

40,601,750 
30,449,620 


Companies. 


Land  Title  Trust  Co 

Manhattan  Trust  Co. ,  New  York 

Mutual  Life  Insurance  Co 

Mellon  National  Bank,  Pittsburgh, 
Pa 

Home  Insurance  Co 

Merfhants'  Loan  &  Trust  Co.,  Chi- 
cago, 111 

Metropolitan  Trust  Co.  ofNewYork.. 

Massachusetts  Bonding  &  Insurance 
Co 

National  Bank  of  Commerce,  New 
York 

Newport  Trust  Co 

National  Union  fire  Insurance  Co 

New  York  Trust  Co 

National  City  Bank,  New  York 

National  Shawmut  Bank,  Boston, 
Mass 

Old  Colony  Trust  Co. ,  Boston 

Philadelphia  National  Bank 

Reliance  Life  Insurance  Co 

Standard  Trust  Co.  of  New  York 

Second  National  Bank  of  Richmond, 
Ind 

Safe  Deposit  &  Trust  Co.  of  Balti- 
more   

Union  Trust  Co. ,  Pittsburgh 

Union  Insurance  Co.,  Pittsburgh 

Union  National  Bank,  Richmond, 
Ind 

Union  Trust  Co. ,  Springfield,  Mass  . . 

Western  Saving  Fund  Society,  Phila- 
delphia  

Wilmington  Savings  &  Trust  Co., 
Wilmington,  N.  C 

Total 


Capital,  sur- 
plus, undi- 
\aded  profits, 
and  deposits. 


$13,424,000 
22,173,200 
544,185,205 

44,230,970 
15,329,613 

72,415,480 
38,771,000 

737,860 

216,492,950 

1,865,510 

1,308,102 

61,900,280 

261,798,390 

109,191,870 
94,376,310 
67,902,860 
2,957,677 
24,840,390 

2,292,480 

14,572,020 

66,230,220 

194,748 

1,189,450 
7,481,000 

30,068,360 

1,959,490 


3,314,811,178 
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Table  4.-— Statement  showing  capital  and  funded  indebtedness  of  street  railways,  terminal, 
steamship,  express,  and  telegraph  companies  of  which  the  president,  chairman  of  the 
executive  board,  and  directors  of  the  United  States  Steel  Corporation  are  also  officers  or 
directors. 


Companies. 

Capitalization 

and  bonded 

indebtedness. 

Companies. 

Capitahzation 

and  bonded 

indebtedness. 

Adams  Express  Co 

$48,000,000 
569,437,100 
33,250,000 
114,616,041 
173,124,706 
3,589,400 
1,391,000 

500,000 

60,000 

24,249,000 

Old  Dominion  Steamship  Co 

Peimsylvanla  Tunnel  &  Terminal 
Co 

$2,600,000 
25,020,000 

American  Telephone  &  Telegraph  Co 
Boston  Elevated  Ry.  Co. 

Hudson  &  Manhattan  R.  R.  Co... 
International  Mercantile  Marine  Co 

Philadelphia  Rapid  Transit  Co 

Philadelphia  Traction  Co 

34,974,675 
20,338,000 

Mexican  Telegraph  Co....  . 

Philadelphia  Co 

67,854,000 

Mesabi  Steamship  Co 

1,000,000 

Marquette  &  Bessemer  Dock  &  Navi- 
gation Co 

West  Peimsylvania  railroads 

Western  Union  Telegraph  Co 

11,616,000 
140,368,968 

MUledgeville  Ry  Co 

New  England  Navigation  Co. ! ! ! ! ! " 

1,271,778,890 

Table  5. — Statement  showing  capital  and  funded  indebtedness  of  the  industrial  corpora- 
tions of  which  the  officers  and  directors  of  the  United  States  Steel  Corporation  are  also 
officers  or  directors. 


Companies. 

Capitaliza- 
tion and 
bonded  in- 
debtedness. 

Companies. 

Capitaliza- 
tion and 
bonded  in- 
debtedness. 

$8,992,394 

82,466,600 

47,018,000 

23,690,300 

43,677,700 

6, 000, 000 

4,000,000 

16,124,600 

108,618,600 

6,000,000 

68,600,000 

18,000,000 

800,000 

80,143,200 

18,337,000 

3,800,000 

6,000,000 

140,000,000 

29, 143, 400 

10,000,000 
6,000,000 
28,899,600 
77,073,000 
1,000,000 
5,000,000 
2,000,000 
4,000,000 

$30,881,000 

American  Can  Co. 

New  Jersey  General  Security  Co 

2,000,000 

38,742,622 

American  Steel  Foundries  Co 

American  Agricultural  Chemical  Co . 

New  York  Mutual  Gas  Light  Co ... . 
National  Supply  Co.,  Toledo,  Ohio.. 
National  Biscuit  Co 

3,436,600 
4,000,000 
64, 040, 500 

Broadway  Realty  Co 

New  England  Cotton  Yam  Co 

Ohio  Iron  &  Steel  Co 

10,794,000 

5, 000, 000 

Consolidated  Gas  Co.  of  New  York.. 

Pennsylvania  Coal  &  Coke  Co 

Pennsylvania  ^^'ater  &  Power  Co. . . 

Rock  Island-Rockport  Lime  Co 

Spring  Brook  \  \  ater  Co 

21,061,500 
16,075,000 

3,688,600 

10,989,000 

Sheffield  Coal  &  Iron  Co 

4,000,000 

Seattb^  Electric  Co 

25, 265, 000 

4,765,015 

Southern  Cotton  Oil  Co 

10,000,000 

Hartford  Carpet  Corporation 

Texas  &  Pacific  Coal  Co 

3,600,000 

2,000,000 

Torrington  Co.,  The 

4,150,000 

International  Smelting  &  Reftning 
Co   

United  States  Steel  Corporation 

United  States  Natural  Gas  Co 

United  States  Improvement  Co 

Virginia-Carolina  Chemical  Co 

Washburn  Wire  Co 

1,464,935,467 
6,038,600 

55,502,950 

Lehigh  &  Wilkesbarre  Coal  Co 

57,384,400 
3,760,000 

Pullman  Co 

120,000,000 

Manning,  MaxweU  &  Moore  (Inc.)  . . 

Cuba  Co 

11,426,000 

Total 

2,803,509,348 

A  PEW  Remabks  peom  the  Trade. 

There  is  no  doubt  that  this  compact  little  publication  is  an  invaluable  companion 
to  the  metal- trade  business  man. 

Mr.  J.  A.  Farrbll, 
U.  S.  Steel  Corporation,  New  York. 


It  has  gotten  to  be  so  useful  to  me  that  I  find  I  need  a  copy  on  my  desk  at  home 
as  well  as  at  the  ofiice. 

Mr.  Geo.  H.  Hull, 
American  Pig  Iron  Storage  Warrant  Co.,  New  York. 


This  is  a  most  complete  book  and  the  data  contained  therein  is  very  interesting. 

Hickman,  Williams  &  Co., 

Chicago,  III. 
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It  certainly  is  a  most  useful  book.  It  is  very  elaborate  and  shows  great  care  in 
preparation,  and  for  anybody  connected  with  any  part  of  the  business  is  an  adjunct 
that  ia  almost  indispensable. 

National  Lead  Co., 

Neio  York. 


We  compliment  you  on  the  substance  of  the  publication  and  the  form  in  which 
it  appears.    We  are  very  much  pleased  with  both. 

The  Grasselli  Chemical  Co., 

Cleveland,  Ohio. 

To  my  mind  this  book  comprises  in  small  compass  the  most  valuable  and  intelli- 
gently arranged  set  of  figures  covering  the  important  metal  industries  of  any  publi- 
cation that  has  ever  come  to  my  notice. 

Editor,  Boston  News  Bureau, 

Boston.  Mass. 

We  find  it  correct  in  every  way  and  an  exceptionally  useful  book  of  reference. 

Frank  Samuel,  Philadelphia,  Pa. 

This  little  book  is  always  very  much  appreciated  by  us  and  referred  to  many  times 
in  the  year. 

The  Western  Clock  Mfg.  Co., 

La  Salle,  III. 

It  certainly  is  a  very  valuable  compilation  of  statistics  of  the  iron  and  steel  business. 

The  Western  Bar  Iron  Association, 

Youngstown,  Ohio. 

The  information  contained  therein  will  no  doubt  prove  of  great  value  to  us. 

Republic  Iron  &  Steel  Co., 
Buffalo,  N.  Y. 

We  wish  to  commend  you  upon  the  manner  in  which  this  information  ia  submitted. 

Standard  Tin  Plate  Co., 

Canonsburg,  Fa. 

We  find  this  very  valuable. 

The  American  Laundry  Machinery  Co., 

Cincinnati,  Ohio. 

We  find  it  a  very  useful  little  book. 

\Vm.  a.  Rogers  (Ltd.), 

Niagara  Falls,  N.  Y 

This  will  acknowledge  receipt  of  ".Metal  Statistics"  of  1912,  which  the  writer  is 
very  glad  to  have. 

American  Car  &  Foundry  Co., 

St.  Louis,  Mo. 

It  appears  to  be  as  interesting  and  useful  as  heretofore. 

Carter,  Donlevy  &  Co., 

Philadelphia,  Pa. 

The  book  ia  full  of  information  and  gotten  out  in  a  very  concise  form,  and  we  are 
very  glad  to  have  it  always  at  hand. 

Enterprise  Metal  Co., 

Syracuse,  N.   Y. 
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It  contains  much  useful  and  valuable  information  to  those  who  are  using  large 
quantities  of  metal. 

The  ^\'ESTERN  Cartkidge  Co., 

E.  Alton,  III. 

Your  book  is  a  great  convenience. 

Shbeler-Hemsher  Co., 

Philadelphia,  Pa. 

We  find  the  book  very  useful. 

Northwestern  Shot  &  Lead  Works, 

St.  Paul,  Minn. 

It  is  certainly  fine  for  reference  and  makes  good' reading. 

The  Stare  Rolling  Mill  Co., 

Canton,  Ohio. 

We  find  it  a  very  useful  reference  book. 

Armour  &  Co.,  Kansas  City,  Kans. 


It  is  very  interesting. 

H.  Mueller  Mfg.  Co.,  Decatur,  III. 


It  is  a  very  useful  publication. 

A.  B.  C.  Bearing  Corporation, 

Richmond,  Va. 


It  will  come  in  quite  handy. 

Carnegie  Steel  Co.,  Cleveland,  Ohio. 


This  book  appears  to  be  very  complete. 

Canadian  Pacipio  Railway  Co., 

Montreal,  Canada. 

This  little  book  is  always  appreciated. 

Charles  F.  Stone,  Atlanta,  Ga. 

We  have  no  doubt  the  information  contained  therein  will  prove  valuable. 

Dempster  Mill  Mfg.  Co., 

Beatrice,  Nehr. 

This  is  a  very  valuable  and  convenient  compilation. 

J.  H.  Warner,  Butte,  Mont. 

This  is  a  useful  and  interesting  little  book. 

American  Sheet  &  Tin  Plate  Co., 

Detroit,  Mich. 


It  will  be  a  very  interesting  book  for  our  office  library. 

E.  R.  Thomas  Motor  Car  Co., 

Buffalo,  N.  Y. 

It  contains  quite  a  lot  of  useful  information. 

Carnegie  Steel  Co. 

Buffalo,  N.   Y. 


We  are  sure  that  it  will  be  of  great  help  to  us. 

Matthew  Addy  &  Co., 

Chicago,  III. 
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It  is  very  convenient  for  reference. 


C.  CowLES  &  Co.,  New  Haven,  Conn. 


It  is  a  very  complete  and  handy  book. 

The  Cincinnati  Galvanizing  Co., 

Cincinnati,  Ohio. 


We  feel  quite  sure  it  contains  an  immense  amount  of  valuable  information. 

Fort  Pitt  Malleable  Iron  Co., 

Pittsburgh,  Pa. 

I  will  find  it  as  interesting  as  I  did  the  copies  received  last  year. 

John  W.  Boileau, 

Pittsburgh,  Pa. 

It  contains  much  valuable  information. 

The  Grassblli  Chemical  Co., 

New  York. 


We  know  we  will  find  it  extremely  useful. 

Washington  Steel  &  Ordnance  Co., 

Washington,  D.  C. 

We  think  it  is  fully  up  to  date  in  every  respect. 

Washington  Tin  Plate  Co., 

Washington,  Pa. 

We  have  always  found  it  very  useful. 

Herrick  Co.,  Boston,  Mass. 

This  book  is  truly,  a  very  useful  little  book. 

Dover  Stamping  &  Mfg.  Co., 
Cambridge,  Mass. 

We  have  found  this  a  A-ery  convenient  and  helpful  reference  book  in  years  past. 

Portland  Stove  Foundry  Co., 

Portland,  Me. 

We  feel  quite  sure  that  we  will  find  this  to  be  a  very  valuable  book. 

Oliver  Bros.  Purchasing  Co., 

New  York. 


We  find  this  a  very  interesting  and  useful  little  book. 

Canadian  General  Electric  Co., 

Peterborough,  Ontario. 

We  find  in  it  a  great  deal  of  very  useful  information. 

London  Rolling  Mill  Co., 

London,  Canada. 

This  little  booklet  is  looked  forward  to  each  year  with  a  good  deal  of  anticipation, 
as  its  records  are  very  desirable. 

Wilcox,  Crittenden  &  Co., 

Middletown,  Conn. 
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We  consider  it  a  well  gotten  up  little  book. 

The  Bunting  Brass  &  Bronze  Co., 

Toledo,  Ohio. 


It  will  be  of  great  interest  and  service  to  ua. 


The  David  C.  Sanford  Co., 

Bridgeport,  Conn. 


We  wish  to  thank  you  for  this  very  interesting  and  valuable  little  book. 

Potomac  Electric  Power  Co., 

Washington,  D.  C. 


Extracts  from  Metal  Statistics,   1912,   Published  by  the  American   Metal 
Market.     (Copyright  1912.) 

Total  production. 

[Estimated  total  production  to  January  1,  1911,  and  production  in  1910;  gross  tons  except  in  the  case  of 
nails,  which  are  given  in  kegs  of  100  pounds.] 


Iron  ore 

Pig  iron 

Open-hearth  steel  ^ 

Bessemer  steel ' 

Total  steeP 

Iron  rails 

Bessemer  steel  rails — 
Open-hearth  steel  rails 

All  steel  rails 

Wire  rods 

Structural  shapes 

■Cut  nails  (Icegs) 

Wire  nails  (kegs) 

Tin  plates 


■53, 

27, 

16, 

9, 

26, 

1, 

1, 
3, 
2, 
2, 
1, 
12, 


000,000 
303,567 
.504,509 
412,772 
084,919 
230 
884, 442 
751,359 
636,801 
241,830 
266,890 
006,233 
704, 902 
722, 770 


Total  through 

1910. 

820,000,000 

420,000,000 

110,000,000 

170,000,000 

286,000,000 

10,700,000 

69.200,000 

4,500,000 

63,700,000 

27,000,000 

25,000,000 

200,000,000 

185,000,000 

6,800,000 

1  Estimated.  *  Ingots  and  castings. 

Estimates  for  1911. 

Iron  ore - 45, 000, 000 

Pig  iron 23, 700, 000 

Stiel 23,000,000 

Iron  ore  ■production. 


1889. 
1890. 
1891. 
1892. 
1893. 
1894. 
1896. 
1896. 
1897. 
1898. 
1899. 
1900- 
1901. 
1902. 
1903. 
1904. 
1905. 
1906. 
1907. 
1908. 
1909. 


21  years 411,008,597 


Lake 
Superior. 


All  other. 


Gross  tons. . 
7,519,614 
8,944,031 
7,621,465 
9,564,388 
6,594,620 
7,683,648 
10,268,978 
10,666,369 
12,206,622 
13,779,308 
17,802,955 
20,564,238 
21,445,903 
26,977,404 
26,573,271 
20,198,311 
33,326,018 
37,876,371 
41,526,579 
2S,  108, 079 
41,863,635 


Gross  tons. 
6,998,427 
7,092,012 
6,969,713 
6,732,278 
4,993,009 
4,197,131 
5,688,636 
5,439,090 
5,312,624 
6,664,408 
6,880,218 
6,988,923 
7,441,576 
8,676,731 
8,446,037 
7,446,019 
9,201,116 
9,873,357 
10,194,040 
7,875,267 
9, 430, 636 


151, 431, 137 


Total. 


Gross  tons. 
14,518,041 
16,036,043 
14,591,178 
16,296,666 
11,687,629 
11,879,679 
15,957,614 
16,005,449 
17,  .518, 046 
19,433,716 
24,683,173 
27,653,161 
28,887,479 
36,654,135 
35,019,308 
27,644,330 
42,526,133 
47, 749, 728 
51,720,619 
35,983,336 
61,294,271 


562,439,734 
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Iron  ore  on  Lake  Erie  Docks. 


May  1. 

Dec.  1. 

2,S4.S,194 
3..592,31i7 
4,534.103 
2,271,(i31 
1,791,09(1 
l,97li,9!>S 
.'.,  4S0,  3U0 
:.,370,2(« 
.'.,444,0,sil 
i;,77,v,194 

7,074,254 
0,371,085 
5,763,399 
6,438,967 
6,262,455 
7,385  728 

1903 

1904                                                                                                    

1905 

1  'too 

1907 

8,441,533 
8,9&i,789 
9,426,681 
9,131,664 

1  '109                                                                  

I'-'U' 

1^11                                                                                                              

Lake  Superior  iron  ore. 
|0n  Lake  Erie  Dock.l 


Old  range.  , 

Mesabi. 

Bessemer. 

Non- 
Bessemer. 

Bessemer. 

Non. 
Bessemer. 

1885 

4.00 
5.00 
0.00 
4,76 
6.00 
6.00 
4.75 
4.50 
4.00 
2.75 
2.90 
4.00 
2,66 
2.76 
2.80 
5.60 
4,25 
4,25 
4.60 
3.00 
3,75 
4,26 
5,00 
4.60 
4.50 
6,00 
4,60 

4.00 
4.50 
5.00 
4.00 
3.75 
4.60 
3,75 
3.75 
3.25 
2.00 
2.25 
2.60 
2.26 
1.80 
2,00 
4,16 
2.86 
3.00 
3.60 
2.60 
3.20 
3.70 
4.20 
3.70 
3.70 
4,20 
3.70 

1886 

)887 

1888 

1889 

1890 

1 891 

1892 

1893 

1894 

2.50 
2.25 
3.26 
2.10 
2.15 
2.25 
4.40 
2.75 
3.00 
4.00 
2.75 
3.50 
4.00 
4.75 
4.26 
4.25 
4.75 
4.25 

]  896 

1.90 
2  40 

1896 

1897 

1.80 

1898 

1899 .... 

1  90 

1900 

4.00 

1901 

2  35 

1902 

2.60 

1903 

3,20 

1904 .   . 

2  35 

1905. 

3  00 

1 906 

1907.                   

4  00 

1 908 

3.60 

1909 

3,50 

1910 

4,00 

1911 

3,50 

Particularly  1894  to  1899  some  grades  sold  at  materially  higher  prices.  Base  ore  content  (natural  state), 
1906  and  some  previous  years:  Bessemer,  56.70;  non-Bessemer,  52.80;  1907  and  later:  Bessemer,  65;  non- 
Bessemer,  51,50. 

Connellsville  coke. 

[Prompt  shipment  f.  o.  b.  ovens.J 


.lanuary 

February 

March 

April 

May 

Jane 

Tuly 

August 

September 

October 

November 

December 

Average 


Furnace. 


1909 


1.70 
1.66 
1.66 
1.43 
1.45 
1.60 
1.55 
1.76 
2.30 
2.80 
2.85 
2.86 


1.96 


1910 


2.60 
2.26 
2.00 
1.80 
1.70 
1.66 
1.65 
1.66 
1.60 
1.65 
1.45 
1.60 


1.78 


1.40 
1.47 
1.67 
1.68 
1.50 
1.46 
1.45 
1.53 
1.50 
1.50 
1.50 
1.08 


1.61 


Foundry. 


1909 


2.10 
2.00 
2.00 
1.90 
1.86 
1.86 
1.86 
2,00 
2.60 
2.75 
3.00 
3.10 


2.24 


1910 


3.05 
2.75 
2.60 
2.40 
2.25 
2.W 
2.15 
2.15 
2.15 
2.10 
2.00 
2.00 


2.32 


1911 


2.00 
2.10 
2.16 
2.10 
2,00 
1.95 
1.90 
1.90 
),&5 
1.8.5 
1.90 
1.95 


1.97 
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Ferromanganese . 
[Averaged  from  quotations,  carloads  to  100  tons,  f.  o.  b.  Baltimore.] 


1907 

1908 

1909 

1910 

1911 

January 

77.00 
71.00 
73.00 
69.00 
67.00 
63.00 
61.00 
60.00 
57.00 
64.00 
51.00 
50.00 

47.60 
45.60 
44.00 
43.00 
43.60 
45.00 
44.50 
43.60 
43.00 
42.75 
44.50 
45.00 

46.50 
43.50 
41.50 
42.00 
41.00 
40.00 
41.50 
41.75 
42.75 
43.50 
44.75 
46.00 

44.26 
43.60 
42.75 
41.00 
40.75 
39.75 
39.35 
39.25 
39.40 
38.85 
38.50 
38.60 

38.25 
37.75 
37.30 
36.76 
36.60 
36.60 
36.85 
37.00 
36.60 
37.00 
37.25 
39.60 

February 

March . . 

April 

May 

June 

July 

August 

September. . . 

October 

November 

December.. . 

Average . . . 

62.76 

44.31 

42.73 

40.49 

37.26 

Connellsville  coke. 
[Compiled  from  official  sources  by  Connellsville  Courier;  Connellsville  and  lower  Connellsville  region.) 


Total 
ovens. 

Shipments 
(net  tons). 

Average 
Price. 

1880 

7,211 
8,208 
9,283 
10,176 
10,543 
10,471 
10,962 
11,923 
13,975 
14,468 
16,020 
17,204 
17,256 
17,513 
17,834 
17,947 
18,361 
18,628 
18,643 
19,689 
20,964 
21,675 
26,329 
28,092 
29,119 
30,842 
34,059 
36, 697 
37,842 
39,158 
39, 137 
38,904 

2,205,946 

2,639,002 

3,043,394 

.3,552,402 

3,192,105 

3,096,012 

4,180,521 

4,146,989 

4,955,553 

5,930,428 

6,464,166 

4, 760, 665 

6,329,462 

4,805,623 

5,454,451 

8,244,438 

5,411,602 

6,915,052 

8,460,112 

10,129,764 

10,166,234 

12,609,949 

14,138,740 

13,345,230 

12,427,468 

17,896,626 

19,999,326 

19,029,068 

10,700,022 

17,785,832 

18,689,722 

16,334,174 

$1.79 

1881 

1.63 

1882 

1.47 

1883 

1.14 

1884 

1.13 

1886 

1.22 

1886 

1.36 

1887 

1.79 

1888 

1.19 

1889 , 

1.34 

1890                                           

1.94 

1891 

1.8T 

1892   .                                    

1.83 

1893                                                                           

1.49 

1894                                       

1.00 

1895                                                                       

1.23 

1896                                

1.90 

1897                                           

1.65 

1898                             

1.65 

1899                                    

2.00 

1900                             

2.70 

1901                                 

1.96 

1902                           

2.37 

1903                                

3.00 

1.75 

2.26 

1906                                     

2.75 

2.90 

1908                                       

1.80 

2.00 

1910                                    

2.10 

1911                                           

1.72 

Approximate  shipments  by  quarters,  1911: 

First  quarter 

Second  quarter 

Thii-d  quarter 

Fourth  quarter 


4,174,220 
4,066,082 
3,968,039 
4,145,833 


Year l^i  334, 174 
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United  States  pig  iron  production. 


Years. 


Tons  (2,240 
pounds). 


Years. 


1831-1840 

1841-1850 

1851-1880 

1861 

1862 

1863 

1864 

1865 

1866 

1867 

1868 

1869 

1870 

1881-1870 

1871 

1872 

1873 

1874 

1875 

1876 

1877 

1878 

1879 

1880 

1871-1880 

1881 

1882 

1883 

1884 

1885 

1886 

1887 


2,400,000 
5,500,000 
6,700,000 


1888.. 
1889., 
1890., 


Tons  (2,240 
pounds). 


653,164 

703,270 

1846,075 

1  1,014,282 

831,770 

11,205,663 

11,305,023 

11,431,250  li  1896 

11,711,287  j|  1897 

1,665,179   I  1898 

I    1899 

11,366,963  l\  1900 


1891., 
1892. , 
1893., 
1894., 
18P5., 


1, 706, 703 

12,548,713 

12,560,963 

2,401,262 

2,023,733 

1,868,961 

2,066,694 

2,301,215 

12,741,853 

13,835,191 


1891-1900. 


24,055,278 


14,144,254 

14,623,323 

4,595,510 

4,097,868 

4,044,526 

15,683,329 

16,417,148 


1901. 
1902. 
1903. 
1904. 
1905. 
1906. 
1907. 
1908. 
1909. 
1910. 


■6,489,738 
17,603,642 
■9,202,703 

56,902,041 

8,279,870 

9,157,000 

7,124,502 

6,657,388 

1  9,446,308 

8,623,127 

■9,652,680 

111,773,934 

■13,620,703 

■  13,789,242 


98,124,754 


1901-1910. 


1S31-1900. 
1901-1910. 


1831-1910 

1911  (estimated). 


■15,878,354 
■17,821,307 
'  18,009,252 

16,497,033 
■22,992,380 
■25,307,191 
■25,781,361 

15,936,018 
■25,795,471 
■27,303,567 


211,321,934 


205,049,036 
211,321,934 


416,370,970 
23,700,000 


■  Record  years. 

Production  of  pig  iron  by  grades. 
[Tons,  2,240  pounds.] 


Grades. 


1907 


1908 


Bessemer  and  low  phosphates . 

Basic  (mineral  fuel) 

Forge  pig  iron 

Foimdxy  and  ferro-silicon 

Malleable 

Spiegeleisen 

Ferroraanganese 

White,  mottled,  direct  casting, 
etc 

Total 


7,797,327 

1,072,376 

793,092 

3,376,445 

173, 413 

207,505 

48,472 

138,  612 


12,407,116 

4, 105, 179 

727,817 

4,758,038 

635,236 

227,797 

62, 186 

69,011 


13,231,620 
5,375,219 
683, 167 
5,151.209 
920,290 
283, 430 
65,918 

80,508 


7,216,976 

4,010,144 

467,164 

3,637,622 

414,957 

111,376 

40,642 

47,137 


10,557,370 

8,250,225 

725,624 

6,322,415 

668,048 

142,831 

82,209 

56,749 


11,245,642 

9,084,608 

564,157 

5,260,447 

843,123 

153,055 

71,376 

81, 159 


22,992,380 


25,781,361 


25,796,471 


27,303,567 
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Pig  iron  prodiLction. 
[United  States  production— Tons  (2,240  pounds).] 


Years. 


1S83 
1884 
1S8S 
1886 
1887 
1888 
1889 
1890 
1891 
1892 
1893 
1894, 
1895 
1896 
1897 
1898 
1899 
1900 
1901 
1902, 
1903, 
1904, 
1905, 
1906, 
1907, 
1908. 
1909, 
1910, 
1911, 


First  half. 


2, 352, 019 

2,024,126 

1,920,371 

2,637,687 

3,049,295 

3,020,092 

3, 661, 603 

4,660,513 

3,368,107 

4,769,683 

4,562,918 

2,717,983 

4,087,558 

4,976,236 

4,403,476 

5,869,703 

6,289,167 

7.642,569 

7, 674, 613 

8,808,754 

9,707,367 

8,173,438 

11,163,175 

12,582,250 

13,478,044 

6,918,004 

11,022,346 

14,978,738 

11,665,796 


Second  lialf. 


2,243,491 

2,073,742 

2, 124, 155 

3,045,642 

3,367,853 

3,469,646 

3,942,039 

4, 642, 190 

4,911,763 

4,387.317 

2,661,584 

3,939,405 

5,358,750 

3,646,891 

5, 249, 204 

5, 904, 231 

7,331,536 

6. 146, 673 

8,203,741 

9,012,733 

8,301,885 

8, 323, 595 

11, 829, 205 

12, 724, 941 

12,303,317 

9, 018, 014 

14, 773, 125 

12,324,829 

1  12,000,000 


Total. 


4,595,510 

4,097,868 

4,044,526 

5,683,329 

6,417,148 

6,489,738 

7,603,642 

9,202,703 

8,279,870 

9,157,000 

7,124,502 

6,657,388 

9,446,308 

8, 623, 127 

9, 652, 680 

11,773,934 

13, 620, 703 

13,789,242 

15,878,354 

17,821,307 

18,009,262 

16, 497, 033 

22,992,380 

25,307,191 

25,781,361 

15,931,018 

26,795,471 

27,303.567 

123,700,000 


'  Estimated. 

Cast-iron  pipe. 

[Average  prices  6-incli  cast-iron  water  pipe,30  pounds  per  foot,f.  o.  b.  New  York  City,  carload  lots,  per 

ton  of  2,000  pounds.] 


1902 


1903 


1904         1905 


1907 


•1909         1910 


January 

February 

March 

April 

May 

Jxine 

July 

August 

September 

October , 

November 

December 

Average, 


24.50 
25.00 
26.25 
26.00 
27.75 
28.00 
28.50 
29.50 
29.50 
29.50 
30.75 
29.26 


29.25 
29.25 
30.75 
31.00 
30.75 
30.75 
30.75 
29.50 
29.00 
26.00 
24.60 
24.25 


24.50 
24.25 
24.25 
24.25 
24.00 
23.50 
23.50 
23.50 
23.00 
23.25 
25.00 
27.00 


28.00 
28.50 
26.75 
27.00 
27.25 
27.25 
27.25 
27.25 
27.25 
28.25 
29.00 
29.25 


29.75 
29.50 
30.50 
29.75 
31.00 
32.50 
30.25 
30.50 
31.00 
33.00 
33.25 
35.50 


34.26 
34.25 
34.00 
33.50 
34.25 
33.50 
34.00 
32.60 
33.00 
33.50 
28.50 
28.00 


27.00 
26.75 
26.25 
26.25 
26.25 
25.75 
25.75 
25.25 
25.75 
25.75 
25.00 
25.50 


24.50 
24.25 
25.25 
25.00 
25.25 
26.00 
26.25 
26.00 
25.75 
25.50 
27.00 
27.25 


25.75 
25.75 
25.75 
25.75 
25.75 
25.50 
24.25 
23.75 
23.75 
23.25 
22.00 
22.00 


27.88 


28.81 


24.17 


27.75 


31.38 


32.77 


25.94 


25.67 


24.44 


22.00 
21.50 
21.00 
21.00 
21.00 
21.00 
21.00 
21.00 
21.00 
21.00 
21.75 
22.00 


21.27 


Bessemer  steel  billets. 
[Average  quotations,  Pittsburgh.] 


1891 


1892 


1896 


1897 


1899 


1900 


January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

Average, 


25.60 
26.00 
26.25 
25.35 
25.60 
25.25 
25.60 
25.31 
25.00 
24.90 
24.16 
24.20 


25.00 
24.36 
23.00 
22.81 
22.41 
22.97 
23.50 
23.81 
23.65 
23.53 
24.94 
22.40 


21.56 
21.62 
22.60 
22.44 
21.69 
21.70 
21.06 
20.45 
19.31 
18.06 
17.37 
16.69 


16.12 
15.76 
15.55 
15.69 
18.00 
18.12 
18.00 
17.15 
17.19 
16.00 
15.57 
15.12 


14.90 
14.95 
14.84 
15.44 
16.30 
18.63 
20.75 
21.75 
24.00 
21.90 
19.13 
16.97 


16.80 
17.38 
17.09 
19.53 
19.50 
19.12 
18.85 
18.75 
19.75 
19.75 
20.00 
17.50 


15.42 
15.25 
15.44 
14.60 
13.82 
14.06 
14.00 
14.00 
15.60 
16.44 
15.57 
15.00 


14.93 
15.06 
15.25 
15.06 
14.85 
14.65 
14.50 
15.85 
16.00 
15.56 
15.06 
15.80 


16.62 
18.00 
24.30 
25.37 
26.76 
30.10 
33.12 
35.40 
38.37 
38.75 
36.50 
33.75 


25.08 


23.53 


20.38 


16.52 


18.30 


18.67 


14.93 


15.21 


29.75 


34.50 
34.87 
33.00 
32.00 
28.90 
27.25 
21.00 
18.20 
16.93 
16.50 
18.95 
19.75 


25.15 
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Bessemer  steel  billets. 
[Average  quotations,  Pittsburgh.] 


1901 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

January 

....■  19.75 

27.60 

29.60 

23.00 

22.75 

26.25 

29.40 

28.00 

25.00 

27.00 

23.00 

February 

....;  20.31 

29.37 

29.87 

23.00 

23.50 

26.50 

29.50 

28.00 

25.00 

27.00 

23.00 

March 

....1  22.88 

31.25 

30.62 

23.00 

24.00 

26.70 

29.00 

28.00 

23.00 

27.00 

2;j.00 

April 

....'  24.00 

31.50 

30.25 

23.00 

24.00 

27.00 

30.12  1  28.00 

23.00 

26.75 

23.00 

May 

....'  24.00 

32.20 

30.37 

23.00 

23.50 

26.40 

30.30 

28.00 

23.00 

25.85 

22.92 

June 

....'  24.38 

32.37 

28.87 

23.00 

22.00 

26.63 

29.62 

25.92 

23.00 

25.00 

21.00 

July 

....1  24.00 

31.75 

27.60 

23.00 

22.00 

27.25 

30.00 

25.00 

23.50 

25.00 

21.00 

August 

....    24.20 

31.06 

27.00 

23.00 

24.00 

27.80 

29.25 

25.00 

24.16 

24.60 

21.00 

September 

....1  24.88 

29.50 

27.00 

20.00 

25.00 

28.00 

29.37 

25.00 

25.00 

24.25 

20.60 

October 

....    26.70 

29.70 

27.00 

19.50 

25.62 

28.00 

28.20 

25.00 

26.00 

23.65 

20.00 

November 

..-.'  27.00 

28.50 

24.00 

20.25 

26.00 

28.88 

28.00 

25.00 

27.15 

23.25 

19.00 

December 

....    27.50 

29.12 

23.00 

21.20 

26.00 

29.60 

28.00 

26.00 

27.20 

23.00 

19.25 

Average 

.....  24.13 

30.32 

27.93 

22.08 

24.03 

27.41 

29.23 

26.33 

24.68 

25.20 

21.40 

Steel  bars. 

[Base  price,  Pittsburgh.] 

AVERAGED  FROM  DAILY  QUOTATIONS. 


1909 

1910 

1911 

1.40 

1.48 
1.45 
1.46 
1.45 
1.45 
1.43 
1.45 
1.40 
1.40 
1.40 
1.40 
1.40 

1.40 

Februaiy  ...                        

1.33 

1.40 

March 

'             1.20 

1.40 

April 

1.13 

1.40 

Mav 

1.19 

1.37 

1.20 

1.26 

July                                                     .  .  . 

1.25 

1.24 

1.33 

1.20 

September                         

:          i;37 

1.18 

1.40 

1.13 

November                   '           

1.45 

1.07 

...:.....:.: : :!      1.45 

i.iar 

Year 

1              1.31 

1.43 

1.26 

AVERAGED  QUARTERLY  FROM  OPEN  QUOTATIONS. 


First. 

Second. 

Third. 

Fourth. 

Year. 

1897 

1.05 
.95 
1.12 
2.25 
1.34 
1.53 
1.60 
1.31 
1.43 
1.50 
1.60 
1.60 
1.31 
1.46 
1.40 

0.98 
.92 
1.85 
1.87 
1.45 
1.60 
1.60 
1.35 
1.50 
1.50 
1.60 
1.53 
1.17 
1.44" 
1.34 

0.92 
.96 
2.40 
1.12 
1.46 
1.60 
1.60 
1.34 
1.60 
1.50 
1.60 
1.40 
1.32 
1.42 
1.21 

0.99 
.98 
2.37 
L18 
1.60 
1.60 
1.45 
1.31 
1.50 
1.56 
1.60 
1.40 
1.43 
1.40 
1.11 

O.M 

1898 

96 

1899         

95 

1900 

61 

1901.    .                   

'14 

19021 

68 

1903 

'16 

1004 

33 

1905 

48 

1906 

Rl 

1907     . 

no 

1908 

48 

1909 

31 

1910 

43 

1911 

K 

Premiums  for  prompt  delivery. 
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Steel  plates. 

[Tank  plate,  Pittsburgh.] 

AVERAGED  FROM  DAILY  QUOTATIONS. 


January... 
February. . 

March 

April 

May 

June 

July 

August.... 
September. 
October. . . 
November. 
December . 

Year 


1909 


1.41 


1910 


1.60 

1.'65 

L.W 

1.65 

1.30 

1.55 

1.2S 

1.54 

1.25 

1.60 

1.2.5 

1.42 

1.33 

1.40 

1.40 

1.40 

1.4,5 

1.38 

1.50 

1.38 

l.,54 

1.37 

1.65 

1.40 

AVERAGED  QUARTERLY  FROM  OPEN  QUOTATIONS. 


First. 

Second. 

Third. 

Fourth. 

Year. 

1892 

1.92 
1.69 
1.23 
1.12 
1.35 
1.10 
1.00 
1.49 
2.17 
1.42 
1.60 
1.60 
1.60 
1.55 
1.60 
1.70 
1.70 
1.47 
1.55 
1.40 

1.85 
1.68 
1.18 
1.21 
1.32 
1.06 
1.07 
2.16 
1.66 
1.56 
1.60 
1.60 
1.60 
1.60 
1.60 
1.70 
1.67 
1.26 
1.49 
1.38 

1.80 
L64 
1.21 
L73 
L19 
1.00 
1.11 
2.62 
1.13 
1.60 
1.60 
1.60 
1.55 
1.60 
1.60 
1.70 
1.60 
L39 
1.39 
1.31 

1.74 
1.41 
1.17 
1.63 
1.12 
1.04 
1.13 
2.64 
1.27 
1.60 
1.60 
1.60 
1.42 
1.60 
1.64 
1.70 
1.60 
1.63 
1.38 
1.14 

1.83 

1893 

1.56 

1894 

1.20 

1896 

1.42 

1896 

1.24 

1897 

1.05 

1898 

1.08 

1899 

2.20 

1900 

1.55 

1901 

1.65 

1902  1 

1.60 

1903 

1.60 

1904 

1.54 

1905 

1.59 

1906 

1.61 

1907     

1.70 

1908                                         , 

1.64 

1909 

1.41 

1910         

1.45 

1911 

1.31 

1  Premiums  for  prompt  delivery. 

Structural  shapes. 

[Beams  and  channels,  3-inch  to  15-inch,  Pittsburgh.] 

AVERAGED  FROM  DAILY  QUOTATIONS. 


1909 


1910 


January... 
February. . 

March 

April 

May 

June 

July 

August . . . . 
September. 
October... 
November. 
December. 

Year. 


1.60 

1.66 

1.40 

1.66 

l.,W 

1.56 

1.25 

L61 

1.22 

1.60 

1.28 

1.45 

1.34 

1.42 

1.40 

1.40 

1.45 

1.40 

1..50 

1.40 

1.53 

1.40 

1.66 

1.40 

1.40 


1.46 
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Structual  shapes — Continued. 
QUARTERLY  AVERAGES  OF  QUOTATIONS. 


First. 

Second. 

Third. 

Fourth. 

Year. 

1894 

1.21 
1.21 
1.44 
1.55 
1.15 
1.35 
2.25 
1.51 
1.60 
1.60 
1.60 

1.20 
1.25 
1.49 
1.33 
1.15 
1.60 
2.21 
1.60 
1.60 
1.60 
1.60 

1.27 
1.56 
1.55 
.98 
1.19 
2.12 
1.68 
1.60 
1.60 
1.60 
1.55 

1.25 
1.58 
1.50 
1.09 
1.20 
2.25 
1.50 
1.60 
1.60 
1.60 
1.41 

1.23 

1895                                          

1.40 

1896 

1.49 

1897 .                                

1.24 

1898 

1.17 

1899 .                       

1.83 

1900 

1.91 

1901.      ..            

1.68 

1902                                            

1.60 

1903 

1.60 

1904 

1.54 

1905 

1.55 

1.60 

1.63 

1.70 

1.62 

1906 

1.70 

1.70 

1.70 

1.70 

1.70 

1907 

1.70 

1.70 

1.70 

1.70 

1.70 

1908 

1.70 

1.68 

1.60 

1.60 

1.64 

1909 

1.43 

1.25 

1.40 

1.63 

1.40 

1910 

1.55 

1.49 

1.41 

1.40 

1.46 

1911 

1.40 

1.38 

1.34 

1.17 

1.32 

Bars,  plates,  shapes. 
[Historic  official  price  changes.) 


Merchant  steel  fears,  base,  Pittsburgh: 

•Besse-      Open 
mer.       hearth. 

Mar.  1, 1902 1.60  1.70 

Nov.6,1903 1.30  1.40 

Mar.14,1904 1.35  1.40 

Sept.19,1904 1.30  1.33 

Dec.20,1904 1.40  1.40 

Feb.28,1905 1.50  1.50 

Nov.15,1906 1.60  1.60 

Janel,1908 1.40  1.40 

Feb.  19, 1909 Open  market. 

Steel  tank  plates,  Pittsburgh; 

Apr.  4, 1901 1.60 

Sept.  6, 1904 1. 40 

December  20, 1904 1. 50 


Open 
Steel  tank  plates,  Pittsburgh— Continued,  heartb. 

Feb.  16, 1905 1.60 

Nov.  26,  1906 1.70 

June  9, 1908 1.60 

Feb.  19, 1909 Open  market. 

Beams  and  channels,  3-inch,  to  15-inch,  Pitts- 
burgh: 

Apr.  1 ,  1901 1. 60 

Sept.  6, 1904 1. 40 

Dae.  19,  1904 1. 50 

Feb.  16, 1905 1.60 

.\.ug.  31, 1905 1. 70 

June  9, 1908 1 .  60 

Feb.  19, 1909 Open  market. 


Bar  iron. 

(Best  refined  bar  iron  from  store,  Philadelpliia;  annual  averages,  compiled  by  the  American  Iron  and 
Steel  Association,  from  sales  boolis  prior  to  1387,  from  quotations  since.] 


1844. 
1845. 
1846., 
1847.. 
1848. 
1849. 
1850. 
1851. 
1852. 
1853. 
1854. 
1855. 
1856. 
1857. 
1858. 
1869. 
1860. 
1861. 
1862. 
1863. 
1864. 
1865. 
1866. 
1867. 
1868. 
1869. 
1870. 
1871. 
1872. 
1873. 
1874. 
1875. 
1876. 
1877. 


3.82 

1878 

4.19 

1K79 

4.10 

18X0 

3.84 

IKHl 

3.56 

18X2 

3.01 

18X3 

2.66 

1884 

2.44 

1886 

2.62 

1886 

3.7;! 

18X7 

4.09 

1888 

3.:w 

1XX9 

3.:f0 

1X90 

3.17 

1X91 

2.78 

1X92 

2.72 

wm 

2.62 

1894 

2.72 

1895 

3.14 

1896 

4.06 

1897 

6.50 

1898 

4.76 

1X99 

4.38 

1900 

3.89 

1901 

3.82 

1902 

3.fi,n 

1903 

3.52 

1904 

3.  .61 

1905 

4,36 

1906 

3.87 

1907 

3.03 

1908 

2.72 

1909 

2,32 

1910 

2.03 

1911 

1.97 
2.31 
2.70 
2.69 
2.74 
2.26 
1.97 
1.80 
1.92 
2.20 
2.01 
1.94 
2.06 
1.90 
1.87 
1.70 
1.34 
1.44 
1.40 
1.31 
1.28 
2.07 
1.96 
1.84 
2.13 
2.00 
1.72 
1.92- 
1.98 
2.11 
1.70 
1.76 
1.86 
1.64 
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Common  iron  bars. 
[Annual  average  of  quotations,  base,  Pittsburgh  or  Chicago.! 
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Year. 

Pittsburgh. 

Year. 

Pittsburgh, 

1846 

4.3 
4.1 
3.8 
3.6 
3.0 
2.7 
2.4 
2.6 
4.0 
3.5 
3.0 
3.0 
4.3 
4.3 
3.7 
3.6 
2.3 
3.5 
4.5 
'6.7 
5.3 
5.0 
4.5 
3.7 

1869 

3  5 

1846 

1870 

1847 

1871 

3  4 

1848 

1872 

4  6 

1849 

1873    . 

3  6 

1B60 

1874 

2  8 

1851 

1875 

2.5 

1B62 

1876 

2.5 

1863 

1877 

2.0 

1864 

1878     . 

2.0 

1865 

1879 

2.5 

1866 

1880 

2.75 

1867 ,. 

1881 

2.32 

1868 

1882 

2.41 

1869 

1883 

1.99 

1860 

1884 

1.77 

1861 

1885  ...                 

1.65 

1886 

1.72 

1887 

1.96 

1864 

1888 

1.80 

1865  .                            .                   

1889 

1.77 

1866 

1890 

1.85 

1867   ....                          

1891 

1.70 

1868 

1892     ...                      ... 

1.61 

Year. 

Pittsburgh. 

Chicago. 

Year. 

Pittsburgh. 

Chicago. 

1.65 
1.13 
1.16 
1.11 
1.00 
.95 
1.71 
1.64 
1.46 
1.74 

1.47 
1.10 
1.25 
1.30 
1.11 
1.05 
1.80 
1.75 
1.58 
1.71 

1903 

1.64 
1.32 
1.65 
1.65 
1.73 
1.47 
1.49 
1.83 
1.30 

1.65 

1894 

1904 

1.41 

1895 

1905 

1.65 

1896                     

1906 

1.71 

1897 

1907 

1.78 

1898            

1908 

1.56 

1909 

1.42 

1900 

1910 

1.44 

1911 

1.21 

1902 

i  Record  high,  December,  1864, 7.50;  gold  in  1864,  262. 

Iron  and  steel  exports. 

[Tonnage  lines  exclude  ore;  include  scrap,  pig  iron,  unfinished  steel,  rolled  iron  and  steel,  structural^  wire 
and  nails;  pipes  and  ilttings  since  Juljf  1, 1905;  nontonnage  lines  include  hardware,  cutlery,  machinery, 
etc.;  not  agricultural  implements,  which  are  separately  stated.) 


Tonnage 
(gross  tons). 

Tonnage 
value. 

Nontonnage 
value. 

Total  value. 

Agricul- 
tural im- 
plements. 

1898                           

901,427 

942,689 

1,154,284 

700,857 

372,398 

326,590 

1,167,710 

1,010,266 

1,325,740 

1,301,979 

964,242 

1,243,462 

1,535,698 

2, 185,  000 

$18,095,244 
25,162,220 
42,518,072 
29,050,446 
20,996,450 
20,452,839 
42,551,109 
42,104,348 
52,215,089 
60,046,221 
43,397,323 
60,783,138 
63,276,714 
87,000,000 

$64,676,306 
80,526,857 
87,115,408 
73,484,129 
76,895,686 
78,583,026 
86,002,504 
100,824,165 
120,340,499 
137,020,560 
107,715,791 
106,897,193 
137,995,189 
163,000,000 

382,771,550 
105,689,077 
129,633,480 
102,534,575 
97,892,036 
99,035,865 
128,553,613 
142,928,513 
172,655,588 
197,066,781 
151,113,114 
157,680,331 
201,271,903 
250,000,000 

89,073,384 

1899             

13,594,524 

1900 

15,979,909 

1901             

16,714,308 

1902                              

17,981,597 

1903                

22,961,805 

1904                                  

21,654,892 

22,124,312 

1906                                     

24,744,762 

1907                           

25,597,272 

1908                      

25,264,939 

1909                               

27, 327, 428 

1910                       

31,291,351 

19111                 

.35,000,000 

1  December  estimated. 
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Wire  nail  cards. 


Apr.  13, 

Apr.  11, 

July  19, 

Dec.  1, 

1886.1 

1892. 

1895. 

1896.       1 

60 

Base. 

Base. 

0.50 

Base. 

60 

Base. 

0.10 

.50 

Base. 

30-40 

Base. 

.25 

.50 

Base. 

20 

Base. 

.35 

.50 

Base. 

12-16 

Base. 

.45 

.50 

0.05 

10 

Base. 

.50 

.50 

.05 

8-9 

0.35 

.60 

.60 

.10  ; 

6-7 

.75 

.  ID 

.  75 

.20    ! 

4-5 

1.10 

.90 

.90 

.30    i 

3 

2.25 

1.20 

1.20 

.45 

2 

4.00 

1.60 

1.60 

.70 

I  First  wire-nail  card;  base  price,  S4.25. 

Nail  production. 
[Kegs,  100  pounds.] 


Cut  nails. 

Wire  nails. 

Total. 

1898  

1,615,870 
2,106,799 
1,572,221 
1,904,340 
1,573,494 
1,542,240 
1,633,762 
1,435,893 
1,283,362 
1,367,549 
1,189,239 
1,109,138 
956,182 
1,207,597 
1,005.233 

4,719,860 
8,997,245 
7,418,475 
7,618,130 
7,233,979 
9,803,822 
10,982,246 
9,631,661 
11,926,661 
10,854,892 
11,486,647 
11,731,044 
10,662,972 
13,916,063 
12,704,902 

6,336,730 

1897             . .                               . .         .                     

11,104,044 

1898 

8,990,696 

1899                                

9, 522, 470 

1900 

8.807,473 
11,346,062 

1901 .           

1902                                                                                   .             

12, 616, 008 

1903 

11,067,664 

1904                              

13,210,023 

1905 

12,212,441 

1906   

12,675,886 

1907                                .                                                     

12,840,182 

1908 

11,619,164 

1909         

15,123,860 

1910 

13,710,135 

Maximum  production  cut  nails,  18S6 . . 
Maximum  production  wire  nails,  1909. 


Kegs. 

8,160,973 
13,916.063 


Plain  mre,  wire  nails,  and  barb  wire.    {Pittsburgh.) 


Plain  wire. 

Wire  naUs. 

Painted  barb  wire. 

Galvanized  barb 
wire. 

High. 

Low. 

High. 

Low. 

High. 

Low. 

High. 

Low. 

1894 

1.40 
1.75 
1.36 
1.20 
1.25 
2.80 
3.05 
2.25 
2.00 
1.90 
1.85 
1.65 
1.85 
1.90 
1.90 
1.80 
1.65 
1.60 

1.20 
1.10 
■  1.15 
1.10 
1.10 
1.20 
2.15 
1.85 
1.75 
1.75 
1.45 
1.60 
1.65 
1.85 
1.80 
1.40 
1.60 
1.30 

1.16 
'2.25 
'2.55 
1.50 
1.50 
2.95 
3.20 
2.30 
2.05 
2.00 
1.90 
1.80 
2.00 
2.05 
2.05 
1.95 
1.85 
1.80 

0.85 
».85 
<1.45 
1.25 
1.25 
1.35 
2,20 
1.90 
1.85 
1.85 
1.60 
1.70 
1.75 
2.00 
1.95 
1.60 
1.70 
1.50 

1.75 
2,30 
1.75 
1.50 
1.60 
3.40 
3.65 
2.60 
2.60 
2.30 
2.25 
1.95 
2.15 
2.20 
2.20 
2.10 
1.85 
L80 

1.40 
1.45 
1.40 
1.30 
1.35 
1.45 
2.50 
2.60 
2.15 
2.15 
1.75 
1.90 
1.95 
2.15 
2.10 
1.60 
1.70 
1.50 

2.15 
2.70 
2.06 
1.80 
1.80 
3.55 
3.80 
2.90 
2.90 
2.60 
2.55 
2.25 
2.45 
2.50 
2.50 
2.40 
2.16 
2.10 

1.85 

1895 

1.80 

1896 

1.70 

1897 

1.60 

1898 

L65 

J899        

1.80 

1900 

2.80 

1901 

2.80 

1902 

2.45 

1903 

2.45 

1904                   .   . 

2.05 

1905 

2.20 

1906     1... 

2.26 

1907 

2.45 

1908 

2.40 

1909 

1.90 

1910 

2.00 

1911 

1.80 

1  On  temporary  Ugh  card,  equal  to  2.75  on  either  old  or  present  card. 

'  On  old  card,  equal  to  0.35  on  temporary  card;  (actual  range  in  the  year,  1.90). 

»  On  temporary  high  card. 

'  In  December,  on  present  card;  low  on  temporary  high  card,  2.26c.  in  January. 


UNITED   STATES   STEEL   COBPOEATION. 
Plate  and  sheet  production. 
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1894 

1896 

1896 

1897 

376,117 

508,343 

468,136 

597,549 

Sheets: 
9    19    . 

80,099 
73,968 
153,716 

112,637 
91,449 
279,130 

113,826 
89,760 
304,054 

107,891 
96,930 
404,916 

20—25 

26-lighter  . 

Total  sheets 

307, 783 

483,116 

507,640 

609,737 

1898. 
638,861 

117,506 

691,936 

Total  sheets,  No.  9  and  lighter 809, 440 


Plates,  No.  8  and  heavier. 


Sheets,  Nos.  9  to  17 

Sheets,  No.  18  and  lighter. 


Plates, 
12  down. 

Sheets, 
13  up. 

Black 
plates. 

Total 

sheets  and 

black 

plates. 

1905 

2,041,206 
2,531,552 
2,660,060 
1,271,021 
2,379,098 
2,807,728 

983,437 
1,074,525 
1,084,700 

864,901 
1,248,404 
1,435,619 

507,587 
576,079 
504,072 
513,771 
606,844 
712,137 

1,491,024 
1,680,604 
1,688,722 
1,378,672 
1,855,248 
2,147,756 

1906                                                                 

1907      

1908                                                    

1909        

1910                                                 

Note.— Gross  tons  throughout.  No  separate  statistics  were  collected  prior  to  1894,  or  between  1898  and 
1905;  above  statistics,  1894-1898,  include  black  plates;  total  plate,  sheet  and  black  plate  production  and 
separate  black  plate  production  shown  elsewhere. 

Sheets. 
[Black  sheets,  28  gauge,  Pittsburgh.] 


High. 

Low. 

High. 

Low. 

1896       .                        .     .. 

2.45 
2.16 
2.05 
2.05 
3.36 
3.26 
3.85 
3.10 
2.70 

2.15 
1.95 
1.90 
1.86 
2.00 
2.90 
3.00 
2.75 
2.35 

1904 

1905 

1906 

2.30 
2.40 
2.60 
S.60 
2.60 
2.40 
2.40 
2.20 

2.00 

1897 

2.15 

1898       .            ..            

2.30 

1898 

1907  . 

2  45 

1899    

1908 

2.45 

1900 

1909 

2  15 

1901 

1910 

2.15 

1902 

1911 

1  80 

1903    

[Ofacial  price  changes,  with  dates;  principal  periods  ot  open  price  competition  indicated;  flat  sheets  per 
pound,  corrugated  per  square,  28  gauge;  all  I.  o.  b.  mill,  Pittsburgh.] 


Flat  sheets. 


Black.      Galvanized. 


Corrugated. 


Painted.    Galvanized. 


Dec.  8, 1904 

Dec.  22, 1904 

Feb.  9, 1905 

Mar.  16, 1905 

Competition,  low. . 

Nov.  20,1905 

Jan. 8. 1906 

June  5, 1906 

Oct.  25, 1906 

Jan.  24, 1907 

Jan.  6, 1908 

Feb. 24, 1909 

Competition,  low. . 

Sept.  28, 1909 

Nov.  12,1909 


2.20 
2.30 


2.40 
2.15 
2.30 
2.40 
2.50 
2.60 


3.45 


1.60 
1.65 


2.50 
2.20 
2.15 
2.30 
2.40 


3.20 
3.35 
3.45 
3.55 
3.65 
3.75 
3.55 
3.26 
3.16 
3.36 
3.50 


1.75 
1.55 
1.65 


2.75 
2.86 
2.95 


1.76 
1.85 


1.75 
1.65 
1.50 
L60 
1.70 


2.80 
2.96 
3.00 
3.10 
3.15 
3.26 
3.10 
2.90 
2.70 
2.86 
3.00 
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UNITED   STATES   STEEL.  COKPOEATION. 


Tin  plate  production. 

[Col.  Ayer's  reports  through  1896;  American  Iron  &  Steel  Association  reports  tor  subsequent  years;  Col. 
Ayer's  reports  covered  black  plate  lor  all  purposes;  association  reports  designate  "Black  plate  for 
tinning."] 


Tin  and 
terne  plate. 

Black 
plate. 

Tin  and 

teme  plate. 

Black 
plate. 

1891 

999 
18,803 
65, 182 
74,260 
113,666 
160,362 
256, 598 

.  3,919 
18,071 
31,997 
56,169 
124,262 
163,924 
271 . SXfi 

1902 

360,000 
480,000 
458,000 
493,600 
577,662 
514,776 
537,087 
612,951 
772,770 
1  700,000 

365,743 
490,662 
472,669 
607,587 
676,079 
504,072 
613,771 
606,844 
712,137 
1700,000 

1892 

1903 

1893 

1904 

1894 

1906 

1896          

1906 

1896 

1907 

1897 

1908 

1898 

326, 915            345.  254 

1909 

1899 

360,875 
302,665 
399,291 

376,000 
315,000 
398,026 

1910 

1900 

1911 

1901 

1  Estimated. 


Tin  plate  prices. 


Average  yearly  price  of  J.  B.  grade  coke  tin  plates,  14  hy  20 1.  C,  108  pounds  delivered  at  New  York : 

1880 $6.76 

1881 6,48 

1882 6.30 

1883 5.10 

1884 4.70 

1885 4.40 

1886 4.30 

1887 4.60 

1888 4.65 

1889 4.66 

Imported  Bessemer  cokes,  14  by  20,  108  pounds: 

1890 4.80 

1891 5.34 

1892 5.30 

1893 6.37 

1894 4.89 

1895 3.87 

American  Bessemer  cokes,  14  by  20,  108  pounds: 

1896 3.63 

1897 3.26 

1898 2.99 

1899 4  41 

1900 ;;;;;;;;;;:::::  4:82 

1901 4.35 

1902 4.28 

1903 4.00 

1904 3.76 

1905 3.86 

1906 4  04 

1907 :::::..:::;::  4.25 

1908 4.06 

1909 3.83 

1910 3.91 

1911 3.92 


UNITED  STATES   STEEL.  COEPOEATION. 
Tin  plate  price  changes. 
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Changes  in  prices  per  box  14  x  20  prime  Bessemer  coke  tin  plate,  f .  o.  b.  mill,  Pitts- 
burgh, district,  with  prices  of  pig  tin,  New  York,  and  sheet  bars,  Pittsburgh,  same  date. 


Tin  plates. 

Tin. 

Sheet  bars. 

Jan.  6, 1899 

3.00 

3.25 

3.50 

3.87i 

4.37i 

4.65 

4.00 

13.60 

13.80 

13.60 

13.45 

1,2  3.30 

13.46 

13.65 

13.35 

13.45 

13.40 

I  3. 60 

13. 60 

13.75 

13.90 

3.70 

3.40 

3.60 

3.60 

3.70 

3.60 

3.40 

20.75 

24.60 

23.75 

23.70 

29.12i 

31.25 

28.62i 

26.75 

30.80 

25.40 

28.20 

27.10 

29.15 

29.25 

32.60 

32.60 

33.55 

36.25 

38.75 

44.75 

43.25 

27.35 

28.70 

30.86 

30.50 

41.40 

43.00 

41.70 

17.50 

Jan.26,1899 

18.60 

Feb.  17, 1899 

22.00 

Mar.8,1899 

25.00 

July  14, 1899                                                                        

33.60 

Aug.  6, 1899 

36.00 

Sept.  24, 1900                                                        

22.00 

Nov.3,1902 

31.75 

Mar.  3, 1903                                        

31.60 

Nov.  16, 1903 

24.00 

Jan.  26, 1904     .          .  .      .             

24.00 

July  25, 1904 

24.00 

Nov.  16, 1904       

22.60 

Dec.  22, 1904                                                     .                   .... 

23.00 

Oct.  3,1905 

26.00 

Oct.  20, 1905                                               

26.00 

Nov.  20, 1905  

26.00 

Jan.  8, 1906                                   

26.00 

Apr.  10, 1906 

28.00 

May  10, 1906.             

28.00 

Oct.  25, 1906 

30.00 

Jan.  6, 1908 

29.00 

26.00 

Sept.  28, 1909 

27.60 

28.50 

Feb.  3, 1911 

24.00 

Aug.  12, 1911     

22.00 

Oct.  16, 1911                                                     .                   

21.00 

1  Subject  to  5-oent  rebate.  2  cash  discount  changed  from  1  to  2  per  cent. 

Production  of  steel  ingots  and  castings. 
[Gross  tons.) 


Basic 

open 

hearth. 

Acid 

open 

hearth. 

Total 

open 

hearth. 

Bessemer. 

Crucible. 

Unclassi- 
fied. 

Total  steel. 

1896                   .  .. 

776,256 

1,066,043 

1,569,412 

2,080,426 

2,545,091 

3,618,993 

4,496,633 

4,734,913 

5,106,367 

7,816,728 

9,668,760 

10,279,316 

7,140,425 

13,417,472 

15,292,329 

522,444 

552,628 

660,880 

866,890 

853,044 

1,037,316 

1,191,196 

1,094,998 

801,799 

1,155,648 

1,321,663 

1,270,421 

696,304 

1,076,464 

1,212,180 

1,298,700 

1,608,671 

2,230,292 

2,947,316 

3,398,135 

4,666,309 

5,687,729 

5,829,911 

6, 908, 166 

8,971,376 

10,980,413 

11,549,736 

7,836,729 

14,493,936 

16,504,509 

3,919,906 
5,476,316 
6,609,017 
7,586,354 
6,684,770 
8,713,302 
9,138,363 
8,592,829 
7,859,140 
10,941,375 
12,275,830 
11,667,549 
6,116,755 
9,330,783 
9,412,772 

60,689 

69,959 

89,747 

101,213 

100,562 

98,513 

112,772 

102,434 

83,391 

102,233 

127,613 

131,234 

63,631 

107,355 

122,303 

2,394 
3,012 
3,801 
4,974 
4,862 
6,471 
8,386 
9,804 
9,190 
8,963 
14,380 
14,076 
6,132 
22,947 
55,335 

5,281,639 

1897  

7,166,957 

1908                    .   .. 

8,932,857 

1899  

10,639,867 

1900 

10,188,329 

1901         

13,473,695 

1902 

14,947,250 

1903            

14,634,978 

1904 

13,859,887 

1905                   .  . 

20,023,947 

1906 

23,398,136 

1907 

23,362,594 

1908         

14,023,247 

1909 

23,956,021 

1910 

26,094,919 
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UNITED   STATES   STEEL   COBPOKATION. 


Production  of  rolled  iron  and  steel. 
[Gross  tons.] 


Year. 


1891 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
1908 
1909 
1910 


Iron  and 
st6cl  rails. 


Plates  and 
sheets. 


1,307,176 
1,551,844 
1,136,458 
1,021,772 
1,306,135 
1,122,010 
1,647,892 
1,981,241 
2,272,700 
2,385,682 
2,874,639 
2,947,933 
2,992,477 
2,284,711 
3,375,929 
3,977,887 
3,633,654 
1,921,015 
3,023,845 
3,636,031 


678,927 

751,480 

674,345 

682,900 

991,459 

965,776 

1,207,286 

1,448,301 

1,903,505 

1,794,528 

2,254,425 

2,665,409 

2,599,665 

2,421,398 

3,532,230 

4,182,156 

4,248,832 

2,649,693 

4,234,346 

4,955,484 


Wire  rods. 


Structural 
shapes. 


536,607    . 

627,829  I 

637,272  ; 

673,402  I 

791,130 

623,986 

970,736 

1,071,683 

1,036,398 

846,291 

1,365,934 

1,574,293 

1,503,455 

1,699,028 

1,808,688 

1,871,614 

2,017,583 

1,816,949 

2,335,685 

2,241,830 


453,957 

387,307 

360,305 

517,920 

495,571 

583,790 

702,197 

850,376 

815,161 

1,013,150 

1,300,326 

1,095,813 

949,146 

1,660,519 

2,118,772 

1,940,352 

1,083,181 

2,275,562 

2,266,890 


Nail  plate. 


Bars, 
hoops,  and 
all  other. 


Total. 


223,312 
201,242 
136, 113 
108,262 
95,085 
72, 137 
94,054 
70,188 
85,015  1 
70,245  ! 
68,850  : 
72,936  ! 
64,102  i 
61,601 
64,542  j 
54,211  , 
52,027  I 
45,747  : 
63,746 
45,294  I 


2,644,941 
2,579,482 
2,104,190 
1,795,570 
2,487,845 
2,236,361 
2,497,970 
3,239,760 
4,146,425 
3,575,536 
4,772,329 
5,383,219 
4,952,185 
4,597,497 
6,398,107 
7,383,828 
7,972,374 
4,311,608 
7,711,506 
8,475,750 


5,390,963 

6,165,814 

4,975,685 

4,642,211 

6,189,574 

5,515,841 

7,001,728 

8,513,370 

10,294,419 

9,487,443 

12,349,327 

13,944,116 

13,207,697 

12,013,381 

16,840,015 

19,588,468 

19,864,822 

11,828,193 

19,644,690 

21,621,279 


Rolled  iron  and  steel. 
[Gross  tons.] 


1909 

1910 

Iron.             Steel. 

Total. 

Iron. 

Steel. 

Total. 

Raik 3,023,845 

Structural  shapes 1         44,814  !    2,230,748 

3,023,845                 230 
2,275,562  '                426 
2,379,098            37,763 
1,855,248             53,355 
3,263,531  ,     1,074,163 
159,352              4.fi4.^ 

3,635,801 

2,266,464 

2,769,965 

2,094,401 

2.711,568 

236,464 

26,598 

49,048 

262,214 

424,979 

208,670 

2,241,203 

1,477,616 

33,928 

459,731 

982,473 

3,636,031 
2,266,890 

Plates,  12  and  ^leavier 32, 332      2, 346, 766 

Sheets,  13  and  lighter |         43,870      1,811,378 

Merchantbars 952,230      2,311,301 

2,807,728 
2,147,756 
3,785,731 

Concrete  reenXorcing  bars                                      159, 352 

241, 109 

Sheet  piling '         (i)                 (i) 

(') 

(') 

250,179 
395,333 
200,283 

26,598 

Railroad  ties '■         ('j                 0) 

49,048 
262,214 

Hoops 4,018         246,161 

Bands  and  cotton  ties 4,118          391,215 

424,979 
223,022 

Splice  bars         12,912          187,371 

14,352 

627 

350,578 

11,366 

202 

192,449 

Wire  rods ' i    2,335,685 

Skelp,  flue,  etc 370,151      1,663,230 

Nail  and  spike  plates. .          .  .:         15,924  1         47,822 

2,335,685 

2,033,381 

63,746 

341,773 

1,067,674 

2,241,830 

1,828,194 

45,294 

459,933 

1,174,922 

Forging  blooms  and  bUlets ... .               376         341 ,  397 
All  other  finished  rolled 228,686         838,988 

Total 1,709.431  1  17.935,259 

19,644,690 

1,740,156 

19,881,123 

21,621,279 

^Included  in  structural. 
World's  pig-iron  production. 
[Reduced  to  tons,  2,240  pounds.] 


1890 


1905 


1909 


1910 


United  States 

Germany 

Great  Britain 

France 

Russia 

Austria-Hungary.. 

Belgium 

Canada 

Sweden 

Spain 

Italy 

Japan 

Other  countries . . . 


563,755 
350,000 
2,300,000 
405,653 
227,555 
250,000 
144,452 


150,000 


9,202,703 

4,584,882 

7,904,214 

1,931,188 

912,561 

910,685 

775,385 

19,439 

483,155 

176,598 


13,789,242 

8,381,373 

8,959,691 

2,669,966 

2,889,789 

1,472,695 

1,001,872 

86,090 

518,263 

289,315 

115,000 


10,000 


80,000 


100,000 


22,992,380 
10,813,979  i 
9,592,737  ; 
3,028,089 
2,977,981 
11,560,000  ' 
1,290,400 
468,003  ! 
518,967 
397,402 
140,818 
47,613  ; 
200,000 


25,795,471 

12,426,048 

9,664,287 

3,488,621 

2,829,388 

2,012,284 

1,606,553 

677,090 

437,735 

'400,000 

204,516 

1150,000 

200,000 


27,303,567 

14,002,565 

10,216,745 

3,968,732 

2,994,221 

2,100,000 

1,774,998 

740,210 

594,750 

•400,000 

1200,000 

1150,000 

200,000 


Total 4,401,415     26,980,810 


40,173,296     54,018,369  ,  59,891,973  |    64,645,788 


Estimate  for  1911,  62,000,000  tons. 


1  Estimated. 
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Rybeson  Contract. 

UTiereas,  J.  T.  Ryferson  &  Son,  of  Chicago,  111.,  hereinafter  refen-ed  to  as  party  of 
the  second  part,  has  been  engaged  in  the  sale  of  structural  material,  merchant  bar 
steel,  and  plates  for  a  long  term  of  years  and  has  established  in  Chicago  large  ware- 
houses for  storing  and  shipping  such  materials  and  has  built  up,  through  its  selling 
organization,  a  large  trade  throiighout  the  United  States  to  which  said  materials  are 
sold,  such  trade  being  known  as  a  "jobbers'  trade,"  and, 

\\'hereas,  it  now  desires  to  enter  into  an  agreement  with  some  one  manufacturer 
exclusively,  to  supply  its  requirements  of  said  materials  for  this  trade,  and. 

Whereas,  the  Illinois  Steel  Co.,  of  Chicago,  111,,  hereinafter  referred  to  as  party  of 
the  first  part,  manufactures  certain  kinds  and  sizes  of  these  materials,  and,  through 
arrangement  with  the  Carnegie  Steel  Co.,  of  Pittsburgh,  Pa.,  can  supply  other  kinds 
and  sizes  of  these  materials,  and  is  desirous  of  entering  into  an  agreement  with  the 
said  second  party  for  supplying  the  trade  of  the  second  party  with  structural  material, 
merchant  bar  steel,  and  plates. 

Therefore,  the  following  agreement  is  entered  into  this day  of  June,  1909, 

to  wit: 

Party  of  the  first  part  hereby  agrees  to  ship  to  the  warehouses  of  the  second  party  in 
Chicago,  111.,  such  of  the  above-named  materials  of  such  kinds  and  sizes  as  are  made 
by  the  party  of  the  first  part  or  by  the  Carnegie  Steel  Co.,  of  Pittsburgh,  Pa.,  as  the 
party  of  the  second  part  may  order  from  time  to  time.  The  said  materials  so  ordered 
and  shipped  to  be  stored  in  the  warehouse  of  the  second  party  in  Chicago,  111.,  in  an 
orderly  manner,  so  as  to  permit  of  conveniently  and  accurately  taking  inventory  of 
said  materials  at  any  time. 

It  is  understood  and  agreed  by  the  parties  hereto  that  at  no  time  during  the  term  of 
this  agreement  shall  the  aggregate  stocks  of  said  materials  in  the  said  warehouses  be 
greater,  in  the  total  quantity  than  20,000  net  tons. 

On  the  first  day  that  this  agreement  becomes  operative  and  on  the  first  day  of  each 
calendar  month  thereafter  during  the  continuance  of  this  agreement,  the  party  of  the 
first  part  shall  stipulate  in  writing  the  prices  at  which  it  will  sell  said  second  party  the 
said  materials  stored  in  said  warehouses  for  the  ensuing  calendar  month,  and  shall  stip- 
ulate the  length  of  time  during  which  sales  and  deliveries  may  be  made  by  the  party 
of  the  second  part  from  the  said  stock  at  the  stipulated  prices. 

On  the  15th  day  of  each  calendar  month  succeeding  date  of  this  agreement  the  said 
second  party  shall  pay  to  the  said  first  party  for  all  of  the  said  materials  shipped  by  it 
from  said  stock  at  the  prices  stipulated  by  the  said  first  party  as  above  provided. 
Such  shipments  of  said  materials  from  said  warehouses  by  the  party  of  the  second 
part  to  be  paid  for  in  accordance  with  the  weights  of  said  materials  as  they  were  shipped 
from  the  mills  of  the  said  first  party,  or  from  the  mills  of  the  said  Carnegie  Steel  Co., 
to  the  said  warehouses,  and  in  case  said  second  party  elects  to  cut  or  shear  any  of  the 
said  materials  into  different  lengths  and  weights  than  those  in  which  the  said  materials 
were  shipped  from  the  said  mills,  the  said  second  party  shall  bear  the  expense  of 
shearing  or  cutting,  including  the  value  of  the  discarded  materials.  The  said  second 
party  shall  render  an  account  daily  to  the  said  first  party  of  any  and  all  shipments 
of  said  materials  from  the  said  warehouses.  And  at  any  time  during  the  term  of  this 
agreement  said  first  party  may  call  for  the  taking  of  an  inventory  of  said  materials 
within  the  said  warehouses  for  the  purpose  of  verifying  quantities  shipped  from  the 
said  materials  so  stored ;  the  said  second  party  hereby  agrees  to  take  such  inventory 
when  called  for,  in  the  presence  of  a  representative  of  the  first  party  and  render  state- 
ment thereof  to  the  first  party. 

The  party  of  the  second  part  hereby  agrees  to  use  its  best  effort  and  ability  in  selling 
such  materials  so  stored  in  its  warehouses  to  that  class  of  customers  known  as  "jobbers' 
trade."  And  it  further  agrees  that  all  sales  of  such  materials  made  by  it  or  through 
its  organization  shall  be  delivered  from  the  said  materials  in  said  warehouses,  and  it 
is  distinctly  understood  and  agreed  hereby  that  no  sales  of  such  materials  by  said 
second  party  or  by  any  part  of  its  organization  shall  be  shipped  or  supplied  from  any 
other  source  than  the  said  materials  so  stored  in  said  warehouses. 

In  consideration  of  the  services  so  rendered  by  the  party  of  the  second  part  the 
party  of  the  first  part  agrees  to  pay  the  party  of  the  second  part,  when  such  materials 
are  sold  and  shipped  from  the  said  warehouses  by  the  party  of  the  second  part,  the 
following  rates  of  commission: 

^^^len  the  price  of  merchant  bar  steel,  stipulated  b>'  the  party  of  the  first  part,  ap 
herein  provided,  is  not  lower  than  $1.38  base  per  hundred  pounds,  f.  o.  b.  cars  Chicago, 
and  the  price  of  structural  material  and  plates,  stipulated  by  the  party  of  the  first 
part,  as  herein  provided,  is  not  lower  than  $1.48  base  per  hundred  pounds,  f,  o.  b. 
cars  Chicago,  a  commission  of  $1.50  per  net  ton;  and  when  the  price  of  merchant  bar 
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steel,  stipulated  by  the  first  party,  as  herein  provided,  is  not  lower  than  $1.58  baee 
per  hundred  pounds,  f .  o.  b.  cars  Chicago,  and  the  price  of  structural  material  and  plates 
stipulated  by  the  first  party,  as  herein  provided,  is  not  lower  than  $1.68  base  per  hun- 
dred pounds,  f.  0.  b.  cars  Chicago,  a  commission  of  $2  per  net  ton.  The  payment  of 
these  commissions  to  be  made  by  the  first  party  to  the  second  party  on  the  15th  day  of 
each  month  following  the  date  of  this  agreement  for  all  of  the  said  materials  sold  and 
shipi)ed  by  the  second  party  from  the  said  warehouses  during  the  previous  month. 

It  is  further  agreed  and  understood  that  when  the  prices  or  price  stipulated  by  the 
first  party,  as  herein  provided,  are  or  is  below  $1.38  base  for  merchant  bar  steel,  and 
$1.48  base  for  structural  material  and  plates,  f.  o.  b.  cars  Chicago,  the  first  party  is 
to  pay  the  second  party  no  commission  or  compensation  of  any  Kind  for  selling  and 
shipping  such  materials  from  said  warehouses. 

This  agreement  to  continue  in  effect  until  terminated  as  herein  provided.  Each 
party  hereto  reserves  the  right  to  terminate  this  agreement  by  giving  written  notice 
to  the  other  party  60  days  prior  to  the  date  of  termination. 

If  and  when  such  notice  of  termination  is  given  by  either  party,  the  second  party 
may,  at  its  option,  exercise  within  10  days  thereafter,  by  notice  in  writing  to  the  first 
party,  purchase  all  of  said  materials  remaining  in  said  warehouses  unsold  at  the  date 
of  termmation,  at  the  prices  stipulated  by  the  party  of  the  first  part,  as  herein  provided, 
on  the  first  day  of  the  month  prior  to  such  notice  of  cancellation.  In  the  event  that 
said  second  party  does  not  elect  to  exercise  such  option  of  purchase,  then  at  the  date  of 
termination  the  said  second  party  will,  at  its  own  expense,  load  on  cars  and  ship  to  the 
first  party  all  of  said  materials  remaining  in  said  warehouses  and  unsold  at  the  date  of 
the  termination  of  this  agreement. 

It  is  further  understood  and  agreed  that  if  said  second  party  desires  to  use  any  of 
the  said  materials  or  to  have  them  so  used  for  what  is  termed  fabricating  purposes, 
such  materials  may  be  so  used,  and  are  to  be  paid  for  by  the  second  party  at  the  prices 
stipulated  from  time  to  time  by  the  first  party,  as  herein  provided,  but  no  commission 
or  allowance  of  any  kind  is  to  be  paid  the  second  party  on  account  of  such  materials 
so  used. 
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Originating  at  Joliet,  delivered  to  Atchison,  Topeka 
&  Santa  Fe  Railway  at  Joliet  July,  1909,  to  June, 
1911,  inclusive: 

1909. 
July 

August 

October 

November 

December 

1910. 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

1911. 

January 

February 

March . .' 

April 

April  and  May 

May 

June 

Total 


Cars. 


1,035 


Pounds. 


4,284,222 
2, 265, 713 
2,222,834 
2,296,665 
1,713,891 


3,801,463 
2,292,789 
1,481,155 
2,629,021 
2, 685, 151 
1,344,640 
1,874,347 
2,713,438 
2,413,330 
2,463,506 
1,692,869 


913,844 
1,671,064 
1,669,920 
1,704,909 
1 , 779, 103 

671,928 
1,706,103 


48, 180, 784 


Revenue  to 
Missouri 
River. 


$10,219.01 
4, 724. 83 
4, 183. 63 
6,096.78 
2,283.87 


6,486.16 
4, 777. 86 
2, 734. 84 
4,997.12 
4, 702. 41 
2,263.72 
3,235.51 
3,957.52 
3, 582. 94 
4,067.36 
3,301.11 


1,369.31 
3,091.46 
2,841.86 
3, 169. DO 
3,092.04 
1, 146. 82 
2,610.72 


87,814.87 


Elgin,  Joliet 
&  Eastern 
proportion. 


$173.50 
96.00 
98.00 
110.00 
60.00 


160.00 
102.00 

68.00 
108.00 
114.00 

58.00 

76.00 
102.00 
106.00 
104.00 

72.00 


36.00 
74.00 
72.00 
895.91 
554.36 
257.56 
510.36 


4,007.69 
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Cars. 

Pounds. 

Revenue  to 

Missouri 

River. 

Elgin,  Joliet 
&  Eastern 
proportion. 

Originating  at  South  Chicago,  delivered  to  Atchison, 
Topeka  &  Santa  Fe  Railway  at  Joliet  July,  1909,  to 
June,  1911,  inclusive: 

1909. 
June 

25 
15 

7 
10 

7 
14 
35 

44 
37 
71 
61 
17 
38 
31 

9 
46 
40 

6 
20 

6 
9 
7 

21 
20 
33 

260,140 
913,391 
406,036 
620,433 
584,405 
701,266 
2,423,217 

2,974,010 
2,468,063 
4,955,273 
4,032,934 
1,256,245 
3,190,837 
2,048,725 

582,295 
3,616,015 
2,652,998 

463,209 
1,255,720 

381,432 

422,636 

462,789 

1,680,652 

1,608,765 

2,620,439 

11,684.36 
1,676.66 
929.66 
1,092.97 
1,230.04 
1,162.71 
2,726.30 

4,007.97 
3,851.50 
7,506.40 
4,726.07 
1,368.34 
3,682.28 
1, 760. 62 

783.01 
2,611.34 
2,433.65 

361.68 
1, 649. 26 

660.76 

762.01 

419.87 

1,393.87 

1,202.64 

2,319.62 

$376. 36 

July 

419. 72 

August 

227. 06 

139.87 

October         ...      .                                 

332. 27 

336. 44 

December  .      .      .  .          

914. 24 

1910. 

1,275.28 

928. 62 

1,699.17 

1,106.26 

Mav  

312.29 

840. 14 

July     

436.35 

169.23 

649.23 

698.78 

87.39 

428.27 

1911. 

197.84 

189.26 

99.40 

339.02 

May                                

328.26 

622.44 

Total                           

629 

42,271,725 

51,891.59 

13,042.17 

Originating  at  Waukegan,  delivered  to  Atchison, 
Topeka  &  Santa  Fe  RaUway  at  Joliet  July,  1909,  to 
June,  1911,  inclusive: 

1909. 

34 
36 
30 
30 
17 
20 
50 

25 
12 
19 
29 
10 
17 
10 
16 
21 
18 
21 
11 

8 
9 
23 
30 
36 
30 

1,362,286 
1,534,815 
1,263,342 
1,272,409 
587,417 
822,664 
2,285,898 

1,095,671 
414,215 
819,851 

1,055,948 
413.704 
762,239 
375,266 
684,396 
835,828 
727,036 
818,887 
497,073 

353,908 

403, 918 

994,016 

1,105,059 

1,421,425 

1,177,628 

2,759.86 
2,641.87 
2,380.33 
2,265.91 
984.01 
1, 761. 11 
3,917.98 

1,920.80 

863.89 
1,576.30 
1,937.18 

680.79 
1,395.21 

852.78 
1,117.04 
1,699.18 
1,095.80 
1,473.95 

996.68 

728.87 
585.34 
1,535.66 
2,041.09 
2,114.95 
1,809.51 

680.  96 

July 

617.63 
489. 10 
385.36 

201.44 

344.47 

757.29 

1910. 

399.30 

173.96 

262.72 

377. 26 

Mav                                         

137.64 

279.  70 

July                                       

160.48 

245.80 

344.00 

238. 72 

290.17 

199. 47 

1911. 

146.63 

128.06 

310. 10 

674.41 

May     .                 

612.31 

614.45 

662 

23,074,789 

41,035.09 

8,871.32 
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Originating  at  Gary,  delivered  to  Atchison,  Topeka 
&  Santa  Fe  Railway  at  Joliet,  July  1909,  to  June, 
1911,  inclusive: 

1909. 

June 

.September ^ , 

November 

December 

1910. 

January 

February 

March 

April 

May 

June 

July 

1911. 

January 

February 

March 

June 

Total 

Originating  at  Buffington.  delivered  to  Atchison, 
Topeka  &  Santa  Fe  Railway  at  Joliet  July,  1909, 
to  June,  1911,  inclusive: 


July 

August 

.September. 
November . 


1909. 


March 

AprU 

May 

August 

September. 
October 


1910. 


Total 

Grand  total. 


Cars. 


106 


Pounds. 


67,915 
704.640 
79; 780 
77,700 


83,000 
215,800 
476,020 
137,468 
1,602,464 
519,955 
204,520 


153,395 

469,645 

1,877,825 

45,626 


6, 715, 653 


209,000 

76,000 

332,500 

114,000 


222, 300 
97,280 
57,000 

122,360 
40,280 
47,500 


1,318,220 


121,561,171 


Revenue  to 
Missouri 
River. 


$76.40 
503.60 
56.22 
50.20 


224. 10 
582.  66 

1,122,87 
218. 87 

2,078.81 
846.09 
174.85 


110. 76 

349. 87 

1, 240. 24 

122.92 


7, 758. 46 


158. 6a 
49.40 

254.12 
85.50 


259.83 
106.00 
62.70 
113.70 
44.31 
49.88 


1,184.0 


189,683.10 


Elgin.  Jolitt 
&  Eastern 
proporiioD. 


116.30 
125.1)5 
12.81 
12.42 


54.77 
144. 41 
265.04 

50.10 
470. 13 
155.54 

34.97 


27.69 
79.23 
302. 3S 
30.73 


1,782.17 


41.80 
15.20 
66.50 
22.80 


49.06 
27.24 
15.96 
27.67 
11.08 
12.34 


289.55 


31,584.00 
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Statement  showing  tonnages,  assessed  valuations,  and  taxes  to  he  paid  by  mining  com- 
panies operating  in  St.  Louis  County,  Minn.,  for  the  year  1908. 


Name  of  city,  village,  or 
town. 

Tonnages. 

Valuations. 

Taxes. 

Real. 

Per- 
sonal. 

Total. 

Real. 

Per- 
sonal. 

Total. 

City  of  Ely 

6,572:647 

4,352,800 

73,246,065 

4,768,722 

6,647,740 

27,896,708 

78,447,763 

9,256,470 

249,042,972 

178,088 

1,676,672 

472,882 

tl, 612, 709,    $99,230 

1  001  144!        -^4  IR."^ 

11,611,939 

1,035,329 

8,593,781 

1,547,867 

1,068,346 

4,465,736 

11,829,266 

932,410 

40,201,450 

44,889 

134,134 

37,830 

5,000 

2,060,862 

160,063 

3,820,902 

5,006,938 

583,484 

21,004,322 

318,583 

10,046,741 

44,180,362 

6,328,772 

93,936 

410,018 

$71,248.60 

73,183.63 

193,252.07 

39,216.20 

33,033.14 

71,426.16 

266,606.20 

22,962.28 

662,461.69 

870. 36 

4,614.21 

764. 17 

210.00 

59,767.47 

4,281.76 

54,489.34 

68, 190. 22 

11,084.86 

284,574.38 

10,326.87 

88, 157.  56 

419,392.38 

104,439.29 

1,183.59 

4,633.21 

$4,673.73 
2,498.92 

108.00 
1,228.99 

833.39 

919.76 
3,637.63 

627.72 
3,394.64 

413.47 

City  otEveleth.. 

75,682.66 
193,360.07 
40, 444. 19 
33,866.53 
72  344  91 

8,688,981 

1,501,143 

1,042,055 

4,408,960 

11,663,918 

907,600 

39,890,900 

30,432 

134,134 

37,830 

5,000 

2,008,006 

136,797 

3  706  7.58 

4,800 
46,724 
26,290 
56,775 

166,347 
24,810 

310,660 
14,457 

Village  of  Aurora 

Village  of  Biwabik 

Village  of  Bujil...  . 

Village  of  Chisholm 

Village  of  Gilbert 

Village  of  Hibbing 

Village  of  McKinley.... 

ViUage  of  Sparta 

Village  of  ilesaba 

260|243.83 
23,590.00 

565,856.2:5 
1,283.83 
4,614.21 

764.17 

Town  of  Clinton 

210.00 

Town  of  Biwabik 

Town  of  Breitung 

Town  of  Fayal 

12,259,837 
694,768 
13,940,141 
46,276,748 
6,647,714 

104,984,462 

1,216,797 

42,565,040 

303,063,516 

51,669,709 

924,206 

62,856 

13,266 

114  144 

1,559.87 
416.23 

1,677.92 
404.83 
234.71 

7,377.42 
1,428.86 
2,254.12 
2,623.61 
145. 17 

61,317.34 
4,696.9S 
56,167.26 
68,596.05 
11,319.67 

Town  of  Great  Scott 

Town  of  Mesaba 

Town  of  Missabe  Moun- 
tain  

4,977,388 
571,385 

20,481,724 

279,861 

9,795,283 

43,906,311 

6,319,682 

93,936 

410,018 

29!  550 
12,099 

522,598 
38,722 
250,458 
274,051 
9,090 

11,765.72 
90,411.67 
422, 015. 99 

Town  of  Nichols 

Town  of  White 

104,584.46 
1,183.69 

Town  of  Wuorri 

4,633.21 

Total 

1,044,579,457 

163,411,955 

2,100,002 

166,511,957 

2,440,357.61 

36,457.88 

2,476,815.49 

Total  valuation  and  tax  0/ mines,  and  amount  of  tax  paid  to  the  State  for  years  1896  to 

1908,  inclusive. 


Valuation. 

Tax. 

Year. 

to  the  State. 

Beal. 

Personal. 

Total. 

Beal. 

Personal. 

Total. 

1896.... 

$3,869,383 

$167,687 

$4,027,070 

$86,235.93 

$3,613.50 

$88,849.43 

$11,879.86 

1897.... 

3,816,673 

352,731 

4,168,304 

92,016.66 

8,877.99 

100,894.65 

12,629.«6 

1898.... 

5,497,799 

300,747 

6,798,546 

91,628.12 

6,436.06 

96,963.18 

17,569.69 

1899.... 

6,576,783 

317,872 

6,894,655 

113,567.40 

6,837.16 

120,404.66 

17,271.34 

1900.... 

7,196,867 

648,301 

7,845,168 

141,696.32 

12,670.91 

154,267.23 

22,201.83 

1901.... 

7, 706; 058 

2,703,889 

10,409,947 

144,933.72 

57,452.52 

202,386.24 

29;  460. 15 

1902.... 

28, 493; 170 

1,481,300 

29,974,470. 

482,738.75 

25,816.00 

508,553.75 

75,836,41 

1903.... 

27,947,433 

1,919,661 

29; 867, 084 

663,447.98 

39,236.01 

602,683.99 

81,537.39 

1904.... 

39,791,091 

2,112,687 

41,903,778 

714,478.80 

40,488.76 

754,965.66 

114,397.31 

1905.... 

39,794,131 

2, 499;  872 

42,294,003 

783,939.67 

82,484.29 

808,423.96 

128,150.83 

1906. . . - 

67, 228;  645 

2,626,200 

69,861,845 

1,100,897.99 

47,488. 18 

1,148,386.17 

194, 188. 13 

1907. . . . 

176,176,689 

4,044,441 

180,221,130 

2,014,657.38 

64,969.80 

2,079,617.18 

627,169.63 

1908. . . . 

163,411,955 

2,100,002 

166,611,967 

2,440,357.61 

36,457.88 

2.476,816.49 

551,154.82 

5594  UNITED   STATES   STEEL   OOBPOBATION. 

Total  itaii  taxes  levied  upon  ISt.  Louis  County  by  State  of  Minnesota/or  1908. 

State  scliool  taxes  ' *288, 247. 05 

State  taxes 435, 885. 74 

State  roads,  chapter  163,  laws  of  1905  ' 46, 869. 44 

State  roads,  chapter  219,  laws  of  1905  ' 44,  525. 95 

For  total,  see  State  auditor's  biennial  report  of  1908,  statement 

"0,"  page  512 815,528.18 

Railroad   gross  earnings,    telephones  and   vessel  tonnage   tax,   etc., 

( partly  estimated> 1,  500, 000. 00 

Total  to  be  paid  to  State  by  St.  Louis  County 2,  315, 528. 18 

In  two  years  St.  Loms  County  has  paid  the  State  for  State  road  purposes  $177,979.23, 
and  received  back  from  the  State  for  roads  $13,700. 

According  to  the  State  auditor's  biennial  report  just  published  for  the  years  1907 
and  1908,  the  total  receipts  of  the  State  from  the  several  counties  in  direct  tax  for  1908 
was  $3,647,742.65;  of  this,  St.  Louis  County's  contribution  was  1815,528.18.  Accord- 
ing to  the  same  report  of  the  State  auditor  the  State  received  for  that  year  from — 

Direct  taxes $3, 647, 742.  65 

Railroad — ( iross  earnings 3,  555, 557. 84 

Telephone  companies 101, 286. 40 

Inheritance  tax 43, 454.  56 

Vessel  tonn:i£re  tax 8, 320. 47 

Total 7,  356, 361.  92 

According  to  the  table  published  herewith,  St.  Louis  County  contributed  of  this 
amount  $2,315,528.18  or  31+per  cent,  or  nearly  one-third.  Now  bear  in  mind  that 
these  figures  have  nothing  to  do  with  what  the  State  receives  from  St.  Louis  County 
through  the  sale  of  public  lands  and  public  timber;  through  royalties  on  State  mineral 
lands  (from  the  latter  source  the  State  has  already  received  over  $1,000,000). 

On  page  2  of  the  State  auditor's  report  it  appears  that  the  State  still  owns  in  St. 
Louis  County  302,826  acres  of  land.  The  estimated  valuation  of  this  land  is  $1,377,398. 
St.  Louis  County  has  to  build  roads  alongside  of  these  lands,  making  the  land  more 
valuable  every  year,  and  yet  the  State  of  Minnesota  took  out  of  this  county  in  two 
years  for  road  tax  $177,979.23  and  only  returned  to  the  county  in  the  two  years  for 
road  purposes  $13,700. 

Owing  to  the  large  holdings  of  real  estate  by  railroads,  one-fourth  of  the  assessed 
valuation  of  the  city  of  Duluth  is  on  the  exempt  tax  list.  The  State  takes  all  the 
gross-earnings  tax,  leaving  the  other  three-fourths  to  pay  all  the  street  assessments, 
sidewalk  and  sewer  assessments,  as  well  as  the  local  taxes. 

The  village  of  Proctorlcnott  adjoins  the  limits  of  the  city  of  Duluth.  In  1907  the 
valuation  of  the  village  was  $158,407.  The  village  assessor  estimated  the  amount  of 
exempt  property  within  the  village  paying  a  gross-earnings  tax  to  the  State  at  $620,000. 
There  were  430  children  enrolled  in  the  schools.  The  cost  of  maintaining  the  schools 
in  1908  was  $12,500,  the  village  expense  during  the  same  year  was  $7,500.  This 
$20,000  that  should  have  been  levied  upon  a  valuation  of  $778,407  had  to  be  levied 
against  a  valuation  of  $158,407,  making  a  tax  rate  for  school  and  village  purposes  of 
130  mills — virtually  a  confiscation  of  property.  If  this  levy  could  have  been  assessed 
against  the  entire  valuation,  the  rate  would  have  been  26  mills  instead  of  130  mills. 

This  is  a  fair  example  of  what  it  often  means  for  the  State  to  take  the  entire  special 
taxes,  such  as  gross-earnings,  tonnage  tax,  etc.,  and  not  apportion  it  the  same  as  other 
taxes.  The  system  certainly  makes  some  communities  pay  50  times  their  just 
proportion  of  State  taxes.  Equality  in  distribution_ofi.taxes  is  just  as  important  as 
equality  in  assessment. 

1  Received  back  from  St  te  from  this  fund,  $99,764.90. 
'  Received  back  from  State  from  this  fund,  $1,860.  i, 
'  Received  back  from  State  from  this  fund,  $4,300.  " 
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Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 

Washington,  July  1,  1911. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  I  of  the  Report 
of  the  Commissioner  of  Corporations  on  the  Steel  Industry,  the  said 
part  dealing  with  the  organization,  investment,  profits,  and  position 
of  the  United  States  Steel  Corporation. 

Respectfully,  Charles  Nagel, 

Secretary. 
The  President. 


Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 

Washington,  July  1, 1911. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  I  of  a  Report  on 
the  Steel  Industry,  made  to  the  President  under  your  direction  and 
in  accordance  with  the  law  creating  the  Bureau  of  Corporations. 
The  said  part  deals  with  the  organization,  investment,  profits,  and 
position  of  the  United  States  Steel  Corporation. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  this  report  the  names  of  Mr.  Luther  Conant,  jr.. 
Deputy  Commissioner,  and  Mr.  Francis  Walker,  one  of  my  assistants. 

Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner. 
To  Hon.  Charles  Nagel, 

Secretary  of  Commerce  and  Labor. 
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Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 

Washington,  July  1,  1911. 

Sir  :  I  have  the  honor  to  submit  herewith  Part  I  of  a  Report  on  the 
Steel  Industry.  This  part  deals  with  the  organization,  investment, 
profits,  and  position  in  the  industry  of  the  United  States  Steel  Corpo- 
ration. Additional  parts  will  be  submitted  later  dealing  with  costs 
and  with  prices. 

The  basic  industry  of  steel  making  affects  the  whole  people  of  the 
United  States.  Its  organization  is  a  matter  of  public  concern  (not 
merely  of  private  interest),  and  a  great  national  resource,  iron  ore, 
lies  at  the  foundation  of  the  business. 

The  dominant  concern  is  the  United  States  Steel  Corporation. 
There  is  here  set  forth  (a)  the  causes  of  the  formation  of  the  Corpo- 
ration; Q>)  its  actual  investment  contrasted  with  its  capitalization; 
(c)  its  rate  of  profits;  and  {d)  its  degree  of  control  in  the  industry. 

The  Steel  Corporation  was  the  culmination  and  the  result  of  a 
remarkable  and  even  dramatic  period  in  the  steel  industry.  Until 
about  1898  the  bulk  of  the  business  was  distributed  among  a  very 
considerable  number  of  concerns.  There  was  sharp  competition, 
modified  by  frequent  pools  and  price  agreements  of  greater  or  less 
duration  and  effectiveness. 

In  1898  began  an  era  of  great  consolidations,  with  capitalizations 
ranging  from  $30,000,000  to  $100,000,000,  usually  mergers  of  many 
smaller  companies.  In  most  of  these,  as  in  the  earlier  price  agree- 
ments, the  ruling  motive  was  the  removal  of  competition. 

They  did  not,  however,  finally  eliminate  competition.  On  the  con- 
trary, a  broad  movement  at  once  became  apparent  which  threatened 
competition  on  a  larger  scale  and  probably  more  severe  than  any  in 
steel  history.     This  was  the  process  known  as  "integration." 

The  situation  in  1899-1900  was  as  follows:  There  were  three  great 
companies — the  Carnegie  Company,  the  Federal  Steel,  and  the  National 
Steel — dominating  the  production  of  crude  and  semifinished  steel. 
This  may  be  called  the  "primary  "  group.  Six  other  large  concerns — 
the  Ajncrican  Steel  and  Wire,  American  Tin  Plate,  American  Steel 
Hoop,  American  Sheet  Steel,  National  Tube,  and  American  Bridge — 
severally  controlled  these  lighter  finished  products.  These  formed 
the  "secondary"  group. 
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But,  large  as  these  concerns  were,  no  one  of  them  was  entirely  self- 
sufficient.  The  ' '  secondary  "  group  was  dependent  on  the  ' '  primary  " 
for  its  crude  steel;  the  "primary"  largely  dependent  on  the  "sec- 
ondary" for  a  market  for  its  products.  Few  were  completely 
"integrated;"  that  is,  few  carried  through  under  one  control,  with 
the  accompanying  advantages,  the  entire  industrial  process  from  the 
ore  to  the  finished  product.  Unking  up  ore  and  coal  mines,  transpor- 
tation, blast  furnaces,  steel  works,  roHing  mills,  and  finished  manu- 
facture. 

Immediately,  however,  came  the  next  step.  These  great  concerns 
almost  simultaneously  began  the  final  linking  up  of  the  chain  of  pro- 
duction. Once  begun  by  one  concern,  others  followed  in  self- 
defense.  The  "secondary"  companies  began  to  reach  back,  acquir- 
ing ore  reserves  and  crude  steel  plants.  For  example,  in  1900  the 
Steel  and  Wire  Company,  whose  supply  of  materials  had  previously 
been  purchased  mainly  from  the  Carnegie  or  the  Federal  company, 
planned  to  make  its  own  steel;  likewise  the  National  Tube  Company. 
The  "primary"  concerns,  finding  these  their  chief  customers  turning 
into  rivals,  retahated  by  reaching  forward  to  the  manufacture  of 
finished  products. 

Paramount  in  importance  was  the  ore.  The  recognition  of  that 
importance  came  strangely  late,  but,  once  recognized,  it  became  an 
axiom  that  no  large  concern  could  stay  in  the  business  unless  fortified 
by  its  own  ore  reserves.  By  1900  the  bulk  of  the  Lake  ores  was  in  the 
hands  of  less  than  a  dozen  companies,  with  a  similar  concentration 
in  coking  coal. 

Such  efforts  on  the  part  of  these  great  concerns,  in  striving  each 
to  "integrate,"  to  make  itseK  wholly  independent,  threatened  to 
result  in  a  great  and  sudden  increase  and  duplication  of  the  steel 
producing  and  finishing  capacity  of  the  country,  and  to  involve  them 
also  in  an  invasion  of  each  other's  business. 

Thus  there  was  suddenly  revealed  to  the  industry  what  the  trade 
press  at  the  time  called  "the  impending  struggle  of  the  giants,"  a  con- 
test between  great  concerns  who  under  such  circumstances  might  be 
forced  to  work  out,  in  rigorous  competition,  the  survival  of  the  fittest. 

Such  were  the  conditions  in  the  steel  industry  in  1900.  The  spark 
that  lighted  the  train  was  the  threat  of  the  Carnegie  Company  to 
erect  a  great  tube  plant  near  Cleveland,  thus  invading  the  field  of 
finished  manufacture. 

Steel  men  and  the  various  associated  financial  interests  regarded 
this  situation  with  much  alarm.  In  such  competition  they  saw  a 
great  danger  to  their  businesses,  especially  to  the  profitable  quasi 
monopoHes  in  certain  branches  of  the  trade.  In  averting  it  they 
also  saw  a  great  opportunity.  The  extraordinary  era  of  industrial 
expansion  was  still  on;  the  public  were  still  eagerly  absorbing  large 
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issues  of  securities.  By  merging  these  conflicting  interests  into  a 
great  corporation,  the  threatened  "steel  war"  would  be  averted,  and 
great  profits  realized  from  the  flotation  of  securities. 

With  amazing  swiftness,  in  a  few  weeks,  the  United  States  Steel 
Corporation  was  thus  organized,  and  began  business  on  April  1,  1901. 
Its  total  capitalization  was  a  little  over  $1,402,000,000  (including 
bonds).  It  is  strictly  a  "holding"  company — that  is,  it  does  not 
mine,  manufacture,  transport,  or  sell;  it  simply  owns  the  stock  (as  a 
rule  all  the  stock)  of  its  constituent  concerns.  The  concerns  acquired 
were  as  follows: 


Acquired  1901 : 

Carnegie   Company  (of    New 

Jersey). 
Federal  Steel  Company. 
National  Steel  Company. 
American    Steel    and    Wire 

Company. 
American  Sheet  Steel  Com- 


pany. 
American 

pany. 
American 


Tin    Plate    Corn- 


Steel 


Acquired  subsequently : 

Union  Steel  Company  (1902) . 
Clajrton   Steel    Company 

(1904). 
Tennessee    Coal,    Iron    and 
Railroad  Company  (1907). 


Hoop  Com- 
pany. 

American  Bridge  Company. 

National  Tube  Company. 

Bessemer  Steamship  Com- 
pany. 

Shelby  Steel  Tube  Company. 

Lake  Superior  Consohdated 
Iron  Mmes. 

Thus  competition  between  these  concerns  was  eliminated,  while 
enormous  profits  were  made  from  the  flotation  of  securities,  with, 
also,  an  unparalleled  stock  commission  to  the  underwriting  syndicate, 
which  netted  a  clear  profit  of  about  $62,500,000  in  cash. 

At  its  formation  the  United  States  Steel  Corporation  (referred  to 
herein  as  the  "Corporation")  controlled  about  two-thirds  of  the 
country's  production  of  crude  steel,  and  from  one-half  to  four-fifths 
of  the  principal  rolled  steel  products.  It  comprised  ore,  coal,  lime- 
stone, natural  gas,  railway  and  steamship  companies,  blast  furnaces, 
steel  works,  rolling  mills,  finishing  plants,  and  various  other  proper- 
ties. It  was  thus  a  thoroughly  integrated  concern,  from  ore  to  fin- 
ished products. 

There  remained  outside  the  merger  a  number  of  great  companies  of 
the  primary  sort,  such  as  Jones  &  Laughlin,  the  Pennsylvania,  Cam- 
bria, Lackawanna,  Republic  and  Colorado  Fuel  and  Iron  companies, 
and  numerous  concerns  of  the  secondary  type.  While  overshadowed 
by  the  Steel  Corporation,  these  included  strong,  efficient,  and  growing 
businesses,  furnishing  a  basis  for  vigorous  competition. 
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INVESTMENT   ANl)    CAPITALIZATION    IN    1901. 

The  Steel  Corporation  is  the  greatest  industrial  concern  in  the 
United  States,  with  the  largest  properties,  and  of  international  impor- 
tance. It  is  the  most  conspicuous  example  of  the  modern  corporate 
organization  of  great  businesses.  As  such,  the  relation  of  its  invest- 
ment to  its  capitahzation  and  to  its  earning  power  are  matters  of 
public  concern.  The  Corporation  itself  has  recognized  this  fact  in 
its  pubUc  reports,  and  has  also  furnished  very  extensive  information 
to  the  Bureau. 

The  Corporation  was  organized  with  (in  round  numbers)  510  mil- 
Hons  of  preferred  stock;  508  millions  of  common  stock;  303  millions 
of  Corporation  bonds,  and  about  81  millions  of  underlying  and  mis- 
cellaneous obligations;  a  total  of  over  1,402  million  dollars. 

Speaking  broadly,  such  capitahzation  amounted  to  the  claim,  the 
representation,  that  there  was  a  value  in  this  concern  which  would 
justify  a  fair  business  return  on  this  capitalization.  The  Bureau  finds, 
on  the  contrary,  that  in  1901  the  fair  market  value  of  its  tangible 
property  was  about  700  million  dollars,  shghtly  less  than  one-half  its 
capitahzation.  The  other  half,  the  excess  of  about  700  million 
dollars,  is  thus  separated  and  stands  out,  embodying  the  essential 
pubUc  questions  raised  by  the  Bureau's  analysis  of  its  investment. 
In  so  far  as  that  excess  represented  value  in  1901,  it  was  value  due 
either  to  increased  earning  power  from  ehmination  of  competition; 
concentrated  ownership  of  the  basic  natural  resources,  iron  ore  and 
coal ;  or,  in  some  degree,  integration  efficiency. 

When  such  values  are  capitalized  into  dividend  or  interest  bearing 
securities,  they  involve  important  public  problems.  They  are  merely 
another  name  for  price  policy,  and  the  whole  public  is  ultimately 
concerned  in  steel  prices.  For  that  sufficient  reason  the  bulk  of  this 
part  of  the  report  is  devoted  to  an  analysis  of  the  Corporation's 
investment. 

Three  separate  methods  have  been  used  in  valuing  its  assets  in  1901: 

(a)  By  historical  study  of  the  formation  of  constituent  concerns; 

(b)  by  market  values  of  the  securities  of  constituent  concerns;  (c)  by 
detailed  estimates  of  physical  properties,  classified  by  departments  of 
business.  By  the  first  method  the  valuation  is  $676,000,000;  by  the 
second,  $793,000,000;  and  by  the  third,  $682,000,000.  None  of  these 
figures  includes  any  merger,  integration,  or  monopolistic  factors 
arising  from  the  combination  of  1901.  It  is  precisely  the  object  of 
the  Bureau  to  distinguish  such  values  from  ordinary  property  value. 

The  first  valuation  rests  chiefly  on  evidence  that  the  tangible  prop- 
erty of  most  of  the  constituent  concerns  did  not  exceed  the  preferred 
stock.     A  cash  option  price  was  usually  fixed  by  their  promoters,  and 
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the  original  owners  could  take  this,  or  an  equal  amount  of  preferred 
stock,  with  a  bonus  in  common  stock,  in  the  new  combinations. 

This  was  the  case  with  the  National  Steel,  American  Tin  Plate, 
American  Sheet  Steel,  American  Steel  Hoop,  American  Steel  and  Wire, 
National  Tube,  and  American  Bridge  companies.  The  Federal  Steel 
Company's  property  somewhat  exceeded  its  preferred  stock.  In  the 
Carnegie  Company,  reliable  book  values  indicate  that  its  tangible 
assets  did  not  exceed  its  bond  issue.  The  property  of  the  Lake 
Superior  Consolidated  Iron  Mines  was  taken  as  equal  to  the  par  value 
of  its  stock. 

This  gives  the  valuations  at  the  dates  of  organization.  Adding  now 
the  surplus  earnings  of  these  concerns  up  to  April,  1901,  plus  the  new 
cash  provided  for  the  Corporation,  and  sundry  miscellaneous  obliga- 
tions representing  property,  gives  the  total  stated  above,  $676,000,000. 

Valuation  by  market  prices  of  the  securities  of  constituent  com- 
panies (second  method)  gives  about  $793,000,000,  or  $117,000,000 
more  than  the  preceding  valuation.  Such  excess  is  natural,  as  this 
method  necessarily  covers  all  property,  including  intangible  merger 
values  in  these  consolidations  prior  to  the  Steel  Corporation. 

The  valuation  by  departments  (third  method),  the  most  detailed 
and  conclusive,  was  as  follows: 

Manufacturing  properties,  including  blast  furnaces 1250, 000, 000 

Transportation  properties 91, 500, 000 

Coal  and  coke  properties 80, 000, 000 

Natural  gas  and  limestone  properties 24, 000, 000 

Current  assets 136, 500, 000 

Ore  properties 100, 000, 000 

Total 682, 000, 000 

In  July,  1902,  in  defending  its  capitahzation,  the  Corporation  itself 
made  an  estimate  similarly  classified.  If  we  omit  iron-ore  properties 
in  each  case,  that  estimate  exceeded  the  third  valuation  by  the  Bureau 
by  about  $175,000,000,  or  30  per  cent.  But  in  ore  the  Bureau's 
valuation  was  $100,000,000,  while  the  Corporation's  was  $700,000,000, 
seven  times  as  great,  a  difference  of  $600,000,000.  Thus  the  ore 
reserves,  the  dominant  factor  in  the  steel  industry,  are,  in  this 
valuation  of  its  assets  by  the  Steel  Corporation,  made  to  stand  for 
the  excess  of  capitalization  over  value  of  tangible  assets. 

And  it  is  true,  as  is  thus  tacitly  assumed  by  the  Corporation  itself, 
that  in  these  ore  holdings,  under  the  present  status  of  ownership  and 
control,  there  exists  an  earning  power  and  a  control  of  the  industry 
on  which  rest  largely  those  ultimate  intangible  merger  values  which 
must  be  invoked  in  any  attempt  to  justify  its  great  capitalization. 

The  determination  of  the  ordinary  market  value  of  this  ore  in  1901 
segregates  such  ordinary  value  from  the  peculiar  merger  and  combi- 
nation values  evidently  attributed  to  it  by  its  owner.     The  Bureau's 
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valuation  of  $100,000,000  for  the  ore  was  reached  by  a  study  of  mar- 
ket prices  for  similar  properties  about  1901;  from  the  price  paid  by 
the  Corporation  for  a  large  part  of  its  own  holdings;  and  from  a  calcu- 
lation of  the  "present  worth"  of  the  royalties  paid  on  leased  ore. 
There  was  a  marked  agreement  in  the  results  by  these  various  meth- 
ods, and  it  is  certain  that  $100,000,000  is  a  liberal  figure. 

To  sum  up:  The  actual  market  value  of  the  Steel  Corporation's 
entire  tangible  properties  at  its  formation,  omitting  all  factors  of 
merger,  integration,  and  concentration,  was  not  over  $700,000,000, 
just  about  one-half  its  capitalization. 

The  Bureau  does  not  assume  to  say  that  the  capitahzation  should 
have  been  one-half  what  it  was,  or  indorse  at  this  time  any  particular 
theory  of  capitahzation.  It  has  simply  separated  the  market  value 
of  physical  property  in  this  vast  concern  from  value  based  on  earning 
power  derived  from  intangible  factors.  It  has  defined  these  intangible 
factors  and  pointed  out  their  peculiar  relationship  to  price  policy  and 
the  public  interest,  to  wit,  merger  value,  integration  value,  monopo- 
listic value,  and  above  all  the  incalculable  industrial  power  that  rests 
on  the  control  of  the  bulk  of  the  available  iron  ore  of  the  country. 

1901-1910. 

Increases  in  property. — Since  its  formation,  the  Corporation, 
from  surplus  earnings  (allowing  for  depreciation  and  changes  in 
securities),  has  made  good  much  of  the  original  excess  of  its  capitaliza- 
tion over  tangible  property.  That  excess  in  1901  was  about  700 
million  dollars,  or  100  per  cent,  and  in  1910  only  about  280  million 
dollars,  or  24  per  cent.  The  total  tangible  value  in  1910  was  1,187 
million  dollars.  As  in  1901,  there  is  omitted  here  all  the  merger  values 
heretofore  referred  to,  and  all  appreciation  of  natural  resources  above 
the  actual  cost  thereof  to  the  Corporation. 

Profits. — ^The  rate  of  profit  has  been  calculated,  not  on  the  Corpora- 
tion's capital  stock,  but  on  the  total  investment  as  computed  by  the 
Bureau.  Operating,  administrative,  and  general  expenses,  as  well  as 
taxes,  have  been  deducted  from  earnings;  also  true  depreciation,  a 
matter  of  some  intricacy.  The  Corporation's  allowance  for  depre- 
ciation, including  mineral  exhaustion  and  obsolescence,  has  exceeded 
a  necessary  allowance.  The  Bureau  has  carefully  determined  from  the 
records  of  the  Corporation  the  proper  depreciation,  and  has  restored 
the  excess  to  profits. 

Thus  arrived  at,  the  average  rate  of  profit  on  actual  investment  from 
April  1,  1901,  to  December  31, 1910,  was  12  per  cent.  It  was  highest 
in  1902,  15.9  per  cent,  and  lowest  in  1904,  7.6  per  cent.  The  yearly 
rates  do  not  indicate  any  pronounced  tendency,  but  have  on  the  whole 
sHghtly  decreased. 
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It  must  be  remembered,  however,  that  12  per  cent  profit  for  one 
small  concern  out  of  many  is  one  thing.  Other  concerns  may  make 
much  less.  It  is  a  very  different  thing  when,  as  in  this  case,  one-half 
of  the  whole  industry  has  been  maintained  on  the  level  of  a  12  per  cent 
profit. 

It  must  be  made  entirely  clear  that  this  12  per  cent  is  the  rate  of 
profit  on  the  whole  investment.  Were  that  part  of  the  investment 
deducted  which  may  be  said  to  be  borrowed  money,  chargeable  only 
with  a  low  fixed  rate  of  return,  the  rate  on  the  remainder,  on  that 
part  which,  may  be  considered  as  put  in  by  the  stockholders,  would 
be  considerably  higher. 

Position  in  the  industry. — WhUe  in  production  the  Steel  Cor- 
poration from  the  beginning  has  overshadowed  its  principal  rivals, 
and  even  exceeded  all  of  its  competitors  combined,  its  proportion  of 
the  total  has  materially  diminished  in  the  ten  years  of  its  operation. 

In  pig  iron  production,  the  Corporation  has  just  about  maintained 
its  original  position;  in  1901,  43.2  per  cent;  in  1910,  43.4  per  cent. 
But  in  steel,  both  crude  and  finished,  it  has  lost  ground;  in  1901, 
66  per  cent  of  the  steel  ingots  and  castings;  in  1910,  only  54  per  cent, 
notwithstanding  great  additions  to  its  capacity.  RoUed  steel  prod- 
ucts generally  show  an  almost  steady  loss,  especially  structural 
shapes  and  tin  plate.     Even  in  rails  there  has  been  no  gain. 

In  short,  speaking  broadly,  as  against  60  per  cent  of  all  crude  and 
finished  steel  production  in  1901,  the  Corporation  now  has  not  much 
over  60  per  cent,  indicating  conclusively  the  continuous  presence  of 
strong  and  increasing  independent  production.  The  competition  of 
these  independents  with  the  Steel  Corporation  so  far  as  prices  are 
concerned  has  been  modified  by  the  policy  of  "  cooperation."  This 
will  be  discussed  in  a  later  part  of  the  report. 

In  efficiency,  location  of  plant,  and  equipment — in  capacity  rather 
than  actual  production — the  Corporation  is  materially  stronger  than 
the  foregoing  figures  indicate,  and  in  case  of  continued  trade  depres- 
sion this  strength  would  probably  show  itself  in  increased  control. 
In  ownership  of  railroads  for  handling  its  materials  it  stands  in  a 
class  by  itself.  It  has  a  strong  but  not  exceptional  position  in  water 
transportation.  Its  control  of  the  best  qualities  of  coking  coal  is 
very  strong,  though  modified  of  late  by  new  processes  which  make 
other  coal  more  or  less  available  for  coking  purposes. 

Its  position  in  ore  reserves,  on  the  other  hand,  is  much  stronger  than 
in  any  other  factor  in  the  business.  It  is  almost  impossible,  and  would 
be  unwise,  to  attempt  any  quantitative  statement  of  its  proportion 
of  the  total  ore  of  the  country;  but  of  the  Lake  ores,  on  which  the 
present  steel  industry  is  based,  it  has  about  75  per  cent,  and  this 
advantage  is  materially  enhanced  by  its  extensive  control  of  the  rail 
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transportation  of  the  ore  from  the  mines  to  the  Lakes.  The  so-called 
Hill  lease  made  by  the  Corporation  in  1907,  with  an  unprecedentedly 
high  rate  of  royalty  and  other  onerous  conditions,  is  a  striking 
instance  of  the  poUcy  of  the  Corporation  to  maintain  a  high  degree  of 
control  of  ore.     This  lease  covered  enormous  ore  holdings. 

There  is  much  significance,  also,  in  the  prevailing  custom  of  leasing 
ore  mines  under  royalty  instead  of  purchasing  outright.  This  sys- 
tem as  applied  in  the  Lake  ore  region,  without  any  effective  restric- 
tions as  to  size  of  holdings,  plainly  facilitates  concentration  of  ore 
property,  as  it  greatly  reduces  the  investment  required  to  control 
large  bodies  of  ore.  It  has  unquestionably  had  a  large  influence  in 
producing  the  high  concentration  of  control  now  existing  in  Lake 
ores,  as  well  as  elsewhere. 

Thus,  the  industry  itself  rests  physically  on  the  ore;  the  Corpora^ 
tion  based  one-half  its  capitahzation  on  the  ore;  its  profits  on  ore, 
as  will  later  be  shown,  are  large;  and  in  the  ore  is  its  highest  degree 
of  concentration  and  control.  The  ore,  therefore,  is  of  primary  sig- 
nificance in  the  Corporation's  dominance,  and  in  that  resource  chiefly 
are  involved  the  industry's  problems  of  ultimate  pubhc  interest. 
Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner  of  Corporations. 

The  President. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  THE  STEEL  INDUSTRY. 


Part  I.— ORGANIZATION,  INVESTMENT,  PROFITS,  AND  POSITION 
OF  THE  UNITED  STATES  STEEL  CORPORATION. 


SUMMARY. 


The  principal  features  of  this  part  of  the  Bureau's  report  upon  the 
steel  iadustry  are : 

1.  The  marked  development  of  consolidation,  culminating  in  the 
organization  of  the  United  States  Steel  Corporation. 

2.  Capitalization  by  the  United  States  Steel  Corporation  far  in 
excess  of  property  values.  The  Bureau's  valuation  of  the  tangible 
assets  in  1901  is  $682,000,000,  as  against  $1,400,000,000  of  issued 
securities. 

3.  An  analysis  of  the  cost  of  the  subsequent  additions  to  the  prop- 
erty of  the  Corporation,  showing  a  total  investment  in  tangible 
property  on  December  31,  1910,  of  $1,187,000,000,  as  against 
$1,468,000,000  outstanding  securities. 

4.  An  average  rate  of  profit  from  1901  to  1910  on  the  Corporation's 
actual  investment,  as  computed  by  the  Bureau,  of  12  per  cent. 

5.  An  almost  continuous  decrease  in  the  Corporation's  proportion 
of  the  output  of  principal  steel  products,  but  a  marked  increase  in  its 
ownership  or  control  of  iron-ore  deposits. 

DEVELOPMENT  OF  CONSOLIDATION. 
PERIOD   PRICK   TO    1898    MARKED    BY    ACTIVE    COMPETITION. 

Prior  to  1898  the  iron  and  steel  business  of  the  United  States  was 
distributed  among  a  very  large  number  of  interests.  There  was 
active  and  general  competition.  It  is  true  that  in  the  production  of 
crude  steel  (iagots),  semifinished  steel  (biUets,  slabs,  sheet  bars,  etc.), 
and  heavy  finished  steel  products,  such  as  rails,  plates,  and  structural 
material,  substantial  prominence  had  been  attained  by  a  few  com- 
panies. Furthermore,  there  were  occasional  instances  of  consolida- 
tion, notably  the  organization  of  the  Illinois  Steel  Company  in  1889 
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as  a  merger  of  several  important  steel  concerns  in  Chicago  and  vicinity. 
The  Carnegie  Steel  Company  (Ltd.),  moreover,  while  not  generally 
considered  a  consolidation,  had  in  its  expansion  taken  on  many 
features  of  a  consolidation.  Despite  price  agreements  of  more  or 
less  significance  and  duration  these  large  steel-making  companies 
were,  as  a  rule,  in  active  competition.  With  respect  to  such  finished 
products  as  merchant  bars,  tubes,  sheets,  tin  plate,  wire,  and  wire 
nails,  the  number  of  manufacturers  was  large  and  rivalry  between 
them  was  keen.  In  short,  the  distinguishing  characteristic  of  the 
industry  at  this  period  was  competition. 

Another  feature  of  the  industry  at  this  period  was  that  most  of 
the  concerns  making  the  lighter  finished  products  just  mentioned 
did  not  produce  their  own  steel,  but  purchased  it  from  the  larger 
steel-making  concerns.  Again,  even  some  of  the  largest  of  these 
steel-making  concerns  did  not  produce  all  of  their  pig  iron,  but 
bought  extensively  from  "merchant"  furnaces,  and  many  of  them 
were  dependent  upon  the  open  market  for  their  supplies  of  raw  mate- 
rials— ore  and  coal.  On  the  other  hand,  the  larger  steel  concerns, 
as  a  rule,  did  not  engage  extensively  in  the  manufacture  of  finished 
lines,  except  for  heavy  and  comparatively  simple  products,  like 
Tads,  structural  material,  and  plates,  but  instead  sold  a  large  part 
of  their  output  of  crude  and  semifinished  steel  to  others  for  such 
elaboration.  In  other  words,  integration  of  the  industry  had  not 
been  carried  very  far  at  this  early  date. 

RAPID    PROGRESS    OF    CONSOLIDATION    AFTER    1898. 

The  late  nineties,  however,  witnessed  a  revolution  in  the  business. 
One  after  another,  great  consofidations  were  formed  in  the  principal 
branches  of  the  industry.  The  result  was  that  the  beginning  of 
1900  found  a  very  substantial  proportion  of  the  manufacture  of 
crude  and  semifinished  steel  and  of  such  finished  products  as  rails, 
structural  steel,  plates,  merchant  bars,  wire  rods  and  wire  products, 
sheets,  tin  plate,  and  tubes  under  the  control  of  less  than  a  dozen 
important  consolidations. 

One  of  the  earliest  of  these  mergers  was  the  Federal  Steel  Company, 
incorporated  in  September,  1898.  This  was  a  consohdation  of  the 
Illinois  Steel  Company  in  the  Chicago  district;  the  Lorain  Steel  Com- 
pany farther  east;  the  Minnesota  Iron  Company,  one  of  the  largest  ore 
concerns  in  the  Lake  Superior  region  (which  also  owned  an  important 
ore  railroad  and  a  fleet  of  ore  vessels);  and  the  Elgin,  Joliet  and 
Eastern  Railway.  Integration  of  the  successive  stages  of  production 
was  the  chief  object  of  this  consohdation.  The  issued  capital  stock  of 
the  new  company  was  almost  $100,000,000;  and  it  secured,  roughly, 
15  per  cent  of  the  steel-ingot  production  of  the  country. 
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The  National  Steel  Company,  formed  early  in  1899,  with  $59,000,000 
issued  capital  stock,  acquired  the  principal  crude-steel  manufacturing 
companies  west  of  the  Alleghenies  (chiefly  in  Ohio)  other  than  those 
owned  by  the  Federal  Steel  Company  and  by  the  Carnegie  Steel  Com- 
pany (Ltd.).  Its  ingot  capacity  was  approximately  12  per  cent  of  the 
country's  total. 

The  Carnegie  interests  a  little  later  underwent  an  important  reor- 
ganization, which  resulted  in  the  incorporation  in  March,  1900,  of  the 
Carnegie  Company  of  New  Jersey,  with  a  capitahzation  of  $320,000,000 
(half  of  which  was  in  bonds)  to  take  over  the  old  Carnegie  Steel  Com- 
pany (Ltd.),  and  also  the  H.  C.  Frick  Coke  Company.  Inasmuch  as 
these  interests  had  long  been  afiUiated,  this  reorganization  was  not  a 
consohdation  of  formerly  competing  concerns  in  the  same  sense  as 
some  of  the  others  here  noted.  At  the  time  of  the  formation  of  the 
New  Jersey  concern  the  Carnegie  interests  controlled  fully  18  per  cent 
of  the  ingot  production  of  the  country. 

These  three  concerns,  the  Carnegie,  the  Federal,  and  the  National 
steel  companies,  were  engaged  chiefly  in  the  manufacture  of  crude 
and  semiflnished  steel  for  the  trade,  or  of  the  heavier  finished  steel 
products,  such  as  steel  rails,  beams,  plates,  and  bars. 

There  was  also  a  second  group  of  consolidations,  chiefly  engaged  in 
the  manufacture  of  products  which,  while  comparatively  simple,  in- 
volved somewhat  more  advanced  processes  of  manufacture.  One  of 
these,  the  American  Tin  Plate  Company,  was  organized  in  December, 
1898,  with  $46,000,000  issued  capital  stock.  It  acquired  practically 
every  tin-plate  concern  in  the  country,  giving  it  an  almost  complete 
monopoly  of  that  branch  of  the  industry.  The  American  Steel  and 
Wire  Company,  organized  a  month  later,  with  $90,000,000  capital 
stock,  secured  all  the  leading  concerns  engaged  in  the  production  of 
wire,  wire  nails,  and  other  wire  products.  The  National  Tube  Com- 
pany, formed  in  June,  1899,  with  $80,000,000  capital  stock,  acquired 
concerns  controUiag  the  bulk  of  the  production  of  iron  and  steel 
wrought  tubing.  A  somewhat  smaller  consolidation  of  1899  was  the 
American  Steel  Hoop  Company,  capitalized  at  $33,000,000,  a  merger 
of  the  principal  concerns  making  hoop  steel,  especially  cotton  ties. 

Early  in  1900  the  American  Sheet  Steel  Company  was  organized, 
with  $49,000,000  issued  capital  stock,  to  take  over  the  principal 
manufacturers  of  steel  sheets.  The  American  Bridge  Company, 
formed  in  April,  1900,  with  $61,000,000  issued  capital  stock,  con- 
trolled the  great  bulk  of  the  heavy  bridge  construction  business  of 
the  country,  aside  from  other  structural  work.  The  Shelby  Steel 
Tube  Company,  a  less  important  concern  incorporated  in  February, 
1900,  with  $13,150,000  issued  stock,  may  also  be  mentioned.  It 
had  substantial  control  of  the  seamless  tubing  industry. 
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All  of  these  companies  were  later  merged  into  the  United  States 
Steel  Corporation. 

Certain  other  important  consolidations  should  be  also  mentioned, 
which  did  not  enter  that  combuiation.  One  of  these  was  the  Republic 
Iron  and  Steel  Company,  organized  in  1899,  with  $47,500,000  issued 
stock,  a  consolidation  of  the  principal  manufacturers  of  rolled  iron 
products  in  the  Middle  West;  it  also  had  some  southern  plants.  In 
the  South  there  was  the  Sloss-Sheffield  Steel  and  Iron  Company, 
with  $14,200,000  issued  capital  stock,  a  consolidation  of  various 
furnace  interests  in  Alabama.     This  company  did  not  make  steel. 

Concurrently  with  the  formation  of  these  consolidations  there 
occurred  an  expansion  of  several  older  concerns.  Thus  the  Pennsyl- 
vania Steel  Company,  which  had  an  important  plant  in  eastern 
Pennsylvania  and  another  near  Baltimore,  in  1901  increased  its 
issued  capital  stock  from  $6,500,000  to  $27,250,000  and  materially 
extended  its  manufacturing  operations.  The  Cambria  Steel  Company 
was  organized  in  1898  to  lease  the  old  Cambria  Iron  Company  with  a 
plant  at  Johnstown,  Pa.  It  had  an  issued  capital  stock  of  $16,000,000, 
this  being  later  increased  to  $45,000,000.  The  Lackawanna  Iron  and 
Steel  Company,  capitalized  at  $3,750,000,  determined  at  the  close  of 
1899  to  abandon  its  old  plant  at  Scran  ton,  Pa.,  and  was  succeeded 
in  1902  by  the  Lackawanna  Steel  Company,  of  New  York,  with 
$40,000,000  authorized  capital  stock  (since  increased).  This  com- 
pany erected  a  new  and  much  larger  plant  on  Lake  Erie,  near  Buffalo. 
The  Jones  &  Laughlin  interests,  whose  plants  were  in  the  Pittsburg 
district,  reincorporated  in  1902  as  the  Jones  &  Laughlin  Steel  Com- 
pany, with  $20,000,000  capital  stock  (since  increased  to  $30,000,000 
aside  from  a  large  issue  of  bonds). 

Aside  from  these  reorganizations  of  leading  iron  and  steel  concerns, 
mention  may  be  made  of  a  steady  expansion  in  operations  by  such 
old  establishments  as  the  Colorado  Fuel  and  Iron  Company  in  the 
West  and  the  Tennessee  Coal,  Iron  and  Railroad  Company  in  the 
South.  These  concerns  were,  moreover,  virtually  reorganized  at  a 
somewhat  later  date. 

All  of  these  concerns,  except  the  Tennessee  company  (acquired  in 
1907),  have  remained  outside  the  Steel  Corporation. 

GENERAL  CAUSES  OF  CONSOLIDATION. 

The  transformation  iu  the  steel  industry,  thus  far  described,  was 
simply  one  phase  of  a  general  movement  toward  industrial  consolida- 
tion at  the  time.  This  movement  was  characterized  in  varying  degree 
by  three  especially  important  features,  as  follows: 

(1)  The  restriction  of  competition  through  combination. 

(2)  Integration;  that  is,  the  hnking  up  of  productive  processes 
through  acquisition  under  one  control  of  raw  materials  and  manu- 


UNITED   STATES   STEEL   COEPORATION.  0 

facturing  plants  (and  in  some  cases  transportation  facilities)  and 
through  extensions  and  coordination  of  manufacturing  processes. 

(3)  The  creation  of  a  great  amount  of  inflated  securities. 

The  influence  of  all  these  factors  should  be  kept  clearly  in  mind. 
The  first,  namely,  the  restriction  or  elimination  of  competition,  was 
the  most  important.  Undoubtedly  it  was  the  principal  cause  of  most 
consolidations  in  the  steel  industry.  Profits  had  been  sharply 
reduced  by  the  severe  competition  which  accompanied  the  depression 
of  the  middle  nineties,  and  steel  manufacturers  were  attracted  to 
consolidation  as  a  means  of  increasing  their  returns.  Indeed,  the 
organizers  of  some  of  these  consolidations  have  admitted  that  the 
desire  to  control  or  eliminate  competition  was  the  chief  reason  for 
combination. 

However,  a  desire  to  secure  greater  economies  and  advantages 
through  integration  undoubtedly  played  an  important  part  in  the 
movement.  This  was  especially  true  of  the  steel  business,  where  such 
integration  has  been  introduced  to  an  exceptional  degree,  extending 
from  ownership  and  production  of  the  primary  raw  materials  to  the 
manufacture  of  the  finished  product.  A  conspicuous  feature  of  this 
was  the  acquisition  by  large  iron  and  steel  manufacturers  of  extensive 
reserves  of  raw  materials — ore  and  coal.  One  of  the  chief  advantages 
to  be  gained  was  the  saving  of  the  payment  of  profits  to  others  on 
such  materials.  In  the  case  of  ore  in  particular  this  was  an  impor- 
tant consideration  because  of  the  rather  effective  control  of  ore  prices 
from  time  to  time  by  ore  pools.  Whereas  in  the  beginning  of  the 
nineties  most  manufacturers,  as  already  stated,  were  largely  dependent 
upon  the  open  market  for  their  requirements  of  ore,  by  the  close  of  the 
decade,  as  a  result  of  this  change,  the  control  of  large  ore  reserves  had 
come  to  be  regarded  as  essential  to  successful  continuance  in  the 
industry.  The  great  bulk  of  the  iron-ore  deposits  of  the  Lake  Supe- 
rior region  had  by  1900  passed  under  the  control  of  less  than  a  dozen 
interests,  chiefly  steel-making  concerns.  The  most  desirable  coking- 
coal  fields  of  the  East  had  been  secured,  largely  by  the  same  steel- 
making  interests,  with  almost  equal  rapidity. 

Along  with  this  acquisition  of  supplies  of  raw  materials  went  a 
marked  integration  of  manufacturing  processes. 

Such  integration  and  coordination  of  the  industry,  aside  from 
eliminating  the  payment  of  profits  to  others,  made  possible  the  intro- 
duction of  many  economies  in  the  manufacture  of  steel  products, 
particularly  in  the  saving  of  fuel  and  labor.  In  considering  the  gen- 
eral causes  which  led  to  consolidation  in  the  steel  business,  therefore, 
this  element  of  integration  should  be  given  due  weight. 

Restriction  of  competition  and  integration  of  industry  were,  how- 
ever, by  no  means  wholly  responsible  for  the  rapid  progress  of  con- 
solidation.    The  creation  of  new  securities  for  the  sake  of  a  stock- 
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market  profit  was  a  very  important  consideration.  The  public 
demand  for  such  securities  was  unusually  active  at  this  time. 
Indeed,  the  proportions  of  this  movement  were  largely  determined 
by  the  opportunity  to  market  the  securities  thus  created.  So  long 
as  the  demand  for  such  issues  was  maintained  the  supply  was 
steadily  increased. 

The  importance  of  this  stock-market  factor  in  the  consohdation 
movement,  whether  in  the  iron  and  steel  industry  or  in  other  indus- 
tries, is  too  often  overlooked.  Consolidation,  while  in  large  meas- 
ure an  outgrowth  of  technical  and  industrial  conditions,  was  by  no 
means  exclusively  so.  Instead,  there  was  frequently  a  marked 
reluctance  on  the  part  of  owners  to  dispose  of  the  businesses  which 
they  had  built  up,  and  in  many  cases  the  controlling  inducement  to 
sell  out  was  the  enormous  price  obtainable  in  the  securities  of  these 
great  consolidations. 

The  consolidation  of  wire  interests  is  a  conspicuous  illustration  of 
the  great  inflation  of  capitalization  thus  brought  about.  In  the 
organization  of  the  American  Steel  and  Wire  Company  of  Illinois, 
in  March,  1898,  each  $100  of  the  stock  of  the  Consolidated  Steel  and 
Wire  Company,  one  of  the  constituent  concerns  (and  itself  a  con- 
solidation of  seven  plants)  received  $175  of  preferred  stock  and  $175 
in  common  stock  of  the  new  company,  or  $350  of  new  securities  for 
every  $100  of  old.  Undoubtedly  the  stock  of  the  Consolidated  Steel 
and  Wire  Company  was  worth  considerably  more  than  par  from  the 
standpoint  of  earnings.  A  few  months  later  each  $100  of  the  pre- 
ferred stock  of  the  American  Steel  and  Wire  Company  of  Illinois 
received  $100  in  preferred  stock  and  $60  in  common  stock  of  the 
American  Steel  and  Wire  Company  of  New  Jersey,  while  each  $100 
of  the  Illinois  company's  common  stock  received  $120  in  common 
stock  of  the  new  concern.  Thus  each  $100  stock  of  the  old  Consoli- 
dated company  became  $490  in  the  stock  of  the  New  Jersey  concern. 
(Still  later,  in  the  merger  of  the  American  Steel  and  Wire  Company 
of  New  Jersey  into  the  United  States  Steel  Corporation,  there  was 
some  further  increase.) 

A  noteworthy  feature  of  this  general  inflation  of  securities  was  the 
heavy  stock  commissions  received  by  the  promoters  of  these  con- 
solidations as  their  compensation.  In  the  case  of  the  American  Tin 
Plate  Company  $10,000,000  of  common  stock  admittedly  went  to 
the  organizers,  and  in  the  case  of  the  National  Steel  Company  and 
also  of  the  American  Steel  Hoop  Company  at  least  $5,000,000.  In 
the  organization  of  the  American  Steel  and  Wire  Company  $1 1 ,600,000 
of  the  common  stock  went  to  the  promoters  and  underwriters.  In 
the  organization  of  the  National  Tube  Company  $20,000,000  of  com- 
mon stock  appears  to  have  been  issued  as  a  commission  to  the  pro- 
jnoters  or  bankers,  and  jil  the  case  of  the  American  Bridge  Company 
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at  least  $7,250,000  of  common  stock,  and  possibly  twice  that  amount. 
The  underwriting  syndicate  of  the  Federal  Steel  Company  received 
approximately  $5,680,000  preferred  stock  and  $8,400,000  of  common 
stock  in  return  for  approximately  $4,800,000  cash  and  their  services 
in  organizing  that  concern.  There  were  similar  large  payments  in 
the  case  of  some  others  of  these  steel  consoHdations.  In  the  case  of 
the  Carnegie  Company  apparently  no  commission  was  paid,  the  reor- 
ganization of  this  concern  being  handled  by  the  former  owners  with- 
out the  assistance  of  outsiders. 

Out  of  the  proceeds  of  such  stock  commissions  frequently  some 
organization  expenses  had  to  be  met,  but  in  the  main  these  commis- 
sions were  intended  as  compensation  to  the  promoters  of  these  con- 
solidations. It  should  be  noted  that  the  size  of  these  commissions 
frequently  was  fixed  by  the  promoters  themselves,  since  they  deter- 
mined the  capitalization  of  the  consolidated  company. 

CAUSES    OF    THE    FORMATION    OF    THE    UNITED     STATES     STEEL 

CORPORATION. 

The  fundamental  causes  for  the  formation  of  the  United  States  Steel 
Corporation  were  substantially  the  same  as  those  which  gave  rise  to 
the  earlier  consolidations  already  described,  namely,  restriction  or 
prevention  of  competition;  integration;  stock  inflation.  The  same 
causes,  though  in  varying  degree,  were  here  present,  and  the  same 
processes  were  here  repeated,  though  in  a  more  comprehensive  manner 
and  on  a  vaster  scale. 

A  striking  and  surprising  result  of  the  consolidation  movement  in 
the  late  nineties,  just  described,  was  that  while  several  of  the  great 
steel  consolidations  aimed  to  and  did  secure  a  substantial  degree  of 
monopoly  of  their  particular  branches  of  the  business,  nevertheless 
competition  was  not  thereby  destroyed.  Instead,  it  soon  developed 
that  the  formation  of  these  great  consolidations  was  likely  to  bring 
on  an  era  of  competition  more  severe  than  any  the  industry  had  yet 
seen.  The  reason  for  this  is  plain.  At  the  bottom,  such  "particular 
branches"  were  not  essentially  separate.  In  the  commercial  and 
technical  development  of  the  business  they  tended  naturally  to 
overlap.  In  other  words,  this  unforeseen  outcome  of  consolidation 
was  largely  due  to  the  tendency  of  these  great  concerns  to  secure 
greater  integration,  to  make  themselves  virtually  independent  in  all 
stages  of  production  from  the  ore  up. 

The  conditions  were  quite  remarkable.  Competition  was  threat- 
ening to  break  out  in  much  more  violent  form  in  the  steel  industry. 
On  the  other  hand,  the  upward  swing  of  business  in  the  United  States 
had  not  exhausted  its  vigor,  and  the  readiness  of  the  business  world 
to  support  vast  commercial  and  financial  undertakings  was  unabated, 
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Thus  the  industrial  situation  presented  an  extraordinary  motive  to 
form  a  great  merger,  as  well  as  to  avert  imminent  competition. 

The  active  integration  movement,  furthermore,  presented  another 
very  serious  consideration.  The  extensions  made  by  the  crude-steel 
makers  into  the  territory  of  those  manufacturing  more  finished  prod- 
ucts, and  vice  versa,  meant  not  only  increased  competition,  but  also 
a  sudden  and  great  increase  in  the  productive  capacity  for  crude 
steel  and  steel  products,  an  increase  that  might  place  production,  for 
some  time  at  least,  far  beyond  the  country's  power  of  consumption. 
The  leading  men  connected  with  the  steel  industry  feared  such  over- 
investment in  plant,  which  might,  they  felt,  seriously  disturb  general 
industrial  and  financial  conditions.  Again,  they  feared  the  breaking 
down  of  the  extremely  profitable  quasi  monopolies  already  established. 

Industrial  situation. — As  these  conditions  were  the  most  crit- 
ical factors  in  the  position  of  the  steel  industry  at  the  close  of  1900 
and  the  beginning  of  1901,  it  is  necessary  to  recite  them  in  some 
detail. 

Taking  first  what  may  be  called  the  "primary"  group  of  consoli- 
dations, namely,  those  producing  crude  and  semifinished  steel:  The 
Carnegie  Company  was  the  most  important  of  these.  It  depended  for 
marketing  its  semifinished  steel  products  on  other  manufacturers 
for  whom  these  products  were  raw  materials.  As  to  its  own  raw 
materials  it  was  quite  independent,  with  vast  holdings  of  iron  ore 
and  coking  coal,  as  well  as  extensive  transportation  properties. 

The  Federal  Steel  Company  was  in  much  the  same  general  posi- 
tion as  the  Carnegie,  and  integrated  to  a  similar  degree,  though 
without  quite  as  strong  an  organization  or  financial  condition. 

The  National  Steel  Company  (a  "Moore"  concern)  was,  like  the 
other  two,  partly  dependent  on  other  manufacturers  for  a  market  for 
its  products,  but  tliis  company  had  a  pecuHar  advantage  through 
its  intimate  relations  with  the  rest  of  the  so-caUed  "Moore"  concerns, 
the  Sheet,  Tin  Plate,  and  Hoop  consohdations.  It  was  also  inte- 
grated to  a  degree  comparable  with  that  of  the  other  two. 

A  very  important  concern  closely  related  to  this  primary  group  of 
steel-making  companies  was  the  Lake  Superior  Consolidated  Iron 
Mines,  with  great  holdings  of  ore  in  the  Lake  region,  an  ore  railroad 
to  the  upper  Lake  ports,  and  an  affiliated  fleet  of  ore  vessels.  It  was 
not  a  manufacturing  concern. 

The  "secondary"  group  consisted  of  those  concerns  making  the 
more  finished  products. 

Of  these,  the  American  Steel  and  Wire  Company  at  its  organization 
had  a  substantially  monopolistic  control  of  wire  products.  It  was  not, 
however,  strong  m  its  raw  materials,  namely,  steel  biUets,  although 
subsequent  to  its  organization  it  did  acquire  iron  ore,  coal  property, 
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and  a  vessel  fleet;  but  it  was  by  no  means  completely  integrated  in 
1900. 

The  National  Tube  Company  at  its  formation  controlled  the  greater 
part  of  the  country's  production  of  wrought  pipe  and  tubes.  Two 
of  its  chief  plants  were  fairly  well  integrated.  The  company,  how- 
ever, purchased  a  large  part  of  its  crude  steel. 

The  American  Bridge  Company  handled  a  large  part  of  the  country's 
business  of  heavy  bridge  construction,  but  depended  almost  entirely 
on  other  concerns  for  its  raw  material,  structural  steel,  particularly 
on  the  Carnegie  Company. 

The  American  Sheet  Steel,  American  Tin  Plate,  and  American 
Steel  Hoop  companies  were  all  "Moore"  concerns.  They  largely 
controlled  their  Hnes  of  production,  but  were  integrated  to  only  a 
small  extent.  All  three,  however,  being  affiliated,  as  stated  above, 
with  the  National  Steel  Company  (the  crude-steel  concern  of  the 
"Moore"  companies),  were  thus  protected  to  a  certain  extent  as  to 
the  supply  of  their  raw  materials. 

This  general  situation  was  obviously  one  of  transition,  of  change, 
in  view  of  the  prevailing  movement  toward  complete  integration, 
and  the  resulting  invasion  of  these  great  concerns  into  each  other's 
business  field.  And  the  change  promptly  came.  In  particular,  the 
so-called  "secondary"  concerns  began  to  extend  their  business  back- 
ward to  the  production  of  pig  iron  and  crude  steel  and  the  mining 
of  raw  materials.  This  tended  to  lessen  the  market  and  injure  the 
primary  concerns,  particularly  the  Carnegie  Company,  and  to  a  less 
degree  the  Federal  Steel  Company. 

For  example,  the  American  Steel  and  Wire  Company,  the  constitu- 
ent concerns  of  which  had  previously  bought  most  of  their  supply  of 
billets  or  wire  rods  from  either  the  Federal  Steel  Company  or  the 
Carnegie  company,  planned  in  1900  to  make  its  own  pig  iron  and 
steel. 

The  National  Tube  Company,  which  had  bought  a  large  part  of  its 
raw  materials  from  the  Carnegie  concern,  proposed  to  erect  addi- 
tional blast  furnaces  and  steel  works. 

The  "Moore"  companies  (National  Steel,  Tin  Plate,  Sheet  Steel, 
and  Steel  Hoop)  were  rapidly  making  themselves  independent 
through  the  enlargement  of  the  crude  steel  capacity  of  the  National 
Steel  Company.  This  latter  concern,  moreover,  secured  extensive 
ore  and  coal  properties  and  a  fleet  of  Lake  ore  vessels.  The  con- 
stituent companies  of  these  Moore  concerns  had  formerly  bought 
large  amounts  of  steel  from  the  Carnegie  and  other  "primary" 
companies. 

The  obvious  result  of  these  extensions  was  that  the  Carnegie  Com- 
pany and  to  a  less  degree  the  Federal  Steel  Company  saw  the  danger 
4525°— 11 3 
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of  the  loss  of  a  part  of  their  market  for  semifinished  steel,  and  the 
probability  that  their  former  best  customers  would  become  their  rivals. 
These  "primary"  concerns,  therefore,  promptly  entered  upon  a  poUcy 
of  retahation.  The  Federal  Steel  Company  prepared  to  take  up  the 
manufacture  of  several  finished  products,  particularly  structural  mate- 
rial, tubes,  and  universal  plates.  The  Carnegie  interests  also  con- 
sidered building  new  finishing  mills. 

Finally,  at  the  close  of  1900,  the  Carnegie  interests  announced  that 
they  would  erect  an  immense  tube  plant  on  the  shores  of  Lake  Erie. 
Mr.  Carnegie  stated  that  this  move  was  largely  the  result  of  the  plans 
of  the  National  Tube  Company  to  provide  its  own  supphes  of  crude 
steel. 

As  already  shown,  the  economic  forces  at  work  in  the  industry 
at  that  time,  particularly  the  general  tendency  toward  integration, 
clearly  foreshadowed  a  period  of  competition  and  duplication  of 
capacity.  Under  these  circumstances  this  aggressive  move  of  the 
Carnegie  interests  precipitated  a  crisis.  Conditions  in  the  steel 
industry  were  unsettled.  Both  the  daily  press  and  trade  journals 
were  actively  discussiug  the  coming  "battle  of  the  giants." 

Interests  of  itnanciers. — This  critical  trade  situation  was  in- 
tensified because  of  the  importance  which  the  securities  of  several  of 
these  steel  concerns  had  assumed  on  the  stock  market.  A  period  of 
violent  competition  in  the  steel  industry  would  inevitably  have 
been  followed  by  a  great  decline  in  the  value  of  these  securities.  This 
would  have  been  very  embarrassing  to  the  financial  groups  which 
were  behind  these  consoUdations.  A  more  important  matter  was 
that  the  financial  backers  of  some  of  these  steel  concerns  had  exten- 
sive commitments  in  other  directions,  which  might  be  jeopardized 
by  such  an  acute  struggle  in  the  steel  industry.  From  the  stand- 
point of  these  financiers,  therefore,  the  situation  presented  at  once 
a  great  danger  and  a  great  opportunity. 

From  a  financial  point  of  view  there  were  four  important  groups, 
which  were  more  or  less  distinct,  namely,  "Morgan,"  "Moore," 
"Carnegie,"  and  "Rockefeller." 

The  Morgan  group,  which  included  the  Federal  Steel,  National 
Tube,  and  American  Bridge  companies,  enjoyed  of  course  the  advan- 
tage of  a  strong  financial  support,  but  these  financial  interests  were 
.extensively  committed  in  other  lines  of  business,  especially  in  rail- 
road financiering.  It  may  be  noted  that  there  were  reports  at  this 
time  that  the  Carnegie  interests  were  contemplating  the  construction 
of  a  railroad  from  Pittsburg  to  the  Atlantic  seaboard.  This  threat, 
if  made  good,  would  have  created  an  extremely  disturbing  factor  in 
the  trunk-line  situation. 


12  THE  STEEL  INDUSTRY. 


Corporation  was  formed,  and  acquired,  on  April  1,  1901,  or  shortly 
thereafter,  the  following  concerns: 

Acquired  subsequently  in  1901: 
American  Bridge  Company. 
Lake  Superior  Consolidated 

Iron  Mines. 
Bessemer    Steamship    Com- 


pany. 
Shelby  Steel  Tube  Company. 


Acquired  April  1,  1901: 

Carnegie  Company  (of  New 
Jersey) - 

Federal  Steel  Company. 

American  Steel  and  Wire 
Company. 

National  Tube  Company. 

National  Steel  Company. 

American  Tin  Plate  Com- 
pany. 

American  Steel  Hoop  Com- 
pany. 

American  Sheet  Steel  Com- 
pany. 

Further  important  acquisitions  were  made  later,  as  noted  hereafter. 

By  this  merger  substantially  two-thirds  of  the  steel-ingot  produc- 
tion, and  a  proportion  of  the  principal  rolled-steel  products  of  the 
country,  varying  from  one-half  to  four-fifths,  or  more,  was  trans- 
ferred to  the  control  of  a  single  concern.  The  Steel  Corporation's 
share  of  the  total  pig-iron  production  was  only  about  43  per  cent. 
However,  of  the  output  of  steel-making  pig  iron  of  the  country,  the 
Corporation's  share  was  not  less  than  58  per  cent. 

The  position  taken  by  the  Steel  Corporation  is  that  this  great  aggre- 
gation of  property  was  in  the  main  an  assembling  and  coordination  of 
different  branches  in  the  industry,  the  primary  object  of  which  was  to 
secure  greater  efficiency  and  integration,  and,  of  course,  saving  of  the 
payment  of  profits  to  others.  Their  contention  is  that  most  of  the  con- 
stituent concerns  of  the  Corporation  were  not  in  actual  competition 
with  one  another,  and  they  are  disposed  to  minimize  the  restriction  of 
competition  brought  about  as  a  result  of  this  great  merger. 

It  is  true  that  certain  of  the  constituent  consolidations,  as,  for 
instance,  the  American  Steel  and  Wire  Company  and  the  National 
Tube  Company,  were  not  competing  with  one  another  at  this  partic- 
ular period.  However,  there  was  active  competition  between  the 
three  principal  crude-steel  concerns — the  Carnegie  Company,  the 
Federal  Steel  Company,  and  the  National  Steel  Company — while 
these  concerns,  to  some  extent  at  least,  were  in  competition  with 
some  of  the  large  consolidations  making  the  lighter  finished  products. 
Moreover,  the  fact  should  not  be  lost  sight  of  that  nearly  all  of  the 
latter  class  of  consohdations  were  originally  created  with  the  inten- 
tion of  restricting  competition.  A  more  important  matter  is  that 
a  period  of  violent  competition  among  all  of  these  concerns  was 
imminent  at  this  juncture,  and  that  the  United  States  Steel  Cor- 
poration was  organized  for  the  specific  purpose  of  preventing  the 
new  competition  thus  threatened  as  well  as  ehminating  that  already 
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existing  among  these  concerns.  The  opportunity  for  reaping  a  huge 
promoter's  profit  out  of  this  situation  undoubtedly  was  an  important 
consideration  ia  bringing  about  the  merger.  Nevertheless  the  primary 
object  was  the  restriction  or  prevention  of  competition. 

Several  of  the  largest  iron  and  steel  concerns  which  were  not  ab- 
sorbed by  the  Steel  Corporation  were  at  that  time  engaged  in  the 
manufacture  of  special  products  which  did  not  bring  them  into  sharp 
conflict  with  the  Corporation,  or  confined  their  activities  to  a  more 
limited  field  than  that  of  the  Corporation.  The  failure  of  the  Corpo- 
ration to  include  some  of  these  concerns  was,  therefore,  less  signifi- 
cant than  might  at  first  sight  appear.  However,  several  of  the  con- 
cerns remaining  outside,  notably  the  Jones  &  Laughhn  interests,  the 
Lackawanna  Iron  and  Steel  Company,  the  Kepublic  Iron  and  Steel 
Company,  the  Pennsylvania  Steel  Company,  and  the  Cambria  Steel 
Company,  were  important  rivals  of  the  Corporation.  The  Colorado 
Fuel  and  Iron  Company  in  the  West,  on  account  of  its  geographical 
location,  was  not  a  serious  competitor.  Nevertheless,  negotiations 
were  entered  into  shortly  after  the  organization  of  the  Steel  Corpora- 
tion for  the  acquisition  of  that  concern,  but  were  not  consummated. 
The  Tennessee  Coal,  Iron  and  Railroad  Company  in  the  South  was  at 
this  time  chiefly  concerned  with  the  production  of  foundry  pig  iron. 
As  noted  below,  this  concern  was  acquired  by  the  Steel  Corporation 
m  1907. 

DESCRIPTION   OF   THE    UNITED    STATES    STEEL    COKPORATION   IN    1901. 

Some  idea  of  the  magnitude  of  the  Steel  Corporation,  as  well  as 
of  its  character  as  a  consolidation  of  combinations,  is  brought  out  by 
Table  3,  facing  page  107,  which  gives  its  principal  constituent  com- 
panies in  1901,  with  the  subsidiaries  of  these  at  that  date,  or  the 
principal  properties,  where  the  ownership  was  in  fee  instead  of  by 
stock. 

At  its  organization  the  Corporation  acquired  steel  works  with  an 
annual  capacity  of  over  9,400,000  tons  of  crude  steel  and  more  than 
7,700,000  tons  of  finished  rolled  steel  products;  several  railroads, 
with  over  1,000  miles  of  main  track  and  a  large  mileage  of  second 
track  and  sidings;  a  fleet  of  112  Lake  ore  vessels;  iron-ore  reserves  in 
the  Lake  region  estimated  at  about  500,000,000  to  700,000,000  tons 
(see  p.  28);  more  than  50,000  acres  of  coking-coal  lands  with  a  great 
acreage  of  other  grades  of  coal,  not  to  mention  numerous  miscellaneous 
properties. 

Subsequent  acquisitions  and  additions. — Since  its  organiza- 
tion the  Steel  Corporation  has  very  greatly  increased  the  capacity 
of  its  plants  and  the  scope  of  its  operations.  The  bulk  of  this  increase 
has  been  due  to  the  construction  of  new  plants,  or  the  enlargement  of 
old  ones,  the  acquisition  of  additional  ore  and  coal  properties,  and 
similar  extensions,  such  additions  being  paid  for  largely  from  earnings. 
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The  Corporation,  however,  has  made  three  important  acquisitions 
of  competing  concerns  since  1901.  The  first  of  these  was  the  pur- 
chase in  December,  1902,  of  the  Union  Steel  Company,  which  had  just 
absorbed  the  Sharon  Steel  Company.  This  concern  was  located  in 
the  Pittsburg  district  and  was  an  aggressive  competitor  in  several 
branches  of  production  in  which  the  Steel  Corporation  was  actively 
engaged.  It  also  had  a  valuable  ore  property.  The  company  was 
backed  by  very  influential  interests,  including  H.  C.  Frick,  and  it  was 
desired  by  the  Steel  Corporation  for  these  reasons  even  more  than  for 
its  properties. 

In  May,  1904,  the  Corporation  purchased  the  Clairton  Steel  Com- 
pany, a  somewhat  smaller  concern.  It  was  in  the  hands  of  receivers 
at  the  time  of  its  acquisition. 

The  third  and  most  important  of  these  acquisitions  was  the  Ten- 
nessee Coal,  Iron  and  RaUroad  Company,  in  1907.  By  the  purchase 
of  this  company  the  Steel  Corporation  secured  the  leading  factor  in 
the  southern  iron  and  steel  industry  (the  Tennessee  concern  having 
by  this  time  erected  steel  works  of  considerable  capacity),  and,  what 
was  of  more  consequence,  the  extensive  ore  and  coal  reserves  of  that 
company.  The  purchase  of  this  concern,  which  was  made  in  the 
height  of  the  panic  of  1907,  had  been  preceded  by  unsuccessful 
attempts  on  the  part  of  other  interests  to  use  it  as  a  basis  of  a  rival 
consolidation  which  would  also  include  the  Sloss-Sheffield  Steel  and 
Iron  Company  and  the  Repubhc  Iron  and  Steel  Company. 

CAPITALIZATION  AND  INVESTIKEENT  OF  THE  UNITED  STATES 
STEEL  CORPORATION  IN  1901. 

The  relation  of  the  assets  and  actual  investment  of  this  great  com- 
bination to  the  securities  issued  is  of  high  pubhc  importance  in  esti- 
mating both  the  status  of  the  Corporation  itself,  the  reasonableness  of 
its  profits,  and  its  other  effects  on  the  interests  of  the  pubhc. 

The  Corporation  in  1901,  after  its  organization  had  been  fairly  com- 
pleted (and  including  the  acquisition  of  the  Shelby  Steel  Tube  Com- 
pany, which  did  not  occur  until  August),  had  a  total  outstanding 
capitalization,  including  underlying  bonds,  sundry  mortgages,  and 
purchase-money  obhgations  (but  excluding  $535,407  unacquired  stock 
of  subsidiaries) ,  as  follows : 

Preferred  stock $510, 205, 743 

Common  stack 508, 227, 394 

Steel  Corporation  bonds 303, 450, 000 

Underlying  bonds 59,091,657 

Purchase-money  obligations  and  real-estate  mortgages 21, 872, 023 

Total 1, 402, 846, 817 
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For  the  purposes  of  the  Bureau's  investigation  it  was  essential  to 
make  an  analysis  of  the  actual  value  of  the  physical  properties  of 
the  Corporation  in  1901,  upon  which  this  huge  capitalization  was 
based.  The  Bureau  has  made  such  an  analysis  by  three  different 
methods: 

Firstf  hy  organization  history — that  is,  from  historical  study  of 
the  organization  and  investment  of  the  constituent  concerns  at  the 
time  of  their  formation. 

Second,  by  marlcet  value  of  securities — that  is,  by  computation  of 
the  pubhc  estimate  of  the  value  of  the  properties  of  those  constituent 
concerns  as  reflected  in  the  market  prices  of  their  securities. 

Third,  by  departments  of  business — that  is,  by  a  detailed  estimate 
of  the  physical  properties  of  the  company  by  departments  of  its 
business,  computed  from  all  available  data  and  with  an  especially 
elaborate  calculation  of  the  value  of  the  ore  property. 

The  valuation  arrived  at  by  the  Bureau  by  the  first  method,  which 
is  chiefly  for  tangible  assets,  is  approximately  $676,000,000;  the 
valuation  arrived  at  by  the  second  method,  which  includes  intangi- 
ble considerations,  is  approximately  $793,000,000;  the  valuation 
arrived  at  by  the  Bureau  by  the  third  and  more  precise  method,  this 
being  for  tangible  assets  only,  is  approximately  $682,000,000. 

None  of  these  valuations  includes  any  value  imparted  to  these 
properties  by  the  very  act  of  merging  them  into  the  Steel  Corpora- 
tion and  treating  them  as  a  unified  going  concern.  Obviously  such 
a  value  must  be  largely  due  to  the  element  of  concentration  of  con- 
trol and  consequent  elimination  of  competition,  which  value  should 
not  be  included  in  the  present  discussion.     (See  p.  50.) 

It  may  be  noted  at  this  point  that  the  United  States  Steel  Corpora- 
tion is  a  holding  company,  practically  its  entire  property  consisting  of 
the  securities  of  a  number  of  subsidiary  concerns,  some  of  which, 
moreover,  in  turn  own  stocks  in  underlying  concerns.  For  the  sake 
of  brevity  and  clearness  in  this  report,  however,  it  wiU  be  convenient 
to  refer  to  the  physical  properties  thus  controlled  as  though  they 
were  directly  owned  by  the  Corporation  itself.  For  all  practical 
purposes  such  is  indeed  the  fact. 

ESTIMATED  VALUE  OF  CORPOEATION's  PROPERTY,  BASED  ON  STUDY  OF 
ORGANIZATION   OF   CONSTITUENT   CONCERNS. 

The  Bureau's  estimate  of  the  value  of  the  Steel  Corporation's 
property,  arrived  at  by  a  study  of  the  organization  of  the  constituent 
concerns — approximately  $676,000,000 — includes  the  entire  physical 
property  and  not  merely  the  equity  over  and  above  bonded 
indebtedness  (which  indebtedness,  for  these  constituent  concerns,  is 
assumed  to  represent  an  equivalent  investment  in  property).  It 
includes  only  a  negligible  allowance  for  intangible  considerations. 
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In  the  main  the  valuations  arrived  at  are  based  upon  the  method 
by  which  these  constituent  companies  were  organized.  A  very 
common  basis  of  organization  was  to  determine  upon  cash  prices 
for  the  plants  acquired  and  then  to  give  the  vendors  (the  owners  of 
the  plants)  the  option  of  taking  the  price  in  cash  or  of  taking 
preferred  stock  up  to  the  fuU  amount  of  the  cash  option  figure,  with 
a  large  bonus  in  common  stock.  New  cash  capital  frequently  was 
raised  on  the  same  terms.  The  result  of  this  method  of  organization 
was  that  the  preferred  stock  of  the  consolidated  concern  at  its 
original  organization  represented  practically  the  entire  value  of  the 
property  acquired — certainly  the  entire  value  of  the  physical  assets. 

This  was  the  method  followed  in  the  four  "Moore"  companies, 
viz.  National  Steel  Company,  American  Tin  P]ate  Company,  Ameri- 
can Sheet  Steel  Company,  and  American  Steel  Hoop  Company. 

In  the  case  of  at  least  three  of  these  companies  a  considerable  block 
of  the  common  stock  was  issued  to  the  promoters  as  a  '"  commission" 
for  their  services;  in  the  case  of  the  American  Sheet  Steel  Company 
apparently  some  preferred  stock  was  also  issued  for  this  purpose. 

In  the  organization  of  the  American  Steel  and  Wire  Company  the 
preferred  stock  likewise  covered  the  entire  value  of  the  physical  prop- 
erty acquired  at  the  time  of  organization,  aU  of  the  common  stock 
being  issued  either  as  a  bonus  or  for  underwriting  services.  The 
same  method,  substantially,  was  followed  in  the  organization  of  the 
National  Tube  and  American  Bridge  companies. 

The  common  stock  of  the  Federal  Steel  Company,  however,  appears 
to  have  had  some  property  value  back  of  it.  Taking  its  principal 
subsidiary  concerns,  the  Illinois  Steel  Company  and  the  Minnesota 
Iron  Company,  at  their  book  values — roughly  $19,250,000  and 
$22,950,000,  respectively— and  allowing  $4,000,000  to  cover  its 
Lorain  and  Johnson  companies  (this  being  approximately  the  price 
paid,  reduced  to  a  cash  basis),  and  $4,200,000  for  the  $6,000,000  stock 
of  the  Elgin,  Joliet  and  Eastern  Railway,  the  total  indicated  prop- 
erty value  (over  and  above  underlying  indebtedness),  including  the 
net  amount  of  new  cash  capital  provided,  was,  roughly,  $62,100,000 
against  which  the  Federal  company  issued,  approximately,  $99,700,000 
of  stock.  The  Bureau  has  allowed  as  an  outside  figure  a  total  of 
$63,000,000.  The  method  of  arriving  at  this  valuation  is  carefully 
explained  in  the  text  of  the  report.  While  made  independently,  it 
very  closely  agrees  with  the  average  stock  market  valuation  of 
Federal  Steel  stocks  during  the  period  from  September,  1898,  to 
December  31,  1900. 

The  valuation  of  the  Carnegie  Company's  property  is  more  difficult 
because  the  organization  of  this  concern  was  arranged  privately  by  the 
former  o\\  ners,  and  because  its  securities  were  never  actively  dealt  in. 
The  book  value  of  the  property  of  the  old  Carnegie  Steel  Company 
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(Ltd.)  (which  had  approximately  a  29^  per  cent  interest  in  the  H.  C. 
Frick  Coke  Company)  on  March  1,  1900,  or  just  before  these  two  con- 
cerns were  transferred  to  the  Carnegie  Company  of  New  Jersey,  was, 
roughly,  $81,500,000.  This  book  Talue,  while  correct  for  some  of  the 
properties  of  the  company,  undoubtedly  understated  the  value  of 
others,  particularly  the  item  of  "investments."  Using  such  data  as 
were  available,  the  Bureau  has  arrived  at  the  conclusion  that  the 
tangible  property  of  the  Carnegie  concern  in  March,  1900,  was  not 
in  excess  of  the  $160,000,000  bond  issue  (the  company  also  issued 
$160,000,000  of  stock).  A  suggestive  fact  is  that  in  organizing  the 
New  Jersey  company  $125,000,000  of  bonds,  and  a  like  amount  of 
stock,  were  allotted  for  the  various  Carnegie  steel  properties,  and 
$35,000,000  of  bonds  and  an  equal  amount  of  the  stock  for  the  H.  C. 
Frick  Coke  Company.  This  clearly  is  analogous  to  a  similar  distri- 
bution of  preferred  and  common  stock  in  the  case  of  several  of  the 
other  constituent  concerns  of  the  Steel  Corporation.  These  terms, 
in  connection  with  other  evidence  presented  in  the  body  of  the  report, 
indicate  that  the  Carnegie  interests  issued  bonds  up  to  substantially 
the  full  amount  of  tangible  property,  leaving  the  stock  to  cover 
intangible  considerations. 

The  Lake  Superior  Consolidated  Iron  Mines  has  been  entered  in 
the  Bureau's  estimate  at  a  value  equal  to  the  par  of  its  outstanding 
stock,  approximately  $29,400,000.  This  appears  to  be  sufficiently 
liberal.  In  the  middle  nineties  the  stock  sold  as  low  as  $10  per  share 
(par  $100);  in  1899  it  sold  as  low  as  $40  per  share,  and  the  highest 
reported  price  in  1900  was  $75  per  share,  the  sales  being  very  infre- 
quent. While  the  market  price  may  have  been  depressed  by  the 
fact  that  the  company  had  never  paid  a  dividend  and  did  not  pub- 
hsh  annual  reports,  these  figures  apparently  do  not  warrant  a  valua- 
tion of  the  property  of  this  concern  in  excess  of  the  par  value  of  its 
stock. ^ 

The  Shelby  Steel  Tube  Company,  acquired  in  August,  1901,  was 
purchased  for  $1,791,038  preferred  and  $2,004,550  common  stock  of 
the  United  States  Steel  Corporation.  This  covered  practically  the 
entire  stock  of  the  Shelby  concern.  The  current  market  value  of  the 
Corporation's  stock  thus  issued  was  approximately  $3,000,000,  and 
this  figure  has  been  taken  as  representing  the  value  of  this  company 
at  its  acquisition  rather  than  the  par  value  of  the  preferred  stock 
($5,000,000),  as  in  several  other  cases. 

The  Bessemer  Steamship  Company  has  been  entered  in  the  Bureau's 
estimate  at  $8,500,000,  the  purchase  price,  this  acquisition  being  tem- 
porarily financed  by  the  issue  of  purchase-money  obligations  to  that 
amount. 

'The  Bureau  has,  however,  added  the  moderate  surplus  of  the  company  on  April  1,  1901,  this  being 
included  in  the  item  of  $117,700,000  in  the  table  on  page  19.    (See  also  Table  12,  p.  167.) 
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The  Steel  Corporation  also  acquired  a  one-sixth  interest  in  the 
Pittsburg  Steamship  Company  and  the  Oliver  Iron  Mining  Company 
(the  other  five-sixths  interest  in  these  concerns  already  being  owned 
by  the  Carnegie  Company;  also,  of  course,  acquired  by  the  Corpora- 
tion) .  Owing  to  the  difficulty  of  estimating  ore  property  in  small 
parcels,  this  one-sixth  interest  in  the  two  concerns  has  been  credited 
in  the  current  estimate  with  a  value  equal  to  the  par  of  the  United 
States  Steel  preferred  stock  issued  therefor — ^namely,  $9,250,000 — 
(an  equal  amount  of  common  stock  was  also  paid;  this  has  been 
regarded  as  a  bonus) .  While  this  allowance  is  undoubtedly  too  high, 
the  excess  over  a  more  accurate  valuation  is  relatively  so  small  as 
not  to  be  important. 

The  foregorug  valuations,  it  should  be  kept  in  mind,  are  applicable 
at  the  dates  of  the  respective  organizations  of  the  companies  named, 
except  in  the  case  of  the  last  four  concerns,  where  the  figures  given 
apply  to  the  dates  of  acquisition  by  the  Steel  Corporation.  By  April, 
1901,  the  various  constituent  concerns  had  increased  their  property 
investment,  through  surplus  earnings,  to  the  extent  of  approxi- 
mately $117,700,000.  Adding  this  sum,  together  with  $25,003,000 
new  cash  capital  provided  the  Steel  Corporation,  to  the  valuations 
stated  above  and  including  underlying  bonds,  purchase-money  obli- 
gations, and  real-estate  mortgages  (which  also  cover  any  additions 
to  the  property  made  in  this  way),  brings  the  indicated  total  iavest- 
ment  in  the  physical  property  acquired  by  the  Steel  Corporation  in 
1901  up  to  approximately  $676,000,000,  as  shown  by  the  table  on 
the  succeeding  page. 
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ESTIMATED  VALUES  OF  TANGIBLE  ASSETS  OF  CONSTITUENT  CONCERNS  OF  THE 
UNITED  STATES  STEEL  CORPORATION  AT  THE  DATES  OF  THEIR  RESPECTIVE 
ORGANIZATIONS,  WITH  ADDITIONS  TO  APRIL  1,  1901. 

[Tentative  estimate;  for  final  estimate  see  p.  36.] 


Constituent  concerns. 


Estimated 
values  of 
tangible 

assets 

at  dates  of 

respective 

organizations. 


Carnegie  Company  (New  Jersey) 

Federal  Steel  Company 

American  Steel  and  Wire  Company  (New  Jersey) 

National  Tube  Company 

National  Steel  Company 

American  Tin  Plate  Company 

American  Steel  Hoop  Company 

American  Sheet  Steel  Company 

American  Bridge  Company 

Lake  Superior  Consolidated  Iron  Mines 

Shelby  Steel  Tube  Company 

One-sixth  interest  in  Pittsburg  Steamship  Company  and  Oliver  Iron  Mining  Company. 

Total 

Add  underlying  bonds,  mortgages,  and  purchase-money  obligations  of  above  companies 
at  par 

Total  valuation  at  time  of  organization  of  constituent  companies  (except  in  cases 

noted) 

Add: 

Smplus  earnings  of  the  companies  acquired 

Investment  through  bond  issues,  purchase-money  obligations,  etc 

Cash  capital  provided 

Approximate  grand  total  of  value  of  physical  property  In  April,  1901 


$160,000,000 
63,000,000- 
40,000,000 
40,000,000 
27,000,000 
18,325,000 
14,000,000 
17,000,000 
'31,374,000 
129,400,000 
13,000,000 
2  9,250,000 


452,349,000 


8  60, 000, 000 


512,349,000 

117,727,000 

8  20,964,000 

25,003,000 


676,043,000 


I  Estimated  value  of  property  at  time  of  its  acquisition  by  the  United  States  Steel  Corporation,  instead 
of  at  its  organization. 

"  Amount  of  preferred  stock  of  United  States  Steel  Corporation  issued  therefor;  this  probably  excessive, 
but  allowed  here  in  absence  of  other  data. 

•  The  total  of  such  indebtedness,  $80,964,000,  is  known;  the  division  here  given  was  partly  approxi- 
mated.   The  item  of  $20,964,000  includes  the  Bessemer  Steamship  Company. 

VALUATION    OF    CONSTITUENT    COMPANIES    AS    INDICATED    BY    MARKET 
PRICES    or   THEIR    SECURITIES. 


The  valuation  of  the  properties  of  these  constituent  concerns 
arrived  at  by  the  second  method  of  analysis  is  based  upon  the  market 
value  of  their  securities.  Using  average  weekly  prices,  where  avail- 
able, and  again  adding  underlying  bonds,  purchase-money  obHga- 
tions,  and  real-estate  mortgages,  at  par,  as  well  as  $25,003,000  of  new 
cash  capital  provided  for  the  Steel  Corporation,  the  indicated  valua- 
tion is  approximately  $793,000,000,  as  shown  in  the  table  on  the 
next  page. 
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APPROXIMATE  MARKET  VALUATION  OF  SECURITIES  ACQUIRED  BY  UNITED  STATES 
STEEL  CORPORATION  IN  1901,  AS  INDICATED  BY  AVERAGE  MARKET  PRICES, 
1899-1900. 


Constituent  concerns. 


Stocks  regularly  quoted: 

Federal  Steel  Company — 

Preferred 

Common 

American  Steel  and  Wire  Company — 

Preferred 

Common 

National  Tube  Company- 
Preferred  

Common 

National  Steel  Company- 
Preferred  

Common 

American  Tin  Plate  Company — 

Preferred 

Common 

American  Steel  Hoop  Company — 

Preferred 

Common 

American  Bridge  Company  i — 

Preferred 

Common 

Shelby  Steel  Tube  Company ' — 

Preferred 

Common 

Stocks  not  actively  quoted: 

American  Sheet  Steel  Company ' — 

Preferred 

Common 

Lake  Superior  Consolidated  Iron  Mines 

Carnegie  Company; 

Bonds 

Stock 

Oliver  Iron  Mining  Company,  one-sixth  interest 

Pittsburg  Steamship  Company,  one-sixth  interest . 


Total 

Mortgages  and  purchase-money  obligations . 

Underlying  bonds  and  scrip  at  par 

Cash  capital 


Grand  total.. 


Amount  of 
stock  ac- 
quired by 

United 
States  Steel 
Corporation. 


rar  value, 
153,260,200 
46,483,700 

39,999,000 
49,981,400 

40,000,000 
40,000,000 

26,996,000 
31,970,000 

18,325,000 
28,000,000 

14,000,000 
19,000,000 

31,357,600 
30,946,400 

4,776,100 
8,018,200 


24,499,600 
24,499,600 
29,413,905 

159,450,000 

160,000,000 

200,000 

221,700 


0  881,398,405 


Average 
market 
price  of 
stock  in 
1899-1900. 


Per  cent  of 
•par  value. 

76.38 
60.04 

89.41 
48.26 

94.20 
48.72 


91.16 
41.67 


84.77 
34.77 


77.34 
32.  U 


93.10 
43.88 


66.48 
10.90 


!  66. 88 
"  19. 00 
8  75. 00 

105. 00 
<  100.00 


'  No  quotation  in  1899. 

» Mean  of  highest  and  lowest  prices  in  Pittsburg  market  in  1900,  weekly  quotations  not  being  available, 
s  Asked  price  in  1900.    Does  not  include  lower  prices  recorded  in  1900. 
<  Only  13  shares  known  to  have  been  sold  in  open  market. 

s  Not  based  on  stock  quotations  but  amount  of  United  States  Steel  Corporation  preferred  stock  issued 
therefor  at  par. 
0  Does  not  include  $535,407  unacquired  stock  in  subsidiary  concemf. 
'  Including  $3,000  paid  in  by  original  incorporators. 
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The  average  prices  given,  cover  the  periods  from  the  respective 
dates  of  organization  to  December  31,  1900.  The  market  quotations 
from  January  1,  1901,  to  March  31,  1901,  were  so  largely  influenced 
by  the  prospective  organization  of  the  Steel  Corporation  that  they 
have  been  properly  excluded  in  computing  the  foregoing  averages; 
their  inclusion,  however,  would  have  added  only  about  $6,000,000  to 
the  grand  total  reached. 

It  should  be  noted  that  the  stocks  of  several  of  these  concerns  were 
inactive,  particularly  those  of  the  Carnegie  Company  and  the  Lake 
Superior  Consolidated  Iron  Mines.  The  former  stock  has  been  taken 
at  its  par  value,  since  the  few  recorded  sales  of  the  stock  (but  13  shares 
in  all)  were  at  that  figure.  The  Lake  Superior  Consolidated  stock  has 
been  taken  at  $75  per  share — the  highest  reported  figure  for  a  number 
of  years  prior  to  1901 — since,  on  account  of  the  inactivity  of  this  stock, 
an  average  of  the  prices  in  1899  and  1900  might  be  imfair.  (In  the 
preceding  estimate  the  stock  was  reckoned  at  par.) 

The  Carnegie  bonds  have  been  entered  at  their  market  quotation. 
Although  the  premium  on  these  securities  might  fairly  be  ignored  in 
a  calculation  of  this  sort,  it  was  deemed  better  to  allow  it. 

When  it  is  taken  into  consideration  that  these  market  prices  include, 
of  course,  an  allowance  for  earning  power  and  other  intangible  con- 
siderations, this  total  of  $793,000,000  indicates  that  the  preceding 
valuation  of  $676,000,000  for  the  tangible  property  alone  is  suffi- 
ciently liberal. 

ESTIMATED  VALUATION  OF  PROPERTY  OF  STEEL  CORPORATION  IN   1901 
BY   DEPARTMENTS    OF   ITS    BUSINESS. 

Both  of  the  foregoing  estimates  are  necessarily  somewhat  general. 
The  estimate  of  the  Bureau,  based  on  the  third  method  stated — 
that  is,  by  departments  of  the  Corporation's  business — was  prepared 
on  a  more  detailed  basis. 

Before  proceeding  to  discuss  this  estimate,  it  should  be  noted  that 
the  Steel  Corporation  itself,  in  July,  1902,  in  litigation  then  pending, 
submitted  an  estimate  of  the  value  of  its  assets,  by  principal  depart- 
ments, as  follows: 

ESTIMATE  OF  VALUE  OF  TANGIBLE  ASSETS  OF  UNITED  STATES  STEEL  CORPORA- 
TION ON  JULY  1,  1902,  SUBMITTED  BY  THE  CORPORATION  IN  THE  "HODGE"  SUIT. 

Ore  properties $700,000,000 

Plants,  mills,  fixtures,  machinery,  equipment,  tools,  and  real  estate 300, 000, 000 

Blast  furnaces 48, 000, 000 

Coal  and  coke 100,  COO,  000 

Transportation  properties i  80, 000, 000 

Natural  gas  fields 20,000,000 

Limestone  properties 4, 000, 000 

Cash  and  cash  assets  2 148, 291, 000 

Total 1,400,291,000 

I  President  Schwab  stated  that  the  Corporation's  estimate  for  this  item  was  the  value  after  allowing  for 
$40,340,000  of  indebtedness.    (See  p.  36.) 
a  As  of  June  1, 1902.    See  note  3  to  table  on  page  36. 
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This  estimate  of  the  Steel  Corporation  was  submitted  for  the  pur- 
pose of  defending  its  huge  capitahzation,  which  was  then  directly 
challenged  as  one  of  the  vital  issues  in  the  suit.  As  the  legal  right  of 
the  Corporation  to  carry  out  a  proposed  conversion  of  a  portion  of 
its  preferred  stock  into  bonds  was  dependent  upon  the  amount  of  its 
assets  there  was  a  great  inducement  before  the  Corporation  to  over- 
state the  value  of  its  property  in  order  to  justify  its  capitalization. 
As  shown  later  some  of  the  Corporation's  figures  greatly  exaggerated 
the  true  values. 

The  Bureau  for  the  purposes  of  this  third  method  of  analysis  has 
used  the  classification  of  property  employed  by  the  Corporation, 
shown  in  the  preceding  table.  The  basis  of  the  Bureau's  estimates 
by  the  different  classes  may  now  be  briefly  explained.  For  conven- 
ience in  discussion  the  value  of  the  ore  property  will  be  taken  up  last. 

MANUFACTURING    PROPERTIES. 

For  most  of  the  subsidiary  companies  of  the  Steel  Corporation  the 
Bureau's  valuations  of  the  manufacturing  plants  were  arrived  at  by 
deducting  from  the  par  value  of  the  preferred  stock  issued  at  their 
respective  organizations  the  amounts  of  working  capital  provided. 
The  preferred  stock,  as  already  shown,  in  most  cases  represented  the 
total  assets  acquired,  which  m  several  instances  consisted  exclusively 
of  plants  and  working  capital.  Therefore  the  values  of  the  plants 
could  be  arrived  at  by  deducting  the  working  capital  from  the  amount 
of  preferred  stock.  As  the  properties  were  acquired  as  going  con- 
cerns, the  preferred-stock  issues  probably  included  in  some  cases  an 
allowance  for  intangible  considerations,  and  this  method  may  there- 
fore somewhat  overstate  the  value  of  the  plants.  This  method  was 
used  in  the  case  of  the  American  Steel  and  Wire  Company,  the 
National  Steel  Company,  the  American  Tin  Plate  Company,  the 
American  Steel  Hoop  Company,  the  National  Tube  Company,  and 
the  American  Bridge  Company.  In  the  case  of  the  National  Steel 
Company,  an  addition  of  $2,561,000  was  made  on  account  of  bonded 
indebtedness,  which  was  considered  as  representing  an  equivalent 
investment  in  manufacturing  properties.  (Additional  bonds  were 
subsequently  issued  by  this  com]>any,  but  almost  entirely  for  other 
kinds  of  property.)  A  few  of  the  other  concerns  had  small  amounts 
of  indebtedness,  bringing  the  total  addition  on  this  account  up  to 
$3,000,000.  In  the  case  of  the  American  Sheet  Steel  Company,  owing 
to  evidence  that  even  the  preferred  stock  was  heavily  "watered," 
the  value  of  the  manufacturing  plants  was  fixed  at  $12,000,000, 
although  the  preferred-stock  issue  was,  roughly,  $24,500,000.  An 
addition  of  $1,000,000  was  made  to  cover  certain  detached  real 
estate.  This  company  had  $2,000,000  of  bonded  debt,  but  this  has 
been  considered  as  representing  its  natural-gas  property.     (See  p.  26.) 
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The  value  given  the  plants  of  the  Carnegie  Company  was  the  book 
value,  as  shown  in  the  balance  sheet  of  March  1,  1900.  In  the  case 
of  the  Federal  Steel  Company,  likewise,  the  value  for  its  Illinois  Steel 
Company  plants  was  the  book  value  at  the  time  of  their  acquisition, 
while  the  value  taken  for  its  Lorain  and  Johnson  companies'  plants 
was  practically  the  cash  equivalent  paid.  The  bond  issues  of  these 
concerns,  therefore,  do  not  have  to  be  considered. 

The  Shelby  Steel  Tube  Company  plants  have  been  valued  at 
$3,000,000. 

The  other  constituent  companies  mentioned  in  the  list  on  page  19 
did  not  have  any  manufacturing  plants. 

The  valuations  thus  arrived  at  are  summarized  in  the  following 
table:  , 

BUEEAU'S  ESTIMATE  OF  INVESTMENT  OF  CONSTITUENT  COMPANIES  OF  UNITED 
STATES  STEEL  CORPORATION  IN  MANUFACTURING  PLANTS  (INCLUDING  BLAST 
FURNACES)  AND  REAL  ESTATE  AT  THE  DATES  OF  THEIR  RESPECTIVE 
ORGANIZATIONS. 


Company. 


Preferred 
stock  issued. 


Current  as- 
sets at  or- 
ganization. 


Balance  to 

represent 

plants. 


American  Steel  and  Wire  Company 

National  Steel  Company  ' 

American  Tin  Plate  Company  > 

American  Steel  Hoop  Company 

National  Tube  Company 

American  Bridge  Company  i 

Other  companies: 

Carnegie  Company  (book  value) 

Federal  Steel  Company- 
Illinois  Steel  Company  (book  value) 

Lorain  and  Johnson  companies  (approximate  cash 

price) 

Shelby  Steel  Tube  Company  (approximate  cash  price).. . 

American  Sheet  Steel  Company  (estimated) 

Add  to  cover  Investment  in  manufacturing  plants  repre- 
sented by  miscellaneous  bonds 


$40,000,000 
27,000,000 
18,325,000 
14,000,000 
40,000,000 
31,374,000 


$16,600,000 
9,000,000 
4,500,000 
3,000,000 
16,000,000 
11,500,000 


$23,400,000 
18,000,000 
13,825,000 
11,000,000 
24,000,000 
19,874,000 

43,356,000 

20,200,000 

4,000,000 
3,000,000 
13,000,000 

3,000,000 


Total. 


196,654,000 


1  In  the  case  of  this  company  the  preferred  stock  here  given  includes  a  small  amount  issued  soon  alter 
the  organization  of  the  company. 

This  total  of  $196,654,000,  it  should  be  emphasized,  is  the  indi- 
cated value  of  the  manufacturing  plants  and  accompanying  real 
estate  at  the  respective  dates  of  organization  of  these  constituent 
concerns  (except  in  the  cases  of  the  American  Bridge  and  Shelby 
Steel  Tube  companies),  and  not  the  value  at  the  time  of  transfer  to 
the  Steel  Corporation.  As  shown  above,  the  aggregate  surplus  earn- 
ings of  aU  the  subsidiaries  from  the  dates  of  their  respective  organiza- 
tions to  AprU  1,  1901,  were  approximately  $117,700,000.  A  part  of 
this  was  invested  in  manufacturing  properties,  and  a  portion  of  the 


24  THE  STEEL  INDTJSTKY. 

original  working  capital  of  these  concerns  was  also  used  for  this  same 
purpose.  Just  how  much  was  invested  in  manufacturing  plants  is 
not  definitely  known.  Large  sums  were  invested  in  ore,  coal,  and 
transportation  properties.  On  the  other  hand,  there  had  very  likely 
been  some  depreciation  of  these  properties.  From  various  data 
obtained  the  Bureau  has  concluded  that  an  allowance  of  $250,000,000 
would  be  suSicient  to  cover  the  total  investment  in  these  manu- 
facturing properties  on  April  1,  1901.  (Only  a  small  addition  had  to 
be  made  on  account  of  additional  securities  issued,  because  these 
were  almost  exclusively  for  other  classes  of  property.) 

That  this  allowance  of  $250,000,000  is  sufficiently  hberal  is  indi- 
cated by  data  furnished  by  the  Steel  Corporation.  At  the  close  of 
December,  1907,  the  Steel  Corporation  made  an  appraisal  of  its  assets 
(see  p.  44),  in  which  the  manufacturing  properties  (other  than 
the  Gary  plant  and  those  of  the  Tennessee  Coal,  Iron  and  Raiboad 
Company)  were  valued  at  $367,600,000.  This  figure,  according  to 
the  Corporation,  represented  the  construction  cost  less  accrued  de- 
preciation (see  p.  41),  except  for  real  estate,  which  was  taken  at 
the  ciu-rent  value.  During  the  period  from  April  1,  1901,  to  Decem- 
ber 31 ,  1907,  there  had  been  invested  in  net  capital  additions  to  these 
manufacturing  properties  (again  excluding  the  Gary  and  Tennessee 
plants)  approximately  $114,500,000.  Deducting  this  from  the  fore- 
going figure,  gives  an  indicated  investment  in  these  manufacturing 
properties  in  April,  1901,  of  $253,000,000.  This  amount  was  over 
and  above  an  expenditure  of  approximately  $180,000,000  for  ordinary 
maintenance  and  repairs  which,  in  some  cases,  apparently  included 
an  allowance  for  depreciation  although  not  so  designated. 

The  Corporation's  valuation  of  $367,600,000  at  the  end  of  1907, 
however  (and  consequently  the  resulting  figure  of  $253,000,000  for 
1901),  includes  real  estate  at  values  in  excess  of  those  prevailing  in 
1901.  Allowing  for  this  fact,  this  1907  appraisal  of  the  Corporation 
does  not  indicate  a  valuation  for  the  Corporation's  plants  in  April, 
1901,  in  excess  of  $250,000,000. 

TRANSPORTATION    PROPERTIES. 

Railroad  properties. — The  Bureau  has  placed  the  value  of  the 
railroad  property  of  the  Corporation  at  $70,000,000.  This  was  almost 
exactly  the  book  value — that  is,  the  sum  of  the  capital  stock,  bonds, 
and  surplus.  As  shown  in  the  detailed  discussion  in  the  body  of  the 
report,  there  can  be  little  doubt  that  the  Bureau's  valuation  is  suffi- 
ciently hberal.  This  figure  does  not  include  an  interest  of,  roughly, 
48  per  cent  in  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad 
Company  not  owned  by  the  Corporation. 

Steamship  properties. — ^The  steamship  property  of  the  Corpora- 
tion in  1901  has  been  valued  by  the  Bureau  at  $20,000,000.     This 
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agrees  almost  exactly  either  with  the  cash  prices  paid  by  the  Corpora- 
tion, or  with  the  net  investment  shown  on  the  books  of  the  constituent 
companies,  either  of  which  can  not  be  regarded  as  understating  the 
value.  It  is  equivalent  to  an  average  of,  roughly,  $40  per  ton  of  carry- 
ing capacity,  including  both  barges  and  steamers.  At  the  close  of 
1900  ore  steamers  of  the  most  improved  type  could  be  constructed  at 
an  average  cost  of  from  |45  to  $50  per  ton  of  cargo  capacity.  The 
cost  of  barges  was  somewhat  less.  Since  many  of  the  vessels  were 
more  or  less  depreciated  and  somewhat  obsolete  in  type,  an  average 
valuation  of  $40  per  ton  must  be  regarded  as  hberal.  It  is  possibly 
excessive,  but  as  any  reduction  which  could  reasonably  be  made  would 
be  comparatively  small,  it  has  been  allowed. 

Dock  peoperties. — The  only  important  dock  property  acquired 
by  the  Steel  Corporation  (other  than  certain  docks  included  with  rail- 
roads or  manufacturing  plants  and  embraced  in  the  foregoing  valua- 
tions for  these)  was  that  of  the  Pittsburg  and  Conneaut  Dock  Com- 
pany, the  book  investment  in  which  on  AprU  1,  1901,  was  $1,236,375. 
An  allowance  of  $1,500,000  for  aU  miscellaneous  dock  property  is 
undoubtedly  sufficient. 

On  the  foregoing  basis,  it  will  be  seen,  the  total  valuation  for  the 
transportation  properties  as  a  group  is  $91,500,000.  It  should  be 
noted  that  this  figure  represents  the  entire  value  of  these  properties 
(except  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Rail- 
road, as  above  noted),  and  not  merely  the  equity  value  over  and 
above  bonded  indebtedness. 

COAL   AND    COKE    PEOPEETT. 

The  Steel  Corporation's  estimate  of  $100,000,000  for  this  property 
was  undoubtedly  excessive  in  some  respects,  particularly  in  the 
values  assigned  to  cokiug-coal  lands,  a  large  portion  of  which  was 
rated  at  $1,500  per  acre.  The  Bureau  has  allowed  $1,200  per  acre 
for  such  coal,  a  figure  which,  in  view  of  the  facts  set  forth  in  the  body 
of  the  report,  must  be  regarded  as  entirely  ample.  This  meant  a  re- 
duction of  $13,000,000;  the  steam  coal  estimate  was  reduced  by 
$3,000,000.  The  Corporation's  estimate,  moreover,  included  addi- 
tions made  to  the  property  since  April  1, 1901,  amounting  to,  roughly, 
$2,000,000.  It  also  included  an  entry  of  $2,500,000  for  certain  prop- 
erty not  acquired  until  the  end  of  1901.  Allowuig  for  these  con- 
siderations, the  Bureau  has  fixed  upon  $80,000,000  as  an  approxi- 
mate but  liberal  valuation  of  this  coke  property  in  April,  1901. 

NATURAL-GAS   AND   LIMESTONE   PROPERTIES. 

The  Corporation,  it  will  be  seen,  placed  the  value  of  the  natural- 
gas  property  in  1901  at  $20,000,000.     Owing  to  the  great  difficulty 
of  arriving  at  a  conclusive  estimate  of  the  value  of  that  property  as 
4525°— 11 i 
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it  existed  in  1901,  the  Bureau  has  allowed  this  valuation  to  stand. 
It  may  be  pointed  out,  however,  that  this  figure  is  about  double 
the  valuation  of  the  Steel  Corporation  in  1907  for  its  natural-gas 
property  at  that  date.  The  Corporation's  natural-gas  property  was 
acquired  chiefly  through  the  Carnegie  and  American  Sheet  Steel 
companies. 

The  Corporation's  allowance  of  $4,000,000  for  the  limestone  prop- 
erty is  undoubtedly  excessive,  but  the  amount  is  comparatively 
small  and  in  the  absence  of  satisfactory  data  the  Bureau  did  not 
attempt  to  revise  it. 

WOKKING    ASSETS. 

The  working  assets  of  $136,500,000  were  arrived  at  from  a  con- 
sohdated  balance  sheet  furnished  by  the  Corporation.  Purchase- 
money  obligations  and  sundry  real-estate  mortgages  were  treated  as 
bonded  indebtedness.  (See  note  3  to  the  table  on  p.  36.)  This  total 
includes  $25,003,000  cash  capital  provided  for  the  Corporation  at  its 
organization. 

SXIMMARY    FOR   PROPERTY    OTHER   THAN    ORE. 

The  Bureau's  estimates  of  the  tangible  property  of  the  Corporation, 
other  than  ore,  in  1901,  are  therefore  as  follows: 

Manufacturing,  including  blast  furnaces $250, 000, 000 

Transportation 91, 500, 000 

Coal  and  coke 80, 000, 000 

Natural  gas 20, 000, 000 

Limestone 4, 000, 000 

Working  assets 136, 500, 000 

Total 582, 000, 000 

The  total  value  assigned  these  classes  of  property  in  the  Corpora- 
tion's estimate  of  1902  (see  table  on  p.  21),  it  will  be  observed,  was 
roughly  $700,000,000,  or,  after  including  the  bonded  indebtedness 
of  transportation  properties  and  purchase-money  obligations  and 
mortgages,  to  make  the  two  estimates  fairly  comparable,  approxi- 
mately $757,000,000.  The  Corporation's  estimate,  of  course,  iacluded 
additions  to  property  made  from  April  1,  1901,  to  July,  1902.  Never- 
theless the  Corporation's  estimate  of  its  manufacturing  properties  was 
undoubtedly  excessive.  Except  in  this  instance,  the  Bureau's  valu- 
ations for  these  classes  of  property  are  not  strikingly  different  from 
those  of  the  Corporation  in  1902. 

VALUE  OF  THE  ORE  PROPERTY  OF  THE  STEEL  CORPORATION. 

The  ore  valuation  made  by  the  Corporation,  however,  presents  a 
very  different  question.  The  table  on  page  21  shows  that  the  Cor- 
poration assigned  a  value  of  no  less  than  $700,000,000  to  its  ore  prop- 
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erty,  or  almost  one-half  of  the  total  claimed  for  all  its  assets.  It  is 
evident,  therefore,  that  conclusions  regarding  the  value  of  the  ore 
must  largely  govern  opinions  as  to  the  relationship  between  the 
capitalization  and  the  actual  property  assets  of  the  Steel  Corporation 
as  a  whole. 

The  Bureau  has  estimated  the  value  of  this  ore  property  by  three 
different  methods — ^first,  on  the  basis  of  prices  paid  for  ore  in  fee 
shortly  before  the  Corporation  was  organized;  second,  on  the  basis  of 
the  price  paid  by  the  Steel  Corporation  itself  for  a  certain  portion  of 
its  ore  property;  and,  third,  by  a  calculation  of  the  "present  worth" 
of  royalties  on  leased  ore. 

It  should  be  explained  that  it  is  a  very  common  practice  for  operators 
of  iron  mines  to  lease  ore-bearing  tracts  on  a  system  of  rentals  called 
"royalties";  that  is,  the  lessee  (or  operator)  contracts  for  the  right 
to  take  ore  from  a  given  deposit  and  to  pay  the  owner  thereof  a  stipu- 
lated amount  for  every  ton  of  ore  taken  out.  Usually  the  lease  pro- 
vides that  not  less  than  a  fixed  minimum,  shall  be  paid  for  annually. 

Such  a  right  to  mine  ore  is  called  a  "leasehold."  A  mine  which 
is  owned  outright  by  the  operator  is  spoken  of  as  a  "fee"  mine,  and 
the  ore  in  such  a  mine  or  in  a  tract  of  land  so  owned  is  spoken  of  as 
"fee  ore." 

Valuation  based  on  prices  for  tee  ore. — In  arriving  at  a 
valuation  by  this  first  method,  which  the  Bureau  regards  as  the  least 
conclusive  of  the  three,  an  effort  has  been  made  to  determine  in  a 
rough  way  the  prevailing  prices  for  fee  ore  in  1901.  Allowance 
must  then  be  made  for  the  fact  that  a  considerable  part  of  the  Cor- 
poration's ore,  instead  of  being  owned  in  fee,  was  simply  held  by 
it  under  lease.  The  value  of  such  leasehold  rights  necessarily  is  less 
than  the  value  of  a  corresponding  quantity  of  similar  fee  ore. 

Fee  prices  of  ore,  owing  to  the  great  uncertainties  which  attend  all 
mining  enterprises,  should  be  used  only  with  great  discretion.  The 
price  originally  paid  for  a  mining  property  may  not,  of  course,  repre- 
sent the  real  market  value  of  that  property  at  a  later  period  after 
development.  For  this  reason  prices  paid  for  ore  property  in  the  early 
nineties  have  not  been  taken  into  consideration  by  the  Bureau.  The 
prices  paid  by  the  constituent  concerns  of  the  Steel  Corporation  in  the 
late  nineties,  however,  are  entitled  to  some  weight,  although  even 
these  must  be  regarded  as  simply  in  the  nature  of  evidence  and  not 
as  conclusive.  All  available  evidence  indicates  that  prices  of  ore 
bought  in  fee  in  the  late  nineties  seldom  amounted  to  more  than  a  few 
cents  per  ton  on  the  estimated  tonnage  acquired. 

As  one  instance  it  may  be  noted  that  the  American  Steel  and  Wire 
Company  bought  the  Sauntry  mine  in  1899  for  $700,000.  This  mine 
was  estimated  at  the  time  to  contain  anywhere  from  25,000,000  to 
40,000,000  tons  of  ore.     On  the  lower  estimate  of  tonnage  the  price 
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was  less  than  3  cents  per  ton  and  on  the  higher  basis  less  than  2 
cents  per  ton.  A  later  estimate,  based  on  expert  examination, 
placed  the  tonnage  at  over  80,000,000  tons,  which  woidd  indicate  a 
price  of  less  than  1  cent  per  ton.  The  reported  prices  paid  for  several 
other  mines  transferred  in  fee  in  1899  and  1900  likewise  averaged 
only  a  very  few  cents  per  ton  on  the  estimated  tonnage. 

The  following  significant  statement  from  a  formal  brief  filed  by 
the  delegation  from  St.  Louis  Comity  in  the  House  of  Kepresentatives 
of  Minnesota  (the  great  bulk  of  the  developed  iron-ore  deposits  of 
Minnesota  being  in  St.  Louis  County)  as  late  as  1909  may  be  cited: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than 
1  cent  per  ton;  the  highest  that  we  ever  knew  were  for  15  cents 
per  ton.  There  may  have  been  sales  at  a  higher  price,  iut  we 
have  never  Tcnovm  of  one,  and  upon  inquiry  can  learn  ofnone.^ 

This  emphatic  statement,  made  eight  years  after  the  Steel  Cor- 
poration was  organized,  during  which  period  there  had  been  a  con- 
siderable advance  in  the  value  of  ore  property,  together  with  much 
additional  evidence  presented  in  the  body  of  the  report,  clearly  indi- 
cates that  fee  ore  in  the  ground  in  the  Lake  region  in  1901  was  on 
the  average  worth  decidedly  less  than  15  cents  per  ton. 

An  estimate  of  700,000,000  tons  for  the  total  ore  holding  of  the 
Steel  Corporation  in  1901  must  be  regarded  as  hberal.  Indeed  the 
Corporation  in  its  estimate  of  1 902 ,  above  given  (see  p  ■  2 1 ) ,  reckoned  on 
this  tonnage,  its  valuation  of  $700,000,000,  being  at  the  rate  of  SI  per 
ton.  It  has  since  been  admitted  that  this  estimate  made  no  allowance 
for  the  fact  that  a  large  part  of  the  ore  was  simply  leased  and  not 
owned  in  fee.  The  allowance  of  $1  per  ton  for  even  the  fee  ore  was 
unquestionably  extravagant. 

Supposing  that  all  the  ore  had  been  owned  in  fee  in  1901  (which 
was  not  the  case),  and  allowing  as  much  as  10  cents  per  ton  as  a  fair 
average  value,  the  total  value  of  a  deposit  of  700,000,000  tons  would 
have  been  $70,000,000;  at  an  average  of  5  cents  per  ton  only 
$35,000,000.  Adding  $9,000,000  to  cover  unprovements  to  this  mining 
property  in  1901,  this  being  approximately  the  book  investment  in 
these  improvements  (shafts,  stripping,  equipment,  buildings,  etc.),  the 
indicated  valuation  of  the  entire  property,  based  upon  such  fee  prices, 
would  range  from  $44,000,000  to  $79,000,000.  Even  allowing  as  much 
as  15  cents  per  ton  for  the  ore,  which  figure,  however,  is  discredited  by 
the  statement  of  the  mining  interests  above  quoted,  the  total  indi- 
cated valuation  of  the  property,  including  improvements,  would  be 
only  $114,000,000.  However,  these  results  are  aU  on  the  assump- 
tion that  all  the  ore  was  owned  in  fee,  whereas  at  least  one-half  of 
it  was  simply  leased.     As  stated  above,  such  leases  were  worth  less 
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per  ton  than  fee  ore.  If  a  correction  were  made  for  this,  the  above 
amounts  would  be  substantially  reduced. 

Prices  paid  for  orb  property  by  the  Steel  Corporation 
iTSEi-P. — The  most  important  single  block  of  ore  property  acquired 
by  the  Steel  Corporation  in  1901  was  that  of  the  I^ake  Superior 
Consolidated  Iron  Mines.  An  official  statement  at  the  time  of 
the  purchase  placed  the  holdings  of  that  concern  anywhere  from 
a  minimum  of  300,000,000  tons  to  well  above  400,000,000  tons; 
the  higher  estimate  later  proved  to  be  conservative.  Using  the 
lower  figure,  it  will  be  seen  that  the  holdings  of  this  concern  repre- 
sented three-sevenths  of  the  total  accepted  estimate  of  700,000,000 
tons.  The  quality  of  the  ore  properties  of  this  company  as  a  whole 
was  certainly  equal  to  the  average  quality  of  all  the  ore  properties 
acquired  by  the  Steel  Corporation.  The  proportion  of  the  fee  ore 
apparently  was  higher  than  for  the  other  ore  property  of  the  Cor- 
poration. By  determining  a  valuation  for  so  large  a  fraction  of  the 
total,  therefore,  it  is  possible  to  arrive  at  an  approximate  value  of  the 
entire  holdings  of  the  Corporation. 

The  Steel  Corporation  acquired  the  Lake  Superior  Consolidated 
concern  on  the  basis  of  $135  of  its  own  preferred  and  S135  of  its 
common  stock  for  each  $100  of  the  old  stock.  The  total  par  value 
of  Steel  Corporation  securities  thus  issued  was  roughly  $79,400,000. 
The  market  value,  based  on  the  average  prices  of  Steel  Corporation 
stocks  for  the  first  year  of  the  company's  operations  ($94  for  the 
preferred  and  $44  for  the  common),  was  approximately  $55,000,000. 
While  this  was  substantially  the  cash  price  obtained  by  the  owners, 
it  undoubtedly  far  exceeded  any  price  which  the  purchasers  would 
have  been  willing  to  pay  in  actual  cash.  Indeed,  the  market  prices 
of  the  securities  issued  for  this  concern  almost  certainly  overstate 
the  real  cash  value  of  the  property.  Such  prices  in  securities,  even 
when  reduced  to  the  basis  of  actual  market  value,  undoubtedly 
include  what  is  in  effect  a  price  paid  to  get  greater  control  of  the  ore 
situation. 

In  addition  to  its  ore  property,  the  Lake  Superior  Consolidated  Iron 
Mines  owned  the  entire  $2,512,000  capital  stock  and  $2,305,000  of  the 
bonds  of  the  Duluth,  Missabe  and  Northern  Railway.  This  railroad 
was  exceptionally  valuable.  Its  average  earnings  in  1900  and  1901 
were  at  the  rate  of  over  50  per  cent  yearly  upon  the  capital  stock.  Its 
operating  expenses  in  1900  were  less  than  45  per  cent  of  the  gross 
earnings.  (See  p.  60.)  Moreover,  the  capital  securities  of  this  road 
appear  to  have  been  fairly  well  protected  by  tangible  assets  alone. 
Without  allowing  anything  for  earning  power,  therefore,  the  invest- 
ment value  of  these  railroad  securities  at  par,  plus  $3,000,000  to 
cover  the  surplus  on  April  1,  1901,  was,  approximately,  $7,817,000. 
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Applying  the  rates  of  exchange  into  United  States  Steel  stock — 
.$135  for  the  preferred  and  $135  for  the  common  for  each  $100  of  the 
Lake  Superior  ConsoUdated  stock — to  this  figure,  gives  a  total  of, 
roughly,  $10,553,000  of  each  class  of  stock  which  may  be  considered 
as  having  been  issued  for  this  raihoad  property.  Deducting  this 
from  the  total  amounts  of  Steel  Corporation  stock  issued  for  the  entire 
property  of  the  Lake  Superior  concern  (roughly  $39,708,000  of  each 
class)  there  would  be  left  $29, 1 55,000  of  each  class  for  the  ore  property. 
The  market  value  of  this  stock  at  the  average  prices  above  given  (194 
for  the  preferred  and  $44  for  the  common)  would  be  $40,234,000. 

Using  the  minimum  estimate  of  300,000,000  tons,  this  price  was 
equivalent  to  13.4  cents  per  ton  for  the  ore;  using  the  estimate  of 
400,000,000  tons  the  average  would  be  almost  exactly  10  cents  per 
ton.  These  prices,  it  should  be  noted,  include  fee  mines,  leaseholds, 
and  improvements,  collectively,  and  not  merely  fee  ore.  The  pro- 
portion of  fee  ore  in  the  Consolidated  company's  holdings,  as  just 
stated,  was  apparently  higher  than  for  the  other  ore  property  acquired 
by  the  Steel  Corporation  taken  as  a  whole.  The  property,  moreover, 
included  a  large  number  of  improved  mines. 

Applying  these  averages  to  the  accepted  estimate  of  700,000,000 
tons  as  the  total  ore  tonnage  of  the  Steel  Corporation  in  1901 ,  the  total 
cost  of  the  acquisitions  of  ore  property  (with  improvements),  had  it 
all  been  acquired  on  the  same  average  basis  per  ton  (assuming  the 
same  proportions  for  fee  and  leasehold  mines)  as  this  ore  of  the  Lake 
Superior  Consohdated  Iron  Mines,  would  have  ranged  from  about 
$70,000,000  to  $94,000,000,  according  to  the  tonnage  assumed  for  the 
Lake  Superior  Consolidated  Iron  concern. 

Calculations  thus  based  upon  this  Consohdated  Iron  Mines  purchase 
must  be  regarded  as  liberal  and  probably  excessive.  The  rates  of 
exchange  allowed  the  Consolidated  stock  are  in  themselves  indicative 
of  an  excessive  payment.  •  These  rates  figure  out  an  approximate  cash 
yield  of  $186  for  each  share  of  the  Consolidated  Iron  Mines  stock, 
whereas  down  to  the  close  of  1899  the  highest  price  for  the  stock  for 
many  years  appears  to  have  been  $60  per  share,  and  the  highest  price 
down  to  the  close  of  1900,  $75  per  share.  It  is  incredible  that  there 
could  have  been  any  such  rapid  increase  (nearly  250  per  cent)  in  actual 
market  value  in  this  short  interval.  The  chief  owners  of  the  Lake 
Superior  Consolidated  stock  were  Standard  Oil  capitalists  who  were 
under  no  pressure  to  sell,  and  who  must  have  recognized  the  strategic 
position  which  the  ownership  of  this  ore  and  railroad  property  gave 
them,  and  who  certainly  must  have  intended  to  name  what  they 
considered  a  high  price.  The  organizers  of  the  Steel  Corporation  on 
their  side  were  naturally  willing  to  pay  an  extremely  liberal  price 
for  this  extensive  property,  particularly  ia  view  of  the  important 
degree  of  monopolistic  control  over  ore  transportation  which  was 
thereby  secured.    As  will  be  shown  in  a  later  part  of  the  report,  the 
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profits  of  these  ore  railroads  have  been  exceptionally  high.  Alto- 
gether, therefore,  the  above  totals  of  from  $70,000,000  to  $94,000,000, 
or,  at  any  rate,  the  latter  figure,  must  be  regarded  as  a  very  liberal 
indication  of  the  value  of  the  entire  ore  property  of  the  Steel  Corpo- 
ration. A  special  reason  for  this  view,  moreover,  is  that  this  purchase 
apparently  included  a  relatively  larger  proportion  of  fee  ore  than 
obtained  in  the  case  of  the  remainder  of  the  Corporation's  ore.  For 
example,  the  important  holdings  of  the  Carnegie  interests  were  almost 
entirely  leaseholds. 

Value  of  Steel  Corporation's  fee  ore  property  in  1901  as 
indicated  by  "present  worth "  of  royalties  on  leased  ore. — 
The  third  method  employed  by  the  Bureau  for  estimating  the  value  of 
the  ore  property  of  the  Steel  Corporation  in  1901  is  based  upon  a  com- 
putation of  the  "present  worth' '  of  royalties  on  leased  ore.  As  already 
stated,  a  very  common  method  of  acquiring  iron-ore  property  is  by 
lease,  the  lessee  mining  the  ore  and  paying  a  stipulated  sum  per  ton 
("royalty")  as  each  year's  production  is  mined  and  shipped.  The 
royalty  therefore  measures,  roughly  speaking,  the  cost  or  worth  of  the 
ore  in  the  ground  for  that  portion  which  is  immediately  mined. 
However,  it  is  obvious  that  the  present  worth  of  the  royalties  for 
the  output  of  a  distant  year  is  less  than  the  value  of  the  royalty  for 
the  same  amount  of  production  in  the  current  year,  first,  because  the 
lessor  (i.  e. ,  the  owner  of  the  ore)  does  not  receive  payment  therefor 
until  a  distant  year,  such  payment  having  a  present  value  determined 
by  the  principles  of  discount,  and,  second,  because  he  is  meanwhile 
exposed  to  various  risks  attendant  on  the  progress  of  mining  the  ore, 
which  tends  of  course  to  enhance  the  rate  of  discount.  Therefore  the 
owner  would  be  willing  to  sell  his  mine  at  a  sum  considerably  less 
than  the  aggregate  of  the  royalty  pa^ntnents  which  he  might  expect 
to  realize  if  he  leased  it  over  a  long  period  of  j'^ears.  Similarly,  the 
lessee,  if  he  were  to  purchase  the  mine  in  fee  instead  of  making  a 
lease,  would  expect  to  pay  very  much  less  than  the  aggregate  of  such 
royalties.  The  exact  jjrice  which  he  would  be  willing  to  pay  probably 
would  not  be  computed  by  this  method.  But  it  is  reasonably  certain 
that  on  the  average  such  cash  prices  for  ore  in  fee  would  be  less  than 
the  present  worth  of  the  aggregate  royalty  payments,  discounted  at  a 
reasonable  rate  of  interest.  A  particular  reason  is  that  a  fee  pur- 
chaser must  bear  the  risk  of  ownership,  such  as  the  failure  to  find 
as  much  ore  as  expected,  the  discovery  of  more  valuable  deposits  by 
competitive  interests,  or  other  contingencies  which  might  adversely 
affect  the  value  of  the  lease,  particularly  the. possibility  that  the  ore 
might  not  be  extracted  as  rapidly  as  anticipated.  A  further  reason 
is  that  the  provisions  of  iron-mining  leases  are  in  many  respects  lib- 
eral to  the  lessee,  thus  making  him  the  more  indisposed  to  purchase 
in  fee,  unless  the  price  is  low. 
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Such  calculations  of  the  present  worth  of  royalty  payments  there- 
fore are  of  great  service  as  affording  another  means  for  determining 
the  value  of  this  ore  property  of  the  Corporation. 

In  making  such  a  computation  of  present  worth  it  is  necessary  to 
determine  upon  four  factors,  as  follows: 

I.  The  tonnage  of  the  deposit. 

n.  The  average  rate  of  royalty. 

ni.  The  rate  of  discount  (or  interest). 

IV.  The  estimated  duration  of  the  deposit. 

Tonnage  of  the  deposit. — The  tormage  of  the  deposit  controlled  by 
the  Corporation  in  1901  may  be  accepted,  as  in  the  preceding  calcu- 
lations, at  700,000,000  tons. 

Rate  of  royalty. — The  rate  of  royalty  can  be  taken  at  28  cents,  as 
this  was  the  actual  average  for  17,000,000  tons  of  Lake  ore  in  1902 
(1901  data  not  being  secured).  This  represented  the  great  bulk  of 
the  royalty  ore  output  of  the  Lake  district  in  that  year.  It  may  be 
noted  that  in  addition  to  the  royalties  there  frequently  were  "bonus" 
payments;  these  are  considered  later.     (See  p.  34.) 

In  recent  years  there  has  been  a  rather  decided  increase  in  rates 
of  royalty  on  new  leases  in  the  Lake  region.  (See  p.  48.)  However, 
this  increase,  nauch  of  which  is  undoubtedly  due  to  the  great  concen- 
tration of  ore  properties  in  a  few  hands,  should  not  be  taken  account 
of  in  this  discussion  of  values  in  1901. 

Rate  of  discount. — As  to  the  rate  of  interest  for  figuring  discount, 
it  is  obvious  that  in  a  mining  enterprise,  which  always  involves  a 
large  element  of  risk,  the  prospective  purchaser  would  be  disposed 
to  discount  the  value  at  a  rather  high  rate.  The  Bureau,  however, 
in  order  not  to  underestimate  the  value  of  the  ore  property,  has 
based  its  conclusions  in  the  main  upon  a  discount  rate  of  6  per  cent. 
This  may  be  too  low  a  rate  in  view  of  the  risks  involved,  but  the 
total  difference  in  the  indicated  value  of  a  deposit  of  not  over 
700,000,000  tons  arrived  at  by  the  use  of  this  rate  as  compared  with 
a  considerably  higher  rate  is  not  of  great  importance  in  relation  to 
the  enormous  total  of  the  Steel  Corporation's  capitalization.  In 
the  body  of  the  report,  however,  the  values  are  computed  at  several 
different  rates. 

Duration  of  deposit. — An  exhaustion  period  for  an  ore  body  of 
700,000,000  tons  can  be  estimated  from  the  actual  production  from 
1901  to  1910.  The  production  of  the  Steel  Corporation's  mines  for 
the  entire  year  1901  (including  the  operations  of  the  subsidiary  com- 
panies for  the  period  from  January  1  to  March  31)  was,  roughly, 
13,000,000  tons,  and  for  the  five-year  period  ended  with  1905  it  aggre- 
gated about  73,000,000  tons.  In  the  next  five  years  it  increased  to 
103,000,000  tons,  and  a  further  increase  would  naturally  be  expected. 
In  view,  however,  of  the  fact  that  the  production  of  the  first  10  years 


UNITED   STATES   STEEL  CORPOEATION.  33 

was  only  about  176,000,000  tons,  or  a  little  over  one-fourth  of  the 
estimated  total  of  700,000,000  tons,  it  seems  improbable  that  the 
remaining  three-fourths  will  be  exhausted  within  an  additional  period 
of  20  years ;  that  is,  within  a  30-year  period  from  the  organization  of 
the  Corporation.  Calculations  are  shown  in  the  body  of  the  report, 
however,  based  upon  periods  of  25  years,  30  years,  and  35  years. 

For  all  practical  purposes,  in  dealing  with  an  estimated  deposit  of 
700,000,000  tons,  the  rate  of  production  during  the  exhaustion  period 
may  be  regarded  as  uniform.  A  rough  calculation  by  a  more  scien- 
tific method  involving  the  construction  of  a  probable  "curve  of 
production"  is,  however,  given  in  the  body  of  the  report. 

It  must  be  remembered  that  this  700,000,000  tons  was  simply  the 
total  ore  holdings  in  1901,  the  date  now  under  discussion.  This 
figure,  of  course,  does  not  include  very  considerable  additional  hold- 
ings acquired  by  the  Corporation  since  1901. 

Indicated  valuations  of  fee  ore. — Assuming  an  exhaustion  period  of 
30  years  and  taking  the  royalty  at  the  actual  going  average  of  28 
cents,  and  discounting  this  royalty  at  6  per  cent  interest,  the  indi- 
cated worth  of  this  ore  body  of  700,000,000  tons  in  1901,  if  hougTit 
in  fee,  is,  roughly,  $95,300,000.  The  Bureau  has  given  chief  weight 
to  these  factors.  Assuming  an  exhaustion  period  of  35  years  and 
a  uniform  rate  of  production,  the  indicated  value  would  be  about 
$86,000,000.  If  a  higher  rate  of  discount  were  used,  these  valuations 
would  be  reduced. 

It  should  be  noted  that  rather  wide  differences  in  the  original  fac- 
tors assumed  produce  only  moderate  discrepancies  in  the  final  results. 
Moreover,  the  results  arrived  at  by  the  combination  of  any  credible 
set  of  factors  indicate  a  valuation  only  a  small  fraction  of  that 
claimed  by  the  Steel  Corporation  in  its  estimate  of  1902.  As  shown 
later,  the  valuations  obtained  by  this  method  work  out  in  surprising 
agreement  with  those  obtained  by  the  two  methods  already  used. 

The  valuation  of  $95,300,000,  it  will  be  seen,  is  equivalent  to  almost 
exactly  13.6  cents  per  ton  for  fee  ore.  "When  it  is  recalled  that  a  dele- 
gation of  mining  interests  in  the  Minnesota  Legislature  as  late  as  1909 
stated  that,  so  far  as  they  had  been  able  to  ascertain,  15  cents  was  the 
highest  price  ever  paid  for  ore  in  fee,  it  would  appear  that  the  average 
valuation  here  given  is  high,  even  as  an  expression  of  the  going  value 
of  fee  ore.  Only  a  portion  of  the  Steel  Corporation's  ore  was  owned 
in  fee.  Possibly  not  one-third,  or  even  one-fourth,  of  the  total  esti- 
mated tonnage  of  700,000,000  tons  was  thus  owned  in  1901.  In  order 
to  insure  a  sufficiently  liberal  valuation  of  the  ore  property,  however, 
the  Bureau  has  made  its  computations  on  the  assumption  that  one- 
half  of  the  total  amount  was  owned  in  fee.  At  an  average  valuation 
of  13.6  cents  per  ton  the  total  indicated  value  of  this  portion  of  the 
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Corporation's  ore  property  would  be  approximately  $47,600,000. 
While  this  figure  is  probably  high,  the  Bureau  has  also  allowed  for  the 
fact  that  bonus  payments  might  be  obtainable  in  the  event  of  a  trans- 
fer of  these  holdings  under  lease  at  an  average  royalty  of  28  cents. 
Tliis  addition  is  stated  below. 

Transfer  value  of  leases. — The  value  of  the  leases  as  distinct  from  that 
of  the  ore — that  is,  of  the  privilege  of  mining  ore  at  stipulated  royal- 
ties— may  be  considered  as  measured  approximately  by  the  bonus 
payments  which  such  leases  would  command  if  transferred.  Broadly 
speaking,  the  bonus  is  the  amount  paid  for  the  purchase  of  a  leasehold 
with  its  improvements.  The  actual  average  bonus  payments  on  23 
leases  made  during  the  period  1900-1902,  as  reported  to  the  Bureau 
by  Dwight  E.  Woodbridge,  a  mining  engineer  of  Duluth,  were  almost 
exactly  3  cents  per  ton.  It  is  possible  that  this  would  be  a  sufficiently 
liberal  allowance  to  apply  to  the  entire  350,000,000  tons  of  the  Steel 
Corporation's  ore  assumed  to  have  been  held  under  lease.  It  might, 
however,  be  argued  that  the  leases  of  the  Steel  Corporation  under  the 
stipulated  royalties,  had  they  been  on  the  market  in  1901,  would  have 
commanded  a  rather  higher  average  bonus.  The  Bureau,  therefore, 
in  order  to  fix  upon  a  value  which  can  not  be  challenged  on  the  ground 
of  undervaluation  has  allowed  an  average  of  6  cents  per  ton,  or 
double  the  average  for  the  23  mines  above  referred  to.  This  average 
of  6  cents,  applied  to  the  assumed  leasehold  tonnage  of  350,000,000 
tons,  gives  a  total  of  $21,000,000. 

This  covers  the  bonus  value  of  the  leased  ore.  It  should  be  noted 
here  that  in  using,  for  tliis  calculation  of  fee-ore  values,  the  average 
going  royalty  of  28  cents  per  ton,  nothing  has  been  allowed  for  the 
possibility  that  had  all  the/ee  ore  of  the  Corporation  been  available 
for  lease  in  1901  it  might  also  have  commanded  a  bonus  over  that 
rate,  which  of  course  was  largely  governed  by  royalties  on  old  leases. 
However,  the  royalties  prevailing  in  1901  do  not  appear  to  have  been 
greatly  in  excess  of  those  of  earlier  years.  One  reason  for  this  may 
have  been  that  the  State  of  Minnesota  was  then  leasing  considerable 
tracts  of  State  ore  lands  at  a  uniform  royalty  of  25  cents  per  ton. 
Still  again,  part  of  the  fee  ore  owned  by  the  Steel  Corporation  was  of 
low  grade,  so  that  it  is  exceedingly  doubtful  whether  it  could  have 
been  leased  at  more  than  the  current  average  rate  of  28  cents  per  ton 
used  in  the  preceding  calculation.  However,  the  Bureau  has  also 
made  an  addition  of  6  cents  per  ton,  or  $21,000,000,  to  the  value  of  the 
fee  ore  as  above  computed,  this  increase  being  equivalent  to  the 
average  value  of  bonuses  apphed  to  leased  ore.  It  is  certain  that  this 
valuation  for  the  fee  ore  is  excessive.  It  gives  the  fee  ore  a  value 
of  19.6  cents  per  ton,  whereas  the  maximum  price  paid  for  such  ore 
as  late  as  1909,  according  to  competent  authorities,  was  reported  at 
15  cents  per  ton. 
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Indicated  total  valuation  by  discount  method. — The  total 
indicated  valuation  of  the  entire  deposit  of  700,000,000  tons  by 
this  discount  or  "present- worth"  method  therefore  amounts  to 
$89,600,000,  as  follows: 

1.  $47,600,000,  for  the  value  of  the  fee  ore  based  upon  the  average 
going  royalty  in  1901,  without  any  allowance  for  bonus. 

2.  $21,000,000,  to  cover  the  possible  bonus  value  of  such  fee  ore 
over  and  above  the  preceding  valuation,  had  it  been  available  for 
lease  in  that  year. 

3.  $21,000,000,  for  the  transfer  or  bonus  value  of  the  leaseholds 
themselves. 

It  is  probable  that  this  valuation  of  $89,600,000  is  sufficiently 
liberal.  While  no  specific  amount  has  been  allotted  in  this  estimate 
for  improvements  to  mining  property,  the  bonus  additions,  aggregat- 
ing for  the  fee  and  leased  ore  together  no  less  than  $42,000,000, 
undoubtedly  include  a  very  substantial  amount  for  such  improve- 
ments. The  actual  book  value  of  the  improvements  to  the  Steel 
Corporation's  mining  property  in  1901,  it  will  be  recalled,  was  about 
$9,000,000.  To  add  this  sum  to  the  precedmg  total  of  $89,600,000, 
would  undoubtedly  result  in  duplication.  However,  it  is  possible 
that  the  bonus  calculations  may  not  be  sufficient  to  cover  all  of  the 
improvements  to  mining  property.  The  Bureau  has  allowed  for  this 
in  its  final  estimate. 

Summary  of  ore  valuations. — Comparing  the  Bureau's  estimates 
of  this  ore  property  by  the  several  methods  described,  it  will  be 
seen,  first,  that  the  current  prices  of  fee  ore  indicate  that  the  fee 
properties  and  leaseholds  of  the  United  States  Steel  Corporation  were 
worth  much  less  than  $90,000,000;  second,  that  the  terms  of  the  pur- 
chase of  the  Lake  Superior  Consolidated  Iron  Mines  indicate  a  total 
value  for  all  the  ore  property  of  the  United  States  Steel  Corporation 
in  1901  of  not  over  $70,000,000  to  $94,000,000;  and,  third,  that  the 
valuation  based  on  present  worth  of  royalties  and  bonus  values  of 
leases  indicates  that  the  same  property  was  worth  about  $90,000,000. 

Altogether  there  can  be  no  doubt  that  an  estimate  of  from 
$90,000,000  to  $95,000,000  as  the  value  of  this  ore  property  would 
be  sufficiently  high.  Taking  all  the  facts  into  consideration,  how- 
ever, the  Bureau  concluded  to  allow  a  round  value  of  $100,000,000 
for  the  ore  property  in  1901. 

It  is  worth  calling  passing  attention  to  the  fact  that  in  the  year 
1902  the  total  valuations,  as  assessed  for  taxation,  of  all  iron-mining 
properties  in  the  States  of  Minnesota  and  Michigan,  of  which  at  that 
time  the  United  States  Steel  Corporation  probably  owned  not  much 
over  one-half,  was  only  about  $54,000,000.  Practically  all  the  Cor- 
poration's ore  holdings  were  then  in  these  two  States.  In  other 
words,  the   Corporation's   ore   property,  which,   for  taxation,  was 
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probably  assessed  at  considerably  less  than  $40,000,000,  was,  for  the 
purpose  of  justifying  its  capitalization,  valued  at  $700,000,000.  Of 
course,  it  is  not  intended  to  say  that  the  tax  valuations  represented 
the  full  value  of  the  property. 

SUMMARY    or    BTJREAU'S    VALUATIONS    BY    DEPARTMENTS    OF    THE 

BUSINESS. 

The  valuations  for  the  different  classes  of  the  property  of  the 
Corporation  in  1901,  arrived  at  by  the  Bureau  by  this  third  method, 
are  in  the  following  table  summarized  and  compared  with  those  of 
the  Corporation  in  1902,  as  already  given  on  page  21. 

VALUE  OF  TANGIBLE  ASSETS  ACQUIRED  BY  STEEL  CORPORATION  IN  1901,  AS  COM- 
PUTED BY  BUREAU,  COMPARED  WITH  ESTIMATE  OF  CORPORATION  SUBMITTED 
IN  THE  HODGE   SUIT  IN  JULY,  1902. 


Class  of  property. 


Ore  property 

Manufacturing  plants,  including  blast  furnaces 

Railroad,  steamship,  and  dock  property 

Coal  and  coke  property 

Natural-gas  property 

Limestone  properties 

Cash  and  cash  assets 

Total 


Bureau's  es- 
timate of  tan- 
gible values 
in  1901. 


8100,000,000 
250,000,000 
91, 500, 000 
80,000,000 
20,000,000 
4,000,000 
136, 500, 000 


682, 000, 000 


Corporation's 
estimate  of  tan- 
gible values  in 
1902. 


$700,000,000 

348, 000, 000 

2  120,340,000 

100, 000, 000 

20, 000, 000 

4,000,000 

8  164,660,000 


1, 457, 000, 000 


Diflerenoe.i 


$600,000,000 
98,000,000 
28,840,000 
20,000,000 


28,160,000 


775,000,000 


1  A  part  of  the  differences  between  the  two  estimates  is  accounted  for  through  additions  made  to  property 
during  the  interval  from  April  1, 1901,  to  July  1, 1902,  such  additions,  of  course,  being  included  in  the  Cor- 
poration's figures. 

2  This  figure  includes  $40,340,000  of  indebtedness  which  was  not  included  in  the  estimate  of  the  Corpo- 
ration, this  addition  being  made  in  order  to  render  the  estimates  comparable. 

3  In  arriving  at  this  figure  purchase-money  obligations  and  real-estate  mortgages  of  $16,369,000,  wiilcli 
were  deducted  by  the  Corporation  (see  table  on  p.  21),  were  restored  by  the  Bureau  to  make  the 
amounts  comparable. 

The  total  valuation  of  $682,000,000,  it  will  be  seen,  is  less  than  one- 
half  the  value  claimed  by  the  Corporation  in  1902.  Nevertheless, 
in  every  case  the  valuations  of  the  Bureau  are  believed  to  be  hberal. 
As  already  noted,  the  estimates  of  the  Corporation  include  additions 
to  the  property  up  to  July  1,  1902.  Such  additions,  however,  would 
explain  only  an  insignificant  part  of  the  discrepancy,  and,  in  the  case 
of  the  ore,  are  entirely  neghgible. 

It  may  be  repeated  that  the  Bureau's  figures  do  not  allow  for  any 
additional  value  which  may  have  been  imparted  to  these  properties 
by  the  mere  act  of  consohdation.  A  large  part  of  any  such  addition 
is  properly  excluded  from  consideration,  as  it  must  have  been  due  in 
a  measure  to  concentration  of  ownership  and  control  or  the  restric- 
tion of  competition.     While  the  merger  of  such  properties,  particu- 
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larly  on  account  of  greater  integration,  might  have  imparted  a  con- 
siderable value  to  them  as  going  concerns  over  and  above  the  aggregate 
of  the  valuations  prior  to  consolidation,  it  is  impossible  to  separate  any 
such  increase  in  value,  due  to  coordination  and  integration,  from  the 
increase  due  to  the  ehmination  of  competition,  and  therefore  no 
quantitative  statement  of  such  additional  value  has  been  attempted 
by  the  Bureau. 

COMPARISON   OF   VALUATIONS   OF   STEEL  CORPORATION'S   PROPERTY  IN 
1901   WITH   ITS    CAPITALIZATION. 

The  Bureau's  valuations  of  the  Steel  Corporation's  property  in 
1901,  arrived  at  by  these  different  methods,  may  now  be  compared 
with  its  outstanding  capitalization  at  that  time.  This  is  done  in  the 
foUowing  table: 

COMPAHISON  OF  ESTIMATES  OF  VALUE  OF  PROPERTY  OF  UNITED  STATES  STEEL 
CORPORATION  AT  ITS  ORGANIZATION  IN  1901,  WITH  PAR  VALUE  OF  ITS  SECURITIES. 


Excess  of  se- 
curities over 
estimates. 


Total  capitalization  in  April,  1901,  including  underlying  bonds  and  pur- 
chase-money obligations i  $1, 402, 846, 817 

Investment  in  tangible  property  alone,  indicated  by  historical  analysis. .         676, 000, 000 

Value  of  all  property,  tangible  and  intangible,  as  indicated  by  market 
prices  of  securities  of  constituent  concerns *    793, 000, 000 

Value  of  tangible  property  as  estimated  by  departments  of  the  business. .         682, 000, 000 


$726,846,817 

609,846,817 
720, 846, 817 


'  Excluding  $536,407  unacquired  stock  in  constituent  concerns  for  which  no  corresponding  deduction 
was  made  in  the  first  and  third  estimates. 

It  will  be  seen  at  once  that  the  securities  issued  by  the  vSteel  Cor- 
poration very  greatly  exceeded  the  indicated  value  of  the  property 
acquired,  as  established  by  any  one  of  the  three  methods  of  valuation. 
The  valuation  of  the  tangible  property  arrived  at  by  historical  study, 
as  well  as  that  by  departments  of  the  business,  shows  an  excess  of 
capitalization  greater  than  the  indicated  value  itself.  The  valuation 
by  departments,  namely,  .$682,000,000,  shows  an  excess  of  nearly 
•1721,000,000.  Even  taking  the  indicated  market  value  of  the  securi- 
ties of  the  subsidiary  concerns,  namely,  $793,000,000,  which  valuation 
includes  the  public  estimate  for  intangible  considerations  as  well  as 
physical' property,  the  excess  of  the  Steel  Corporation's  capitalization 
was  still  over  $609,000,000.  Naturally  the  valuation  arrived  at  by 
this  method  exceeded  those  obtained  in  the  other  two  cases. 

The  Bureau  does  not  contend  that  the  capitalization  of  the  Steel 
Corporation  should  have  been  fixed  at  any  one  of  the  three  valuations 
here  presented.  All  that  is  attempted  at  the  moment  is  to  present  a 
comparison  of  these  valuations  with  the  capitalization.  The  figures 
show  clearly  that  the  entire  issue  of  approximately  $508,000,000  of 
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common  stock  of  the  Steel  Corporation  in  1901  had  no  physical  prop- 
erty back  of  it,  and  also  a  considerable  fraction,  say  from  one-fifth 
to  two-fifths,  of  the  preferred  stock  was  likewise  unprotected  by 
physical  property.  Even  granting  that  there  may  have  been  a  con- 
siderable value  in  intangible  considerations,  it  is  reasonably  clear  tKat 
at  least  the  entire  issue  of  common  stock,  except  in  so  far  as  what 
may  be  termed  "merger  value"  may  be  considered,  represented 
nothing  but  "water." 

While,  therefore,  it  is  not  the  purpose  of  this  report  to  say  what 
should  have  been  the  capitalization  of  the  Steel  Corporation,  it  is 
obvious  that  the  company  was  heavily  overcapitalized,  judged  by 
any  reasonable  standard. 

OVERCAPITALIZATION  INDICATED  BY  ENORMOUS  COMMISSION  TO  UNDER- 
WRITING   SYNDICATE. 

Very  convincing  evidence  of  a  ruling  tendency  toward  excessive  capi- 
talization is  afforded  by  the  enormous  payment  the  Steel  Corporation 
allowed  its  underwriting  syndicate.  This  syndicate,  as  shown  else- 
where, provided  the  Corporation  with  $25,000,000  of  cash  capital  and 
also  incurred  expenses  of  about  $3,000,000  either  in  buying  scattered 
parcels  of  stock  or  otherwise,  making  its  total  cash  expenditure 
$28,000,000.  For  this  cash  consideration,  plus  its  underwriting  serv- 
ices, the  syndicate  received  from  the  Steel  Corporation  the  enormous 
total  of  practically  1,300,000  shares  of  its  stock  (half  preferred  and 
half  common)  of  an  aggregate  par  value  of  practically  $130,000,000. 
This  stock  appears  to  have  reahzed  approximately  $90,500,000  (count- 
ing $4,000,000  unsold  preferred  stock  at  par) ,  leaving  as  profit  to  the 
syndicate,  over  and  above  the  $28,000,000  cash  expenditure  noted, 
a  net  sum  of  about  $62,500,000.  Of  this,  one-fifth,  or  $12,500,000, 
went  to  the  syndicate  managers  for  their  services  as  such,  the 
remaining  $50,000,000  being  distributed  to  the  syndicate  members. 

There  can  be  no  question  that  this  huge  compensation  to  the 
syndicate  was  greatly  in  excess  of  a  reasonable  payment.  For  the 
$28,000,000  cash  consideration  the  syndicate  was  properly  to  be 
reimbursed,  and  furthermore  was  entitled  to  additional  compensation 
for  raising  that  amount.  Moreover,  the  syndicate  was  entitled  to 
some  compensation  for  its  other  services..  Clearly,  however,  these 
services  can  not  be  considered  as  worth  the  huge  sum  actually  allowed. 
The  syndicate  was  under  no  obligation  whatever  to  see  the  organiza- 
tion of  the  Steel  Corporation  through,  but,  on  the  contrary,  the 
syndicate  managers  expressly  reserved  the  right  at  any  time  in  their 
own  discretion  whoUy  to  abandon  the  transaction.  The  risk  of  the 
syndicate  over  and  above  the  $28,000,000  cash  consideration,  there- 
fore, can  not  be  considered  great.  It  is  true  that  the  nominal  liability 
of  the  syndicate  was  $200,000,000,  but  it  was  generally  understood 
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at  the  time  that  only  $25,000,000  in  cash  would  be  called  from  syndi- 
cate members,  and  this  was  the  full  amount  actually  called.  More- 
over, the  syndicate  was  obligated  to  provide  only  $25,000,000  cash 
capital  (aside  from  certain  expenses)  to  the  Steel  Corporation,  and 
the  fact  that  the  nominal  UabiHty  of  the  syndicate  was  $200,000,000 
could  not  increase  this  cash  obligation  to  the  Corporation,  but  was 
simply  an  arrangement  between  the  syndicate  managers  and  the 
syndicate  members. 

It  should  be  pointed  out  that  the  syndicate  managers  were  promi- 
nently identified  with  the  management  of  several  of  the  companies 
acquired  by  the  Steel  Corporation,  and  also  with  the  management  of 
the  Corporation  itself.  Three  partners  of  the  firm  of  J.  P.  Morgan  & 
Co.,  the  syndicate  managers,  were  on  the  directorate  of  the  Corpo- 
ration, and  one  of  them  was  also  chairman  of  the  finance  committee. 
Moreover,  the  underwriting  syndicate  included  the  heads  of  several 
constituent  companies.  These  facts  are  entitled  to  great  weight  in 
connection  with  this  enormous  commission  allowed  to  the  syndicate. 
In  other  words,  as  managers  of  the  Steel  Corporation  these  various 
interests  virtually  determined  their  compensation  as  underwriters. 

This  extravagant  compensation  to  the  underwriting  syndicate  may 
fairly  be  cited  as  further  evidence  of  a  general  disposition  toward 
excessive  issue  of  securities. 

This  huge  commission,  it  should  be  noted,  followed  very  hberal 
commissions  allowed  at  earher  dates  to  the  promoters  of  several  of 
the  various  constituent  companies.  Assuming  that  of  the  total  of, 
roughly,  $65,000,000  par  value  each  of  preferred  and  common  stock 
allowed  the  Steel  Corporation  underwriting  syndicate,  $28,000,000  of 
each  class  (a  common  basis  of  compensation  in  such  cases)  was  for  the 
cash  consideration  noted,  there  would  be  left  as  a  commission  alone 
$37,000,000  par  value  of  each  class,  or  a  total  of  $74,000,000  par 
value.  Adding  to  this  the  amounts  allowed  for  similar  commissions 
in  the  case  of  constituent  companies  at  the  dates  of  their  respective 
organizations,  and  taking  into  account  that  the  stock  so  issued  by 
constituent  companies  received  the  same  terms  of  exchange  from  the 
Steel  Corporation  as  other  stock  of  the  same  class,  it  would  appear 
that  of  the  Steel  Corporation's  stock  in  1901  at  least  $150,000,000 
(this  including  over  $40,000,000  of  the  preferred)  was  issued  either 
directly  or  indirectly  for  such  promotion  or  underwriting  services, 
this  being  over  and  above  the  enormous  amounts  of  common  stock 
issued  as  a  bonus  for  property  and  for  cash. 
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ADDITIONS  TO  PROPERTY  OF  THE   STEEL  CORPORATION  SINCE 

1901. 

Since  1901  the  Steel  Corporation  has  greatly  increased  its  invest- 
ment. This  increase  has  come  about  in  two  ways — first,  and  most 
important,  through  new  construction  and  additions  by  the  invest- 
ment of  surplus  earnings  and  new  capital  derived  from  the  sale  of 
securities;  and,  second,  through  the  acquisition  of  competing  con- 
cerns through  issue  of  securities  directly  therefor. 

The  capital  additions  to  fixed  property,  by  classes,  are  stated  an- 
nually in  the  published  reports  of  the  Corporation,  except  for  those 
made  through  the  acquisition  of  the  Union  Steel  Company  in  1902, 
the  Clairton  Steel  Company  in  1904,  and  the  Tennessee  Coal,  Iron 
and  Railroad  Company  in  1907.  All  three  of  these  properties  were 
acquired  substantially  through  the  issue  or  assumption  of  bonds, 
and  the  actual  investment  of  the  Steel  Corporation  therein  has  been 
taken  as  the  par  value  of  such  bonds  (with  the  exception  of  a  small 
amount  of  such  bonds  purchased  by  the  Steel  Corporation  in  the 
open  market  at  less  than  par,  and  used  in  part  payment  for  the 
Clairton  and  Tennessee  concerns).  This  investment  may  differ  from 
a  fair  value  of  these  acquisitions,  but  for  the  present  purpose  this 
need  not  be  considered. 

By  combiaiag  the  net  additions  to  fixed  property  made  through 
direct  expenditure  and  through  such  acquisitions,  with  the  increase 
in  the  current  assets,  and  adding  these  amounts  to  the  original  value 
in  1901,  as  computed  by  the  Bureau  (which  has  been  considered  as 
the  Corporation's  investment  at  that  time),  the  total  investment  of 
the  Corporation  at  the  close  of  1910  may  be  determined.  Such  total 
investment,  it  is  true,  may  not  represent  the  actual  value  of  the 
tangible  property  of  the  Steel  Corporation  on  that  date,  particularly 
on  account  of  appreciation  in  the  value  of  natural  resources,  includ- 
ing real  estate.  The  rise  in  value  of  property  of  the  Corporation 
between  1901  and  the  close  of  1910,  however,  would  necessarily  have 
to  take  account  of  the  great  concentration  of  control  of  the  indus- 
try enjoyed  by  the  Steel  Corporation,  particularly  with  respect  to 
the  ownership  of  ore.     This  is  a  factor  that  can  not  be  measured  here. 

Therefore,  the  Corporation's  investment  in  its  properties,  rather 
than  the  valuation  of  these  properties,  is  the  proper  basis  for  the 
current  discussion,  as  well  as  for  computing  profits  taken  up  later. 

The  following  table  shows  the  additions  to  the  investment  of  the 
Steel  Corporation  from  1901  to  1910,  together  with  certain  deductions 
for  depreciation  which  were  considered  by  the  Bureau  as  proper: 
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NET  ADDITIONS  TO  INVESTMENT  OF  STEEL  CORPORATION,  APRIL  1,  1901,  TO 

DECEMBER  31,  1910. 


Description. 

Total 
additions. 

Estimated 
true  depreci- 
ation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
depreciation 
to  be  de- 
ducted from 
investment. 

Net  addi- 
tions to 
investment. 

Fixed  property  (exoIusiTe  of  Gary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 
Manufecturing 

$151,480,449 
62,093,931 
34,112,303 
74,541,029 
5,548,556 

13,243,678 

2,128,364 

16,067,666 

101,683,544 

$107,060,053 

30,293,497 

21,220,986 

37,336,955 

4,242,626 

$88,918,509 

2,345,016 

5,534,665 

13,462,331 

1,435,082 

$18,141,544 
27,948,481 
15,686,321 
23,874,624 
2,807,544 

$133,338,905 
34,145,450 
18,425,982 
50,666,405 
2,741,012 

13,243,678 

Iron  ore 

Transportation 

Miscellaneous  fixed  property. . . 
Other  assets: 

Deferred  charges 

2,128,364 

16,067,666 
101,683,544 

Total 

460,899,520 
69,978,695 
60,468,518 
3,063,694 

200,154,117 

111,695,603 

88,458,514 

372,441,006 
69,978,695 
59,445,358 
3, 063, 594 

Tennessee  Coal,  Iron  and  R.R.  Co.'. 

2,856,003 

1,832,843 

1,023,160 

f^ranH  tnts^I 

594,410,327 

8  203,010,120 

113,528,446 

8  89,481,674 

504,928,663 

1  Includes  city  of  Gary  and  railroad  property.    The  figure  is  the  constructian  cost.    Depreciation  of 
this  plant  is  included  in  the  figures  given  above.    (See  note  1,  Table  38,  p.  310.) 
'  Original  cost  of  fixed  property  plus  subsequent  additions. 
^Exduding  an  item  of  $385,181  wlilch  could  not  be  distributed. 

The  figures  of  true  depreciation  given  in  this  table  represent  the 
entire  estimated  depreciation  in  the  properties  of  the  Corporation, 
including  exhaustion  and  obsolescence.  The  bulk  of  such  physical 
depreciation  was  made  good  by  expenditures  on  these  properties 
which  were  not  capitalized,  thus  leaving  a  balance  which  may  be 
termed  a  "net  accrued"  or  "outstanding"  physical  depreciation  not 
made  good,  which  balance  has  been  set  against  the  additions  in  order 
to  arrive  at  the  net  additions  to  the  investment. 

In  the  case  of  the  manufacturing  properties  the  total  allowance  for 
estimated  true  depreciation  is  equivalent  to  rather  less  than  4  per 
cent  yearly  on  the  average  investment  in  these  (excluding  land) .  This 
might  at  first  sight  seem  too  small.  However,  there  was  also  expended 
during  this  period  no  less  than  §180,000,000  (1901  figures  estimated) 
in  so-called  ordinary  maintenance  and  repairs,  which  items  apparently 
go  far  toward  maintaining  these  properties  in  a  high  state  of  efficiency. 
The  sum  of  these  provisions  for  repairs,  maintenance,  and  deprecia- 
tion is  equivalent  to  about  10  per  cent  yearly  upon  the  average 
investment  in  these  properties,  again  excluding  land.  These  provisions 
taken  together  appear  to  be  sufficient. ' 

The  allowance  for  depreciation  of  ore  property,  $30,293,497,  is 
equivalent  to  about  17  cents  per  ton  on  the  actual  production.    A  part 
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of  this  represents  depreciation  of  improvements,  and  a  small  part  is  for 
exhaustion  of  timber  on  ore  lands.  The  greater  part  of  this  allowance, 
however,  is  for  exhaustion  of  the  ore.  It  seems  rather  high,  especially 
in  view  of  the  fact  that  the  bulk  of  the  production  was  from  leaseholds 
and  not  from  fee  mines,  but  the  Bureau  has  allowed  it  to  stand 
for  the  purposes  of  the  present  discussion  because  of  the  great  diffi- 
culty involved  in  makiag  a  satisfactory  division,  and  the  relatively 
small  importance  which  any  changes  so  made  would  have  in  the  final 
computation  of  either  investment  or  of  profits. 

The  total  of  $21,220,986  for  depreciation  of  coal  and  coke  property 
allows  about  10  cents  per  ton  as  exhaustion  proper  of  high-grade 
coking  coal  distinct  from  exhaustion  of  other  coal  and  depreciation 
of  coke-oven  property  and  mine  improvements. 

The  depreciation  allowed  for  the  transportation  property,  chiefly 
on  railroads,  seems  high  in  view  of  the  hberal  expenditures  for  ordi- 
nary maintenance,  but  the  Bureau  has  accepted  it.  The  amount  as 
given  includes  an  allowance  of,  roughly,  $6,700,000  for  obsolescence, 
as  distinct  from  actual  depreciation,  made  on  the  theory  that  when 
the  ore  along  the  fine  of  these  railroads  is  exhausted  the  railroad 
property  itself  wiU  lose  the  great  bulk  of  its  value.  The  provisions 
in  the  case  of  the  steamship,  dock,  and  miscellaneous  properties  ap- 
pear reasonable. 

In  all  cases  the  expenditures  for  ordinary  maintenance  and  repairs 
have  been  large.  Such  expenditures  for  aU  classes  of  property  for  the 
period  from  1902  to  1910  aggregated  $245,271,000  (1901  figures  never 
having  been  compiled) . 

Having  determined  upon  an  estimate  of  the  true  total  deprecia- 
tion for  the  purpose  of  computing  the  investment,  the  Bureau  has, 
therefore,  in  the  table  on  page  41 ,  deducted  from  the  investment  those 
portions  of  the  depreciation  or  the  net  accrued  depreciation  which  had 
not  actually  been  made  good  by  expenditures  upon  the  respective 
properties. 

While,  therefore,  the  total  allowances  for  depreciation  for  certain 
classes  of  property  appear  somewhat  excessive,  the  Bureau,  after 
analysis,  has  for  the  purpose  of  computing  the  investment  accepted 
these  estimates  as  the  actual  depreciation  of  the  Corporation's  physi- 
cal properties.  They  differ  somewhat  from  the  provisional  allowances 
as  stated  in  the  annual  reports.  These  provisional  allowances  in  a 
few  cases  were  admittedly  excessive  or  included  amounts  not  repre- 
senting actual  depreciation.  Such  excessive  provisions  have  been 
excluded  by  the  Bureau  and  also  restored  to  the  earnings  (see  p.  53). 
The  total  depreciation  allowances  given  in  the  table  include  provi- 
sions for  blast-furnace  relining,  which  in  the  annual  reports  are  not 
included  under  the  provisional  depreciation  allowances. 
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The  constituent  companies  of  the  Corporation  very  properly  com- 
pute their  depreciation  charges  (including  exhaustion)  on  the  original 
cost  of,  or  investment  in,  the  various  properties  and  not  on  the 
replacement  cost  (either  actually  incurred  or  anticipated) . 

In  addition  to  the  provisions  for  depreciation  above  described, 
the  Steel  Corporation  writes  off  its  property  account  each  year  other 
varying  sums,  usually  of  large  amount.  These  further  sums,  how- 
ever, as  explained  by  the  Corporation  to  the  Bureau,  do  not  represent 
true  depreciation  based  on  original  cost  or  purchase  value  of  the 
physical  property  to  subsidiary  concerns,  but  are  instead  an  offset  of 
a  part  of  the  inflated  valuations  at  which  the  stocks  of  the  subsidiary 
companies  are  carried  on  the  books  of  the  Steel  Corporation.  Such 
additional  amounts  written  off  by  the  Steel  Corporation  itself,  on 
account  of  over  capitalization,  while  probably  entirely  justified  from 
that  standpoint,  have,  however,  no  relation  to  the  real  depreciation 
of  such  first  cost  of  the  physical  properties,  and  consequently  have  not 
been  deducted  from  earnings  by  the  Bureau. 

The  treatment  of  these  various  depreciation  charges  is  fully 
explained  in  the  body  of  the  report. 

INDICATED  INVESTMENT  IN  THE  PROPERTY  OF  THE  STEEL  COR- 
PORATION AT  THE  CLOSE  OP  1907  COMPARED  WITH  APPRAISAL 
MADE  BY  CORPORATION  AT  THAT  DATE. 

By  combining  the  net  additions  to  the  property  of  the  Corporation 
from  1901  to  1910,  as  stated  in  the  preceding  table,  with  its  investment 
in  1901  the  investment  at  the  close  of  1910  is  obtained.  Before  doing 
this,  however,  it  is  desirable  to  make  an  intermediate  comparison  of 
the  total  investment  at  the  close  of  1907  Avith  an  appraisal  of  th« 
various  properties  of  the  constituent  concerns  which  was  made  at 
that  date  by  the  Corporation  itself. 

This  appraisal  of  the  Steel  Corporation  at  the  close  of  1907  is  in 
the  following  table  compared  with  the  indicated  investment  in  the 
property  at  that  date,  as  computed  by  the  Bureau  by  adding  to  the 
values  determined  upon  by  the  Bureau  for  April,  1901  (see  table  on 
p.  36),  the  net  additions  down  to  the  close  of  1907,  computed  in  the 
manner  already  indicated  in  the  table  on  page  41. 
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BUREAU'S  ESTIMATE  OF  INVESTMENT  IN  PROPERTY  OF  STEEL  CORPORATION  AT 
CLOSE  OF  1907  COMPARED  WITH  CORPORATION'S  ESTIMATE  OF  VALUE  AT  THAT 
TIME. 


Description. 


Investment  as 

computed  by 

Bureau. 


Value  as  esti- 
mated by  Cor- 
poration. 


Difference. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore  and  timber 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

Other  assets: 

Deferred  charges 

Investments 

Sinking  funds 

Current  assets 


$364,441,140 
119,879,749 

95,557,205 
127,013,555 

26,236,798 

0,204,734 

1,717,120 

32,442,402 

229,347,483 


5367,632,230 

1641,242,880 

142,521,913 

145,048,041 

19,619,052 


13,191,090 

621,363,131 

46,964,708 

18,034,486 

^6,W4,7S4 
'1,717,1B0 


32,442,402 
229, 347, 483 


Total 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad  Company. 
Sundry  adjustments 

Grand  total 


1,002,840,186 

24, 063, 388 

49, 842, 295 

2,017,733 


1,677,854,001 
24,063,388 
49, 747, 753 


575,013,815 


^B,0I7,7SS 


1,078,763,602 


1,651,666,142 


672,901,540 


1  Includes  about  J5, 700,000  of  timber  property. 

»  This  excess  of  the  Bureau's  figure  over  that  of  the  Corporation  is  chiefly  due  to  the  fact  that  in  com- 
puting the  investment  in  1901  the  Bureau  allowed  a  very  liberal  valuation.  The  Corporation  contends 
that  its  1907  appraisal  of  these  properties  was  very  conservative. 

3  Excess  over  Corporation's  estimate,  which  did  not  include  these  items  specifically,  but  which,  how- 
ever, allows  for  most  of  them  in  other  items. 

'  Includes  city  of  Gary  and  railroad  property. 

'  Excess  over  Corporation's  estimate. 

The  Corporation's  valuation  of  the  manufacturing  properties  was 
made  in  great  detail  and  it  is  claimed  that,  apart  from  the  real  estate 
of  these  plants,  which  was  separately  itemized,  the  figures  were  for 
the  construction  cost.  They  agree  substantially  with  those  of  the 
Bureau. 

The  Corporation's  appraisal  value  of  the  transportation  properties 
considerably  exceeds  the  investment  figure  of  the  Bureau. 

The  excess  of  the  Corporation's  figure  for  coal  and  coke  over  that 
of  the  Bureau  is  chiefly  due  to  the  fact  that  it  represents  a  current 
valuation,  whereas  the  Bureau's  figure  is  the  valuation  in  1901  plus 
the  actual  cost  of  subsequent  investment,  without  allowing  for  any 
appreciation  during  this  interval.  Undoubtedly  there  had  been  some 
appreciation  in  the  coal  property  during  the  period  1901-1907.  This 
must  be  attributed  in  part  to  the  fact  that  the  great  bulk  of  the 
Cormellsville  coking  coal  lands  was  owned  by  the  Steel  Corporation. 

The  figure  used  for  the  Gary  plant  is  the  Corporation's  figure  of 
construction  cost. 
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The  fixed  property  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany has  been  entered  by  the  Bureau  at  its  cost  in  bonds  issued  by 
the  Steel  Corporation  and  underlying  bonds  assumed  (subsequent 
additions  also  being  included).  The  price  paid  for  the  stock  as 
measured  by  the  market  value  of  the  bonds  so  issued  was  equivalent 
to  about  the  par  value  of  the  Tennessee  company's  stock,  or  roughly, 
$30,000,000  over  and  above  bonded  debt.  The  value  of  the  property 
represented  by  this  stock  is  difficult  to  estimate.  For  two  years  prior 
to  the  sale  the  average  price  of  the  stock  on  the  New  York  Stock 
Exchange  was  about  $146  per  share.  The  stock,  however,  was  a  noto- 
riously speculative  security  so  that  the  market  quotations  are  an 
uncertain  guide.  A  consohdated  balance  sheet  of  the  company  of 
October  31,  1907,  or  just  before  the  transfer  of  the  company  to  the 
United  States  Steel  Corporation,  showed  a  surplus  of  $1,199,823,  thus 
making  the  book  value  of  the  stock  about  $104.  The  fixed  property 
in  this  balance  sheet  was  carried  at  $44,988,699,  which  amount  was 
at  once  written  down  by  the  Steel  Corporation  to  $44,037,140,  this 
placing  the  plants  at  $15,382,234,  the  mineral  lands  and  certain  real 
estate  at  $26,525,144  (except  for  an  interest  in  the  Potter  Ore  Com- 
pany carried  at  $398,000),  the  balance  representing  miscellaneous 
real  estate  and  railroad  property.  There  is  reason  to  beheve  that  the 
plants  were  considerably  overvalued.  The  book  valuation  of  its  min- 
eral properties  appears  to  have  been  liberal.  Although  these  were 
enormous  in  extent,  the  market  value  was  very  low  as  compared  with 
northern  coal  or  Lake  Superior  ore,  first  on  account  of  the  low  grade 
and  second  because  of  the  great  abundance  of  such  raw  materials  in 
that  region  as  compared  with  the  market  demand  therefor. 

Altogether  it  is  doubtful  whether  the  tangible  property  (including 
working  assets)  after  allowing  for  bonds  exceeded  the  par  of  the  stock. 
However,  the  property  probably  had  a  potential  value  in  excess  of 
these  assets,  which  value  presumably  was  taken  account  of  by  the 
Steel  Corporation.  While  the  removal  of  competition  may  have 
influenced  the  price,  still,  taking  all  the  property  into  consideration, 
the  Bureau  has  deemed  it  reasonable  to  enter  it  at  the  actual  cost. 

Therefore,  as  in  the  case  of  the  Corporation's  estimate  of  1902,  the 
principal  difference  between  its  figures  and  those  of  the  Bureau  in 
this  comparison  for  1907  occurs  in  the  item  of  iron  ore.  Here  the 
valuation  claimed  by  the  Corporation  is,  roughly,  $641,000,000, 
whereas  the  indicated  investment  in  this  property,  as  determined  by 
the  Bureau,  is  only  $120,000,000.  As  repeatedly  pointed  out,  the 
Bureau's  figure  of  investment  in  this  ore  property  is  not  an  expression 
of  the  actual  value  of  that  property  at  the  close  of  1907.  The  Bureau 
has  not  attempted  a  valuation  of  the  ore  property  at  that  time.  A 
very  large  proportion  of  the  available  ore  of  the  Lake  Superior  region 
had  passed  into  the  hands  of  a  very  few  concerns,  and  especially 
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into  the  hands  of  the  Steel  Corporation  itself.  Unquestionably  this 
great  concentration  of  ownership  and  control  had  much  to  do  with 
whatever  appreciation  in  ore  values  may  have  taken  place  since 
1901.  Even  if  a  fair  market  value  of  the  ore  property  in  1907  were 
established,  it  would  so  largely  reflect  the  influence  of  this  concen- 
tration of  ownership  as  to  be  unsatisfactory  for  the  purpose  of  this 
discussion.  It  would  be  practically  impossible  to  measure  and  thus 
to  segregate  the  appreciation  in  ore  valuations  which  has  come  about 
solely  from  the  concentration  of  ownership,  from  that  which  might 
have  occurred  under  more  competitive  conditions.  Therefore,  in- 
stead of  attempting  to  value  this  ore  property,  the  Bureau  has  simply 
presented  a  statement  of  the  aggregate  actual  investment. 

While,  however,  the  Bureau  has  not  attempted  to  make  a  definite 
valuation  of  the  ore  property  of  the  Steel  Corporation  at  the  close  of 
1907,  it  should  be  pointed  out  that  the  value  of  .1f641, 000,000  claimed 
by  the  Steel  Corporation  is  greatly  excessive.  Of  this,  roughly, 
$607,000,000  was  for  ore  (fee  properties  and  leaseholds) — as  dis- 
tinct from  improvements — covering  a  tonnage  of  approximately 
1,182,000,000  tons,  or  an  average  of  51  cents  per  ton.  Convincing 
evidence  that  this  valuation  is  excessive  is  shown  by  the  actual  cost 
of  additions  to  the  ore  property  since  1901.  The  total  capital  expend- 
itures upon  ore  property  by  the  Corporation  from  April  1, 1901,  to  the 
close  of  1907  before  deducting  depreciation  were  $38,600,000.  Of  this 
total,  approximately  $19,000,000  represents  the  amount  expended 
for  ore,  including  fee  and  leasehold  properties  collectively.  The  total 
additions  to  the  ore  reserves  of  the  Corporation  by  this  expenditure 
(again  taking  leaseholds  and  fee  properties  collectively)  were  certainly 
several  hundred  milUon  tons;  this  not  including  the  "Hill"  ore,  which 
the  Steel  Corporation  itself  did  not  include  as  an  asset  in  its  appraisal 
(except  for  certain  expenditures  for  development  work  and  advanced 
royalties) .  The  exact  amount  added  can  not  be  stated  because  large 
additions  to  the  estimated  total  have  been  made  by  proving  up  ore 
land  owned  in  1901. 

It  is  worth  noting,  incidentally,  that  this  valuation  of,  roughly,  51 
cents  per  ton  at  the  close  of  1907  compares  with  a  valuation  in  the 
Hodge  suit  in  1902  of  $1  per  ton.  Since  there  had  been  some  apprecia- 
tion in  ore  values  during  this  interval,  the  1902  estimate,  it  will  be 
seen,  is  very  thoroughly  discredited  by  the  Corporation's  own  figures 
of  1907. 

Therefore  the  average  cost  per  ton  of  the  ore  acquired  since  1901, 
again  taking  fee  and  leaseholds  coUectively,  was  only  a  few  cents, 
whereas,  as  just  shown,  the  total  value  claimed  by  the  Steel  Corpora- 
tion indicated  an  average  of  over  50  cents  a  ton.  While  the  original 
cost  of  a  mining  property  is  not  a  reliable  indication  of  its  value  sub- 
sequently, it  is  impossible  to  accept  an  average  valuation  of  as  much 
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as  50  cents  per  ton  for  the  ore  of  the  Steel  Corporation,  in  view  of 
the  low  actual  cost  of  the  enormous  quantity  acquired  during  this 
period.  There  is  no  satisfactory  explanation  why  ore,  which,  for 
purposes  of  purchase  from  outside  concerns,  is  worth  only  a  few  cents 
per  ton  suddenly  becomes  worth  50  cents  by  the  mere  act  of  transfer 
to  the  United  States  Steel  Corporation.  Therefore  the  inevitable 
conclusion  is  that  the  Steel  Corporation's  appraisal  of  1907,  just  as 
its  estimate  in  the  Hodge  suit  in  1902,  placed  an  extravagant  valua- 
tion upon  its  ore  property. 

It  should  be  pointed  out  that  the  bulk  of  the  Steel  Corporation's 
ore  property  in  1907  consisted  of  leaseholds  and  not  ore  in  fee.  For 
the  mining  of  ore  from  such  leaseholds,  the  Corporation  must,  of 
course,  pay  a  royalty.  In  other  words,  for  the  greater  part  of  its 
ore  property  the  Steel  Corporation  merely  had  an  equity  interest  in 
the  ore.  It  is  inconceivable  that  this  equity,  together  with  the  value 
of  the  ore  owned  in  fee,  could  have  been  anything  like  the  total 
valuation  claimed  by  the  Steel  Corporation  in  its  foregoing  appraisal, 
although  this  equity  in  old  leases  had  increased  somewhat  during 
this  period,  owing  to  some  advance  in  the  average  rates  of  royalty 
on  new  leases. 

Great  Northern  ore  lease. — As  noted  above  the  Corporation  in 
its  valuation  of  its  property  in  1907,  did  not  enter  anything  for  the 
value  of  the  Great  Northern  or  "HiU"  ore  lease.  This  lease,  on 
account  of  the  royalties  provided  therein,  has  often  been  referred  to 
as  an  indication  of  the  increased  value  of  Lake  ore. 

The  Great  Northern  Railway  interests,  which  had  acquired  control 
of  immense  tonnages  of  ore  by  purchase  or  lease  for  the  protection 
of  the  traffic  of  their  railroad,  transferred  the  larger  part  of  these 
holdings  by  lease  to  the  Steel  Corporation  at  the  beginning  of  1907. 
Under  this  lease  the  Steel  Corporation  agreed  to  mine  the  ore  and 
ship  it  over  the  Great  Northern  Railway  and,  substantially,  to  pay, 
for  the  year  1907,  a  royalty  at  the  rate  of  85  cents  per  ton  on  dried 
ore  containing  59  per  cent  iron.  In  each  successive  year  the  royalty 
was  to  be  increased  by  3.4  cents  per  ton.  For  ores  richer  or  leaner  in 
iron  a  sHding  scale  of  royalties  was  provided  which  was  also  subject  to 
the  same  yearly  additions  of  3.4  cents.  Very  high  minimum  ton- 
nages were  also  agreed  upon,  increasing  from  750,000  tons  in  1907  to 
8,250,000  tons  in  1917,  after  which  a  fixed  minimum  of  8,250,000 
tons  was  stipulated.  It  was  provided  that  the  Steel  Corporation 
might  cancel  the  lease  January  1,  1915,  on  giving  2  years'  notice. 

While  the  average  royalty  which  will  actually  be  payable  under 
this  lease  will  depend  on  the  quality  of  the  ore  shipped,  the  indica- 
tions from  the  royalties  paid  on  shipments  up  to  1910,  inclusive,  are 
that  the  average  iron  content  has  not  fallen  very  much  below  the 
59  per  cent  grade  of  ore. 
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A  royalty  of  85  cents  with  annual  increases  of  3.4  cents  is  absolutely 
unprecedented  in  the  Lake  ore  trade.  It  is  true  that  one  or  two 
leases  have  been  made  for  small  and  exceptionally  valuable  ore 
deposits  with  fixed  royalties  of  $1  per  ton.  The  royalties,  however, 
on  all  new  leases,  other  than  the  Hill  lease,  which  the  Steel  Corporar- 
tion  has  made  from  the  beginning  of  1907  to  the  present  time  ap- 
parently will  not  average  over  40  cents  per  ton.  Moreover,  there  is 
no  indication  that  either  the  average  quahty  of  the  ore  on  the  Hill 
lease  or  the  costs  of  mining  it  justify  the  payment  of  exceptionally 
high  royalties.  The  royalties  stipulated  in  the  Hill  lease,  therefore, 
were  and  are  still  far  above  the  market  value. 

The  only  reasonable  explanation  of  this  extraordinary  transaction 
is  that  the  Steel  Corporation  desired  to  prevent  this  ore  either  from 
being  mined  and  sold  to  independent  producers,  thus  possibly  depress- 
ing the  price  of  ore,  or  from  being  utihzed  by  the  Hill  interests  to 
build  up  a  new  and  dangerous  competitor  in  the  iron  and  steel  busi- 
ness, thus  depressing  the  market  prices  of  iron  and  steel  products. 
The  Steel  Corporation  was  the  only  concern  in  the  iron  and  steel 
business  which  was  strong  enough  financially  and  which  had  a  suffi- 
ciently large  productive  capacity  even  to  consider  the  taking  over  of 
such  &  large  quantity  of  ore  at  such  a  high  royalty. 

The  Steel  Corporation  expressly  disclaims  any  intention  to  head  off 
competition  by  this  lease,  and  asserts  that  it  merely  desired  to 
strengthen  its  ore  reserves.  Whatever  the  motive  for  this  transaction, 
its  practical  effect  was  to  forestall  competition  as  well  as  to  increase 
the  Corporation's  control  of  the  ore  resources  of  the  country.  As 
the  rate  of  royalty  agreed  on  was  greatly  in  excess  of  current  market 
rates  on  ordinary  transactions,  it  is  not  surprising  that  the  Corpora- 
tion made  no  claim  to  an  increase  of  its  assets  on  account  of  this 
lease. 

The  high  royalty  named  in  this  lease,  therefore,  instead  of  being 
indicative  of  a  marked  enhancement  in  ore  values,  is  rather  evidence 
of  the  extent  to  which  the  Steel  Corporation  was  willing  to  go  in  order 
to  prevent  this  ore  from  falling  into  the  hands  of  rival  interests. 

INVESTMENT   OF   STEEL  CORPORATION  AT  THE   CLOSE  OF  1910. 

The  Steel  Corporation  has  made  no  detailed  appraisal  of  its  prop- 
erties since  the  close  of  1907.  The  Bureau's  computation  of  the 
investment  in  the  Corporation's  property  down  to  the  close  of  1910 
is  given  in  the  following  table: 
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INVESTMENT  IN  TANGIBLE  PROPERTY  OF  STEEL  CORPORATION  ON  DECEMBER  31, 
1910,  AS  COMPUTED  BY  BUREAU. 


Description. 


Investment 
1901. 


Net  additions 
1901-1910.1 


Total  invest- 
ment Dec.  31, 
1910. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

Other  assets: 

Deferred  charges 

Investments 

Sinking  funds 

Current  assets 


$250,000,000 
100,000,000 
80,000,000 
91,600,000 
24,000,000 

2,088,027 

241,030 

239 

134,224,089 


$133,338,905 
34,145,450 
18,426,982 
50,666,405 
2,741,012 

13,243,678 

2,128,364 

16,067,666 

101,683,644 


$383,338,905 
134,145,450 

98,425,982 
142,166,405 

26,741,012 

16,331,706 

2,369,394 

16,067,905 

236,907,633 


Total 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad  Company. 
Adjustments  * 


682,053,385 


372,441,006 

69,978,695 

"59,445,368 

3,063,694 


1,064,494,391 
69,978,695 
69,446,368 
3,063,694 


Grand  total. 


682,053,386 


604,928,653 


1,186,982,038 


1  As  per  tahle  on  page  41. 

2  Includes  city  of  Gary  and  railroad  property. 

8  Original  cost  of  fixed  property  and  additions  thereto  since  its  acquisition. 

*  Sundry  adjustments  made  in  the  balance  sheet  without  distribution  by  classes  of  property. 

The  Bureau  has  therefore  computed  the  actual  investment  of  the 
Steel  Corporation  in  its  various  properties  at  the  close  of  1910  at 
$1,186,982,038.  This  compares  with  a  total  valuation  in  April,  1901, 
of  $682,053,385.  In  other  words,  during  the  period  from  April,  1901, 
to  December  31,  1910,  the  Corporation  has  made  an  additional  net 
investment  in  its  properties  of  no  less  than  $504,928,653.  Of  this 
amount,  roughly,  $435,000,000  was  virtually  provided  from  earnings 
These  amounts,  it  should  be  noted,  are  over  and  above  the  allowance 
for  ordinary  maintenance  and  repairs  and  for  actual  net  depreciation 
as  given  above  (p.  41). 

This  great  addition  to  the  investment  of  the  Steel  Corporation  has 
eliminated  a  considerable  amount  of  the  "water"  in  the  original 
capitalization  of  the  company.  The  increase  in  the  investment  does 
not,  however,  exactly  measure  the  amount  of  water  or  inflated  capi- 
tahzation  thus  offset,  partly  because  the  capitalization  of  the 
Corporation  has  not  been  the  same.  In  the  first  place,  the  capitali- 
zation has  been  considerably  increased,  particularly  through  the  issue 
of  new  bonds  and  other  forms  of  indebtedness  and  also  through  the 
assumption  of  liabilities  of  several  concerns  which  have  been  ac- 
quired.    On  the  other  hand,  a  part  of  this  increase  has  been  offset  by 
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the  liquidation  of  a  part  of  the  bonded  indebtedness.  Although  the 
preferred  stock  of  the  Corporation  was  reduced  in  1 903  by  |1 50,000,000, 
this  was  accomphshed  only  by  a  corresponding  increase  in  the  bonded 
debt,  by  the  so-called  bond  conTersion  plan,  a  severely  criticized 
operation  and  one  involving  certain  objectionable  features,  fully 
discussed  in  the  body  of  the  report.  The  total  net  outstanding 
capitahzation  of  the  Steel  Corporation  on  December  31,  1910  (includ- 
ing with  the  capitahzation  the  purchase-money  obhgations  and  real- 
estate  mortgages,  as  in  previous  instances,  but  excluding  $620,352 
par  value  of  stocks  of  subsidiary  companies  not  held  by  United  States 
Steel  Corporation),  was  $1,468,033,260.  The  excess  of  the  capitali- 
zation over  the  indicated  investment  ($1,186,982,038)  was,  therefore, 
$281,051,222,  whereas  at  its  organization  in  1901  the  disparity  be- 
tween the  two  figures  was  $720,846,817.'  It  is  apparent,  therefore, 
that  a  large  part  of  the  water  in  the  capitahzation,  as  it  may  be 
called,  has  been  ehminated. 

The  Steel  Corporation  undoubtedly  would  contend  that  there  was 
not  a  disparity  of  $281,000,000  between  its  capitalization  and  the 
actual  value  of  its  property  at  the  close  of  1910.  Indeed,  the  Steel 
Corporation  in  its  balance  sheet  of  December  31,  1910,  claimed  total 
assets  (after  deduction  of  current  liabilities)  of  approximately 
$1,693,000,000,  or,  roughly,  $225,000,000  over  and  above  the  out- 
standing capitalization  as  above  stated.  Of  this  excess  $164,000,000 
was  surplus  and  the  balance  sundry  reserves.  This  balance  sheet 
valuation,  it  will  be  seen,  is  about  $500,000,000  in  excess  of  the 
iuvestment  as  computed  by  the  Bureau. 

The  Steel  Corporation  ia  defending  its  1910  book  valuation 
undoubtedly  would  rely  in  the  main  upon  two  considerations — ^first, 
that  there  has  been  an  appreciation  in  its  natural  resources,  par- 
ticularly ore,  and  second,  that  there  is  a  so-called  "merger  value" 
attaching  to  its  properties  because  of  their  combination  and  coordina- 
tion under  a  single  control. 

So  far  as  the  ore  is  concerned,  there  has  been  no  such  marked 
appreciation  as  the  Steel  Corporation  claims.  Moreover,  a  con- 
siderable part  of  whatever  actual  appreciation  has  occurred  in  ore 
values  undoubtedly  is  due  to  the  rapid  concentration  of  ore  property 
in  the  hands  of  a  comparatively  few  interests,  and  especially  in  the 
hands  of  the  Steel  Corporation  itself. 

With  respect  to  "merger  value,"  it  is  probably  true  that  the 
various  properties  acquired  by  the  Steel  Corporation,  taken  together 
with  the  organization  of  this  company  as  a  going  concern,  do  have 
a  value  in  excess  of  the  sum  of  their  values  as  separate  entities.  The 
coordination  and  integration  made  possible  by  the  combination  of 
such  properties  under  a  single  control  undoubtedly  tend  to  reduce 
costs  either  through  economies  or  through  removing  the  necessity 

iln  arriving  at  this  figure  the  investment  in  1901  was  taken  at  the  round  sum  of  $682,000,000.    (See 
p.  37.) 
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of  paying  profits  to  others.  Further,  in  so  far  as  the  concentration 
of  the  industry  under  the  control  of  a  single  concern  gives  to  it 
a  monopolistic  power  over  production  and  prices,  this  may  result 
in  an  increase  in  its  earning  power  and  consequently  in  an  increase 
in  its  value  as  a  going  concern.  This  involves,  however,  the  reduc- 
tion of  actual  or  potential  competition.  Indeed,  much  of  what  is 
ordinarily  termed  merger  value,  in  so  far  as  it  exists,  is  to  a  greater 
or  less  degree  a  monopolistic  value.  To  allow  a  single  company, 
which  has  secured  the  bulk  of  a  given  industry,  credit  for  such  mer- 
ger value,  as  a  basis  on  which  to  earn  profits,  raises,  therefore,  a  ques- 
tion of  far-reaching  pubhc  pohcy.  In  the  absence  or  ineffectiveness 
of  competition,  either  actual  or  potential,  earnings  might  be  ob- 
tained which,  if  capitaUzed  at  an  ordinary  rate  of  profit,  would  give  a 
value  or  capitalization  greatly  in  excess  of  the  real  investment.  To 
regard  a  valuation  so  arrived  at  as  justifying  such  profits  under  these 
conditions  would  be  reasoning  in  a  circle,  because  the  real  question  is 
whether  the  profits  themselves,  used  to  determine  the  capitaHzation, 
were  reasonable.  For  the  reasonableness  of  profits,  only  two  criteria 
are  practically  available,  namely,  first,  the  existence  of  free  and 
fair  competition,  and,  second,  the  rate  of  profit  on  the  actual  invest- 
ment. Of  these  two  criteria  the  second  is  the  only  practicable 
one  available,  where  competition  is  not  effective.  Therefore  both 
because  of  the  vital  issue  involved,  as  weU  as  because  of  the  prac- 
tical consideration  of  establishing  an  investment  which  shall  permit 
of  intelligent  discussion  of  profits,  the  Bureau,  while  admitting  there 
is  an  element  of  merger  value  in  a  going  concern,  either  from  great 
concentration  of  control,  monopolistic  power,  or  other  influences, 
has  made  no  addition  therefor  to  the  investment  of  the  Steel 
Corporation. 

PROFITS  OF  THE  STEEL  CORPOBATION. 

The  profits  earned  upon  the  investment  of  the  Steel  Corporation, 
as  computed  by  the  Bureau,  have  averaged  12  per  cent  for  the 
entire  period  from  1901  to  1910.  The  extreme  range  was  from  7.6 
per  cent  in  1904  to  15.9  per  cent  in  1902. 

In  making  a  comparison  of  profits  with  investment,  certain  revi- 
sions of  the  profit  statements  as  published  by  the  Corporation  in  its 
reports  were  necessary  to  conform  to  the  revisions  made  by  the  Bureau 
in  the  investment.  Thus,  as  the  Bureau  has  considered  the  invest- 
ment as  a  whole  and  not  merely  the  equity  over  and  above  bonded 
indebtedness,  the  total  earnings  on  that  investment,  before  payment 
of  interest  on  such  indebtedness,  should  be  used;  that  is  to  say,  the 
problem  is  to  determine  what  the  investment  as  computed  by  the 
Bureau  has  actually  earned  and  not  how  the  return  on  that  invest- 
ment has  been  distributed  among  the  different  security  holders. 
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Therefore,  the  Bureau  did  not  deduct  interest  charges  from  the  earn- 
ings as  reported  by  the  Corporation.  The  usual  operating,  adminis- 
trative, and  general  expenses  were,  of  course,  deducted,  and  also 
taxes,  in  accordance  with  the  usual  practice  of  corporations. 

Moreover,  the  Bureau  did  not  deduct  certain  locked-up  inventory 
profits,  so  called;  that  is,  intercompany  profits  on  sales  of  mate- 
rials between  subsidiary  companies,  which  have  not  been  realized  by 
final  sale  to  outside  interests.  Such  locked-up  inventory  profits  are 
tentatively  deducted  from  the  earnings  in  the  profit  statements  of  the 
Corporation  but  are  carried  as  a  suspended  surplus.  While  the  treat- 
ment of  this  item  is  debatable,  it  appeared  to  the  Bureau  reasonable 
not  to  deduct  such  locked-up  profits.  Even  assuming  that  a  large 
part  of  these  inventories  were  to  be  sold  at  figures  which  would  fail  to 
realize  these  provisional  profits,  on  the  other  hand  the  Corporation 
probably  would  stock  up  again  with  low-cost  inventories  on  which 
there  would  subsequently  be  an  offsetting  profit.  It  is  a  fair  pre- 
sumption that  the  bulk  of  these  locked-up  profits  will  eventually  be 
realized. 

The  Bureau  has  also  revised  the  profit  statements  of  the  Corpora- 
tion by  readjustment  of  depreciation  charges.  As  shown  above,  in 
discussuig  the  investment,  a  portion  of  the  amounts  provisionally 
set  aside  by  the  subsidiaries  of  the  Corporation  for  depreciation 
really  were  excessive,  judged  from  the  standpoint  of  investment  as 
computed  by  the  Bureau,  representing  either  unnecessary  provisions 
or  else  amounts  which  were  directly  applied  to  capital  additions  to  the 
property.  The  aggregate  of  these  excess  provisions  during  the  period 
from  1901  to  1910  was  approximately  $38,000,000.  This  amount  has 
therefore  been  restored  by  the  Bureau  (properly  distributed  by  years) 
to  the  ])rofits  as  shown  by  the  Corporation's  reports.  (That  portion 
expended  in  additions  to  the  property  has  also  been  included  in  the 
investment.)  The  amounts  written  off  from  surplus  by  the  Corpora- 
tion itself  to  offset  inflation  of  capitalization  have  not,  of  course,  been 
deducted,  since  these  have  no  bearing  whatever  upon  the  true  depre- 
ciation of  the  property  nor  upon  the  true  earning  power  of  the 
Corporation. 

There  are  one  or  two  other  items  concerning  which  there  might  be 
some  difference  of  opinion,  as,  for  instance,  the  amounts  set  aside 
each  year  to  provide  for  the  issuance  of  stock  on  a  profit-sharing 
basis  to  employees  of  the  Corporation.  Since,  however,  it  might  be 
argued  that  the  amounts  thus  set  aside  really  were  equivalent  to 
additional  wages,  and  since  they  have  been  deducted  from  the  gross 
earnings  by  the  Corporation  itself,  the  Bureau  has  allowed  these 
deductions  to  stand. 

The  net  result  of  the  revisions  made  by  the  Bureau  in  the  profit 
statements  of  the  Corporation  on  account  of  these  various  items  is 
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indicated  by  the  following  table,  which  shows  the  net  earnings  as. 
reported  by  the  Corporation  (these  being  the  earnings  before  deduct- 
ing interest  on  bonds  of  the  United  States  Steel  Corporation  itself, 
and  sinking-fund  provisions  on  such  bonds,  but  after  allowing  for 
sinking-fund  provisions  on  bonds  of  subsidiary  companies,  which  are 
in  the  main  regarded  as  representing  actual  depreciation  of  property), 
together  with  the  amounts  restored  or  added  by  the  Bureau,  and  the 
finally  adjusted  total: 

ACTUAL  EAKNINGS  OF  STEEL  CORPORATION  ON  ITS  TOTAL  INVESTMENT,  AS  COM- 
PUTED BY  BUREAU,  1901-1910. 


Net  earnings, 

as  shown  by 

annual  reports. 

Adjustments 

by  Corporation 

in  sundry 

accounts. 

Amounts  restored  to  earnings  by  Bureau. 

Year. 

Interest  on 
bonds,  mort- 
gages, and 
purchase- 
money  obli- 
gations of 
subsidiary 
companies. 

Locked-up 

profits  in 

inventories. 

Excessive 
depreciation 
allowances. 

Total  adjusted 
earnings. 

19011 

$76,006,230.89 
108,534,37426 

83,675,786.61 
< 57, 791, 196. 80 

96,432,595.93 
125,966,938.13 
133,244,929.28 

74,882,529.11 
107,773,099.96 
116,738,157.80 

"$4,600,000.00 
6,113,684  34 
6,663,861.06 
6,673,146.64 
6,710,214  73 
6,561,478.70 
6,492,195.42 
7,401,205.18 
7,887,178.18 
7,263,463.66 

(•) 

(') 

(") 
-$1,254,336.48 
6,307,189.83 
2,739,403.74 
9,744,692.61 
426,983.86 
2,617,396.64 
2,751,307.08 

-$1,766,000.00 
8,062,272.00 
9,364,861.00 

-      631,166.00 
3,480,088.00 
8,216,388.00 
6,616,572.00 
1,688,543.00 
1,981,460.00 
1,281,348.00 

$77,741,230.89 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

-$1,207,886.84 

-  6,427,640.33 
+      <  13, 108. 34 

-  99,253.78 

-  90,501.19 

-  681,516.62 
+      394,034  69 
+      548,446.08 

-  818,182.64 

121,502,343.76 
94,156,968.24 
62,491,950.20 
112,830,834  71 
143,393,707.38 
155,416,873.69 
84,793,295.73 
120,807,578.76 
127,216,083.90 

Total. 

980,046,838.66 

-  7,369,292.29 

66,056,317.81 

23,332,636.07 

38,285,367.00 

1,100,360,857.26 

'  Nine  months. 

2  Approximated;  this  amount  never  computed  by  the  Corporation. 

'  In  these  years  these  inventory  profits  were  not  deducted  by  the  Corporation  and  hence  need  not 
be  restored. 

*  After  deducting  employees'  bonus  fund,  which  in  this  year  was  taJren  out  after  stating  net  earnings, 
but  which  in  other  years  is  deducted  before  determining  the  net  earnings. 

In  the  following  table  the  yearly  earnings  as  thus  computed  by  the 
Bureau  are  compared  with  the  revised  investment. 
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COMPAEISON  OF  INVESTMENT  OF  STEEL  COBPOEATION,  WITH  TOTAL  EABNINGS 
THEREON,  AS  ADIUSTED  BY  BUBEAU,  YEABLY,  1901-1910. 


Year  ended  Dec.  31— 

Total  invest- 
ment in  tan- 
gible property. 

Earnings  as  adjusted  by 
Bureau. 

Amount. 

Percent 

1901 1 

1698,869,756 

763,574,919 

806,615,979 

818,238,143 

874,840,920 

947,397,884 

1,078,763,602 

1,090,425,487 

1,146,875,993 

1,186,982,038 

1177,741,231 
121,502,344 
94,156,958 
62,491,950 
112,830,835 
143,393,707 
155,416,873 
84,793,296 
120,807,679 
127,216,084 

1902 

16.9 

1903 

11  7 

1904 

7.6 

1905 

12.9 

1906 

16  1 

1907 

14.4 

1908  .   . 

7  g 

1909 

10.5 

1910 

10.7 

Total 

1,100,350,857 
•112,866,498 

941,268,472 

12.0 

1  Nine  montbs,  April  to  December;  Investment  includes  additions  during  this  period. 

•  Indicated  rate  per  annum  based  on  actual  earnings  for  nine  months. 

•  Average  yearly  profits  for  nine  and  three-fourtlis  years. 

As  already  stated,  the  average  for  the  period  from  April  1,  1901, 
to  December  31,  1910,  is  12  per  cent.  The  average  rate  for  the  first 
four  and  three-fourths  years  was  12.5  per  cent,  as  against  11.6  per 
cent  in  the  five  years  from  1906  to  1910.  Therefore,  in  so  far  as  any 
tendency  may  be  noted,  it  is  toward  a  lower  rate  of  profit  in  recent 
years. 

The  table  shows  that  in  the  years  1904  and  1908,  which  were  years 
of  rather  marked  depression  in  the  iron  and  steel  business,  the  rate  of 
profit  of  the  Steel  Corporation  fell  to  7.6  per  cent  on  the  investment 
in  1904  and  7.8  per  cent  in  1908,  as  compared  with  a  maximum  profit 
of  over  15  per  cent  in  1902  and  1906.  Prior  to  the  formation  of  the 
Steel  Corporation  and  other  large  consohdations,  the  iron  and  steel 
industry  was  noted  for  violent  changes  in  the  rate  of  profit,  the  indus- 
try, indeed,  having  been  aptly  termed  either  "prince  or  pauper." 
This  table  shows  that  so  far  as  the  Steel  Corporation  is  concerned  the 
business,  although  still  subject  to  marked  fluctuations  in  profits,  has, 
even  in  the  inost  depressed  years  of  this  period,  shown  a  substantial 
return  on  the  actual  investment. 

It  should  be  pointed  out  that  an  average  rate  of  12  per  cent  for 
a  concern  of  the  size  of  the  Steel  Corporation,  which  embraces  more 
than  one-half  of  the  entire  iron  and  steel  industry  of  the  country, 
has  a  very  different  significance  than  the  same  rate  in  the  case  of  a 
relatively  small  concern.  WhUe  exceptionally  efl&cient  or  fortunate 
concerns  in  the  steel  business  may  earn  rates  in  excess  of  this  average, 
on  the  other  hand  a  great  many  of  the  less  efficient  companies  imdoubt- 
edly  earn  very  much  smaller  rates,  while  in  some  iastances  the  business 
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is  conducted  at  a  loss.  Therefore,  an  average  rate  of  12  per  cent 
for  over  one-half  of  the  entire  steel  business  of  the  country  is  much 
more  significant  than  the  same  rate  or  even  a  larger  rate  for  a  com- 
paratively small  concern.  It  probably  means  that  the  return  on  a 
considerable  proportion  of  the  business  of  the  coimtry,  which  under 
more  competitive  conditions  and  more  scattered  ownership  would  be 
conducted  at  a  lower  rate  of  profit,  has  been  considerably  increased. 

It  may  also  be  noted  that  the  investment  includes  a  large  amount 
of  idle  property,  particularly  unimproved  ore  reserves,  which,  of 
course,  tends  to  reduce  the  rate.  However,  the  investment  in  un- 
developed iron-ore  property  as  computed  by  the  Bureau  is  not  so 
great  as  to  very  materially  affect  the  rate  of  profit.  Nevertheless  it 
is  worth  emphasizing  that  the  rate  of  profit  here  given  includes  not 
only  the  iron  and  steel  industry  proper,  but  also  the  iron-ore  mining 
industry.  Prior  to  the  era  of  consolidation  the  latter,  to  a  large 
extent,  was  distinct  from  the  manufacture  of  iron  and  steel,  and 
under  the  scattered  ownership  of  iron-mining  properties  then  pre- 
vailing profits  generally  are  understood  to  have  been  comparatively 
low,  on  the  average.  Under  present  conditions  in  the  iron  and  steel 
industry,  however,  the  Lake  iron-ore  industry  is  one  of  the  most 
profitable  branches  of  the  business.  This  factor  should  be  considered, 
therefore,  in  comparing  the  profits  of  the  iron  industry  at  the  present 
time  with  those  obtained  under  the  different  conditions  formerly 
prevailing. 

The  rate  of  earnings  on  the  investment  of  the  Steel  Corporation  as 
computed  by  the  Bureau  is,  of  course,  considerably  larger  than  the 
rate  of  net  profit  upon  the  capitalization,  as  indicated  by  the  annual 
reports  of  the  Corporation,  because  the  investment  as  established  by 
the  Bureau  is  very  much  less  than  the  capitalization.  The  rate  of 
12  per  cent  here  given,  it  should  be  clearly  understood,  covers 
the  entire  investment  in  the  property,  whether  represented  by 
capital  stock  or  bonded  debt.  This  rate  of  earnings  on  the  total 
true  investment  understates  the  rate  which  accrues  to  the  bene- 
fit of  the  Steel  Corporation  (or  the  stockholders  as  distinguished 
from  the  stockholders  and  bondholders  combined)  on  that  part  of 
the  true  investment  which  may  be  considered  as  represented  by  the 
capital  stock.  That  is  to  say,  if  that  part  of  the  true  investment 
for  which  bonds  were  issued  were  deducted  from  the  total  true  in- 
vestment, and  a  corresponding  amount  of  bond  interest  at  the  rates 
paid  by  the  Corporation  were  deducted  from  the  earnings,  then  a 
comparison  of  the  remainder  of  the  investment  with  the  remainder 
of  the  earnings  would  indicate  a  considerably  higher  average  profit 
than  12  per  cent.  Such  a  computation,  however,  can  not  be  made  in 
a  definite  or  satisfactory  manner,  particularly  because  the  original 
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bond  issues  of  the  Corporation  did  not  correspond  with  the  true  value  of 
the  property  for  which  they  were  issued.  Therefore,  to  deduct  them 
from  the  true  investment  would  leave  an  unduly  low  remainder  for  the 
capital  stock  and  unfairly  exaggerate  the  rate  of  profit  on  that  part 
of  the  true  investment  which  may  be  considered  as  contributed  by 
the  stockholders. 

Hence  the  Bureau  does  not  attempt  to  give  in  definite  figures  the 
rate  of  profit  earned  by  the  Steel  Corporation  on  the  true  investment 
represented  by  its  capital  stock,  but  merely  calls  attention  to  the  fact 
that  the  rate  of  profit  above  shown  is  not  the  rate  earned  on  that  part 
of  the  true  investment  which  may  be  considered  as  contributed  by 
the  stockholders,  but  a  lower  rate  earned  on  the  total  true  investment 
and  accruing  to  the  stockholders  and  bondholders  combined. 

POSITION  OF  STEEL  CORPOBATION  IN  THE  INDTJSTBY. 

The  Steel  Corporation,  despite  its  great  size,  is  not  exempt  from 
competition.  Indeed,  the  evidence  on  the  whole  indicates  that  com- 
petition in  the  industry  has  steadily  been  increasing.  Notwithstand- 
ing the  great  additions  made  by  the  Corporation  to  its  properties  from 
earnings  and  the  acquisition  of  several  important  competing  concerns, 
its  proportion  of  the  business  in  nearly  every  important  product  ex- 
cept pig  iron  and  steel  rails  is  less  than  it  was  in  1901.  This  is  shown 
by  the  following  table  of  percentages  compiled  by  the  Corporation 
from  its  own  figures  in  connection  with  data  gathered  by  the  American 
Iron  and  Steel  Association : 

PROPORTIONS  or  OUTPUT  OF  PRINCIPAL  IRON  AND  STEEL  PRODUCTS  PRODUCED 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  COMPANIEB, 
RESPECTIVELY,  IN  1901  AND  1910. 


Products. 


Steel  Corporation's 
percentages. 


1901. 


1910. 


Independent  com- 
panies'   percent- 


1901. 


1910. 


Pig  iron,  Spiegel,  and  ferro 

Steel  ingots  and  castings 

Rails 

Structural  sliapes 

Plates  and  sheets  of  all  Idnds  ■ 

Blaclc  plate  produced  in  tin  mills 

Coated  tin-mill  products 

BlacI;  and  coated  stieets  produced  in  sheet  mills 

Wire  rods 

Wire  nails 

Wrought  pipe  and  tubes  > 

Seamless  tubes ' 


43.2 
65.7 
69.8 
62.2 
646 
79.8 
73.1 
67.3 
77.7 
6S.1 
57.2 


43.4 
54.3 
58.9 
•47.0 
•49.7 
62.9 
61.1 
38.9 
67.3 
55.5 
38.2 
55.3 


66.8 
34.3 
40.2 
37.8 
36.4 
20.2 
26.9 
32.7 
22.3 
31.9 
42.8 
17.2 


46.7 
41.1 
■63.0 
>60.3 
47.1 
38.9 
61.1 
32.7 
44.6 
61.8 
44.7 


■  Includes  sheets  for  tinning,  galvanizing,  and  other  coatings. 

'  These  percentages  are  based  on  capacity  and  not  production.    The  capacity  of  independent  companies 
is,  moreover,  partly  estimated. 
>  For  1909;  figures  for  1910  not  available. 
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The  Steel  Corporation  did  not  compute  its  percentage  of  the  ore 
production  of  the  country.  Its  proportion  of  the  production  of 
Lake  Superior  ore,  such  ore  being  pracjtically  the  basis  of  the  steel 
industry  (arrived  at  by  comparing  the  known  production  of  the 
Steel  Corporation  with  the  total  production  as  estimated  by  the 
Geological  Survey),  fell  from  60.6  per  cent  in  1901  to  51.6  per  cent 
in  1909  (figures  for  1910  not  being  available). 

This  table  shows  that  whereas  the  Steel  Corporation  in  1910  had 
fuUy  maintained  the  share  of  the  country's  total  production  of  pig 
iron  which  it  held  in  1901,  its  proportions  of  the  production  of  nearly 
aU  steel  products  had  declined,  and  in  most  cases  sharply  declined. 
The  only  important  exception  was  steel  rails.  The  maintenance  of 
its  proportion  here  is  chiefly  due  to  the  erection  of  a  very  large  rail 
mill  at  the  new  Gary  plant  and  to  the  acquisition  of  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  which  had  a  considerable  steel 
rail  production. 

Taking  the  production  of  steel  ingots  and  castings  as  a  basis  it  will 
be  seen  that  the  Steel  Corporation's  percentage  of  the  total  fell  from 
65.7  per  cent  in  1901  to  54.3  per  cent  in  1910.  This  figure,  perhaps, 
is  the  best  single  criterion  by  which  to  judge  the  change  in  the  Corpo- 
ration's position  in  the  steel  industry  from  a  producing  standpoint. 
It  will  be  seen  that  the  Corporation's  proportions  of  production  of 
black  plate,  coated  tin  mUl  products,  and  black  and  coated  sheets, 
feU  off  to  a  very  marked  extent,  which  indicates  that  competition 
has  been  particularly  active  in  these  branches.  Its  share  of  the  pro- 
duction of  wrought  pipe  and  tubes  and  of  seamless  tubes  likewise 
fell  off  very  heavily.  In  wire  products  the  Corporation  has  main- 
tained its  relative  position  rather  better,  but  even  in  these  there  has 
been  a  marked  recession  in  the  percentages  of  the  business  done. 

It  should  be  noted  that  the  decline  in  the  production  shown  by  this 
comparison  of  the  1901  and  1910  percentages  was  practically  con- 
tinuous for  most  products  throughout  the  entire  period.  However, 
the  actual  output  of  the  Corporation  has  shown  a  very  great  increase. 
For  ex9,mple,  the  Steel  Corporation's  production  of  crude  steel  ingots, 
which  is  typical  of  its  total  business,  increased  from  9,743,918  tons  in 
1902  (the  first  full  year  of  operations)  to  14,179,369  tons  in  1910,  an 
increase  of  45.5  per  cent. 

While,  however,  these  statistics  clearly  show  the  existence  of  active 
competition  in  production,  it  should  be  clearly  pointed  out  that 
such  competition  has  not  been  so  evident  with  respect  to  prices, 
where  it  has  been  materially  modified  by  the  existence  of  a  price 
poUcy  described  as  "cooperation."  This  will  be  discussed  in  a  later 
part  of  the  report. 
4525°— 11 6 
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While  the  Corporation's  proportion  of  the  production  of  both  raw 
materials  and  finished  products  thus  shows  a  marked  decrease,  the 
proportions  given  do  not  fairly  represent  the  true  position  of  the 
Corporation  in  the  industry  as  a  whole.  In  iron  ore,  in  particular, 
the  Steel  Corporation  undoubtedly  occupies  a  dominating  position. 
The  Corporation's  holdings  of  what  are  now  regarded  as  conmiercially 
available  ores  exceed  those  of  all  other  iron  and  steel  interests  com- 
bined. It  should  be  clearly  understood  that  the  ores  of  the  Lake 
Superior  region  substantially  form  the  basis  of  the  steel  production  of 
the  country  at  the  present  time.  While  the  Steel  Corporation  has 
very  extensive  holdings  of  ore  elsewhere,  the  great  bulk  of  its  ore 
holdings  are  in  the  Lake  Superior  district.  In  1907  the  holdings  of 
the  Steel  Corporation  in  Minnesota,  which  State  includes  the  Mesabi 
and  VermiUon  ranges,  according  to  a  carefully  prepared  schedule  of 
the  Minnesota  Tax  Commission,  amounted  to  about  913,000,000  tons, 
or  76  per  cent  of  the  total  ore  deposits  for  the  State. 

The  Corporation's  proportion  for  the  whole  Lake  Superior  region, 
including  the  old  ranges. in  Michigan,  is  apparently  about  the  same. 
Authoritative  data  submitted  to  the  Senate  Finance  Committee  in 
1909  by  a  prominent  hon  manufacturer  with  the  Steel  Corpora- 
tion'-s  consent  showed  that  the  Corporation  itself  then  reckoned 
on  about  1,625,000,000  tons  of  Lake  ore,  of  which  1,258,000,000 
tons  was  of  the  current  commercial  standard.  An  estimate  of  a 
prominent  mining  engineer,  submitted  to  the  Finance  Conmiittee 
at  the  same  time,  placed  the  total  reserves  of  Lake  ore  of  the  com- 
mercial standard  at  about  1 ,600,000,000  tons.  On  this  basis,  therefore, 
the  Steel  Corporation  would  have  had  over  75  per  cent  of  the  total 
commercially  available  ore  in  the  entire  Lake  Superior  region.  Of 
course,  the  ideas  of  the  consulting  engineer  and  those  of  the  Steel 
Corporation's  experts  as  to  what  were  commercially  available  ores 
■  may  have  differed  somewhat,  but  it  is  not  likely  that  the  proportion 
of  ore  controlled  by  the  Steel  Corporation  as  shown  by  these  two 
estimates  is  too  high,  because  both  of  these  statements  were  sub- 
mitted by  the  manufacturer  in  question  together  with  extensive 
data  for  other  ore  supplies  in  the  United  States  for  the  avowed  pur- 
pose of  proving  that  the  proportion  of  the  ore  supply  controlled  by 
the  Steel  Corporation  was  less  than  85  per  cent  of  the  total  supply. 
In  1908  the  commercially  available  ore  of  the  Lake  Superior  region, 
as  computed  by  the  United  States  Geological  Survey,  for  the  Con- 
servation Commission,  was  3,500,000,000  tons,  but  the  iron  content 
assumed  as  a  basis  for  available  ore  was  considerably  lower  than  in 
the  two  preceding  estimates,  thus  greatly  increasing  the  total  quan- 
tity. This  and  other  evidence  indicates  that  the  Survey  estimate 
is  not  fairly  comparable  with  that  of  the  Corporation. 
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In  this  connection  it  may  be  stated  that  the  chairman  of  the  Steel 
Corporation,  in  his  testimony  before  the  Ways  and  Means  Committee 
in  1908,  admitted  that  the  Corporation  had  control  of  the  ultimate 
ore  supply  of  the  whole  country.  Later,  however,  in  1911,  in  tes- 
timony before  a  special  committee  of  the  House  of  Representatives, 
he  materially  modified  that  statement. 

In  discussing  the  Corporation's  position  in  the  ore  industry  account 
must  be  taken  of  the  fact  that  new  discoveries  of  ore  are  constantly 
being  made,  and  also  that  when  somewhat  lower  grades  of  ore  become 
commercially  available  the  total  reserve  wUl  be  greatly  increased. 
The  use  of  ore  of  much  lower  grade  involves,  however,  much  higher 
costs  of  production,  so  that  any  concern  which  has  substantial  con- 
trol of  the  best  grades  of  ore  would  under  such  circumstances  be  in  a 
position  to  obtain  an  enormous  increase  in  profits.  Taking  condi- 
tions as  they  are  to-day,  there  can  be  no  doubt  that  the  Steel  Cor- 
poration has  control  of  the  great  bulk  of  the  commercially  available 
ores  of  the  Lake  Superior  district,  its  proportion  probably  being 
about  three-fourths  of  the  total.  In  addition,  of  course,  it  has  there 
a  large  amount  of  low-grade  ore,  as  well  as  immense  deposits  ia  the 
South.  The  Corporation's  total  ore  holdings  may  be  conservatively 
placed  at  more  than  2,500,000,000  tons. 

The  system  of  leasing  ore  mines,  as  employed  in  the  Lake  region, 
is  important  in  this  connection.  A  very  large  part  (approximately 
two-thirds  in  1910)  of  the  Corporation's  total  holdings  in  the  Lake 
region  is  held  by  lease.  Frequently  there  is  no  initial  investment  in 
such  leaseholds,  and  even  where  a  bonus  is  paid  it  is  usually  small, 
while  the  minimum  tonnage  on  which  royalty  must  be  paid,  whether 
mining  operations  are  conducted  or  not,  is  generally  unimportant. 
The  Hill  lease  is,  of  course,  as  above  shown,  a  very  marked  exception 
in  the  last  respect. 

It  wiU  be  seen,  therefore,  that  this  ore-leasing  system,  where  there 
is  no  Hmit  placed  on  the  number  of  leases  that  can  be  combined 
under  a  single  interest,  greatly  facilitates  the  gathering  in  by  a  great 
concern  hke  the  Steel  Corporation  of  a  vast  amount  of  ore  reserves, 
far  in  advance  of  any  commercial  need  for  them.  This  not  only 
prevents  others  from  getting  such  property  but  also  secures  to  such 
a  concern  the  benefit  of  any  appreciation  in  value  which  may  come 
about  either  from  natural  causes  or  as  a  result  of  this  very  con- 
centration of  ownership.  Obviously,  a  system  which  thus  lends 
itself  to  such  marked  concentration  of  ore  property  for  many  years 
in  advance  (a  common  term  of  lease  being  fifty  years),  at  a  com- 
paratively small  cost,  involves  questions  of  the  highest  public 
importance.  It  might  be  said  that  the  lease  system  as  thus  applied 
in  the  Lake  ore  region  really  affords  an  opportunity  for  a  wealthy 
interest  to  attempt  a  comer  in  ore  reserves  on  what  is,  in  effect,  a 
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margin  basis.  Of  course,  in  such  extensive  acquisitions  there  is  a 
decided  speculative  risk,  just  as  in  similar  efforts  to  control  com- 
modity markets,  particularly,  the  possibility  of  the  discovery  of 
available  deposits  elsewhere,  or  new  methods  of  mining  which  may 
render  what  are  now  nonavailable  ores  available  for  present  com- 
mercial purposes. 

The  dominating  position  in  the  ore  industry  enjoyed  by  the  Steel 
Corporation  through  this  great  ownership  of  ore  reserves  is  heightened 
because  of  its  very  marked  degree  of  control  of  the  transportation  of  ore 
in  the  Lake  Superior  district.  The  Corporation  owns  two  of  the 
most  important  ore  railroads,  the  Duluth  and  Iron  Range  Railroad 
and  the  Duluth,  Missabe  and  Northern  Railway.  The  ore  rates  on 
these  raUroads  are  about  1  cent  per  ton-mile.  Their  operating 
expenses  are  very  low,  that  of  the  Duluth,  Missabe  and  Northern  in 
1910  being  below  30  per  cent  of  gross  earnings  as  against  an  average 
of  66  per  cent  for  all  the  railroads  of  the  country.  The  net  earnings 
of  these  ore  railroads,  which  are  chiefly  from  the  ore  traffic,  are  phe- 
nomenal. This  has  the  practical  effect  of  reducing  the  Steel  Cor- 
poration's net  cost  of  ore  to  itself  at  upper  Lake  ports  and,  on  the 
other  hand,  of  increasing  that  cost  to  such  of  its  competitors  as  are 
dependent  upon  the  Corporation's  railroads  for  transportation. 

Hence,  not  only  on  account  of  its  great  holdings  of  ore  but  also  on 
account  of  these  peculiar  advantages  enjoyed  in  the  transportation 
of  the  ore  the  Steel  Corporation  occupies  an  extremely  commanding 
position  in  the  iron  and  steel  industry.  Indeed,  in  so  far  as  the  Steel 
Corporation's  position  in  the  entire  iron  and  steel  industry  is  of 
monopoUstic  character  it  is  chiefly  through  its  control  of  ore  holdings 
and  the  transportation  of  ore. 


CHAPTEE  I. 
THE  CONSOLIDATION  MOVEMENT  IN  THE  STEEL  INDUSTRY. 

Section  1.  Purpose  and  scope  of  the  investigation. 

The  Bureau's  investigation  of  the  iron  and  steel  industry  has  been 
concerned  with  questions  of  organization,  capitalization,  investment 
and  profits,  prices  and  price  control,  and  costs. 

As  a  result  of  the  era  of  consolidation  vsrhich  naarked  the  close  of 
the  nineties,  the  greater  part  of  the  iron  and  steel  industry  of  the 
country  was  transferred  from  a  large  number  of  actively  competing 
and  generally  small  concerns  to  a  few  large  companies,  more  than 
one-half  of  the  industry,  indeed,  being  finally,  in  1901,  merged 
under  the  control  of  a  single  organization,  the  United  States  Steel 
Corporation.  Such  centralization  of  this  great  basic  industry  of  the 
country  necessarily  involves  considerations  of  utmost  importance  to 
the  public  welfare.  This  centralization  has  an  especial  significance, 
because  it  has  resulted  in  concentrating  the  ownership  of  one  of  the 
most  important  natural  resources  of  the  country — ^iron  ore. 

This  consolidation  of  the  iron  and  steel  industry  was  accompanied 
by  a  great  increase  in  total  capitalization.  It  may  fairly  be  said  that 
during  the  period  from  1898  to  1901  the  industry  was  recapitalized, 
and  recapitalized  on  a  basis  far  in  excess  of  the  actual  investment. 
It  therefore  becomes  important  to  determine  the  relationship  between 
such  capitalization  and  the  investment  represented  thereby,  and  also 
to  determine  the  profits  earned  upon  such  investment.  For  the  pur- 
pose of  intelligent  analysis  a  brief  review  of  the  consolidation  move- 
ment, and  particularly  of  the  causes  which  led  to  that  movement,  is 
essential.  All  these  matters  are  taken  up  in  the  present  part  (Part  I) 
of  the  report.  In  a  subsequent  part  there  will  be  taken  up  a  study  of 
prices  and  price  control,  with  the  particular  object  of  determining 
the  conditions  under  which  prices  have  been  established  and  how  far 
they  have  been  affected  by  the  centralization  of  ownership  just 
referred  to.  Another  portion  of  the  report  will  be  devoted  to  a  study 
of  costs  by  principal  products,  with  a  view  to  furnishing  a  basis  for 
discussing  prices  and  profits  of  specific  products,  as  distinct  from 
profits  as  a  whole  in  relation  to  the  total  investment. 

The  investigation  has  been  restricted  to  concerns  engaged  in  the 
iron  and  steel  industry  in  the  modern  and  narrower  sense  of  the 
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word;  that  is,  the  production  of  pig  iron,  crude  steel  (ingots)  and 
semifinished  steel  (billets,  slabs,  sheet  bars,  etc.)  and  the  simpler 
products  which  are  now  ordinarily  manufactured  at  an  iron  and  steel 
establishment  and  the  rolling  mills  operated  in  connection  therewith. 
Moreover,  except  for  pig  iron,  the  inquiry  has  been  concerned  with 
steel  rather  than  with  iron,  which  has  largely  been  displaced  by  steel. 
The  more  important  of  the  simpler  steel  products  are  rails,  beams, 
plates,  merchant  bars,  wire  rods,  tubes,  and  sheets.  In  addition, 
there  are  certain  others  in  which  the  manufacturing  process  is  car- 
ried somewhat  beyond  the  rolling-mill  stage,  but  usuall,y  connected 
closely  with  rolling  operations,  such  as  drawn  wire,  wire  nails,  gal- 
vanized sheets,  and  tin  plate.^ 

On  the  other  hand,  the  investigation  has  not  embraced  companies 
engaged  primarily  in  the  manufacture  of  such  steel  products  as 
armor-plate,  castings,  or  ordnance,  nor  the  great  variety  of  highly 
elaborated  iron  and  steel  products,  such  as  tools,  implements,  and 
machinery ;  nor  has  much  attention  been  paid  to  the  foundry  branch 
of  the  iron  industry.  Any  attempt  to  include  these  branches  in  an 
investigation  of  this  character  would  lead  to  such  multiplication  of 
detail  as  to  obscure  the  primary  features  of  the  inquiry. 


1  An  Idea  of  the  sequence  of  the  stages  in  the  production  of  the  articles  under  discussion 
may  be  obtained  from  the  following  diagram  ; 
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The  investigation  has,  in  the  main,  been  confined  to  a  compara- 
tively few  concerns.  Naturally,  chief  attention  has  been  paid  to  the 
United  States  Steel  Corporation,  as  by  far  the  most  important  factor 
in  the  industry.  The  United  States  Steel  Corporation  and  half  a 
dozen  other  leading  companies  to-day  handle  substantially  75  per 
cent  of  the  crude  and  simpler  finished  steel  production  of  the  coun- 
try, the  United  States  Steel  Corporation  alone  doing  rather  more  than 
50  per  cent  of  the  total  (its  percentage  originally  was  higher;  see 
p.  365).  For  these  large  companies — as  well  as  for  a  number  of 
smaller,  but  important,  concerns — extensive  data  were  obtained  by 
the  Bureau  respecting  capitalization,  properties,  output,  and  costs. 

I.   PROGBESS  OF  COMBINATION  PRIOR  TO  1898. 

I 

Section  2.  Occasional  instances  of  consolidation  in  early  nineties. 

During  the  period  from  1890  to  1900  there  was  a  practically  com- 
plete reorganization  of  corporate  interests  and  relationships  in  the 
steel  business.  This  was,  of  course,  especially  manifested  in  the  enor- 
mous development  of  consolidation. 

In  1890  there  were  scarcely  any  consolidations  of  the  modern  type 
in  the  steel  industry.  With  only  a  few  exceptions  there  were  no  con- 
cerns with  a  capitalization  exceeding  or  even  approaching  $20,000,000. 
During  the  middle  nineties  there  was  a  gradual  change  toward  larger 
units,  both  by  expansion  and  by  combination;  but  the  depressed  con- 
ditions of  that  period  were  unfavorable  to  the  organization  of  great 
corporations,  and  as  late  as  1898  the  steel  industry  was  characterized 
by  the  competition  of  a  large  number  of  independent  concerns.  The 
year  1898,  however,  witnessed  a  marked. advance  toward  consolidation. 
This  movement  progressed  with  great  rapidity  in  the  next  few  years, 
until  by  the  middle  of  1901  substantially  three-fifths  of  the  steel  in- 
dustry of  the  country  was  concentrated  under  a  single  organization— 
the  United  States  Steel  Corporation — with  an  issued  capitalization, 
including  bonded  indebtedness,  of  over  $1,400,000,000.^ 

It  would  be  incorrect  to  assume  that  this  transformation  was  en- 
tirely the  work  of  three  and  a  half  years.  Instead,  even  in  the  early 
nineties  there  were  some  suggestions  of  the  subsequent  marked  con- 
centration. Not  only  were  there  a  number  of  conspicuously  large 
units  at  this  time,  but  in  some  instances  these  were  the  direct  result 
of  consolidation.  Thus,  as  early  as  1889  the  Illinois  Steel  Company 
had  been  organized  with  an  annual  pig-iron  capacity  of  over  750,000 
tons  and  with  an  authorized  capital  stock  of  $25,000,000,  of  which 
approximately  $18,000,000  was  issued  at  the  time.  This  company 
was  a  consolidation  of  three  previously  competing  steel  concerns  (see 

1  Including  the  bonds  of  subsidiary  companies.      (See  p.  112.) 
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p.  120),  with  plants  at  Chicago,  Joliet,  and  Milwaukee.  Again,  in 
1892,  the  Carnegie  Steel  Company  (Ltd.),  a  partnership,  was  organ- 
ized, with  a  capital  stock  of  $25,000,000.  This  was  the  largest  single 
unit  in  the  industry  at  that  time,  its  annual  pig-iron  capacity  being 
approximately  1,200,000  tons.  All  of  its  plants  were  in  the  Pitts- 
burg district.  The  company  had  some  features  of  the  modern  con- 
solidation, in  that  it  had  acquired  several  important  competing  steel 
works.  It  also  had  a  substantial  interest  in  the  H.  C.  Frick  Coke 
Company,  the  largest  single  factor  in  the  coke  industry.  Since,  how- 
ever, most  of  the  interests  comprising  it  had  long  been  affiliated,  the 
Carnegie  company  at  that  time  can  hardly  be  regarded  as  a  consolida- 
tion in  the  full  modern  sense  of  the  term. ' 

The  Jones  &  Laughlin  interests,  in  the  Pittsburg  district,  were  an-" 
other  important  factor  in  the  industry.'  In  the' early  nineties  these 
comprised  two  limited  partnerships — Laughlin  &  Co.  (Ltd.),  with  a 
capital  stock  of  $900,000,  operating  the  Eliza  Furnaces,  and  Jones  & 
Laughlins  (Ltd.),  with  a  capital  stock  of  $4,000,000,  operating  the 
American  Iron  and  Steel  Works.  These  interests  were  at  all  times  a 
prominent  factor  in  the  industry,  and  they  later  greatly  expanded 
their  operations. 

I  Farther  east  there  was  the  Lackawanna  Iron  a«d  Steel  Company, 
organized  in  1891,  with  $3,750,000  capital  stock,  as  a  merger  of  the 
Lackawanna  Iron  and  Coal  Company  and  the  Scranton  Steel  Com- 
pany. The  former  concern  had  been  incorporated  in  1853  to  oper- 
ate coal  mines  and  manufacture  pig  iron  at  Lebanon,  Pa.,  and  had 
erected  a  Bessemer  steel  plant  in  1875.  ^The  Scranton  Steel  Company 
was  organized  in  1881  as  a  competitor.^ 

Another  large  eastern  concern  at  this  period  was  the  Pennsylvania 
Steel  Company,  organized  in  1866,  with  a  plant  at  Steelton,  Pa.  (not 
far  from  Harrisburg).  In  1887  it  organized  a  subsidiary  concern — 
the  Maryland  Steel  Company — and  through  it  built  a  second  plant,  at 
Sparrow  Point,  Md.,  near  Baltimore.  The  parent  company  was  in- 
volved in  difficulties  in  the  depression  of  the  early  nineties  and  was 
reorganized  in  1895  with  a  capital  stock  of  $6,500,000.  Subsequently 
this  was  greatly  increased.     (See  p.  96.) 

Two  other  concerns  which  should  be  mentioned  in  this  connection 
are  the  Colorado  Fuel  and  Iron  Company,  at  that  time  the  only 
important  factor  in  the  industry  in  the  far  West,  and  the  Tennessee 
Coal,  Iron  and  Kailroad  Company,  the  leading  interest  in  the  South. 
The  Colorado  Fuel  and  Iron  Company  was  organized  in  1892  with  a 
capital  stock  of  $13,000,000,  as  a  merger  of  the  Colorado  Fuel  Com- 
pany and  the  Colorado  Coal  and  Iron  Company.  It  was  chiefly 
interested  in  the  operation  of  coal  properties,  although  the  Colorado 
Coal  and  Iron  Company,  one  of  the  constituent  concerns,  had  iron 
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ore  lands  and  a  small  steel  plant.  In  the  late  nineties  the  company 
entered  the  steel  business  on  an  extensive  scale. 

The  Tennessee  Coal,  Iron  and  Eailroad  Company  had  its  begin- 
ning early  in  the  fifties  as  a  coal  company.  It  first  entered  the  iron 
business  in  1881,  its  name  being  changed  at  that  time  from  the  Ten- 
nessee Coal  and  Railroad  Company  to  the  Tennessee  Coal,  Iron  and 
Railroad  Company.  During  the  eighties  and  early  nineties  the 
company  acquired  several  important  coal  and  iron  concerns.  From 
this  time  on  it  has  been  the  leading  owner  of  such  property  in  the 
southern  iron  district.  The  company,  while  a  large  producer  of 
pig  iron,  did  not  enter  the  steel  business  proper  until  after  1898. 

Several  other  concerns,  like  the  Cambria  Iron  Company  and  the 
Bethlehem  Iron  Company,  both  of  which  were  located  in  Pennsyl- 
vania, also  were  distinguished  in  the  trade  at  this  early  date  by  the 
extent  of  their  operations. 

Most  of  these  larger  concerns  just  named  were  engaged  chiefly  in 
the  production  of  the  simpler  and  heavier  forms  of  steel  products, 
like  rails,  plates,  and  beams,  or  of  semifinished  steel  (billets,  slabs, 
bars,  etc.)  for  the  trade.  As  shown  in  the  next  section,  many  manu- 
facturers of  the  more  elaborated  products — such,  for  instance,  as 
nails,  wire,  tin  plate,  and  tubes — did  not  at  this  early  date  produce 
the  semifinished  steel  which  they  needed,  but  instead  purchased  their 
supplies  of  this  raw  material  from  large  steel-making  concerns  such 
as  those  just  described. 

With  respect  to  these  simpler  or  heavier  forms  of  steel,  a  compara- 
tively small  number  of  concerns  had  even  in  the  early  nineties 
assumed  a  preponderating  influence.  Thus,  the  Carnegie  Steel  Com- 
pany (Ltd.),  the  Illinois  Steel  Company,  the  Jones  &  Laughlin 
interests,  the  Lackawanna  Iron  and  Steel  Company,  the  Pennsyl- 
vania Steel  Company,  the  Cambria  Iron  Company,  and  the  Bethle- 
hem Iron  Company  probably  controlled  in  1898  not  less  than  50  per 
cent  of  the  steel-ingot  production  of  the  country.  These  concerns 
were,  however,  distinct  entities  with  respect  to  ownership,  and  de- 
spite the  existence  of  price  agreements,  discussed  later  (see  sec.  4), 
the  distinguishing  feature  of  the  steel  industry  during  this  early 
period  as  a  whole  was  active  competition. 

Outside  of  the  companies  engaged  in  the  manufacture  of  the 
cruder  or  heavier  forms  of  steel,  there  were  comparatively  few  con- 
cerns of  great  magnitude  in  the  industry  in  the  early  nineties,  and 
very  few  consolidations.  In  the  wire  and  nail  trade,  it  is  true,  a 
$4,000,000  merger,  the  Consolidated  Steel  and  Wire  Company,  had 
been  organized  as  early  as  1892.  Generally  speaking,  however,  the 
manufacture  of  such  products  as  nails,  tin  plate,  sheets,  and  bar  iron 
:vras  distributed  among  a  large  number  of  concerns,  many  of  which 
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were  comparatively  small,  and  competition  in  these  departments  of 
the  industry,  except  as  modified  by  pool  and  price  agreements,  was 
exceedingly  active. 

In  the  iron-mining  industry  substantially  similar  conditions  ex- 
isted. There  were  a  few  large  concerns,  like  the  Minnesota  Iron 
Company,  organized  in  1882  with  $10,000,000  authorized  capital 
(later  increased  to  $20,000,000),  and  the  Lake  Superior  Consolidated 
Iron  Mines,  organized  in  1893,  with  $30,000,000  capital  stock.  Each 
of  these  concerns  owned  an  important  ore  railroad.  (See  pp.  122  and 
148.)  A  few  other  iron-mining  concerns  were  exceptionally  promi- 
nent, but  as  a  rule  the  ownership  of  iron-ore  properties  was  widely 
scattered,  and  in  this,  as  in  the  manufacturing  branch  of  the  industry, 
competition,  rather  than  concentration,  was  the  distinguishing  char- 
acteristic, although  this  competition  also  was  modified  by  price  agree- 
ments. 

Section  3.  Integration  in  the  early  nineties  not  far  advanced. 

Another  feature  of  the  steel  industry  in  the  early  nineties  in  con- 
trast with  conditions  to-day  was  the  comparative  lack  of  integration. 
"  Integration "  may  be  defined  as  the  assembling  of  the  different 
successive  branches  of  the  industry,  such  as  the  production  of  iron 
ore  and  fuel  and  the  manufacture  of  pig  iron  and  steel  products, 
under  a  single  control.  Each  principal  department  of  the  industry 
was,  to  a  considerable  extent,  although  by  no  means  wholly,  distinct, 
so  far  as  ownership  was  concerned.  Thus,  the  production  of  ore, 
broadly  speaking,  was  a  business  by  itself,  and  comparatively  few 
iron  and  steel  companies  had  extensive  holdings  of  ore  lands.  This 
was  especially  true  of  the  ore  supplies  in  the  Lake  region ;  in  the  East 
the  ownership  of  ore  lands  by  steel  makers  was  rather  more  common. 
Moreover,  a  substantial  proportion  of  the  country's  pig  iron  was  pro- 
duced by  "  merchant "  furnaces,  which  sold  their  product  instead  of 
manufacturing  it  into  more  finished  articles.  Even  the  larger  manu- 
facturers of  steel  bought  considerable  quantities  of  pig  iron.  Again, 
the  production  of  steel,  as  pointed  out  in  the  preceding  section,  was  in 
the  hands  of  a  comparatively  limited  number  of  concerns,  and  most 
manufacturers  of  finished  articles  purchased  their  supply  of  semi- 
finished steel  instead  of  producing  it.  For  the  transportation  of  their 
products,  either  raw  or  finished,  nearly  all  iron  and  steel  companies 
were  dependent  upon  railroad  and  vessel  concerns,  the  ownership  of 
which  was  entirely  separate. 

However,  even  at  this  early  date  the  tendency  toward  integration, 
particularly  through  the  acquisition  of  reserve  supplies  of  ore  and 
coal,  had  already  taken  shape.  Xaturally  it  was  most  marked  in 
those  sections  where  deposits  of  these  raw  materials  were  found  in 
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close  proximity.  Indeed  in  some  sections  of  the  country  the  iron 
and  steel  industry  may  be  said  to  be  integrated  by  nature.  Thus, 
several  iron  and  steel  concerns  in  eastern  Pennsylvania,  where  ore 
deposits  were  near  the  anthracite  coal  regions  (anthracite  for  a  long 
time  being  extensively  used  in  the  production  of  pig  iron),  had 
early  made  considerable  investments  in  such  properties.  Similarly, 
in  the  Birmingham  district  in  the  South,  the  occurrence  in  close 
proximity  of  vast  supplies  of  these  basic  raw  materials  very  early  led 
iron  makers  to  adopt  a  policy  of  owning  such  property  in  connection 
with  their  furnaces  and  other  plants. 

In  the  numerous  establishments  of  the  Middle  West,  however, 
integration  with  respect  to  raw  materials  had  made  less  headway. 
One  reason  for  this  was  that  many  manufacturers  in  this  section  were 
largely  dependent  upon  the  Lake  region  for  their  supply  of  ore,  while 
others  were  at  some  considerable  distance  from  the  coal  regions. 
This  physical  separation  of  supplies  of  raw  materials  was  naturally 
more  or  less  accompanied  by  separation  with  respect  to  ownership. 
A  further  reason  probably  was  that  at  this  early  date  some  steel 
manufacturers  were  not  in  a  position  to  provide  the  additional  capital 
necessary  to  carry  extensive  reserve  supplies  of  ore  and  coal,  although, 
with  respect  to  ore,  owing  to  the  very  general  employment  of  the  lease 
system  in  the  Lake  region  (see  p.  229) ,  this  was  a  secondary  considera- 
tion. Furthermore,  the  fact  that  the  ownership  of  the  great  ore 
and  coal  deposits  of  the  country  was  at  this  early  date  scattered 
among  a  large  number  of  interests  who  were  in  active  competition 
made  it  practicable  for  iron  and  steel  makers  to  rely  upon  the  open 
market  for  their  supplies  of  these  primary  materials. 

Nevertheless,  even  in  the  Middle  West  considerable  progress  had 
been  made  by  iron  and  steel  makers  toward  the  control  of  supplies 
of  ore  and  fuel.  Thus,  the  Illinois  Steel  Company  in  the  early  nine- 
ties had  acquired  a  considerable  acreage  of  coking  coal  lands  in 
Pennsylvania,  and  it  also  had  secured  some  iron  ore  lands  in  the 
Lake  Superior  region.  Moreover,  the  ownership  of  the  Minnesota 
Iron  Company,  which  controlled  extensive  ore  deposits  in  the  Lake 
region,  as  well  as  a  railroad  and  a  fleet  of  Lake  ore  vessels,  was  partly 
in  the  hands  of  Illinois  Steel  Company  capitalists.  The  latter  com- 
pany had,  therefore,  made  decided  progress  in  the  direction  of  in- 
tegration. 

Another  instance  of  integration  was  furnished  by  the  Carnegie 
Steel  Company  (Ltd.).  Through  the  H.  C.  Frick  Coke  Company, 
an  allied  concern,  the  Carnegie  company  had  secured  enormous  re- 
serves of  coking  coal.  In  the  scale  of  its  manufacturing  operations, 
this  company  had  made  remarkable  progress,  and  probably  led  all 
its  rivals  in  this  respect. 
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The  Carnegie  company,  however,  had  not  carried  the  policy  of  in- 
tegration far  with  respect  to  the  ownership  of  ore  lands;  instead, 
in  the  early  nineties  the  company  depended  almost  wholly  for  its 
supply  of  ore  upon  purchases  in  the  open  market,  or  upon  short- 
time  contracts  with  ore  producers.  In  1892  the  first  step  in  the  di- 
rection of  providing  itself  with  a  future  supply  of  ore  was  taken  in 
the  acquisition  of  a  half  interest  (which  was  later  increased)  in  the 
Oliver  Iron  Mining  Company,  which  at  that  time  held  leases  of 
several  important  mines  on  the  Mesabi  Range.  The  annual  supply 
of  ore  covered  by  this  arrangement,  however,  was  small  in  comparison 
with  the  Carnegie  company's  total  requirements.  Moreover,  at  this 
time  Mr.  Carnegie  is  said  to  have  been  decidedly  opposed  to  the 
ownership  of  ore  mines,  and  instead  he  preferred  to  let  others  assume 
the  heavy  speculative  risks  which  then  attended  iron-mining  enter- 
prises. About  1896  the  company  completely  reversed  its  policy  in 
this  respect.  This  change  of  policy,  which  is  considered  later  (see 
p.  76),  undoubtedly  had  considerable  effect  in  directing  the  later 
course  of  events  in  the  iron  and  steel  industry  as  a  whole. 

While  important  steps,  toward  making  themselves  independent 
with  respect  to  supplies  of  raw  materials,  as  well  as  toward  concen- 
tration of  manufacturing  operations,  had  thus  been  taken  in  the  early 
nineties  by  some  of  the  leading  steel  companies,  nevertheless  a  fair 
statement  of  the  general  situation  in  the  steel  industry  at  that  time 
would  be  that  this  policy  was  confined  to  a  comparatively  few  of  the 
larger  concerns,  and  that  in  the  main  it  had  not  been  carried  far 
even  by  these. 

Section  4.  Early  pools  and  price  agreements  in  the  steel  industry. 

It  is  clear  from  what  has  just  been  said  that  competition  was  the 
keynote  of  the  iron  and  steel  industry  in  the  early  nineties.  However, 
the  spirit  of  combination  was  by  no  means  wholly  absent.  The 
mere  fact  that  at  this  early  date  important  consolidations  had  been 
organized  in  several  other  industries,  notably  in  the  case  of  oil,  white 
lead,  sugar,  tobacco,  and  leather,  shows  that  there  was  a  general 
tendency  in  that  direction.  As  a  matter  of  fact,  efforts  toward  con- 
centration in  the  steel  industry  had  been  very  numerous.  As  a  rule, 
however,  they  had  taken  a  less  substantial  form  than  the  "  trusts " 
which  had  been  organized  in  some  other  industries,  or  the  corporate 
consolidations  of  the  present  day.  A  common  method  of  combination 
in  the  iron  and  steel  industry  at  that  period  was  a  loose  association, 
under  which  the  individual  concerns  retained  their  identity  and  to 
a  large  extent  their  independence;  certainly  complete  independence 
in  ownership.  Such  unions,  which  assumed  a  great  variety  of  fonn 
in  detail,  may  roughly  be  grouped  under  two  general  types — ^the 
"  pool "   and   the  "  gentlemen's   agreement."    They   had  been  em- 
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ployed  repeatedly  in  the  iron  and  steel  industry.  Many  of  these  com- 
binations were  short  lived  and  ineffective.  This  was  especially  true 
of  the  gentlemen's  agreement,  which,  as  the  name  implies,  was  little 
more  than  an  informal  arrangement  on  the  part  of  the  members  to 
abide  by  certain  promises.  The  pool  was  a  more  formal  and,  in  some 
instances,  a  much  more  effective  organization. 

Four  typical  pools  in  this  early  period  were  (1)  the  steel-rail  pool, 
(2)  the  wire-nail  pool,  (3)  the  billet  pool,  and  (4)  the  ore  pool. 
These  four  pools  are  briefly  described  in  the  following  pages.  It 
should  be  understood  that  there  were  many  other  organizations  of  a 
similar  character,  and  that  these  are  discussed  simply  to  illustrate 
different  forms  of  such  combinations.  Such  agreements  will  be 
referred  to  more  extensively  in  a  later  part  of  the  report. 

The  steel-kail  pool. — By  far  the  most  important  pool  organiza- 
tion in  the  steel  industry  at  this  time  was  that  in  steel  rails.  This 
pool  was  formed  on  August  2,  1887,  and,  while  it  was  dissolved  in 
1893,  it  was  speedily  renewed  and  continued  in  existence  until  the 
early  part  of  1897.^  The  general  nature  of  this  pool  may  perhaps 
best  be  indicated  by  reproducing  the  following  copy  of  the  mem- 
orandum of  agreement :  ^ 

Memorandum  of  agreement,  entered  into  August  ^,  1887,  Iry  and 
between  the  North  Chicago  Rolling  Mill  OoTnpany,  the  0am- 
bHa  Iron  Company,  the  Pennsylvania  Steel  Company,  the 
Union  Steel  Company,  the  Lackawanna  Iron  <&  Coal  Co*mpany, 
the  Joliet  Steel  Com,pany,  the  Western  Steel  Company,  the 
Cleveland  Rolling  Mill  Company,  Carnegie  Brothers  d;  Co., 
Limited;  Carnegie,  Phipps  c&  Co.,  Limited;  the  BetMehem 
Iron  Company,  the  Scranton  Steel  Company,  the  Troy  Steel 
c&  Iron  Company,  the  Worcester  Steel  Works  and  the  Spring- 
field Iron  Corropany. 

We,  the  before-named  companies  and  corporations,  manufac- 
turers of  steel  rails,  hereby  mutually  agree  one  with  the  other, 
that  we  will  restrict  our  sales  and  the  product  of  steel  rails  of 
50  pounds  to  the  yard  and  upward,  applying  to  orders  taken  by 
us  and  to  be  delivered  by  us  or  from  our  respective  works  during 
the  year  1888,  as  hereinafter  allotted  and  limited;  and  we  re- 
spectively bind  ourselves  not  to  sell  in  excess  of  our  current 
allotments,  without  first  obtaining  the  consent  of  the  Board  of 
Control  thereto — ^that  is  to  say : 

It  is  agreed,  there  shall  now  be  made  an  allotment  of  800,000 
tons  of  rails,  which  shall  be  divided  and  apportioned  to  and 
among  the  several  parties  hereto  to  be  sold  by  them  during  the 
year  1888,  upon  the  following  basis  of  percentages,  to  wit: 
North  Chicago  Soiling  Mill  Compahy,  12^  per  cent;  Penn- 
sylvania Steel  Company,  9j\  per  cent;  Bethlehem  Iron  Com- 
pany, 9  per  cent;  Carnegie  Bros.  &  Co.,  Limited,  and  Carnegie, 
Phipps  &  Co.,  Limited   (jointly),  13^^  per  cent;  Joliet  Steel 

1  Somewhat  later  it  was  revived.  °  From  Iron  Age,  November  16,  1893, 


70  THE   STEEl,  INDXTSTEY. 

Company,  8  per  cent ;  Lackawanna  Iron  &  Coal  Company,  8  per 
cent ;  Cambria  Iron  Company,  8  per  cent ;  Scranton  Steel  Com- 
pany, 8  per  cent;  the  Union  Steel  Company,  8  per  cent;  Cleve- 
land Rolling  Mill  Company,  4,^  per  cent;  Troy  Steel  &  Iron 
Company,  4^  per  cent;  Western  Steel  Company,  4j^  per  cent; 
Worcester  Steel  Works,  1^  per  cent. 

And  in  addition  to  the  said  allotment  of  800,000  tons  of  rails 
above  allotted,  an  additional  allotment  of  250,000  tons  is  hereby 
made  and  allotted  to  the  Board  of  Control,  to  be  reallotted  and 
reapportioned  by  it,  as  and  to  whom  it  may  deem  equitable,  in 
the  adjustment  of  any  differences  that  may  arise.  It  being  also 
further  agreed  that  all  subsequent  allotments  of  rails  hereafter 
made,  to  be  sold  under  this  agreement  during  the  year  1888, 
shall  also  be  divided  and  apportioned  to  the  several  parties 
hereto  in  the  same  ratio  of  percentages  as  said  apportionment 
of  800,000  tons  is  herein  divided  and  apportioned. 

It  is  further  agreed,  that  the  Board  of  Control  shall,  from 
time  to  time,  make  such  further  allotments  as  shall  be  necessary 
to  at  all  times  keep  the  unsold  allotments  at  least  200,000  tons 
in  excess  of  the  total  current  sales,  as  shown  by  the  monthly  re- 
ports of  sales.  This  is  to  be  in  addition  to  the  then  unappro- 
priated part  of  the  250,000  tons  hereinbefore  allotted  to  the 
Board  of  Control  to  adjust  differences. 

It  is  further  agreed,  on  the  first  day  of  April,  July  and 
October,  the  Board  of  Control  are  authorized  and  directed  to 
cancel  such  part  of  the  unmade  allotments  of  the  respective 
parties  hereto  as  they  the  said  BoElrd  of  Control  shall  determine 
such  party  unable  to  make  in  due  time,  and  all  allotments  so 
canceled  the  Board  of  Control  shall  have  the  right  to  reallot  to 
any  of  the  other  parties  hereto ;  it  being  understood  that  all  such 
cancellations  shall  apply  only  to  allotments  standing  to  the  credit 
of  the  respective  parties  hereto  on  the  dates  above  named,  but 
no  reallotment  as  aforesaid  shall  be  made  by  the  Board  of  Con- 
trol to  any  of  the  parties  hereto  for  the  purpose  of  enabling 
them,  or  any  of  them,  to  make  and  sell  rails  from  foreign  made 
blooms. 

It  is  further  agreed,  that  all  transfers  of  parts  of  allotments 
from  one  party  to  another  shall  be  made  by  the  Board  of  Control. 

It  is  further  agreed,  that  there  shall  be  a  Board  of  Control, 
consisting  of  three  members,  namely,  Orrin  W.  Potter,  Luther  S. 
Bent  and  W.  W.  Thurston,  who  shall  have  power  to  employ  a 
paid  secretary  and  treasurer. 

It  is  further  agreed,  that  the  Board  of  Control,  upon  the  writ- 
ten consent  of  75  per  cent  of  the  percentages  as  hereinbefore 
named,  shall  increase  the  allotments  for  the  year  1888,  and  such 
increase  shall  be  allotted  to  the  parties  hereto  as  hereinbefore 
provided. 

It  is  further  agreed,  that  each  party  whose  name  is  hereunto 
annexed,  shall  and  will  make  monthly  returns  to  the  Board  of 
Control  of  all  contracts  for  delivery  of  rails  of  50  pounds  to  the 
yard  and  upward  during  the  year  1888,  and  also  of  all  shipments 
of  such  rails  made  by  them  during  said  year;  a  copy  of  such 
return  shall  be  furnished  to  each  party  hereto. 
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It  is  further  agreed,  that  all  the  parties  hereto  shall  and  will, 
on  or  before  January  15,  1888,  make  a  written  return  to  the 
Board  of  Control  of  all  rails  of  50  pounds  to  the  yard  and  upward 
(designating  the  weight)  which  they  respectively  had  on  hand 
January  1,  1888,  stating  whether  the  same  are  sold,  and  if  sold, 
on  what  order  they  apply. 

It  is  further  agreed,  that  the  Board  of  Control  shall  have  the 
right  whenever  they  deem  it  expedient  to  convene  a  meeting  of 
the  parties  hereto,  and  they  shall  give  at  least  ten  days'  previous 
notice  of  all  meetings,  and  any  business  transacted  at  such  meet- 
ings, and  receiving  75  per  cent  of  the  votes  present  thereat, 
either  in  person  or  by  proxy,  shall  be  binding  on  all  the  parties 
hereto,  excepting  as  to  a  change  in  percentages  as  aforesaid. 

The  Board  of  Control  shall  be  required  to  call  a  meeting  of 
the  parties  hereto  when  requested  so  to  do  in  writing,  signed  by 
any  three  of  the  contracting  parties,  but  such  request  and  such 
notice  shall  state  the  object  for  which  such  meeting  is  called. 

It  shall  be  the  duty  of  the  Board  of  Control  to  have  a  proper 
record  kept  of  all  the  returns  made  to  it,  with  power  from  time 
to  time  to  change  the  form  of  return  as  they  may  deem  expedient. 
The  Board  of  Control  shall  have  authority  to  levy  an  assess- 
ment, pro  rata  to  the  allotted  tonnage^  to  defray  the  actual  ex- 
penses made  necessary  to  carry  out  this  agreement. 

It  is  further  agreed,  that  we  will,  respectively,  immediately 
make  return  to  the  Board  of  Control  of  all  rails  of  50  pounds  to 
the  yard  and  upward  which  we  are  now  under  contract  to  deliver 
during  the  year  1888,  said  return  to  state  to  whom  such  rails  are 
sold  and  when  they  are  to  be  delivered. 

North  Chicago  EoUing  Mill  Company,  by  O.  W.  Potter, 
president;  Cambria  Iron  Company,  by  E.  Y.  Town- 
send,  president;  Pennsylvania  Steel  Company,  by 
Luther  S.  Bent,  vice-president ;  The  Union  Steel  Com- 
pany, by  H.  A.  Gray,  secretary  and  treasurer ;  Lacka- 
wanna Iron  &  Coal  Company,  by  B.  G.  Clarke,  vice- 
president;  Joliet  Steel  Company,  by  W.  E.  Stirling, 
treasurer;  "Western  Steel  Company,  by  A.  M.  Wilcox, 
president ;  Cleveland  Rolling  Mill  Company,  by  Wm. 
Chisholm,  president;  Carnegie  Bros.,  Limited,  by 
D.  A.  Stewart,  V.  C ;  Carnegie,  Phipps  &  Co.,  Lim- 
ited, by  John  Walker,  chairman;  The  Bethlehem 
Iron  Company,  by  Wm.  W.  Thurston,  vice-president; 
The  Scranton  Steel  Company,  by  W.  W.  Scranton, 
president;  Troy  Steel  &  Iron  Company,  Selden  E. 
Marvin,  secretary ;  Worcester  Steel  Works,  by  Samuel 
D.  Nye,  manager;  The  Springfield  Iron  Company,  by 
Charles  Ridgely,  president. 

This  agreement,  it  will  be  seen,  was  designed  to  provide  a  very 
effective  control  of  the  production  of  steel  rails  by  members  of  the 
pool,  who  together  manufactured  at  that  time  more  than  90  per  cent 
of  the  country's  output. 

The  distinguishing  characteristics  of  the  rail  pool  were  a  fairly 
compact  organization  and  the  inclusion  of  nearly  all  raij  manu- 
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facturers,  while  the  rather  extensive  plant  necessary  for  the  produc- 
tion of  rails  tended  to  discourage  new  competition.  The  bulk  of 
railroad  purchases  of  steel  rails,  moreover,  are  usually  made  once  a 
year.  These  conditions  favored  the  maintenance  of  pool  prices  and 
probably  explain  the  stability  of  this  pool  as  compared  with  others 
in  the  iron  and  steel  industry  at  this  period. 

However,  the  rail  pool  was  by  no  means  completely  successful. 
Despite  its  fairly  compact  organization,  it  collapsed  in  the  latter 
part  of  1893  a9  a  result  of  disagreemeijts  over  the  allotment  of  ton- 
nage, aggravated  by  the  commercial  depression  of  that  year.  In 
1894,  after  numerous  conferences,  it  was  reorganized,  but  the  slack 
demand  of  1896  resulted  in  new  infractions  of  the  agreement,  as  a 
result  of  which  the  pool  collapsed  in  February,  1897.  This  second 
disruption  of  the  pool  was  followed  by  a  brief  but  exceedingly  bitter 
price  war,  during  which  sales  of  steel  rails  were  made  freely  at  prices 
ranging  from  $20  to  $15  per  ton.  The  nominal  pool  price  of  rails 
had  for  some  time  been  $28. 

The  nail  pool. — Next  to  the  steel-rail  pool,  perhaps  the  most  re- 
markable pool  in  the  steel  industry  at  this  early  period  was  the 
so-called  wire-nail  pool.  This  included  manufacturers  of  cut  nails 
as  well ;  in  fact,  the  official  title  was  "  The  Association  of  Wire  and 
Cut  Nail  Manufacturers."  The  formal  organization  of  the  pool, 
which  had  been  preceded  by  temporary  price  agreements,  was  com- 
pleted in  the  early  part  of  1895.^ 

The  nail  pool  differed  from  the  steel-rail  pool,  first,  in  that  its 
membership  was  decidedly  larger,  and,  second,  in  that  the  investment 
needed  to  engage  in  the  business  was  comparatively  small.  It  is 
claimed  that  an  investment  of  $10,000  in  nail  machines  was  sufficient 
to  permit  the  manufacture  of  nails  on  a  practicable,  although  of 
course  limited,  scale.  This  organization  was,  therefore,  at  all  times 
especially  vulnerable  to  competition. 

The  general  nature  of  this  pool  is  well  indicated  by  the  following 
excerpt  from  an  article  in  the  Iron  Age  of  December  3,  1896,  shortly 
after  its  dissolution : 

The  aim  of  the  association  was  to  control  the  market,  both  in 
the  matter  of  production  and  prices.  The  determination  of  the 
percentages  of  the  different  manufacturers  was  obviously  a  mat- 
ter of  some  delicacy,  but  the  quota  of  each  was  satisfactorily 
determined  on  a  three-fold  basis — (1)  actual  sales  in  a  given 
period  of  three  months;  (2)  actual  production  of  one  of  these 
months;  (3)  the  capacity  of  the  mill  as  shown  in  the  number  of 
machines.  The  average  of  these  three  elements  determined  the 
participation  percentage  of  the  different  manufacturers.  The 
association  also  regulated  the  amount  of  nails  to  be  offered  for 
sale  each  month  and  the  price  at  which  they  should  be  sold. 

^  See   also  page  75. 
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The  manufacturers  in  Canada  were  also  negotiated  with  and  a 
perfect  understanding  reached.  Efforts  were  also  made  to  keep 
European  makers  out  of  this  market,  but  without  much  success. 
Not  much  difficulty  was  experienced  in  making  it  hard  for  out- 
side manufacturers  to  obtain  wire-nail  machines,  but  this  in- 
volved a  considerable  outlay  on  the  part  of  the  association.  It 
was  also  found  necessary  after  a  while  to  have  inspectors  at  all 
the  factories  to  see  that  no  irregularities  were  permitted,  and 
this,  together  with  the  administration  of  the  affairs  of  the  asso- 
ciation, entailed  a  heavy  expense,  to  meet  which  a  large  propor- 
tion— ^latterly  more  than  half — of  the  price  paid  by  the  mer- 
chant for  nails  was  turned  over  by  the  manufacturers  into  the 
treasury  of  the  association.  A  fund  was  thus  created  for  the 
carrying  on  of  the  association,  for  payment  of  rebate  to  jobbers, 
for  subsidies  to  outside  makers,  etc. 

Another  essential  feature  of  the  association's  working  was  the 
control  of  the  jobbers,  who  were  *  *  *  prohibited  from 
purchasing  nails  made  by  outside  manufacturers  and  from  sell- 
ing below  the  association  prices.  This  involved  the  establish- 
ment of  an  elaborate  system  of  prices,  perhaps  more  detailed 
and  comprehensive  than  was  ever  before  attempted  in  the  hard- 
ware line. 

Immediately  after  its  organization  the  pool  advanced  the  prices 
of  nails  to  an  exorbitant  figure.  The  "  base  "  price  was  raised  from 
$1.20  per  keg  in  June,  1895,  to  $2.55  by  May,  1896,  or  in  less  than 
twelve  months.  The  real  advance,  however,  was  considerably  greater 
than  these  figures  indicate,  owing  to  certain  changes  made  in  the 
methods  of  quoting  nail  prices.  Thus,  while  the  old  base  price 
applied  to  certain  sizes  of  nails,  no  sizes  were  sold  at  the  new  base 
quotation,  but  instead  large  "  differentials  "  were  added  for  even 
the  cheapest  grades  of  nails.  This  feature  of  the  nail  "  card,"  as  it 
was  called,  was  a  source  of  acute  irritation  to  customers  of  the  pool. 

The  pool  had  a  comparatively  brief  existence.  About  the  first  of 
December,  1896,  or  some  eighteen  months  after  its  organization,  it 
suddenly  collapsed.  Its  failure  was  directly  attributed  at  the  time 
to  the  great  increase  in  competition  which  resulted  from  its  policy 
of  exacting  high  prices.  Such  competition,  as  already  pointed  out, 
was  facilitated  by  the  fact  that  only  a  very  moderate  investment  was 
necessary  to  enter  the  business  on  a  commercial  scale. 

The  steel-billet  pool. — This  pool  was  formed  in  April,  1896, 
under  the  name  of  "  The  Bessemer  Steel  Association  of  the  United 
States."  The  agreement,  which  was  along  the  same  lines  as  that  of 
the  steel-rail  pool,  provided  for  a  definite  allotment  of  tonnage  among 
the  members,  the  maintenance  of  prices,  the  payment  of  penalties 
for  exceeding  the  tonnage  allotments,  and  compensation,  on  the  other 
hand,  to  those  members  who  did  not  make  the  maximum  production 
to  which  they  were  entitled. 

The  billet  pool  had  a^  stormy  existence  from  the  start.  This  was 
due  partly  to  the  fact  that  it  failed  to  include  several  important 
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manufacturers  of  billets,  but  more  particularly  to  internal  dissen- 
sions. An  especial  source  of  weakness  was  that  while  some,  of  its 
members  made  nothing  but  the  cruder  steel  products,  such  as  billets, 
slabs,  etc.,  and  were  therefore  dependent  upon  the  outside  market, 
several  of  the  larger  concerns  in  the  pool  had  their  own  finishing 
mills,  which  thus  afforded  them  an  outlet  for  a  large  quantity  of 
their  semifinished  steel.  The  agreement  as  originally  drawn  up  did 
not  cover  billets  thus  used  by  pool  members  themselves  in  the  manu- 
facture of  finished  products.  As  a  result,  such  concerns  took  advan- 
tage of  the  situation  by  entering  into  heavy  sales  of  finished  material, 
and  at  prices  so  Ioav  that  outside  finishing  mills  were  unable  tp  com- 
pete and  at  the  same  time  pay  the  pool  price  of  billets.  Consequently 
there  was  a  heavy  reduction  in  the  trade  demand  for  billets,  and 
those  members  of  the  pool  who  were  dependent  upon  this  outside 
demand  naturally  became  intensely  dissatisfied.  As  a  result  of  these 
conditions,  the  pool  was  apparently  on  the  point  of  disruption  during 
the  summer  and  fall  of  1896.  In  November  the  arrangement  was 
amended  by  including  in  the  tonnage  allotment  steel  used  by  pool 
members  in  the  manufacture  of  finished  material  as  well  as  that  sold 
in  the  cruder  forms.  This  change,  however,  had  hardly  been  accom- 
plished when  fresh  difficulties  arose  over  alleged  bad  faith  of  some 
of  the  members.  In  the  first  week  of  December,  1896,  one  member 
of  the  pool,  the  Bellaire  Steel  Company,  formally  announced  its  with- 
drawal.  This  action  was  promptly  followed  by  the  collapse  of  this  pool. 

The  oee  pool. — This  pool,  which  was  called  the  Bessemer  Ore  As- 
sociation, embraced  the  leading  ore-producing  interests  in  the  Lake 
Superior  region.  The  keen  competition  which  ordinarily  exists  in  a 
mining  business  where  ownership  of  ore  properties  is  scattered  was 
intensified  by  the  commercial  panic  of  1893,  and  profits,  for  many 
mining  concerns,  had  practically  disappeared.  The  pool  agreement 
contemplated  a  rigid  control  of  the  business.  Aside  from  fixing 
prices  for  ores,  it  also  undertook  to  make  a  definite  allotment  of  pro- 
duction, both  as  to  mining  ranges  or  districts  and  also  as  to  the  in- 
dividual mining  companies  included  in  its  membership. 

Owing  to  important  changes  in  the  ore  industry  in  1896,  some  of 
which  are  noted  later,  the  ore  pool  was  threatened  with  disruption, 
and  in  the  spring  of  1897  it  seemed  almost  certain  that  no  agreement 
would  be  made  for  the  coming  season's  business.  An  arrangement  was 
nevertheless  entered  into  by  some  of  the  leading  producers,  but  on 
a  very  much  lower  basis  as  to  price.  Thus,  whereas  the  standard  price 
for  Gogebic  ores  in  1896  had  been  $4  a  ton,  the  basis  in  the  1897  agree- 
ment was  about  $2.75.^ 

Other  pools. — Among  other  similar  agreements  in  the  steel  in- 
dustry in  the  middle  nineties  was  that  in  structural  steel,  which  un- 

1  Sec  page  77. 
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dertook,  in  addition  to  the  maintenance  of  prices,  an  allotment  of 
tonnage ;  another  important  combination  was  the  cast-iron-pipe  pool, 
which  was  eventually  declared  illegal  by  the  Supreme  Court  of  the 
United  States.^ 

Gentlemen's  agreements. — ^These  organizations  were  so  numerous 
as  to  forbid  specific  description.  It  is  safe  to  say  that  hardly  any 
branch  of  the  iron  and  steel  industry  was  entirely  free  from  such 
efforts  to  secure  control  of  prices.  The  gentlemen's  agreement  proper 
was  distinguished  from  the  pool  in  that  no  formal  organization  for 
regulating  output  or  prices  existed,  the  efficacy  of  the  agreement  sim- 
ply depending  upon  the  faithfulness  of  the  members  in  maintaining 
informal  pledges.  Such  gentlemen's  agreements  contained  no  provi- 
sion for  forfeits  in  case  of  infraction,  or  for  the  acquisition  or  subsi- 
dizing of  outside  plants  to  prevent  competition. 

Section  5.  Weakness  of  pool  agreements  a  contributory  cause  of  the  or- 
ganization of  corporate  consolidations. 

Notwithstanding  the  various  attempts  at  combination  by  means  of 
pools  and  other  agreements,  such  as  those  described  in  the  preceding 
section,  the  statement  holds  true  that  competition  was  the  dominating 
feature  of  the  iron  and  steel  industry  in  the  early  and  middle  nine- 
ties. This  is,  indeed,  really  indicated  by  the  great  difficulty  experi- 
enced in  maintaining  pool  agreements,  which  of  course  had  no  legal 
sanction.  With  the  exception  of  the  steel-rail  pool,  most  of  these 
organizations  had  a  precarious  existence,  the  agreements  being  sub- 
ject to  frequent  violation.  In  the  latter  part  of  1896,  and  the  early 
part  of  1897  in  particular,  there  was  a  rather  general  abandonment  of 
such  combinations.  Thus,  the  collapse  of  the  wire-nail  and  billet 
pools  was  soon  followed  by  the  disruption  of  the  steel- rail  pool  itself ; 
a  number  of  other  similar  agreements  were  also  abandoned,  at  least 
temporarily,  about  this  time.  (In  many  instances  similar  agreements 
were  again  entered  into  at  a  later  date.  This  matter  will  be  dealt 
with  in  a  later  part  of  the  report.) 

These  experiments  at  combination,  however,  undoubtedly  tended  to 
hasten  the  progress  of  the  consolidation  movement  proper.  The  suc- 
cess, even  though  brief,  of  some  of  these  pool  organizations  in  secur- 
ing large  profits  for  their  members  had  illustrated  the  advantages  of 
concerted  action.  At  the  same  time  the  low  prices  which  followed 
the  disruption  of  these  associations,  coming  as  they  did  after  several 
years  of  acute  depression  in  the  industry,  had  a  very  discouraging 
effect,  and  manufacturers  were  ready  to  listen  to  almost  any  plans 
which  promised  increased  profits.  The  failure  of  these  pool  agree- 
ments was,  therefore,  promptly  followed  by  schemes  for  still  more 
comprehensive  and  more  permanent  organizations.    Thus,  on  the  col- 

lAddyston  Pipe  and  Steel  Company  v.  United  States,  175  U.  S.,  211. 
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lapse  of  the  wire-nail  pool,  several  of  the  leading  makers  of  wire 
nails,  together  with  promoters,  planned  an  absolute  consolidation  of 
the  principal  wire-nail  interests  of  the  country  into  a  $75,000,000  cor- 
poration. This  project  fell  through  just  as  it  appeared  to  be  on  the 
eve  of  consummation.  However,  about  three  weeks  later  a  partial 
consolidation  of  wire  interests  was  effected,  and  in  January,  1899, 
practically  the  entire  industry  was  concentrated  in  the  hands  of  a 
single  company.  (See  p.  129.)  Similar  consolidation  schemes  were 
taken  up  in  various  other  departments  of  the  steel  industry.  While 
these  were  not  completed  at  once,  the  consolidation  movement  ac- 
quired a  distinct  impetus  in  1897. 

This  new  tendency  of  combination  efforts  was  clearly  recognized  at 
the  time,  as  may  be  seen  from  the  following  excerpt  from  a  review  by 
the  Pittsburg  correspondent  of  the  Iron  Age,  published  in  the  issue 
of  that  periodical  for  December  30,  1897 : 

In  writing  under  this  head  last  year  we  said  that  there  seemed 
to  be  only  one  way  to  successfully  carry  on  business,  and  that 
was  on  the  principle  of  "  the  survival  of  the  fittest."  Events  of 
1897  have  confirmed  this  statement.  The  rail,  beam,  nut  and 
bolt,  and  other  pools  have  been  dissolved,  and  the  business  goes  to 
those  concerns  best  equipped  to  take  it.  The  rail  pool  was  un- 
doubtedly the  most  successful  ever  formed  and  made  immense 
sums  of  money  for  the  concerns  composing  it.  In  time,  however, 
it  became  impossible  to  hold  it  together.  Competition  had 
sprung  up  and  the  subsidies  demanded  by  outside  concerns  were 
so  large  that  to  pay  them  was  becoming  a  burden. 

;]:  ^  ^  :}:  4;  ^:  :]: 

The  collapse  of  these  pools  showed  very  conclusively  that 
pools,  even  where  there  were  penalties  involved,  were  not  always 
successful,  and  another  method  of  controlling  certain  lines  of 
manufacture  is  being  tried.  This  is  by  outright  purchase  and  is 
no«'  imder  AAay  in  the  rod  and  wire  trades.  *  *  *  Another 
deal  which  has  been  on  the  carpet  for  some  time  is  an  amalga- 
mation of  the  bridge-building  interests. 

Section  6.     Consolidation  movement  hastened  by  change  in  policy  of 
Carnegie  Steel  Company  toward  ore  supplies. 

A  specific  influence  which  hastened  outright  consolidation  in  the 
steel  industry  was  a  radical  change  on  the  part  of  the  Carnegie  inter- 
ests in  their  attitude  toward  ownership  of  ore  reserves.  The  com- 
parative indifference  of  the  Carnegie  concern  in  the  early  nineties 
to  the  control  of  ore  properties  was  abandoned  in  the  latter  part  of 
1896,  when  the  company  executed  a  contract  with  the  Lake  Superior 
Consolidated  Iron  Mines  (owned  chiefly  by  Eockefeller  interests; 
see  p.  147) ,  providing  for  the  lease,  for  a  period  of  fifty  years,  of  ore 
properties  capable  of  furnishing  a  large  annual  tonnage,  at  a  royalty 
of  25  cents  per  ton.  An  important  feature  of  the  contract  was  that 
the  transportation  of  this  ore  was  to  be  over  the  Duluth,  Missabe  and 
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Northern  Railway  (the  stock  of  which  was  held  by  the  Lake  Superior 
Consolidated  Iron  Mines) ,  and  down  the  Lakes  in  the  vessels  of  the 
Bessemer  Steamship  Company,  which  was  also  a  Rockefeller  concern. 
Indeed,  the  contract  appears  to  have  been  entered  into  by  the  Rocke- 
feller interests  mainly  because  of  the  assurance  of  a  liberal  tonnage 
for  their  rail  and  steamship  properties  thus  afforded. 

The  circumstances  which  brought  about  this  important  deal  are 
not  definitely  known.  On  the  one  hand,  it  was  reported  that  the 
Carnegie  interests  had  threatened  to  secure  their  ore  supplies  else- 
where unless  the  Lake  Superior  Consolidated  Iron  Mines  agreed  to 
this  arrangement.  On  the  other  hand,  there  had  been  rumors  that  the 
Rockefeller  interests  were  about  to  engage  in  the  manufacture  of 
steel. 

The  announcement  of  this  arrangement  practically  demoralized 
the  ore  industry  for  the  time  being.  Prices  of  iron-mining  stocks 
dropped  sharply.  In  this  connection  it  may  be  noted  that  Henry  W. 
Oliver,  in  a  letter  to  H.  C.  Frick,  chairman  of  the  Carnegie  Steel 
Company  (Ltd.),  under  date  of  July  27,  1897,  said: ' 

I  desire  to  impress  upon  you  the  fact,  that  if  it  had  not  been 
for  our  Rockefeller-Mesabi  deal  of  last  year,  with  the  consequent 
demoralization  in  the  trade  caused  by  the  publication  thereof,  it 
would  not  have  been  possible  for  us  to  now  secure  the  other 
Range  properties  I  propose  to  acquire,  either  by  lease  or  for  any 
reasonable  price.  We  simply  knocked  the  price  of  ore  from  $4 
down  to,  say,  $2.50  per  ton.  Now  let  us  take  advantage  of  our 
action  before  a  season  of  good  times  gives  the  ore  producers 
strength  and  opportunity  to  get  together  by  combination. 

In  the  steel  industry  the  news  of  this  transaction  was  very  generally 
accepted  as  a  depressing  influence  and  as  equivalent  to  a  declaration 
on  the  part  of  the  Carnegie  interests  that  they  proposed  to  put  them- 
selves in  an  impregnable  position  by  effecting  every  possible  economy 
in  manufacture.  The  Chicago  correspondent  of  the  Iron  Age  re- 
ferred to  the  transaction  as  "  another  decidedly  depressing  influence 
which  is  taken  as  portending  much  lower  prices  in  the  future." 

The  Carnegie  interests  were  not  slow  to  take  advantage  of  this 
situation,  and  they  followed  up  this  deal  by  the  lease  of  a  large  num- 
ber of  other  mining  properties  in  the  Lake  region,  until,  a  few  years 
later,  they  controlled  an  extensive  reserve  tonnage.  The  great  bulk 
of  these  acquisitions  was  through  lease  and  not  by  purchase  in  fee, 
so  that  only  a  comparatively  small  amount  of  capital  was  required 
for  this  purpose.     (See  p.  216.) 

These  leases  of  iron-mining  properties  by  the  Carnegie  concern 
created  a  profound  impression  upon  the  trade.  Statements  were 
repeatedly  made  that  the  Carnegie  Steel  Company  (Ltd.)  proposed 

>  "  The  Inside  History  of  the  Carnegie  Steel  Company,"  by  J.  H.  Bridge.  Mr.  Oliver, 
who  was  closely  allied  with  the  Carnegie  interests,  was  at  that  time  urging  tht  purchase 
by  them  ol  several  important  Iron  mines. 
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to  make  itself  the  dominating  factor  in  the  industry.^  These  acquisi- 
tions of  ore  property  by  the  Carnegie  interests  were  generally  taken 
)Dy  other  large  steel  manufacturers  as  a  warning  to  strengthen  their 
own  positions  Avith  respect  to  reserves  of  ore  and  coal.  Predictions 
were  made  by  trade  authorities  at  the  time  that  the  Carnegie  pur- 
chases would  be  followed  by  a  similar  expansion  or  merger  on  the 
part  of  some  of  the  rivals  of  that  concern.  These  predictions  proved 
to  be  well  founded.  Thus,  in  the  summer  of  1898,  or  within  about 
eighteen  months  after  the  Carnegie-Rockefeller  deal  became  generally 
known,  the  Illinois  Steel  Company  and  the  Minnesota  Iron  Company 
were  formally  consolidated,  together  with  some  other  properties,  into 
the  Federal  Steel  Company.  (See  p.  117.)  As  already  stated,  the 
ownership  of  the  Illinois  and  Minnesota  concerns  had  for  some  time 
been  in  part  in  the  same  hands,  but  the  fonnal  merger  of  these  prop- 
erties appears  to  have  been  hastened  by  the  aggressive  policy  of  the 
Carnegie  interests.  About  the  same  time,  moreover,  several  other 
consolidations  in  the  steel  trade  were  seriously  considered  and,  al- 
though these  projects  were  not  then  consummated,  they  well  illustrate 
a  tendency  which  rajDidly  became  general  in  the  industry. 

It  is  not  intended  to  say  that  this  change  in  the  policy  of  the  Car- 
negie Steel  Company  (Ltd.)  was  a  principal  cause  of  consolidation  in 
the  steel  industry.  Instead,  the  new  policy  of  that  concern  was  as 
much  a  result  of  broad  changes  in  underlying  trade  conditions  as  a 
cause  of  such  changes.  This  new  departure  on  the  part  of  the 
Carnegie  concern,  however,  unquestionably  did  tend  to  focus  the 
attention  of  the  industry  as  a  whole  upon  the  growing  tendency 
toward  concentration  and  integration,  and  thus  gave  that  tendency  a 
still  further  impetus.  A  special  reason  for  this  was  the  practical  con- 
sideration that  these  acquisitions  of  the  Carnegie  Steel  Company 
(Ltd.)  gave  it  many  strategic  advantages  which  tended  to  force  a 
similar  policy  upon  its  rivals  in  mere  self-protection. 

II.    CONSOLIDATION  MOVEMENT,    1898-1900. 

Section  7.  Phenomenal  progress  of  consolidation  in  all  industries  in  these 
years. 
The  rather  general  failure  of  pool  agreements  and  the  growing 
tendency  toward  integration  both  favored  the  progress  of  outright 

1  Tbe  Engineering  and  Mining  Journal,  in  its  issue  of  .January  2,   1897,  in  reviewing 
tlie  iron  and  steel  market  for  1896,  said : 

The  situation  in  tile  steel  marltet  is  now  practically  that  the  Carnegie  company 
controls  its  own  supply  of  ore  ;  controls  at  a  fixed  rate  all  the  Lake  transportation 
which  it  needs  ;  has  well  advanced  toward  completion  a  railroad  line  of  its  own 
from  the  nearest  Lake  port  to  its  Pittsburg  mills,  on  which  the  cost  of  transpor- 
tation will  be  reduced  to  a  minimum,  and  finally,  through  its  auxiliary,  the  H.  C. 
Frick  Company,  controls  the  greater  part  of  the  output  of  the  Connellsville  coke 
region.  With  its  enormous  plant,  to  which  all  the  latest  improvements  and  econ- 
omies have  been  added,  and  with  its  raw  materials  practically  furnished  at  bare 
cost,  this  company  is  not  only  in  a  position  to  make  steel  cheaper  than  any  other 
producer ;  it  is  so  situated  as  to  he  absolutely  in  control  of  the  market,  and  m.ike 
the  prices  of  steel  what  It  will.  We  have  had  pools  and  combinations  without 
number  in  the  iron  market  in  this  country,  but  never  before  a  position  like  this.  In 
which  a  single  company  could  absolutely  dominate  the  trade,  and  make  any  combina- 
tion which  can  be  formed  simply  the  register  of  its  own  wishes.  The  situation  is  not 
altogether  a  comfortable  one,  and  many  are  looking  anxiously  for  the  result. 
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consolidation  in  the  steel  industry.  In  the  late  nineties  this  move- 
ment assumed  phenomenal  proportions.  It  was  not,  however,  con- 
fined to  the  iron  and  steel  industry,  but  was  characteristic  of  prac- 
tically all  the  leading  industries  of  the  country  at  that  time.  The 
proportions  of  this  consolidation  "  craze,"  as  it  is  sometimes  termed, 
may  be  appreciated  when  it  is  stated  that  the  authorized  capitaliza- 
tion of  industrial  consolidations,  exclusive  of  consolidations  of  steam 
railways,  street  railways,  gas,  electric  lighting,  and  similar  public- 
utility  concerns,  exceeded  for  the  single  year  1899  a  total  of  $2,000,- 
000,000.^  This  enormous  figure,  however,  really  gives  only  an  inade- 
quate idea  of  the  extent  of  consolidation  in  that  year,  since  other 
similar  projects,  representing  in  the  aggregate  a  capitalization  of 
over  $1,000,000,000,  were  seriously  undertaken,  but  finally  abandoned 
or  deferred,  largely  owing  to  unfavorable  developments  in  the  stock 
and  money  markets,  which  in  turn  were  chiefly  attributable  to  the 
enormous  congestion  of  securities  created  in  that  year. 

Section  8.  Extent  of  consolidation  in  the  iron  and  steel  industry  in  these 
years. 

The  extent  of  consolidation  in  the  iron  and  steel  industry  in  the 
three  years  1898-1900  was  such  as  to  transfer  to  less  than  a  dozen 
concerns  more  than  one-half  of  the  steel-making  capacity  of  the 
country,  so  far  as  primary  products  are  concerned.  Three  important 
concerns — the  Federal  Steel  Company  (see  p.  87),  the  Carnegie  Com- 
pany of  New  Jersey  (a  reorganization  of  the  former  Carnegie  and 
Frick  interests),  and  the  National  Steel  Company  (a  merger  of 
several  crude  steel  manufacturers  competing  with  the  Carnegie  and 
Federal  concerns,  chiefly  in  Ohio) — together  secured  probably  not 
less  than  45  per  cent  of  the  steel-ingot  production  of  the  country. 
Over  90  per  cent  of  the  wire  and  wire-nail  business  was  transferred 
to  a  single  concern,  the  American  Steel  and  Wire  Company  of  New 
Jersey.^  A  large  percentage  of  the  production  of  welded  tubes  and 
bridge  fabrication  was  acquired  by  the  National  Tube  Company  and 
the  American  Bridge  Company,  respectively^  while  the  American  Tin 
Plate  Company  secured  a  practically  complete  monopoly  of  its 
branch  of  the  industry.  The  greater  part  of  the  sheet-steel  business 
was  similarly  transferred  to  a  single  organization,  the  American 
Sheet  Steel  Company,  while  a  smaller  combination,  the  American 
Steel  Hoop  Company,  merged  the  leading  makers  of  steel  hoops  and 
cotton  ties.  Mention  may  also  be  made  of  the  Shelby  Steel  Tube 
Company,  a  consolidation  of  practically  all  manufacturers  of  seam- 
less tubing.    Besides  these  consolidations  which,  as  shown  later,  were 

1  .lournal  of  Commerce  and  Commercial  Bulletin  of  December  30,  1899. 
-  This  concern,  as  pointed  out  on  page  91,  was  preceded  by  a  smaller,  but  important, 
consolidation,  the  American  Steel  and  Wire  Company  of  Illinois. 
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acquired  by  the  United  States  Steel  Corporation,  several  others  were 
formed  in  the  iron  and  steel  industry  at  this  time. 

Some  idea  of  the  extent  of  the  consolidation  movement  in  that 
industiy,  as  well  as  the  enormous  issue  of  securities  which  accompanied 
it,  is  afforded  by  the  following  table,  which  gives  the  leading  iron 
and  steel  consolidations  and  their  stock  and  bond  issues.  For  con- 
venience, the  concerns  given  in  the  table  are  segregated  into  those 
which  were  later  merged  into  the  United  States  Steel  Corporation 
and  those  which  were  not.  The  authorized  instead  of  the  issued 
capitalization  is  given.  In  most  cases  practically  the  entire  amounts 
of  stock  authorized  were  actually  issued.  A  conspicuous  exception 
occurred  in  the  case  of  the  Federal  Steel  Company,  which  issued 
only  about  one-half  of  its  $200,000^000  stock.  About  $4,500,000  of 
each  class  of  the  stock  of  the  American  Bridge  Company  was  unissued, 
and  several  millions  in  the  case  of  the  American  Tin  Plate  Company, 
the  American  Sheet  Steel  Company,  the  Republic  Iron  and  Steel 
Company,  the  United  States  Cast  Iron  Pipe  and  Foundry  Company, 
and  a  few  others.  The  exact  amounts  of  stock  issued  by  most  of 
these  concerns  appear  elsewhere  in  the  report. 

Table  1.— LEADING  CONSOLIDATIONS  IN  THE  IRON  AND  STEEL  INDUSTRY,  1898-1900. 
A.   ConsoUdationa  later  merged  into  the  Viiited  States  Steel  Corporation.  ^ 


Name  and  year  of  organization. 


Preferred 
stock. 


Common 
stock. 


Bonds. 


American  Steel  and  Wire  Company  of  Illinois  2. 

Federal  Steel  Company 

American  Tin  Plate  Company 


1899. 
American  Steel  and  Wire  Company  of  New  Jersey. 

American  Steel  Hoop  Company ■ 

National  Steel  Company 

National  Tube  Company 


1900. 

American  Bridge  Company 

American  Sheet  Steel  Company 

Carnegie  Company  of  New  Jersey  s . 
Shelby  Steel  Tnbe  Company 


Total. 


$12,000,000 
100,000,000 
20,000,000 

40,000,000 
14,000,000 
27,000,000 
40,000,000 

36,000,000 
26,000,000 


6,000,000 


$12,000,000 
100,000,000 
30,000,000 

60,000,000 
19,000,000 
32,000,000 
40,000,000 

36,000,000 

26,000,000 

160,000,000 

9,000,000 


3 $30, 217, 179 
8  273,000 

8  130,656 


><  2,661,000 


> 156,000 

8  2,000,000 

« 185,081,813 


320,000,000 


513,000,000 


220,419,648 


'  As  noted  in  the  text,  in  most  cases  practically  all  of  the  authorized  securities  were  actually  issued.  The 
most  conspicuous  exceptions  in  this  list  were  the  Federal  Steel  Company,  which  issued  rather  less  than 
$100,000,000  of  stock;  the  .American  Bridge  Company,  which  issued  originally  about  $30,600,000  of  each 
class;  and  the  American  Tin  Plate  Company,  which  retained  in  its  treasiuy  about  $2,000,000  preferred  and 
$2,000,000  common  stock. 

2  This  Illinois  company  was  in  1899  merged  into  the  New  Jersey  concern  of  the  same  name. 

8  Underlying  bonds. 

<  Does  not  include  $6,418,700  indebtedness  incurred  shortly  alter  the  organization  of  the  company. 

'  This  company  was  a  consolidation  of  interests,  most  of  which  were  previously  affiliated  and  not  com- 
peting. 

'  Including,  in  addition  to  the  $160,000,000  bond  issue  of  the  Carnegie  Company  of  New  Jersey,  $25,081,813 
of  imderlylng  indebtedness,  this  including  purchase-money  obligations,  and  not  merely  bonds. 
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Table  1.— LEADING  CONSOLIDATIONS  IN  THE  IRON  AND  STEEL  INDUSTRY,  1898-1900— 

Conlinaed. 

B.   Consolidations  not  subsequennv' merged  into  the  United  States  Steel  Corporation.^ 


Name  and  year  of  organization. 


Preferred 
stock. 


Common 
stock. 


Bonds. 


American  Car  and  Foundry  Company 

American  Iron  and  Steel  Manufacturing  Company  s. . 

Empire  Steel  and  Iron  Company  2 

National  Enameling  and  Stamping  Company 

Pressed  Steel  Car  Company 

Republic  Iron  and  Steel  Company 

Sloss-Slieflield  Steel  and  Iron  Company 

United  States  Cast-iron  Pipe  and  Foundry  Company. 

Virginia  Iron,  Coal  and  Coke  Company 

1900. 
Crucible  Steel  Company  of  America 


S30, 
3. 
5, 
10, 
12, 
25, 
10, 
15, 


000,000 
000,000 
000,000 
000,000 
500,000 
000,000 
000,000 
000,000 


25,000,000 


S30,000,000 
17,000,000 
5,000,000 
20,000,000 
12,500,000 
30,000,000 
10,000,000 
15,000,000 
10,000,000 

25,000,000 


3  $600, 000 


2  3,835,000 
10,000,000 


Total. 


135, 500, 000 


174,600,000 


14, 435, 000 


1  Several  of  the  concerns  in  this  group  had  not  issued  the  full  amount  of  their  capitalization.  The  most 
conspicuous  instances  were  the  National  Enameling  and  Stamping  Company,  which  had  issued  about 
$21,700,000  of  its  stock;  the  Sloss-ShefBeld  Steel  and  Iron  Company,  the  issued  stock  of  which  was$14,200,000; 
and  the  Republic  Iron  and  Steel  Company,  which  retained  in  its  treasury  about  $7,600,000  of  its  stock. 

'  The  capitalization  of  these  concerns  was  later  reduced. 

3  Underlying  bonds. 

The  companies  here  given  are  chiefly  those  producing  crude  steel 
and  the^less  highly  finished  forms  of  iron  and  steel  products,  such 
as  rails^'' beams,  bars,  nails,  tin  plate,  sheets,  and  pipe.  The  table 
does  not  include  a  large  number  of  consolidations  in  the  machinery 
trade  or  similar  branches  of  the  industry — such,  for  example,  as  the 
American  Bicycle  Company,  with  $30,000,000  capital;  the  Otis  Ele- 
vator Company,  with  $11,000,000  capital;  the  International  Steam 
Pump  Company,  with  $27,500,000  capital;  the  American  Radiator 
Company,  with  $10,000,000;  the  United  Shoe  Machinery  Company, 
with  $25,000,000 ;  not  to  mention  many  others  of  almost  equal  size.^ 

A  discussion  of  the  enormous  overvaluation  involved  in  these 
figures  of  capitalization  is  reserved  for  the  later  chapters.  It  is 
sufficient  to  point  out  here  that  the  issues  of  securities  greatly  ex- 
ceeded the  value  of  the  assets  acquired.  This  is  indeed  shown  by  the 
mere  statement  that  a  very  common  practice  in  the  organization  of 
these  concerns  was  to  issue  preferred  stock  up  to  the  full  appraised 
value  of  all  the  assets,  including  working  capital,  and  in  addition  an 
equal  amount  of  common  stock  as  a  bonus,  over  and  above  which  also 
large  amounts  of  stock — frequently  millions  of  dollars— were  often 
issued  to  the  promoters  of  these  consolidations  for  their  "  com- 
mission." 

1  The  figures  of  capital  stock  issues  here  given  are  the  amounts  authorized  at  the  time 
these  companies  were  organized.     In  most  cases  they  have  been  increased. 
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Section  9.  General  causes  of  consolidation  in  the  steel  industry,  1898- 
1900. 

"\Miile  the  failure  of  the  various  pools  in  the  iron  and  steel  trade 
to  establish  permanently  eilective  control  over  the  production  and 
prices  of  iron  and  steel  products  was  undoubtedly  an  important  caus« 
of  outright  consolidation  as  a  surer  method  of  restricting  or  elimi- 
nating competition,  consolidation  was  not,  however,  resorted  to  for 
this  purpose  alone.  The  underljnng  causes  of  consolidation  in  the 
steel  industry,  which  were  substantially  the  same  as  those  operating 
in  other  great  industries,  may  be  defined  as  follows : 

1.  The  restriction  of  competition. 

2.  Integration;  that  is,  the  linking-up  of  productive  processes 
through  the  acquisition,  under  one  control,  of  raw  materials  and 
manufacturing  plants  (and  in  some  cases  transportation  facilities), 
and  through  extensions  and  coordination  of  manufacturing  processes. 

3.  The  creation  of  a  great  amount  of  inflated  securities. 

The  first  of  these  causes,  namely,  the  restriction  or  elimination  of 
competition,  was  undoubtedly  the  most  potent.  Indeed,  the  organ- 
izers of  some  of  these  great  consolidations  have  admitted  that  a  de- 
sire to  control  or  eliminate  competition  was  the  chief  reason  for  their 
formation.  This  was  undoubtedly  true  of  many  consolidations  in  the 
steel  industry.  The  iron  and  steel  business  in  the  United  States, 
taken  as  a  whole,  had  been  extremely  profitable,  but  the  acute  and 
extended  commercial  depression  which  occurred  in  the  middle  nine- 
ties sharply  reduced  profits,  and  steel  manufacturers  were  attracted 
to  consolidation  as  a  means  of  increasing  their  returns.  At  the  same 
time,  moreover,  there  occurred  great  changes  in  the  organization  of 
the  industry  and  in  conditions  of  production,  which  resulted  in 
sharper  competition,  generally  speaking,  than  had  previously  pre- 
vailed. It  is  true  that  the  low  prices  in  the  iron  and  steel  trade  at 
this  time  were  largely  due  to  lower  costs  of  production  consequent 
upon  the  changes  in  the  new  conditions  of  production,  particularly 
with  respect  to  the  production  of  the  chief  raw  material — ore — and 
with  respect  to  more  economical  methods  of  manufacture.  Not  all 
producers,  however,  had  adjusted  themselves  to  these  new  conditions, 
and,  moreover,  the  advantages  of  these  lower  costs  were  largely  offset 
by  severe  competition,  so  that  as  a  whole  there  can  be  no  doubt  that 
profits  in  the  industry  at  this  period  were  comparatively  low. 

Under  these  conditions  it  was  difficult  to  maintain  pools.  The  fact 
that  they  were  expressly  prohibited  by  law,  even  though  the  law  was 
not  often  appealed  to,  was  a  further  source  of  weakness  in  such  agree- 
ments. An  outright  consolidation  of  competing  interests,  however, 
promised  to  afford  not  only  a  surer  means  of  restricting  competition 
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(and  one  perhaps  less  likely  to  be  attacked  in  the  courts),  but  at  the 
same  time  to  furnish  other  advantages.^ 

The  second  cause,  namely,  the  integration  of  industry  (that  is,  the 
opportunity  of  securing  economies  and  commercial  advantages 
through  larger  and  more  highly  coordinated  enterprises),  also  had 
considerable  influence  in  the  formation  of  certain  types  of  consolida- 
tion. This  was  especially  true  in  the  steel  industry,  where  such  in- 
tegration has  been  introduced  to  an  exceptional  degree,  extending 
from  ownership  and  production  of  the  primary  raw  materials  to  the 
manufacture  of  the  finished  product,  and  involving  extraordinary 
improvements  in  methods  of  operation.  The  rapid  industrial  de- 
velopment of  the  country  and  the  decreasing  charges  for  transporta- 
tion combined  in  the  late  nineties  to  extend  the  available  or  accessible 
marketing  areas  of  all  manufacturing  enterprises,  and  therefore 
favored  a  great  increase  in  the  scale  of  production.  The  technical 
conditions  of  production  also  encouraged  the  development  of  plants 
of  great  capacity,  particularly  the  increasing  substitution  of  ma- 
chinery for  hand  labor ;  integration,  moreover,  made  possible  the 
introduction  of  other  important  economies. 

It  is  worth  pointing  out  that  the  technical  economies  of  integration 
were  chiefly  connected  with  combining  and  coordinating  the  suc- 
cessive stages  of  manufacture,  which  resulted  in  the  saving  of  fuel 
for  reheating  the  metal,  of  labor  and  time  in  the  moving  or  handling 
of  material,  and  in  the  utilization  of  by-products,  such  as  blast- 
furnace gas. 

As  distinct  from  economies  thus  brought  about  through  such  en- 
largement and  coordination  of  plants,  consolidation  afforded  a  means 
for  saving  the  payment  of  profits  to  others  on  the  purchase  of  ma- 
terials. A  conspicuous  illustration  of  such  commercial  advantage 
through  integration  is  found  in  the  acquisition  by  large  iron  and 
steel  manufacturers  of  control  of  extensive  reserves  of  raw  mate- 
rials— ore  and  coal.  Whereas  in  the  beginning  of  the  nineties  most 
manufacturers,  as  already  stated,  were  largely  dependent  upon  the 
open  market  for  their  requirements  of  ore,  by  the  close  of  the  decade, 
as  a  result  of  this  change,  the  control  of  large  ore  reserves  had  come 
to  be  regarded  as  essential  to  successful  continuance  in  the  ind'ustry. 
The  great  bulk  of  the  iron-ore  deposits  of  the  Lake  Superior  region 
had  by  1900  passed  under  the  control  of  less  than  a  dozen  interests, 
chiefly  steel-making  concerns.  The  most  desirable  coking-coal  fields 
of  the  East  had  been  secured,  largely  by  the  same  steel-making  in- 
terests, with  almost  equal  rapidity. 

One  of  the  chief  advantages  to  be  gained  was  the  saving  of  the 
payment  of  profits  to  others  on  such  materials.     In  the  case  of  ore 

1  However,  as  already  pointed  out,  pool  agreements  were  not  entirely  abandoned. 
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in  particular  this  was  an  important  consideration  because  of  the 
rather  effective  control  of  ore  prices  from  time  to  time  by  ore  pools. 
The  acquisition  of  such  supplies  of  raw  material,  and  the  accom- 
panying saving  of  expense  thereby  by  one  interest  practically  forced 
a  similar  policy  upon  others.  If  certain  manufacturers  were  inde- 
pendent of  the  producers  of  raw  materials  or  intermediate  products 
through  the  operation  of  their  own  ore  and  coal  mines,  and  the  pro- 
duction of  their  own  coke,  ing  iron,  and  crude  steel,  etc.,  obviously 
such  manufacturers  as  were  not  in  an  equally  independent  position 
were  exposed  to  considerable  danger  if  the  prices  of  any  one  of  tliese 
raw  materials  or  intermediate  products  were  raised  to  a  high  level. 
[Jnder  such  circumstances  they  would  be  obliged  to  pay  high  profits 
to  the  producers  of  such  raw  materials  or  intermediate  products, 
while  they  would  have  to  compete  in  the  sale  of  finished  articles  with 
other  producers  who  were  not  at  that  disadvantage.  Indeed,  it  might 
happen  at  times  that  there  would  be  much  difficulty  in  getting  the 
needed  quantities  of  materials  or  intermediate  products  at  all.  Thus, 
when  the  integration  of  the  various  stages  of  production  is  extended 
to  include  the  mining  of  raw  materials  and  transporting  them  to  the 
manufacturing  plant,  the  advantage  from  integration  is  usually 
commercial  rather  than  technical. 

Of  course,  the  saving  of  the  profits  thus  accomplished  ordinarily 
necessitated  an  additional  investment  on  the  part  of  these  steel  con- 
cerns. Aside  from  any  saving  of  profits,  moreover,  the  advantage  of 
having  the  assurance  at  all  times  of  a  liberal  supply  of  raw  materials 
was  in  itself  important. 

The  third  cause  above  enumerated,  namely,  the  opportunity  to  ob- 
tain profits  from  flotation  of  new  securities,  was  undoubtedly  a  very 
important  influence  in  the  consolidation  movement.  Indeed,  the  pro- 
portions of  this  movement  were  largely  determined  by  the  oppor- 
tunity to  market  the  securities  thus  created.  So  long  as  the  demand 
for  such  issues  was  maintained  the  supply  was  steadily  increased. 

The  importance  of  this  stock-market  factor  in  the  consolidation 
movement,  whether  in  the  iron  and  steel  industry  or  in  other  indus- 
tries, is  too  often  overlooked.  Consolidation,  while  in  large  meas- 
ure an  outgrowth  of  technical  and  industrial  conditions,  was  by  no 
means  exclusively  so.  Instead,  there  was  frequently  a  marked  reluc- 
tance on  the  part  of  owners  to  dispose  of  the  businesses  which  they 
had  built  up,  and  in  many  cases  the  controlling  inducement  to  sell 
out  was  the  enormous  price  obtainable  in  the  securities  of  these  great 
consolidations. 

The  profits  from  this  source  were  of  two  kinds — first,  those  made  by 
the  manufacturers  who  took  stock  in  the  new  consolidations  for  the 
property  or  businesses  which  they  transferred ;  and,  second,  those  made 
by  the  promoters  of  these  companies.    In  most  cases  the  profit  de- 
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pended  upon  the  issue  and  sale  to  the  public  of  stocks  and  securities 
of  a  par  value  greatly  in  excess  of  the  aggregate  values  of  the  assets 
of  the  consolidations  thus  formed ;  in  other  cases,  the  fact  that  a  con- 
solidation was  so  comprehensive  as  to  give  a  substantial  monopoly  in 
a  particular  branch  of  the  business  made  it  possible  for  the  former 
owners  to  realize  a  liberal  profit  by  retaining  the  inflated  securities 
thus  created,  and  receiving  the  dividends  paid  thereon. 

The  huge  "  commissions,"  so  called,  obtained  by  the  promoters  of 
some  of  these  concerns  are  discussed  elsewhere.  They  frequently 
amounted  to  millions  of  dollars.  (See  pp.  176-180.)  Out  of  the  pro- 
ceeds of  such  stock  commissions  usually  some  organization  expenses 
had  to  be  met,  but  in  the  main  these  commissions  were  intended  as 
compensation  to  the  promoters  of  these  consolidations.  It  should  be 
noted  that  the  size  of  these  commissions  frequently  was  fixed  by  the 
promoters  themselves,  since  they  determined  the  capitalization  of  the 
consolidated  company. 

Section  10.  General  description  of  principal  consolidations  subsequently 
forming  the  United  States  Steel  Corporation. 

For  a  satisfactory  discussion  of  subsequent  developments  in  the 
iron  and  steel  industry,  a  brief  description  of  some  of  the  principal 
companies  enumerated  in  the  preceding  section  is  desirable,  especially 
those  which,  as  indicated  in  Table  1,  later  constituted  the  United 
States  Steel  Corporation. 

Carnegie  Company  (or  New  Jersey)  . — This  company  was  formed 
in  March,  1900,  as  a  reorganization  and  merger  of  the  various  Carne- 
gie interests  and  the  H.  C.  Frick  Coke  Company.  (See  p.  150.)  It 
had  an  authorized  capitalization  of  $160,000,000,  and  an  authorized 
bond  issue  of  the  same  amount.  The  new  company  did  not  go  out- 
side of  this  previously  affiliated  group  of  interests,  and  was,  therefore, 
a  reorganization  rather  than  a  consolidation,  in  the  sense  in  which  that 
word  is  commonly  applied  to  many  of  the  large  corporations  under 
discussion.  The  element  of  promotion  was  practically  absent.  The 
reorganization  also  resulted  in  a  higher  degree  of  integration. 
Among  the  more  important  subsidiary  and  allied  concerns  other  than 
the  H.  C.  Frick  Coke  Company  were  the  Oliver  Iron  Mining  Com- 
pany, in  which  the  Carnegie  interests  had  by  this  time  acquired  a 
five-sixths  share;  the  Pittsburg,  Bessemer  and  Lake  Erie  Eailroad, 
in  which  a  majority  stock  interest  was  owned;  the  Union  Eailroad 
Company,  operating  a  terminal  railroad  at  Pittsburg;  and  various 
gas,  water,  and  dock  companies,  as  well  as  other  miscellaneous 
interests. 

The  Carnegie  Company  was  the  largest  single  unit  in  the  steel 
industry  in  the  period  under  discussion.  All  of  its  manufacturing 
properties  were  concentrated  in  or  near  Pittsburg,  this  compactness 
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of  plant  being  a  conspicuous  feature  of  its  organization.  Its  great 
size  had  been  attained  chiefly  by  an  expansion  of  its  on-n  plants,  or 
by  the  addition  of  concerns  in  correlated  industries,  such  as  coal  and 
transportation,  rather  than  by  the  absorption  of  competitors.  An 
important  exception  to  this  general  statement,  however,  was  the  acqui- 
sition of  the  Duquesne  works.  The  company  was  noted  for  the 
efficiency  of  its  management,  its  financial  strength,  antl  conservative 
policy  with  respect  to  the  reinvestment  of  profits  in  the  business,  and 
by  the  fact  that  its  securities  were  not  publicly  on  the  market,  but 
held  by  a  comparatively  few  individuals  who  had  long  been  identified 
with  the  active  conduct  of  the  business.  The  company  was,  in  fact,  a 
close  corporation,  with  practically  no  outside  affiliations. 

The  Carnegie  interests  had  by  the  beginning  of  1900  become  ^"ery 
strongly  entrenched  with  respect  to  the  reserves  of  all  the  principal 
raw  materials.  The  company  had  assured  itself  of  a  long-time 
supply  of  very  desirable  ore  in  the  Lake  region.  jNIost  of  its  acqui- 
sitions had  been  acquired  by  lease  and  had  involved  comparatively 
small  initial  outlay,  the  bulk  of  the  cost  being  paid  in  yearly  install- 
ments in  the  form  of  royalties  (see  p.  •2U>)  as  the  ore  was  actually 
produced.  "With  respect  to  coal  and  coke  property  the  Carnejj;ie 
interests — through  the  H.  C.  Frick  Coke  Company^iad  made  very 
extensive  purchases  long  before  the  era  of  consolidation.  On  the 
reorganization  of  the  Carnegie  interests  in  1900  the  II.  C.  Frick 
Coke  Company  held  40,000  acres  of  coking  coal  lands  in  addition  to  a 
large  amount  of  surface  land,  about  11,000  coke  ovens,  aside  from  a 
large  amount  of  mine  equipment,  dwellings,  and  miscellaneous  prop- 
erty. The  coking  coal  lands  owned  by  the  Frick  company  formed 
one  of  the  most  valuable  assets  of  the  Carnegie  concern.  The  Car- 
negie Company  also  had  very  valuable  natural-gas  properties  in  the 
vicinity  of  Pittsburg. 

\Aliile  the  company  did  not  control  the  transportation  of  its  ore 
by  rail  from  mines  to  the  head  of  the  Lakes,^  as  did  the  Federal  Steel 
Company,  it  acquired  a  fleet  of  six  Lake  ore  vessels  in  1899,  and 
rapidly  added  others  so  that  by  the  end  of  1900  it  was  in  a  position 
to  transport  a  very  considerable  part  of  its  ore  down  the  Lakes  in  its 
own  boats.  Moreover,  as  early  as  189ti,  the  Carnegie  interests  had 
acquired  the  Shenango  and  Lake  Erie  Railroad,  running  from  Con- 
neaut  to  Pittsburg,  and  also  the  Butler  and  Pittsburg  Railroad,  then 
under  construction,  both  of  which  were  consolidated  in  the  latter 
part  of  1896  as  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad. 

1  The  Carnegie  interests  appear  at  one  time  to  have  contemplated  the  construction  of 
a  railroad  of  their  own  from  some  of  their  mines  on  the  Mesabl  Range  to  the  head  of  the 
Lal5es.  In  the  late  summer  of  1S911  they  organized  the  Virginia-Ely  Railroad  Company 
under  Minnesota  laws.  The  project  was,  however,  soon  abandoned,  apparently  as  the 
result  of  further  contracts  made  by  the  Carnegie  concern  with  the  Rockefeller  interests 
for  fl  supply  of  ore  and  also  for  the  transportation  of  ore  to  lower  Lake  points.  These 
contracts,  it  should  be  noted,  wen'  quite  distinct  from  the  Important  arrangement  of  a 
similar  character  made  between  the  same  interests  In  1896,  as  already  described.  (See 
p.  76.) 
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IiiiiiK'.(liii(,(!ly  njjoii  tlic,  ji('(|uisi(i()ii  of  (lic-sc,  i-iiilrondH,  llie  Cariicf^ii! 
iiilcr'cslH  viriiiiilly  rcconslr'nclcd  (liciii  with  ii  view  to  eH'cc-ling  the 
triiriHporl-iilioii  of  ore-  at  ii  ininiiriutn  cost.  Tho  size,  of  the  equipment, 
l)()tli  (^ri(^irics  1111(1  curs,  waH  (Mioi'iiiouHly  iiuTeiiscd,  bridj^cs  wci'c 
Htrciifrlliciicd,  and  tho  r'oiid  in  iiirfrc  mciisiirc,  rebuilt.  The  most 
nio(l(Mii  tnc'lliods  of  nnloadinff  inv  (Voni  slcnnicrs  (o  curs  id,  (fic 
(IocUh  iind  IVoni  Ihi^  c^nrs  lo  I'lifiiiK'cs  id  Pitlsbiirfi^  were  inlrodiiccd. 
The  rcsnK  wuh  ii  vca-y  pronounced  iii<u'eiis(>,  in  the  Mver'iif^e  (ruin 
loud  iiiid  II.  niiirked  ri^duction  in  triuispoHiition  and  inindliiif?  costs 
pt^r  ton. 

It  is  worth  repeiitinfi  that  the  ('iii'iicf^ie.  i-nl,e,rests  lon<i'  Ixd'ore  this 
had  owned  the  Union  Uailroiid,  a  belt,  line  in  tiie  I'ittsburg  district, 
which  adih'd  (fi'eatly  t.o  tb(^  edicieiicy  of  their  phiids. 

Tho  chief  business  of  tiie  ('ariicfrie  concern  '  was  the  mannfactnre 
of  lieiivy  st.ecl  (iroduots,  such  as  steel  rails,  plates,  axles,  structural 
Htnel  and  bri(lfj;c  material,  and  viii'ioiis  kinds  of  crude,  steel  for  (lu) 
trade,  its  annual  capacity  of  inji;ots  was  about,  3,500,000  tons  and  its 
capacity  of  (Inislied  products  raliiei'  more  tlian  3,000,000  tons,  thus 
placing  tiie  company  well  in  advance  (d'  its  larj^csl  coinpelitor,  tho 
l''edei'al  Steel  (lonipany,  with  respect  to  size.  Its  iiifrot.  produc^tion 
in  l!i()0  wiiH  about  IK  pcM'  c(Mit  of  (ho  country's  total.  It.  conducted 
every  stiif^c  in  tlui  mllunfaclur(^  of  its  various  ])rodncls  from  the  pro- 
duct ion  of  the  raw  uuiterials  up.  Oi'iierally  speiij^injij;,  the  Ciii'nefj;io 
iii(er(«s(s,  up  to  tlu<  datii  of  the  organization  of  the  New  flei'sey  com- 
pany, had  coidined  lluMiiseU'es  largely  to  the  uianufacturo  of  heavier 
steel  products  of  (Ik*  cliaracler  just  described.  Many  of  its  bc^st.  ciis- 
(onuM'S  were  maiurfactiirers  of  linishod  steel,  such  as  wire  products, 
tiibiilar  goods,  tin  i)la(e,  and  shee(.  stec^l.  T\w  company  was,  liowever, 
in  a  position  to  engage*  a(.  slioii  notice*  in  tho  manufacture  of  nu)re 
highly  linishod  products,  a  fact  which,  as  shown  Inter  (see  p.  101), 
proved  to  bo  an  exce(*dingly  important  coiisidoridion  in  bringing 
abou(.  the  orgiinizatioii  of  the  United  States  Steel  Corporation. 

KiiiMKu.M.  Si'KKi,  (^oiMi'ANV. — This  coni|)any  was  formed  in  Septem- 
ber, IS!)S,  with  $ti()0,000,()()()  aiithoi'ized  capital  stock  (of  which  about 
$I()0,()0(),00(l  was  i.ssii(>d).  It  was  a  merger,  through  stock  piircliase, 
of  the  Illinois  Steel  C^oiiipany,  operating  s(*veral  large  stool  plants  in 
or  ntMir  (liicago  and  another  at  Milwaukee;  (he  Minnesota  Iron 
('oinpany,  which  had  (v\(eiisi\e  ore  [)roporlies  on  the  Vermilion  liange 
and  which  also  owned  (lu*  Duluth  and  Iron  Range  Railroad  and  tlu' 
Minnesota  StiMiniship  (Company,  thus  providing  for  the  transporta- 
tion of  its  ore  from  miiuvs  (o  lower  Lake  ports;  also,  the  Lorain  Stool 
Company  and  the  Johnson  company  (of  Pennsylvania),  with  plants 

I 'I'lii'  CnTOOKli'  t'oinimn.v  of  Nmv  .Iitno.v  \vi\h  a  IhiIiIIiik'  ci>m|uiii,v.  ,V,I  Its  oi-p\i'l7.aUciii 
tlii>  iimi'i'i'lli'''  "I'  III''  I'I'l  I'ai'nBK'P  Stt'i'l  ('(iinimn.v  (l.dl.)  wcni  pliii'od  iindcr  Mii'  I'onlrol 
111'  a  new  cimi'iTii.  tlii'  rnrncKlc  Slwl  ('(iniininy  of  IVniiM.vlvanhi.  h'or  cimvoaleuco  In  tlio 
iU»<('liittil(>u  Iktc  k'vi'ii.  llii'Nr  liili'fcdiiipany  icIallouHhlps  uru  Itfuorud. 
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at  Lorain,  Ohio,  and  Johnstown,  Pa.  The  consolidated  company 
alrio  acquired  the  stock  of  the  Elgin,  Joliet  and  Eastern  Railway,  a 
line  of  some  180  miles  intersecting  practically  every  railroad  entering 
Chicago.  This  road  directly  served  the  Joliet  works  of  the  company 
and  ailorded  connections  with  its  other  plants.  The  Illinois  Steel 
Company  itself  also  controlled  a  railroad,  the  Chicago,  Lake  Shore 
and  Eastern,  which  connected  its  various  plants  in  and  about  Chicago. 

The  Federal  Steel  Company,  like  the  Carnegie  Company  of  New 
Jersey,  was  a  holding  company.  Although  a  combination,  the  chief 
object  of  its  formation  apparently  was  not  so  much  to  eliminate  com- 
petition as  to  secure  an  organization  which  should  to  a  large  extent 
be  independently  situated  with  respect  to  ore,  fuel,  and  transportation, 
as  well  as  manufacturing  plants.'  ^Moreover,  while  the  two  principal 
constituent  concerns,  the  Illinois  Steel  Company  and  the  Minnesota 
Iron  Company,  had  been  officially  independent  of  each  other,  their 
securities  had  to  some  extent  been  owned  by  the  same  persons,  so 
that  the  consolidation  was  really  a  welding  of  what  might  be  called 
friendly  rather  than  hostile  interests. 

The  similarity  between  the  Federal  Steel  Company  and  the  Car- 
negie Company  extended  to  the  character  of  their  output,  the  princi- 
pal products  of  the  Federal  concern  being  steel  rails,  billets,  plates, 
structural  shapes,  and  other  heavy  lines  and,  like  its  Pittsburg  rival, 
many  of  its  best  customers  were  themselves  steel  manufacturers. 
The  annual  ingot  capacity  of  the  company  at  the  time  of  its  organi- 
zation was  placed  at  about  2,000,000  tons.  Its  production,  however, 
was  considerably  less,  but  represented  about  15  per  cent  of  the  coun- 
try's total  at  the  date  of  its  organization. 

It  will  be  noted  that  the  Federal  Steel  Company's  manufacturing 
properties  were  rather  widely  scattered,  the  company  having  plants 
at  Milwaukee,  Wis.,  Chicago  and  Joliet,  111.,  Lorain,  Ohio,  and  Johns- 
town, Pa.  In  this  respect  it  differed  sharply  from  the  Carnegie 
concern,  all  of  the  manufacturing  properties  of  which  were  compactly 
located  in  the  Pittsburg  district. 

The  extensive  coal  and  ore  properties  brought  into  the  consolida- 
tion by  the  constituent  concerns  were  steadily  added  to  by  the  Fed- 
eral Steel  Company  management,  and  in  numerous  other  ways  the 
policy  of  integration  which  was  already  marked  was  carried  further. 
Through  the  Illinois  Steel  Company  it  acquired  some  additional  ore 
land  in  the  Lake  region  and  a  considerable  tract  of  coking  coal  land 
in  the  Connellsville  district. 

'  In  this  connection  the  following  excerpt  from  the  first  annual  report  of  the  company 
may  he  cited : 

The  plan  Is  to  own  and  control  sufficient  Iron  ore,  coal,  coke.  ;ind  limestone  and 
other  raw  products  to  supply  all  of  the  mills  of  the  constituent  companies ;  to  own 
and  control  adequate  facilities  for  transportation  both  on  land  and  water ;  to  man- 
ufacture and  deliver  finished  steei,  and  to  transact  all  business  In  connection  with 
the  same  with  the  greatest  economy. 
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With  respect  to  transportation  facilities,  it  is  apparent  that  the 
Federal  Steel  Company  was  exceptionally  well  situated.  Aside  from 
owning  the  Duluth  and  Iron  Range  Railroad  for  the  transportation 
of  its  ore  from  mines  to  the  head  of  the  Lake,  the  operation  of  the 
company's  various  properties  was  greatly  facilitated  by  its  owner- 
ship of  other  railroad  properties,  particularly  the  Elgin,  Joliet  and 
Eastern.  Through  the  Minnesota  Iron  Company,  moreover,  the 
Federal  Steel  Company,  at  its  organization,  secured  a  fleet  of  9  steel 
steamers  and  7  steel  barges,  thus  making  the  company  largely  inde- 
pendent of  outside  vessel  interests  for  the  transportation  of  ore  on 
the  Lakes. 

National,  Steel  Company. — This  company,  formed  in  February, 
1899,  with  $59,000,000  capital  stock,  all  but  $1,000,000  of  which  was 
issued  at  the  time,  ranked  next  in  size  to  the  Carnegie  Company  and 
the  Federal  Steel  Company.  It  was  a  consolidation  of  several  large 
concerns,  chiefly  in  Ohio,  making  crude  steel  and  heavy  steel  prod- 
ucts; it  also  acquired  two  important  furnace  companies.  It  had  the 
bulk  of  the  crude-steel  capacity  in  the  territory  immediately  west  of 
Pittsburg,  other  than  that  owned  by  the  Federal  Steel  Company. 
While  similar  to  the  Federal  and  Carnegie  companies  in  the  charac- 
ter of  its  output,  the  National  Steel  Company  differed  from  these  in 
that  it  was  distinctly  a  combination  of  previously  competing  con- 
cerns. A  heavy  stock  bonus  to  the  promoters  was  another  conspicu- 
ous feature  of  its  organization.  Tlie  company  was  organized  by 
W.  H.  Moore,  who  had  also  promoted  the  American  Tin  Plate  Com- 
pany, and  who,  prior  to  carrying  through  that  deal,  had  never  been 
prominently  identified  with  the  iron  and  steel  industry. 

The  company's  total  annual  pig-iron  capacity  in  1899  was  in  the 
neighborhood  of  2,000,000  tons,  and  its  capacity  for  steel  about 
1,700,000  tons.  Its  output  of  crude  steel  was  about  12  per  cent  of  the 
country's  total.  Its  production  was  largely  confined  to  semifinished 
steel,  such  as  billets,  sheet  bars,  and  tin-plate  bars,  rather  than  finished 
products,  even  in  the  heavier  lines.  The  company  had  a  ready 
market  for  its  steel  production  in  these  cruder  forms  because  of  its 
close  affiliation  with  the  American  Tin  Plate  Company  and  the 
American  Steel  Hoop  Company,  and  also  with  the  American  Sheet 
Steel  Company,  organized  in  1900,  all  so-called  "Moore  concerns." 
The  last  three  companies,  and  particularly  the  Tin  Plate  and  the 
Sheet  Steel  companies,  depended  largely  upon  the  National  Steel 
Company  for  their  raw  material. 

Through  the  Ohio  Steel  Company,  one  of  its  constituent  concerns, 
the  National  Steel  Company  secured  a  one-fourth  interest  in  a  lease 
of  the  Biwabik  mine,  on  the  Mesabi  Range.  Shortly  after  its  organ- 
ization the  consolidated  company  bought  the  Chapin  mine,  a  valuable 
and  extensive  property,  and  also  the  Winthrop,  these  purchases 
4525°— 11 8 
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including  9  ore  steamers.  It  also  acquired  furnace  and  coke  prop- 
erty from  the  Oliver  &  Snyder  Steel  Company,  and,  in  addition,  a 
twenty-year  contract  for  a  one-sixth  interest  in  the  ore  production 
of  the  Oliver  Iron  Mining  Company,  the  other  five-sixths  being 
secured  by  the  Carnegie  interests  through  ownership  of  a  similar 
proportion  of  the  stock  of  the  Oliver  concern.  (The  National  Steel 
Company  did  not  acquire  any  interest  in  the  Oliver  company's  stock.) 
Thus,  at  the  outset,  the  company  adopted  a  vigorous  policy  of  integra- 
tion. In  fact,  integration  was  carried  by  this  company  to  a  point 
which  fairly  put  it  in  the  same  general  class  with  the  Carnegie 
Company  and  the  Federal  Steel  Company. 

Furthermore,  the  close  relationships  among  the  four  "  Moore  "  com- 
panies gave  the  group  as  a  whole  a  further  degree  of  integration, 
particularly  with  respect  to  finished  lines ;  that  is  to  say,  these  com- 
panies as  a  group  carried  the  production  of  steel  into  more  highly 
elaborated  forms  than  even  the  Carnegie  or  Federal  concerns. 

American  Tin  Plate  Company. — The  American  Tin  Plate  Com- 
pany typifies  that  class  of  consolidations  which  were  distinctly  lack- 
ing from  the  standpoint  of  integration  of  productive  processes,  and 
which  were  primarily  designed  to  control  or  eliminate  competition  in 
the  sale  of  products.  The  element  of  promotion  profits  was  also  a 
conspicuous  feature  of  its  organization,  no  less  than  $10,000,000  of 
its  $46,325,000  issued  stock  going  for  this  purpose.     (See  p.  178.) 

The  tin-plate  industry  had  had  a  phenomenally  rapid  growth, 
largely  owing,  no  doubt,  to  the  heavy  import  duty  placed  upon  tin 
plate  in  the  McKinley  tariff.  Indeed,  the  industry  developed  so  rap- 
idly that  by  the  late  nineties  the  country's  output  was  practically  suf- 
ficient for  the  home  market.^  This  great  increase  in  production  was 
followed  by  extremely  severe  competition  and  sharp  reductions  in 
prices.  The  leading  oiRcers  of  the  American  Tin  Plate  Company,  in 
subsequent  testimony  before  the  Industrial  Commission,  made  no 
secret  of  the  fact  that  a  desire  to  restrict  competition  was  largely  re- 
sponsible for  its  organization. 

As  already  stated,  the  company  was  organized  by  W.  H.  Moore  in 
the  latter  part  of  1898.  It  acquired  39  different  plants,  embracing 
altogether  279  mills.  This  comprised  almost  every  concern  making 
tin  plate  at  the  time,  and  the  new  company  had  a  closer  approach  to 
monopoly  than  did  any  other  large  steel  consolidation ;  indeed,  it  may 
fairly  be  termed  a  monopoly  so  far  as  the  industry  in  this  country 
was  concerned. 

The  policy  of  eliminating  competition  was  still  further  manifested 
by  negotiations  undertaken  by  the  company  almost  immediately  after 
its  formation  to  control  the  supply  of  tin-plate  machinery,  with  a 

1  Occasional  exports  of  tin  plate  had,  indeed,  been  made  ;  on  the  otter  hand,  some  foreign 
tin  plate  was  stiU  sent  to  the  Pacific  coast,  the  relatively  low  rate  by  sailing  vessel  enabling 
British  makers  to  compete  in  that  section  with  the  American  product. 
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view  of  preventing  the  construction  of  independent  tin-plate  mills. 
In  this  it  was  not  altogether  successful.  A  number  of  independent 
concerns  were  started ;  several  of  these,  however,  were  speedily  bought 
up  by  the  consolidated  company,  which,  for  several  years,  maintained 
not  only  a  dominating,  but  substantially  a  monopolistic  position  in 
its  branch  of  the  steel  industry. 

The  company  made  practically  a  single  product — tin  and  terne 
plate.  As  just  shown,  it  purchased  the  semifinished  steel  which  it 
needed,  largely  from  the  National  Steel  Company,  with  which  it  was 
closely  affiliated  through  more  or  less  common  management. 

American  Steel  Hoof  Company. — This  company  was  organized 
in  April,  1899,  with  $33,000,000  capital  stock,  all  issued.  It  was  pri- 
marily a  combination  of  previously  competing  concerns,  and  a  desire 
to  limit  competition  and  afford  a  large  profit  to  the  promoters  was 
undoubtedly  the  ruling  motive  in  its  organization,  Avhich  was  con- 
ducted by  W.  H.  Moore,  together  with  other  interests.  The  company 
was  a  consolidation  of  9  concerns  operating  blast  furnaces  and  roll- 
ing mills ;  its  principal  products  were  iron  and  steel  bars,  hoops  and 
bands,  cotton  ties,  and  iron  skelp.  It  was  comparatively  small,  with 
an  annual  output  of  about  700,000  tons  of  finished  product,  exclusive 
of  some  surplus  pig  iron. 

Shortly  after  its  organization  the  company  strengthened  its  posi- 
tion by  the  acquisition  of  important  ore  and  coke  supplies.  As  pre- 
viously stated,  it  was  closely  affiliated  with  the  National  Steel  Com- 
pany. 

American  Sheet  Steel  Company. — This  corporation,  organized 
early  in  1900,  was  also  one  of  the  group  of  "  Moore  "  steel  companies.^ 
It  had  $52,000,000  authorized  capital  stock,  of  which  $49,000,000  was 
issued.  It  was  virtually  a  counterpart  of  the  American  Tin  Plate 
Company,  in  that  it  was  organized  to  consolidate  previously  com- 
peting concerns,  and  in  that  it  was  engaged  in  the  manufacture  of 
practically  a  single  product — sheets.  Its  annual  capacity  was  in  the 
neighborhood  of  500,000  tons,  this  representing  about  70  per  cent  of 
the  country's  total  capacity  at  the  time  of  its  organization.  The 
element  of  integration  was  hardly  present  in  its  case. 

American  Steel  and  Wire  Company  of  New  Jersey. — This 
company  also  falls  in  that  class  of  consolidations  which  were  chiefly 
due  to  a  desire  to  restrict  competition  and  to  realize  a  large  promo- 
tion profit.  The  collapse  of  the  wire  nail  pool  in  the  latter  part  of 
1896,  as  already  pointed  out,  was  followed  by  sharp  price  reductions, 
which  promptly  led  to  new  efforts  to  effect  a  combination  in  the  in- 
dustry along  more  permanent  lines.  In  March,  1898,  several  of  the 
larger  wire  concerns  were  merged  into  a  $24,000,000  concern — the 

1  The  Moore  interests  sutsequently  organized  the  American  Can  Company.     This  was 
not  acquired  by  the  United  States  Steel  Corporation. 
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American  Steel  and  Wire  Company  of  Illinois.  Within  a  year  this 
company  was  consolidated  with  most  of  the  outside  "wire  makers  into 
the  American  Steel  and  Wire  Company  of  New  Jersey,  with 
$90,000,000  of  capital  stock,  all  issued. 

The  company's  chief  products  were  wire  nails,  plain  wire,  barbed 
wire,  and  wire  fencing.  It  had  a  rod-mill  capacity  of  something 
over  1,100,000  tons  and  a  capacity  for  wire  nails  of  rather  more  than 
10,600,000  kegs.i 

The  company  at  its  organization  produced  a  part  of  its  require- 
ments of  pig  iron  and  crude  steel,  so  that  it  enjoyed  some  degree  of 
integration  from  the  start.  It  immediately  strengthened  its  posi- 
tion in  this  respect  by  the  acquisition  of  extensive  ore  properties  in 
the  Lake  region  and  considerable  coking-coal  and  other  coal  land  in 
Pennsylvania.  One  iron-ore  mine  alone,  the  Sauntry,  was  estimated 
to  contain  anywhere  from  25,000,000  to  over  75,000,000  tons.  In  a 
listing  application  submitted  to  the  New  York  Stock  Exchange  in 
August,  1899,  or  about  six  months  after  its  organization,  the  com- 
pany estimated  its  reserve  supply  of  coking  coal  to  be  at  least 
125,000,000  tons.  Several  hundred  coke  ovens  were  then  in  operation 
and  more  under  construction.  Somewhat  later  the  company  acquired 
an  important  fleet  of  vessels  on  the  Great  Lakes.     (See  p.  131.) 

National  Tube  Company. — This  company,  formed  in  June,  1899, 
with  $80,000,000  capital  stock,  all  of  which  was  issued,  owed  its 
organization  chiefly  to  a  desire  to  restrict  competition  and  to  the 
activity  of  promoters.  It  was  a  merger  of  13  concerns.  The  largest 
of  these  was  the  National  Tube  Works  Company,  which  had  built  up 
very  comprehensive  plants  at  Pittsburg  and  McKeesport,  comprising 
blast  furnaces,  steel  works,  and  rolling  mills.  (See  p.  142.)  The 
Riverside  Iron  ^Vorks,  another  large  concern  also  acquired,  had 
plants  at  Wheeling  and  Benwood,  W.  Va.,  and  Steubenville,  Ohio. 
It  also  owned  considerable  coking-coal  property.  Most  of  the  other 
constituent  concerns  were  smaller. 

The  principal  product  of  the  company  was  iron  and  steel  wrought 
tubing.  Its  aggregate  capacity  was  officially  given  in  a  listing  state- 
ment to  the  New  York  Stock  Exchange  in  February,  1900,  at  over 
1,000,000  tons,  or  about  90  per  cent  of  the  country's  total.  It  appears, 
liowever,  that  this  was  an  overstatement,  and  that  its  proportion  was 
perhaps  not  over  75  per  cent.  As  shown  later,  the  company  was 
exceptionally  successfid,  and  this  notwithstanding  the  fact  that  it 
did  not  carry  the  policy  of  integration  as  far  as  did  some  of  the  other 
large  consolidations  just  described.  AVhile  affiliated  through  banking 
connections  with  the  Federal  Steel  Company  (see  p.  105),  the  location 
of  most  of  the  National  Tube  Company's  plants  was  such  that  it 
depended  very  largely  upon  the  Carnegie  Company  for  a  supply 

1  Iron  Age,  January  12,  1899,  page  21. 
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of  the  semifinished  steel  products  which  constituted  its  raw  mate- 
rial. Later,  however,  the  company  planned  to  make  itself  more  inde- 
pendent in  this  respect  by  the  construction  of  additional  steel  plants 
and  rolling  mills  for  the  production  of  semifinished  steel.  This 
change  in  policy,  as  shown  later,  had  an  important  bearing  upon  the 
organization  of  the  United  States  Steel  Corporation.     (See  p.  103.) 

American  Bridge  Compant. — This  company,  with  $70,000,000 
authorized  capital  stock,  of  which  about  $63,000,000  was  issued,  falls 
in  the  same  general  class  as  the  American  Tin  Plate  Company,  the 
American  Sheet  Steel  Company,  the  American  Steel  and  Wire  Com- 
pany, and  the  National  Tube  Company,  in  that  it  was  a  consolidation 
of  previously  competing  concerns.  The  plants  entering  the  combi- 
nation were  unrelated  units  dependent  upon  the  larger  steel  manu- 
facturers for  the  steel  which  constituted  their  raw  material,  and  the 
company  was  conspicuously  undevelop.ed  from  the  standpoint  of 
integration  of  productive  processes.  It  was  concerned  with  a  spe- 
cialty ;  that  is,  as  the  name  indicates,  the  erection  of  bridges.  It  also 
engaged  extensively  in  the  erection  of  steel  construction  for  build- 
ings. Its  annual  capacity  was  about  600,000  tons.  It  did  not  have 
as  high  a  degree  of  control  as  some  of  the  other  consolidations  here 
d'lHcussed. 

The  American  Bridge  Company,  through  banking  connections,  was 
affiliated  with  the  Federal  Steel  Company  and  the  National  Tube 
Company,  these  three  concerns  often  being  spoken  of  as  "  Morgan  " 
companies.  There  was  no  such  marked  affiliation  from  a  manufac- 
turing standpoint,  however,  as  noted  in  the  case  of  the  "Moore" 
companies.  This,  as  just  shown,  was  partly  due  to  the  western  loca- 
tion of  the  principal  steel  works  of  the  Federal  Steel  Company, 
which  made  it  impracticable  to  supply  the  Tube  and  Bridge  con- 
cerns with  their  requirements  of  steel  in  competition  with  the  Car- 
negie Company  and  other  eastern  concerns. 

Shelby  Steel  Tube  Company. — This  company,  capitalized  at 
$15,000,000,  was  a  consolidation  of  practically  all  the  important  con- 
cerns engaged  in  the  manufacture  of  drawn  or  seamless  tubing.  A 
preliminary  consolidation  of  several  seamless-tube  companies  was 
formed  in  1897  under  a  Pennsylvania  charter;  the  new  concern 
claimed  to  have  about  90  per  cent  of  the  country's  output  at  that 
time.  In  1899  several  other  concerns  were  acquired,  and  in  1900 
the  company  was  reorganized  under  New  Jersey  laws.  The  company, 
it  will  be  seen,  manufactured  a  specialty,  and  it  depended  on  other 
steel  concerns  for  its  supply  of  crude  steel.  In  its  own  field  it  had 
for  a  time  a  substantial  monopoly.  Later  the  National  Tube  Com- 
pany took  up  the  manufacture  of  seamless  tubing,  and  apparently 
cut  into  the  business  of  the  Shelby  concern  heavily. 

Lake  Superior  Consolidated  Iron  Mines. — This  company,  or- 
ganized in  1893,  was  largely  owned  by  Standard  Oil  capitalists.     Its 
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outstanding  capital  stock  in  1901  was  about  $29,400,000,  all  of  one 
class.  It  was  not  engaged  in  manufacturing  in  any  way,  but  was 
simply  an  ore-producing  and  transportation  concern.  It  was  virtu- 
ally the  counterpart  of  the  Minnesota  Iron  Company  in  that  it  had 
extensive  holdings  of  valuable  iron-ore  properties  and  an  important 
ore-carrying  road — the  Duluth,  Missabe  and  Northern.  The  con- 
trolling interest  in  this  company,  furthermore,  was  the  owner  of  the 
largest  fleet  of  ore  vessels  on  the  Great  Lakes.  (See  p.  149.)  As 
shown  above,  the  company  in  1896  entered  into  a  very  important  ore 
contract  with  the  Carnegie  Steel  Company  (Ltd.).  On  account  of  its 
vast  holdings  of  ore  and  its  large  transportation  interests,  the  Lake 
Superior  Consolidated  Iron  Mines  occupied  an  exceedingly  impor- 
tant position  in  the  ore  industry,  and  one  which  enabled  it  to  secure 
favorable  terms  from  the  United  States  Steel  Corporation  when  it 
was  acquired  by  that  concern  in  1901. 

Section  11.  Other  principal  consolidations  and  companies  in  the  steel 
industry. 

iVside  from  the  companies  discussed  in  the  preceding  section,  which 
were  later  acquired  by  the  United  States  Steel  Corporation,  a  number 
of  other  important  consolidations  in  the  steel  industry  were,  as  shown 
in  Taljle  1,  on  page  81,  organized  in  the  late  nineties.  The  more 
important  of  these  concerns  engaged  in  the  manufacture  of  primary 
products  were  the  Republic  Iron  and  Steel  Company  and  the  Sloss- 
Sheffield  Steel  and  Iron  Company. 

Republic  Iron  and  Steel  Company. — This  company,  incorporated 
in  New  Jersey  in  May,  1899,  with  $47,500,000  issued  stock  was  a  con- 
solidation of  iron  rolling  mills  chiefly  in  Ohio  and  Indiana ;  it  also 
took  in  some  plants  in  the  Birmingham  district.  In  all  it  included  5 
blast  furnaces  and  about  30  rolling  mills.  Its  capacity  of  bar-iron 
and  rolled-iron  products  at  its  organization  was  approximately 
1,000,000  tons. 

The  primary  object  of  this  consolidation  was  restriction  of  com-, 
petition.  A  large  stock  bonus  to  the  promoters  was  also  a  feature  of 
its  organization.  However,  the  company  even  at  its  formation 
.showed  some  degree  of  integration.  Through  subsidiary  concerns 
it  acquired  se\eral  iron  mines  in  the  Lake  Superior  district,  as  well 
as  coke  property  in  the  Connellsville  region.  It  also  had  some 
southern  ore  and  coal  properties.  Shortly  after  its  organization  a 
vigorous  policy  of  concentration  was  adopted.  A  large  number  of 
rolling  mills  which  were  poorly  equipped  or  badly  located  were  dis- 
mantled and  abandoned,  and  in  their  stead  the  company  erected  a 
large  steel  plant,  at  Youngstown,  Ohio. 

Sloss-Sheffield  Steel  and  Iron  Company. — This  company,  in- 
corporated in  August,  1899,  was  a  consolidation  of  blast  furnaces  at 
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Sheffield,  Birmingham,  and  Florence,  Ala.  The  chief  motive  of  its 
organization  was  a  desire  to  secure  greater  integration  and  particu- 
larly to  obtain  control  of  additional  coal  and  ore  properties.  The 
company  dealt  extensively  in  steam  coal.  It  also  had  a  large  num- 
ber of  coke  ovens,  with  an  annual  capacity  of  over  350,000  net  tons ; 
its  pig-iron  capacity  (gross  tons)  was  about  the  same.  The  company 
has  never  manufactured  steel.  The  authorized  capital  stock  of  the 
company  was  $20,000,000,  of  which  about  $14,200,000  was  issued. 

Section  12.  Expansion  by  older  iron  and  steel  concerns. 

Concurrently  with  this  organization  of  great  consolidations,  there 
occurred  a  reorganization  and  expansion  of  several  other  large  con- 
cerns in  the  iron  and  steel  industry.  The  more  important  instances 
of  this  sort  are  summarized  in  the  following  table : 

TABLE  2.— REORGANIZATIONS  AND  EXPANSIONS  OF  IMPORTANT  IRON  AND 
STEEL  COMPANIES  NOT  NEW  CONSOLIDATIONS,   1898-1900. 


Company. 


Authorized  capitalization  just  after  time 
of  readjustment. 


Preferred 
stock. 


Common 
stoclc. 


Bonds. 


Cambria  Steel  Company 

Colorado  Fuel  and  Iron  Company  2 

Jones  &  Laughlins  (Ltd.) ' 

Lackawanna  Iron  and  Steel  Company  & 

Pennsylvania  Steel  Company 

Tennessee  Coal,  Iron  and  Railroad  Company. 


S2, 000, 000 


2.5,000,000 
1,000,000 


1*50,000,000 
23,000,000 
20,000,000 
25,000,000 
26,000,000 
23, 000, 000 


6  7,000,000 
12,603,000 


1  The  origiQal  company  of  tMs  name  was  incorporated  in  1898  with  a  capital  of  $16,000,000  to  lease  the 
Cambria  Iron  Company.    The  company  was  reorganized  with  the  above  authorized  capital  in  1901. 

'  This  company  was  incorporated  in  1892.  In  1899,  however,  it  effected  a  rearrangement  of  its  finances, 
its  capitalization  being  increased  to  the  figures  shown  above.  Since  then  there  has  been  a  further  increase 
in  capitalization. 

3  Including  underlying  bonds. 

«  This  company,  which  was  organized  in  April,  1900,  to  succeed  the  former  partnership,  became  in  August, 
1902,  the  Jones  &  Laughlin  Steel  Company,  with  a  capital  of  330,000,000  and  an  authorized  bond  issue  of 
S10,000,000.    The  bond  issue  was  subsequently  increased. 

^  This  company  was  an  expansion  of  the  Lackawaima  Iron  and  Steel  Company,  of  Pennsylvania,  capital- 
zed  at  $3,750,000.  In  February,  1902,  this  company  was  succeeded  by  the  Lackawanna  Steel  Company  of 
New  York,  with  an  authorized  capital  of  $40,000,000,  which  was  later  Increased  to  $70,000,000.  The  new 
company  also  has  a  large  bonded  debt. 

8  Underlying  bonds. 

Owing  to  the  importance  of  these  companies,  brief  mention  of 
their  organizations  and  operations  may  be  made  at  this  point. 

Jones  &  Laughlins  (Ltd.). — The  two  partnerships  of  the  Jones 
&  Laughlin  interests  noted  on  page  64  were  in  1900  consolidated  as 
Jones  &  Laughlins  (Ltd.),  with  a  capital  stock  of  $20,000,000.  The 
company  was  at  this  time  a  large  manufacturer  of  billets  and  other 
crude  steel,  and  the  heavier  classes  of  finished  products,  such  as  bars, 
plates,  angles,  and  certain  special  lines.     The  company  has  since 
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greatly  expanded  the  volume  and  the  scope  of  its  business  and  has 
carried  the  policy  of  integration  to  an  advanced  point,  until  to-day 
it  is  perhaps  the  most  important  factor  in  the  steel  industry  outside 
of  the  United  States  Steel  Corporation. 

Lackawanna  Iron  and  Steel  Cojipany. — The  Lackawanna  Iron 
and  Steel  Company  in  the  latter  part  of  1899  determined  to  build  a 
large  plant  on  Lake  Erie,  near  Buffalo,  and  in  December  of  that  year 
increased  its  capital  stock  from  $3,750,000  to  $25,000,000.  In  1902 
the  Lackawanna  Steel  Company  (of  New  York)  was  formed  as  the 
central  concern  with  a  capital  stock  of  $10,000,000,  since  increased  to 
$70,000,000,  about  half  of  which  amount  is  issued ;  the  company  has 
also  issued  a  large  amount  of  bonds.  The  company  manufactures 
all  the  heavier  forms  of  steel,  such  as  rails,  bars,  and  beams,  and  it 
also  has  various  finishing  mills  for  lighter  rolled  products.  It  has 
extensive  holdings  of  ore  and  coal  property. 

Pennsylvania  Steel  Company. — In  the  early  part  of  1901  this 
companj'  (see  p.  (J4)  was  reorganized  under  New  Jersey  laws  with 
an  authorized  capital  of  $50,000,000,  of  which  $10,500,000  preferred 
and  $10,750,000  common  stock  were  issued.  At  this  time  a  con- 
trolling interest  in  the  company  was  acquired  by  the  Pennsylvania 
Railroad.  The  company  greatly  extended  its  operations,  a  special 
feature  Ijeing  the  acquisition  of  the  very  important  Cuban  ore  prop- 
erty of  the  Spanish  American  Iron  Company. 

Cajibrl\  Si-EEL  Company. — This  concern  was  organized  in  1898, 
with  a  capital  stock  of  $10,000,000,  to  lease  the  property  of  the  Cam- 
bria Iron  Company  (briefly  described  on  p.  G5)  for  a  period  of  999 
years.  Still  later  there  was  a  further  reorganization  and  increase  in 
capitalization.  The  company  later  materially  expanded  its  manu- 
facturing operations.  Its  ore  is  chiefly  derived  from  the  Lake  region, 
where  it  has  important  reserves. 

Tennessee  Coal,  Iron  and  Eailroad  Company. — This  company, 
which,  down  to  1S98,  was  concerned  with  the  operation  of  coal  prop- 
erties and  the  manufacture  of  pig  iron,  in  that  year  began  the  con- 
struction of  a  steel  plant  at  Ensley,  Ala.,  for  the  manufacture  of 
basic  open  hearth  steel.  A  large  increase  in  its  investment  was  made 
at  that  time.  The  issued  capital  stock  of  the  company  in  1900  was 
about  $2:^j,000,000  and  there  was  a  bonded  indebtedness  of  about 
$12,000,000.  As  noted  elsewhere,  in  1907  the  Tennessee  Coal,  Iron 
and  Eailroad  Company  was  acquired  by  the  United  States  Steel 
Corporation,  but  at  the  period  now  under  discussion  it  is  properly 
grouped  with  the  so-called  "  outside ''  steel  companies.  One  of  the 
most  important  assets  of  the  company  was  its  extensive  ore  property. 

Colorado  Fuel  and  Iron  Company. — The  organization  of  this 
company  has  been  sufficiently  described  on  page  64.  In  1899  the  com- 
pany greatly  expanded  its  operations  by  the  construction  of  a  new 
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Bessemer  steel  plant,  open  hearth  steel  works,  and  finishing  mills  for 
the  production  of  a  large  variety  of  steel  products.  At  this  time  its 
authorized  capital  stock  was  increased  from  $13,000,000  to  $25,000,000. 
In  recent  years  the  capitalization  has  been  increased  and  the  plants 
have  been  still  further  enlarged.  As  already  pointed  out,  the  com- 
pany has  important  ore  and  coal  properties. 

Section  13.  General  tendency  of  leading'  concerns  in  the  steel  industry  to 
secure  greater  integration. 

From  what  has  been  said,  it  is  apparent  that  as  a  rule  the  great 
iron  and  steel  concerns,  particularly  those  making  crude  and  semi- 
finished steel,  were  all  striving  at  the  close  of  the  nineties  thoroughly 
to  fortify  themselves  for  the  future  by  acquiring  liberal  reserves  of 
the  two  great  raw  materials,  ore  and  coking  coal,  and  by  the  erection 
of  additional  manufacturing  plants.  Moreover,  several  concerns 
which  made  more  elaborated  products,  and  which  at  their  organiza- 
tion were  wholly  dependent  upon  other  steel  makers  for  their  sup- 
plies of  crude  and  semifinished  steel,  were  also  following  the  lead  of 
these  larger  companies. 

It  is  obvious  that  the  Carnegie  Company  was  in  an  exceptionally 
strong  position.  With  respect  to  the  expansion  and  coordination  of 
manufacturing  processes  this  company  probably  led  all  its  rivals,  the 
efficiency  of  its  organization  being  a  byword  in  the  trade.  Its  reserves 
of  ore  were  enormous  and  its  holdings  of  coking-coal  property  far 
exceeded  those  of  any  other  steel  concern.  It  had  an  important  ad- 
vantage from  the  standpoint  of  transportation  over  most  of  its  rivals 
in  the  Pittsburg  district.  It  is  true  that  the  company  did  not  have 
its  own  railroad  transportation  facilities  for  ore  in  the  Lake  region. 
The  Carnegie  concern,  was,  however,  rapidly  becoming  independent 
with  respect  to  the  transportation  of  ore  on  the  Great  Lakes. 

The  Federal  Steel  Company,  as  shown,  was  also  a  very  highly  in- 
tegrated concern,  controlling  not  only  the  production  of  ore  but  also 
its  transportation  by  rail  to  the  head  of  the  Lakes  and  by  vessel  to  its 
principal  manufacturing  plants  (those  at  Chicago,  111.,  and  Lorain, 
Ohio).  It  also  had  other  extensive  railroad  facilities  and  a  large 
amount  of  coking-coal  property.  The  arrangement  of  its  manufac- 
turing properties  was  somewhat  less  compact  than  those  of  the  Car- 
negie Company.  However,  it  had  some  advantage  in  reaching  west- 
ern markets  by  reason  of  its  Chicago  location. 

The  National  Steel  Company,  the  central  organization  of  the  "Moore" 
group,  while  distinctly  behind  either  the  Carnegie  Company  or  the 
Federal  Steel  Company,  nevertheless,  it  will  be  seen,  had,  by  the  acqui- 
sition of  ore  and  coal  reserves  and  a  fleet  of  ore  vessels,  attained  a 
position  of  marked  independence  which  it  was  steadily  strengthening. 
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Furthermore,  the  close  aiSliations  of  this  concern  with  the  other 
"  Moore  "  companies — the  American  Tin  Plate  Company,  the  Amer- 
ican Sheet  Steel  Company,  and  the  American  Steel  Hoop  Company- 
tended  to  round  out  the  operations  of  the  group  as  a  whole,  and  by 
assuring  the  National  Steel  Company  of  a  market  for  practically  all 
of  its  output  of  crude  steel  and  pig  iron  it  added  a  decided  element 
of  strength.  While  any  one  of  these  "  Moore  "  concerns  alone,  with 
the  exception  of  the  National  Steel  Company,  would  have  been  dis- 
tinctly vulnerable,  their  close  affiliations  made  the  group  as  a  whole 
a  very  formidable  factor  in  the  industry. 

These  three  concerns — the  Carnegie  Company,  the  Federal  Steel 
Company,  and  the  National  Steel  Company — were  by  far  the  most 
important  and  most  strongly  intrenched  factors  in  the  steel  industry 
so  far  as  those  companies  which  later  made  up  the  Steel  Corporation 
are  concerned.  Several  of  the  crude-steel  making  companies  which 
did  not  later  enter  the  Steel  Corporation  were  also  well  integrated. 
The  location  of  some  of  these,  however,  or  the  character  of  their  busi- 
ness, placed  them  in  a  rather  different  class  than  the  companies  just 
described. 

Integration  had,  moreover,  been  carried  to  a  considerable  distance 
by  the  American  Steel  and  Wire  Company  and  a  few  of  the  other 
consolidations  making  the  lighter  steel  products,  but  these  companies 
were  not  in  the  same  class  in  this  respect  with  the  larger  concerns 
just  referred  to. 

As  shown  in  the  following  section,  the  marked  degree  of  integration 
and  concentration  effected  by  large  steel  companies  in  the  late  nine- 
ties and  the  lack  or  incompleteness  of  integration  by  some  of  the 
other  concerns  had  an  exceedingly  important  bearing  upon  the  forma- 
tion of  the  United  States  Steel  Corporation. 

III.   ORGANIZATION  OF  THE  UNITED  STATES  STEEL  COBPORATIOU 

IN   1901. 

Section  14.  Fundamental  causes  of  this  consolidation. 

The  fundamental  causes  of  the  formation  of  the  United  States 
Steel  Corporation  were  substantially  the  same  as  in  the  case  of  the 
earlier  consolidations  described  above,  namely,  (1)  restriction  or  pre- 
vention of  competition  by  combination;  (2)  integration;  (3)  stock 
inflation. 

"WTiile  in  the  case  of  the  several  consolidations  thus  far  considered 
all  three  of  these  causes  were  not  invariably  present,  all  of  them  were 
factors  in  the  organization  of  the  Steel  Corporation,  and  the  same 
processes  already  described  were  repeated  there  in  a  more  compre- 
hensive maimer  and  on  a  vaster  scale. 

The  restriction  of  competition  was  the  controlling  motive  in  the 
organization    of    the    Steel    Corporation.     While    competition   had 
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already  been  greatly  restricted  in  certain  branches  of  the  steel  indus- 
try, a  striking  result  of  the  consolidation  movement  above  described 
was  that  competition  was  not  thereby  destroyed.  Instead  it  soon 
developed  that  the  formation  of  these  great  consolidations  was  likely 
to  bring  on  an  era  of  competition  more  severe  than  any  the  industry 
had  yet  experienced.  This  unforeseen  outcome  of  consolidation,  as 
explained  below,  was  largely  due  to  the  tendency  of  these  great  con- 
solidations to  secure  greater  integration  and  thus  to  make  themselves 
practically  independent  in  all  stages  of  production  from  the  ore  up. 

The  economies  and  commercial  advantages  rendered  possible  by 
integration  through  a  still  greater  merger  were  also  considerable, 
and,  moreover,  furnished  a  convenient  argument  in  attempts  to 
justify  the  merging  of  these  competing  concerns.     (See  p.  108.) 

The  third  factor,  namely,  the  inflation  of  securities,  was  also  ex- 
tremely important.  The  upward  swing  of  trade  and  industry  in  the 
United  States  had  not  exhausted  its  vigor,  and  the  business  world  was 
still  ready  to  support  vast  commercial  and  financial  undertakings. 

There  was  thus  brought  about  a  temporary  conjunction  of  condi- 
tions in  the  industry  which  presented  an  extraordinary  inducement 
to  prevent  a  bitter  commercial  conflict,  and  at  the  same  time  a  re- 
markable opportunity  to  organize  a  consolidation  which  promised 
to  yield  unexampled  profits  from  the  flotation  of  an  enormous  amount 
of  watered  stock. 

For  a  clear  understanding  of  the  real  significance  of  the  organiza- 
tion of  the  Steel  Corporation,  it  is  necessary  to  describe  the  situation 
in  some  detail. 

Position  of  the  steel  industry. — The  preceding  discussion  has 
shown  that  a  remarkable  condition  had  been  reached  in  the  iron  and 
steel  industry  by  the  close  of  the  year  1900.  In  the  first  place,  the 
manufacture  of  crude  and  semifinished  steel  was  largely  in  the 
hands  of  a  comparatively  few  great  concerns.  The  manufacture  of 
several  of  the  more  finished  lines,  such  as  wire  and  wire  products,  tin 
plate,  sheets,  and  tubes,  moreover,  had  been  substantially  transferred 
to  another  group  of  consolidations,  each  of  which  with  few  excep- 
tions had  a  more  or  less  monopolistic  position.  These  latter  con- 
cerns were  in  great  measure  dependent  upon  the  larger  steel  makers 
for  a  supply  of  their  raw  material,  namely,  semifinished  steel.  The 
larger  steel  concerns,  on  the  other  hand,  were  chiefly  engaged  in  the 
manufacture  of  crude  and  semifinished  steel  or  of  heavier  finished 
.steel  products,  such  as  rails  and  structural  material,  which  did  not 
bring  them  directly  in  conflict  with  the  group  of  concerns  making  the 
more  elaborated  products. 

The  relationships  of  the  companies  in  these  two  groups  to  one 
another  have  already  been  partly  indicated  in  the  preceding  discussion. 
These  relationships  had,  however,  such  a  vital  bearing  upon  the 
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organization  of  the  Steel  Corporation  that  they  may  be  briefly  sum- 
marized at  this  point. 

The  large  consolidations  which  were  subsequently  merged  into  the 
Steel  Corporation  may  be  conveniently  grouped  in  two  classes — (1) 
the  "  primary  group,"  or  those  making  chiefly  semifinished  steel  and 
heavy  steel  products,  and  (2)  the  "secondary  group,"  consisting  of 
those  making  lighter  and  more  elaborated  products. 

The  primary  group  of  companies  comprised  the  Carnegie  Com- 
pany, the  Federal  Steel  Company,  and  the  National  Steel  Company. 
Of  these,  the  Carnegie  Company  was,  of  course,  the  most  important. 
As  already  shown,  it  was  a  highly  integrated  ccmcern,  completely 
independent  as  to  the  j^roduction  of  its  raw  materials,  and  also  pig 
iron  and  crude  steel.  It  also  had  very  important  transportation 
facilities.  The  company,  however,  depended  to  a  considerable  extent 
for  the  marketing  of  its  semifinished  steel  products  (which  com- 
prised a  very  large  portion  of  its  total  output)  upon  other  steel 
manufacturers,  who  used  such  semifinished  steel  as  their  raw  mate- 
rial. Some  of  its  most  important  customers,  in  fact,  were  concerns 
in  the  second  group  of  consolidations  just  noted. 

The  Federal  Steel  Company  was  in  much  the  same  general  posi- 
tion as  the  Carnegie  Company,  being  very  thoroughly  integrated, 
with  extensive  holdings  of  iron-ore  and  coking-coal  lands,  and  with 
even  more  important  transportation  facilities.  A  rather  larger  pro- 
portion of  its  crude  steel  was  worked  up  into  finished  forms  (chiefly 
heavy  lines)  than  in  the  case  of  the  Carnegie  Company;  nevertheless, 
the  company  depended  upon  other  steel  manufacturers  for  an  outlet 
for  a  part  of  its  production. 

The  National  Steel  Company,  while  thoroughly  integrated  with 
respect  to  raw  materials,  was  almost  entirely  dependent  upon  other 
manufacturers  for  a  market  for  its  steel,  which,  as  already  shown, 
consisted  chiefly  of  such  semifinished  products  as  billets,  sheet  bars, 
and  tin-plate  bars.  This  company,  however,  had  a  ready  market  for 
the  bulk  of  its  steel  products,  because  of  its  close  afiiliation  with  the 
other  so-called  "  Moore  "  concerns,  the  Tin  Plate,  Sheet  Steel,  and 
Steel  Hoop  companies. 

It  is  obvious,  therefore,  that  all  three  of  these  steel-making  con- 
cerns, despite  their  great  size,  were  in  a  measure  dependent  upon 
other  manufacturers. 

A  very  important  concern  closely  connected  with  this  primary 
group  of  steel-making  companies  was  the  Lake  Superior  Consolidated 
Iron  Mines,  controlled  by  Standard  Oil  interests.  This  company 
had  enormous  holdings  of  ore  in  the  Lake  region,  as  well  as  a  very 
important  ore  railroad  to  upper  Lake  ports — the  Duluth,  Missabe 
and  Northern.  Moreover,  as  previously  stated,  the  controlling  inter- 
ests in  this  concern  also  controlled  the  Bessemer  Steamship  Company, 
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which  owned  the  largest  fleet  of  vessels  on  the  Great  Lakes.  These 
interests  were  not  engaged  in  steel  manufacture  in  any  way. 

The  principal  concerns  in  the  secondary  group  were  the  American 
Steel  and  Wire  Company,  the  National  Tube  Company,  the  American 
Tin  Plate  Company,  the  American  Sheet  Steel  Company,  the  Ameri- 
can Steel  Hoop  Company,  and  the  American  Bridge  Company. 

The  American  Steel  and  Wire  Company,  it  will  be  remembered, 
originally  had  a  substantially  monopolistic  control  of  the  produc- 
tion of  wire  products  in  the  United  States.  Its  position  with  respect 
to  its  chief  raw  material,  namely,  steel  billets,  was  not  nearly  so 
strong.  Instead  it  purchased  a  very  large  proportion  of  its  billet 
requirements.  While  the  subsequent  efforts  of  the  company  toward 
further  integration  through  purchases  of  iron-ore  and  coking-coal 
properties,  and  the  erection  of  additional  blast  furnaces,  considerably 
improved  its  position  in  this  respect,  nevertheless  it  was  not  thor- 
oughly integrated  in  1900,  and  was  still  very  largely  dependent  upon 
the  large  steel  makers.  However,  it  contemplated  carrying  the 
processes  of  integration  much  further  by  the  erection  of  additional 
steel  works  of  large  capacity. 

The  National  Tube  Company,  which  at  its  organization  acquired 
about  75  per  cent  of  the  production  of  iron  and  steel  wrought  tubing 
in  the  United  States,  was.  only  partially  integrated.  While  two  of 
its  principal  plants,  those  of  the  old  National  Tube  Works  Com- 
pany and  of  the  Riverside  Iron  Works,  embraced  blast  furnaces, 
steel  works,  and  rolling  mills  (the  Riverside  concern,  moreover,  hav- 
ing considerable  coking-coal  property),  the  company  nevertheless 
bought  a  large  amount  of  its  requirements  of  semifinished  steel  in 
the  open  market. 

The  American  Bridge  Company  was  not  only  somewhat  weaker 
with  respect  to  its  control  of  its  particular  branch  of  the  steel  in- 
dustry, but  was  almost  entirely  dependent  upon  other  producers  for 
its  principal  raw  material — structural  steel. 

The  American  Tin  Plate  and  the  American  Sheet  Steel  companies, 
both  of  which  were  "  Moore  "  concerns,  had  a  very  high  degree  of 
control  of  their  respective  branches  of  the  steel  industry,  particularly 
the  Tin  Plate  concern,  which,  it  will  be  remembered,  originally  en- 
joyed an  almost  complete  monopoly  of  the  production  of  tin  plate. 
Neither  of  these  concerns  was  integrated  to  any  important  extent; 
however,  through  their  close  affiliation  with  the  National  Steel  Com- 
pany, another  "  Moore  "  consolidation,  they  were  well  protected  with 
respect  to  the  requirements  of  their  raw  materials — sheet  bars  and  tin- 
plate  bars.  The  weakness  of  these  concerns  when  considered  individ- 
ually was,  therefore,  partly  made  up  through  this  close  relationship 
with  the  National  Steel  Company. 
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The  American  Steel  Hoop  Company  (also  a  "Moore"  concern) 
Avas  partially  integrated  at  its  organization,  having  a  number  of  blast 
furnaces  and  steel  works,  in  addition  to  its  hoop  mills ;  moreover,  as 
already  shown,  the  company  after  its  organization  acquired  some 
iron-ore  and  coking-coal  property.  The  affiliation  of  this  company 
with  the  National  Steel  Company  also  somewhat  strengthened  its  po- 
sition. Nevertheless,  the  company  was  of  decidedly  subordinate  im- 
portance in  comparison  with  most  of  the  other  large  concerns  under 
discussion,  and  easily  vulnerable  to  attack. 

At  the  organization  of  these  great  companies,  therefore,  there  was 
a  marked  degree  of  interdependence  among  them.  For  a  short  time 
after  their  formation  this  general  situation  was  fairly  well  main- 
tained. The  three  largest  concerns — the  Carnegie  Company,  the 
Federal  Steel  Company,  and  the  National  Steel  Company — still  re- 
stricted their  operations  for  the  most  part  to  the  production  of  crude 
steel  or  the  cruder  and  simpler  steel  products  which  they  had  pre- 
viously made,  while  those  consolidations  making  more  highly  finished 
products  continued  to  buy  a  large  portion  of  their  requirements  of 
iron  and  steel  from  the  principal  steel-making  concerns  just  named. 

This  balance  or  adjustment  of  trade  conditions  was,  however, 
speedily  disturbed.  As  already  shown,  the  makers  of  the  lighter 
forms  of  steel  products  began  to  extend  tfie  scope  of  their  activities, 
or  to  plan  such  extensions,  with  a  view  to  supplying  themselves  with 
the  raw  material  of  manufacture,  namely,  the  semifinished  steel 
hitherto  purchased  from  others. 

In  other  words,  just  at  the  time  that  concerns  like  the  Carnegie 
and  Federal  Steel  companies  had  extended  their  investment  in  raw 
materials  and  transportation  facilities  and  had  greatly  enlarged  their 
plant  capacity,  they  were  confronted  with  the  loss  of  the  patronage 
of  some  of  their  best  customers,  because  the  latter,  in  turn,  had  been 
extending  their  activities  in  the  same  directions.  Under  these  cir- 
cumstances a  counterpolicy  of  extension  into  finished  lines  by  the 
larger  steel  concerns  became  almost  imperative.  This  counterstroke 
was,  in  fact,  promptly  threatened,  and  the  whole  industry  was  un- 
settled by  the  prospect  of  an  era  of  extremely  severe  competition. 

This  threatened  competition  should  be  regarded  particularly  from 
two  standpoints — first,  it  meant  an  enormous  enlargement  of  pro- 
ductive capacity,  and  one  which  would  apparently  exceed  the  nor- 
mal consuming  power  of  the  country  for  a  long  time  to  come,  and, 
second,  it  meant  the  breaking  down  of  the  extremely  profitable  quasi- 
monopolies  already  established  in  particular  products  of  the  industry, 
such  as  wire,  tubes,  tin  plate,  and  sheets.  Both  considerations  ob- 
viously threatened  to  reduce  profits  in  the  steel  industry  to  a  decidedly 
lower  level. 
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In  the  year  1900  the  prospective  loss  of  business  for  the  great  steel- 
producing  companies,  accompanied  by  a  slackened  activity  in  the 
trade,  developed  an  exceedingly  acute  situation.  The  Federal  Steel 
Company  prepared  to  take  up  the  manufacture  of  several  lines  of 
finished  products,  namely,  structural  material,  universal  plates,  and 
tubes.  In  the  summer  of  the  same  year  it  was  reported  that  the  Car- 
negie Company  would  go  into  the  manufacture  of  wire  rods  on  an 
extensive  scale,  thus  "  invading "  the  territory  of  the  secondary 
group.  This  action  was  generally  regarded  as  a  blow  at  the  Anierican 
Steel  and  Wire  Company,  which  had  just  threatened  to  erect  addi- 
tional blast  furnaces  and  a  large  steel  plant.  Reports  of  further  im- 
portant plans  of  the  Carnegie  Company  for  extending  its  lines  of 
production  of  finished  products  were  current  during  the  year  1900j 
and  early  in  1901  the  definite  announcement  was  made  that  the  com- 
pany was  about  to  take  up  the  manufacture  of  steel  tubes  in  a  new 
plant  of  enormous  capacity,  to  be  constructed  at  Conneaut  Harbor, 
Ohio.  This  announcement,  moreover,  was  made  in  such  a  way  that 
it  could  be  interpreted  only  as  a  declaration  on  the  part  of  the  Carnegie 
interests  that  they  did  not  propose  to  submit  idly  to  the  loss  of  ton- 
nage threatened  by  the  plans  of  some  of  the  larger  consolidations 
making  finished  products,  which  previously  had  been  among  their 
largest  customers.  Not  only  was  this  the  interpretation  of  the  com- 
pany's move  placed  on  it  by  the  trade,  but  it  was  expressly  stated  in 
a  newspaper  article  as  representing  the  attitude  of  Mr.  Carnegie 
himself.    This  will  be  seen  from  the  following  excerpt : 

Mr.  Carnegie's  personal  view  of  the  situation  may  be  authori- 
tatively stated  as  follows:     *     *     * 

The  National  Tube  Company  formerly  obtained  its  steel  billets 
from  the  Carnegie  Company,  but  decided  to  erect  blast  furnaces 
and  mills  to  supply  itself.  Naturally,  the  Carnegie  Company 
then  announced  that  it  would  be  forced  to  erect  mills  to  finish 
its  own  product  into  tubes.^ 

The  intention  of  the  Carnegie  interests  to  extend  their  manufacture 
of  finished  lines  had,  indeed,  been  contemplated  for  some  time.  In 
an  interview  in  the  London  Iron  and  Coal  Trades  Eeview  of  May  12, 
1899,  Mr.  Carnegie  was  quoted  as  saying: 

Yes,  we  have  been  erecting  several  new  departments,  including 
what  I  believe  will  be  the  largest  axle  factory  in  the  world. 
Why,  it  may  be  asked,  should  steel  makers  make  plates  for  other 
firms  to  work  up  into  boilers^  when  they  can  manufacture  the 
boilers  themselves?  Or  beams  and  girders  for  bridges,  when 
they  can  turn  out  and  build  up  the  completed  article,  or  plates 
for  pipes  when  they  can  make  the  pipes  ?  I  think  the  next  step 
to  be  taken  by  steel  makers  will  be  to  furnish  finished  articles 
ready  for  use.  In  th.e  future  the  most  successful  firms  will  be 
those  that  go  the  farthest  in  this  direction. 

^  New  York  Evening  Post,  January  21,  1901. 
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Furthermore  this  proposed  entrance  of  the  Carnegie  concern  into 
the  tube  business  was  regarded  by  the  trade  as  the  forerunner  of 
still  further  projects.  In  fact,  the  announcement  was  almost  imme- 
diately followed  by  a  well-defined  report  that  the  Carnegie  Company 
would  at  once  invade  the  field  of  the  American  Sheet  Steel  Com- 
pany by  the  erection  of  a  sheet  plant  at  Duquesne,  capable  of  turning 
out  60,000  tons  of  sheets  annually.  Simultaneously  there  were  re- 
ports that  the  company  would  speedily  take  up  the  manufacture  of 
tin  plate  on  a  large  scale. 

This  unmistakable  evidence  of  an  aggressive  policy  of  retaliation 
on  the  part  of  the  Carnegie  concern,  accompanied  as  it  was  by  the 
important  extensions  into  the  manufacture  of  finished  articles  an- 
nounced by  the  Federal  Steel  Company,  revealed  sharply  the  trend 
of  the  existing  conditions,  and  naturally  had  a  very  disquieting 
effect  in  the  trade  and  in  financial  circles.  Both  the  trade  journals 
and  the  financial  press  were  filled  with  articles  to  the  effect  that  a 
"  battle  of  the  giants  "  in  the  steel  industry  was  at  hand. 

In  such  a  contest  it  was  apparent  to  all  that  the  Carnegie  Company, 
while  likely  at  first  to  lose  some  business,  might  be  expected  in  the 
long  run  to  maintain,  and  even  to  increase,  its  dominating  position  in 
the  industry.  Its  long  established  business,  the  modern  character  of 
its  plants,  its  efficient  technical  and  commercial  organization,  as  well 
as  its  strong  financial  position,  made  it  easily  superior  to  any  of  its 
competitors.  It  had  a  distinct  advantage  in  all  these  respects  over 
even  the  Federal  Steel  Company,  which  was  its  largest  rival,  but 
whose  plants  were  for  the  most  part  less  modern  and  also  widely  sep- 
arated geographically.  There  was  no  question  that  if  the  Carnegie 
Company,  Avith  its  unlimited  means  and  efficient  organization,  went 
into  the  manufacture  of  wire,  tubes,  sheets,  or  tin  plate  it  would  be 
more  than  able  to  hold  its  own  against  the  respective  large  consolida- 
tions which  produced  those  products,  and  which  in  their  efforts  to 
monopolize  the  business  had  been  constrained  to  include  in  their 
respective  organizations  many  plants  of  inferior  character. 

The  riNANciAL,  situation. — This  unsettled  trade  situation  was  ag- 
gravated because  of  the  importance  which  the  securities  of  several  of 
these  steel  concerns  had  assumed  in  the  stock  market.  A  period  of 
violent  competition  in  the  steel  industry  would  inevitably  have  been 
followed  by  a  great  decline  in  the  value  of  these  securities.  A  stiU 
more  important  matter  was  that  the  financial  backers  of  some  of  these 
steel  concerns  h£id  extensive  commitments  in  other  directions,  which 
might  be  jeopardized  by  such  an  acute  struggle  in  the  steel  industry. 
From  the  standpoint  of  these  financiers,  therefore,  the  situation  pre- 
sented at  once  a  great  danger  and  a  great  opportunity. 

From  a  financial  point  of  view  there  were  four  important  steel 
groups,  which  were  more  or  less  distinct,  namely,  the  Morgan  group, 
the  Moore  group,  and  the  Carnegie  and  the  Kockefeller  interests. 
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The  Morgan  group,  which  included  the  Federal  Steel,  National 
Tube,  and  American  Bridge  companies,  enjoyed  of  course  the  advan- 
tage of  a  strong  financial  support,  but  these  financial  interests  were 
extensively  committed  in  other  lines  of  business,  especially  in  railroad 
financiering.  They  naturally,  would  be  especially  concerned  in  pre- 
venting the  outbreak  of  the  threatened  competition  in  the  steel  busi- 
ness. It  may  be  noted  that  there  were  reports  at  this  time  that  the 
Carnegie  interests  were  contemplating  the  construction  of  a  railroad 
from  Pittsburg  to  the  Atlantic  seaboard.  This  threat,  if  made  good, 
would  have  created  an  extremely  disturbing  factor  in  the  trunk-line 
situation. 

The  Moore  concerns,  already  described,  were  the  most  heavily  over- 
capitalized and  suffered  from  a  distinctly  speculative  backing. 

The  Carnegie  interests  had  abundant  capital  and  credit,  and  their 
securities  did  not  figure  on  the  stock  market,  while  their  organization 
and  management  were  unequaled.  They  were  apparently  in  the  best 
position  of  any  of  these  groups  to  meet  a  price  war. 

The  Rockefeller  interests  were  entirely  concerned  with  the  produc- 
tion and  transportation  of  iron  ore.  Their  financial  resources  were 
of  course  abundant  for  any  emergency.  Their  stocks  did  not  figure 
to  any  appreciable  extent  on  the  exchanges. 

The  American  Steel  and  Wire  Company  apparently  was  not  closely 
affiliated  with  any  of  the  foregoing  groups.  I>espite  its  great  earn- 
ings, its  position  was  vulnerable.  It  apparently  had  no  especial 
banking  support. 

It  is  evident,  therefore,  that,  both  from  the  point  of  view  of  the 
iron  and  steel  industry  and  that  of  the  stock  market,  the  threatened 
outbreak  of  violent  competition  between  these  rival  interests  involved 
serious  consequences.  It  might  have  meant  the  sudden  termination 
of  the  extraordinary  period  of  speculative  activity  and  profit.  On 
the  other  hand,  an  averting  of  this  conflict  by  a  merger  of  the  various 
great  consolidations,  if  successfully  financed,  would  be  a  tremendous 
"  bull "  argument.  It  would  afford  its  promoters  an  opportunity 
for  enormous  stock-market  profits  through  the  sale  of  its  securities. 
The  advantages  to  these  interests,  through  the  concentration  of  profits 
in  different  stages  of  the  industry  under  a  single  control,  would  also 
be  considerable,  and  there  was  undoubtedly  some  advantage  to  be 
gained  through  the  further  integration  which  such  a  consolidation 
would  render  possible. 

It  was  clear  to  everyone  that  no  consolidation  of  this  sort  could  be 
made  successful  unless  it  included  the  Carnegie  Company,  which  was 
the  most  powerful  factor  in  the  situation,  which  had  long  been  noted 
for  its  aggressive  tactics,  and  which,  as  above  shown,  had  precipitated 
this  crisis.  Moreover,  there  can  be  little  doubt  that  many  interests  in 
the  steel  industry  regarded  Mr.  Carnegie's  personal  influence  as  a 
4525°— 11 9 
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menace  to  their  siK'Mh-,  ;ii/i|  d'-siii'd  lo  -I'urc  |ii-  cetin'riicnt  from  the 
trade.  At  tfie  hanie  tmnt  the  enormous  eiuniiifr  flower  of  the  riiniejri'- 
fx^fieerri  woiiJ'J  t<e  an  e,\'-ei''Jifj(rl>'  inj|jortiii/i  con-idfratio^i  both  in  the 
profits  of  the  nrnv  c^jmpany  and  al-o  in  faeilitatinfr  tfie  flotation'of  ith 
sf^curities. 

The  primary  -oliition  of  tin-  situation.  tliiTcfori-.  from  the  -tand- 
point  of  tliesff  intf-n'sts.  was  lo  buy  out  ,\Jr.  ( '■.ini'-inc.  .Mr.  ('umi-irif'- 
wejl-knovvn  willinfrne-s  to  -I'll  made  the  proMein  lart."'ly  one  of  teriur. 
Xetcotiations  uert-  |*rompily  und'-rtal<i'n  and  speedily  eonehjde<)  bv 
arr'dTtff'iri'^  to  take,  over  hi.s  \;ii^<-  iniere-i  in  his  'oneern  in  exelianffi; 
for  bond.s  of  tlie  rj(;w  eonvJidation.  ()ii  .Mar'lj  ■/.  1001.  annouiK-eioeni 
was  made  hv  J.  1'.  S]<ir{r;tn  &  ('<>..  as  banker-.  Iliat  arr;iii;/eiiiei)i  -  had 
l;eeri  eompleted  for  tbe  or^Miiiz;!!  lou  of  tiie  I'nited  St;ile-  Steel  ('()i- 
poratiorj  to  aeijuire  eontrol  of  the  followinj^  <  oneern- :  Cai-negie  t'o/n- 
pany  (of  ..New  Jersey),  J'edeial  Steel  rom|);irjy,  .\mei-ie;if)  Steej  an'l 
\\'ir(-  Cornj^ny.  National  'J'uFx;  ( '<>in\i;tiiy.  .N'iitional  Steel  t'ompany, 
Ameriean  Tirj  J'hit<'  Company.  American  Steel  Hoop  Com[jafiy.  and 

Ameriean   >beel   Steel   ( '<iiii\j:iliy. 

The  f>relimin;iry  incorporation  paper-  of  the  new  company,  und'-r 
New  Jer-ey  |;iw^.  had  already  been  taken  out.  'Ilje  terms  oflereil  the 
rxmstituent  comj;;)iiie-.  which  are-  '^ivu  (dsewbere  (ne  p.  ll'J),  were 
hpeeilijy  accepted  by  :i  (/real  majority  of  the  -ioc|<hol<Jerh  of  these 
concerns,  and.  on  .\pri)  1,  ]'.)<)\.  within  a  sejy  few  weeks  after  the 
fir-t  serious  intii/iation  that  nej/ijiiatiofis  ue/e  under  w.iy  the  I'litUttl 
States  >lee|  Corporation  w;ik  definitely  launched  and  in  actual  oper- 
ation. The  authorized  ciipital  st'xk  was  S>1.J00.000.000.  e^jually 
divided  between  p/eferred  aiid  ct,n, inon  Khiires.  Jn  addition  there 
wa.s  a  tjond  issue  of  ir-iO ) .000.000  (exclusive^  of  linderlyinfr  mdet>te<]- 
ne-s  aj/(/re;ratin(r  approximately  S^^l.OOO.OOO.  thib  ineludiufr  sundry 
mort(/a{/e'-  and  purcba-e-money  obl't/Jit  ion- ).  About  ^i2').<><)().<M 
of  each  elash  of  -took  and  all  of  the  lx>nds  were  i-sued  for  the  eoni' 
panics  named  and  for  other  purpov^s.  Vt-ry  v>on  after  its  orfi'aniza- 
tion  the  C'orporation  made  three  further  important  af;quisition>;. 
namely,  the  Lake  SufA-rior  f "on-olidated  Iron  .Mines,  the  iV-swrncr 
Steam-bip  Conjpiiny.  and  the  .\meriran  Jirjd{/e  C'ompany,  It  abio 
afxpjired  a  one-sixth  interest  in  the  <^>ljver  Iron  .Mining'  (^'o/npany  and 
the  Pitisburtr  Steyjii'-hip  Company,  the  other  five-sixths  Fiavinfr  U«en 
secured  in  the  purcha-e  of  the  ('■,>ni<-!/i(-  Company.  During.'  the  fol- 
lov,  irj(/  summer  it  purchased  the  Shelby  Steel  'i'i>\Mt  CJompany.  Xh  a 
re-ull  of  these  acquisitiorm  its  i:->.ue  of  stock  wag  iricrea-z-d  to  over 
$500,000,000  of  each  class,  t-'ivin^r  it  an  Is-ued  capitalization  in  gto<A 
alone  of  more  than  ?-]/XXJ.OOO.OOO,     CSee  p.  113.) 

Thus,  the  threatened  conflict  in  the  steel  industry  waB  averted. 
while,  as  shown  later,  an  unprecedented  profit  was  reaped  by  tb« 
ortra n i za t ion  h \'n dif;ate. 
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Section  15.  Essential  character  of  the  Steel  Coi-poration  in  1901. 

The  charaotor  of  the  Steel  Corporation  as  a  consolidation  of  con- 
solidations, as  well  as  some  idea  of  its  magnitude,  is  bitjught  out  by 
the  table  facing  this  page. 

The  Ignited  States  Steel  Corporation,  by  including  in  its  org-aniza- 
(ion  both  of  the  fii-st  two  groups  of  companies  described,  insured  to 
itself  on  the  one  hand  an  abundant  capacity  for  the  production  of 
crude  steel  and  a  large  proportion  of  the  country's  output  of  heavy 
rolled  products,  and.  on  the  other  hand,  secured  control  of  several 
quasi-monopolistic  concerns  manufacturing  particular  lines  of  the 
more  elaborated  products,  such  as  sheets,  tin  plate,  tubes,  and  wire. 
The  abundant  steel-making  cajiacity  of  the  tii-st  group  made  it  easy. 
of  course,  to  supply  all  the  steel  required  by  this  second  gix>up  of 
concerns.  Furtherniore.  while  the  companies  in  the  fii"st  group  taken 
together  were  very  well  fortified  with  reserves  of  raw  materials,  the 
acquisition  of  the  Lake  Superior  Consolidated  Iron  Mines  furnished 
an  enormous  additional  supjily  and  gave  to  the  Corporation  an  ex- 
ceptional degree  of  strength  in  this  respect.  It  also  contributed  to 
the  combination  one  of  the  most  important  rjiilroads  in  the  Lake 
ore  region. 

The  position  taken  by  the  Steel  Corporation  is  that  this  great 
aggregation  of  property  was  in  the  main  an  assembling  and  coordina- 
tion of  different  branches  in  the  industry,  the  primary  object  of  which 
was  to  secure  greater  efficiency  and  integration,  and.  of  couive.  the 
saving  of  the  payment  of  profits  to  othei-s.  The  Corporation  con- 
tends that  nutst  of  its  constituent  concerns  Mere  not  in  actual  compe- 
tition with  one  another,  and  it  is  disposed  to  minimize  the  restriction 
of  competition  brought  almut  as  a  result  of  this  great  merger. 

It  is  true  that  certain  of  the  constituent  consolidations,  as.  for 
instance,  the  American  Steel  and  Wire  Company  and  the  National 
Tube  Company,  were  not  competing  with  one  another  at  this  partic- 
ular period.  However,  there  was  active  competition  between  the 
three  principal  crude-steel  concerns — the  Carnegie  Company,  the 
Fedei-al  Steel  Company,  and  the  National  Steel  Company — while 
these  concerns,  to  some  extent  at  least,  were  in  competition  with 
some  of  the  large  consolidations  making  the  lighter  finislied  products. 
>foreo\er,  the  fiict  should  not  be  lost  sight  of  that  nearly  all  of  the 
latter  class  of  consolidations  were  originally  created  with  the  inten- 
tion of  restricting  competition.  A  more  important  matter  is  that 
a  period  of  violent  competition  among  all  of  these  concerns  was  im- 
minent, as  already  descrilx-d.  and  that  the  United  States  Steel  Cor- 
poration was  org;\nixed  for  the  specific  purpose  of  preventing  the 
new  competition  thus  threatened  as  well  as  eliminating  that  already 
existing  among  these  concerns.  The  opportunity  for  reaping  a  huge 
promoter's  profit  out  of  this  situation  undoubtedly  was  an  important 
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consideration  in  bringing  about  the  merger.  Nevertheless  the  pri- 
mary object  was  the  restriction  or  prevention  of  competition. 

The  argument  that  this  merger  permitted  increased  efficiency 
through  greater  integration  and  coordination  undoubtedly  has  some 
force.  In  particular  there  is  no  doubt  that  the  integration  with  the 
manufacturing  plants  of  all  these  consolidations  of  such  extensive 
resources  of  raw  materials  as  the  ore  properties  of  the  Lake  Superior 
Consolidated  and  jNIinnesota  Iron  (Federal)  companies,  and  the 
coke  properties  of  the  Frick  (Carnegie)  company,  not  to  mention 
others,  was  of  great  advantage  from  a  commercial  standpoint,  i.  e., 
in  saving  the  payment  of  profits  to  others.  In  the  same  way,  the 
inclusion  of  some  of  the  most  important  ore-carrying  railroads  both 
at  the  head  of  the  Lakes  and  iDetween  Lake  Erie  and  Pittsburg,  as 
well  as  the  great  ore  fleets  on  the  Lakes,  meant  that  the  profits  earned 
on  such  transportation  would  come  to  the  consolidated  company. 
The  control  of  these  ore  roads  also  would  result  in  giving  the  Steel 
Corporation  a  great  advantage  over  other  producers  who  were  com- 
pelled to  use  them.  There  is  no  doubt  also  that  the  bringing  together 
of  so  many  great  manufacturing  properties  under  one  control  opened 
up  possibilities  of  a  more  economical  subdivision  of  the  business 
whereby  particular  plants  could  concentrate  work  on  particular  kinds 
of  rolled  products,  and  whereby  the  distinctly  inferior  plants  could 
be  dismantled  or  at  least  shut  down  and  used  only  when  the  demand 
was  unusually  great.  So  far,  however,  as  the  integration  of  manu- 
facturing processes  themselves  were  concerned,  the  advantages  of 
such  a  system  were  probably  about  as  fully  realized  by  the  larger 
and"  better  equipped  plants  of  some  of  the  constituent  concerns.  At 
any  rate,  little  gain  in  this  respect  could  be  expected  from  merely 
bringing  the  several  plants  under  a  single  control.  On  the  other 
hand,  there  would  be  a  real  economy  possible  in  dividing  the  work 
so  that  the  products  sold  would  be  made  at  the  plants  which  were 
nearest  to  the  markets  to  be  supplied.  For  example,  the  structural 
or  merchant  steel  requirements  of  the  western  markets  could  be  more 
economically  supplied  from  the  works  of  the  Federal  Steel  Company, 
while  the  Carnegie  Company  would  be  better  situated  to  supply 
the  eastern  markets  and  the  export  trade.  Such  arrangements  al- 
ready existed  to  some  extent  in  the  case  of  some  of  the  constituent 
concerns. 

These  possible  economies  of  consolidation,  however,  probably  were 
a  subordinate  consideration  in  the  formation  of  the  Steel  Corpora- 
tion except  those  of  a  commercial  character,  i.  e.,  those  that  did  away 
with  the  necessity  of  paying  a  profit  to  somebody  else  on  the  raw 
materials  or  transportation  of  raw  materials.  The  possibilities  of 
real  manufacturing  economies  could  be  but  slowly  realized  in  most 
cases,  and,  as  already  stated,  the  controlling  motive  in  the  organiza- 
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tiou  of  the  company  was  to  avert  the  competitive  struggle  then 
threatened.  Meanwhile,  however,  .the  argument  of  economy  and 
increased  earning  power  was  used  to  justify  the  formation  of  the 
combination,  and  also  to  facilitate  the  flotation  of  its  securities. 

The  crude-steel  (ingot)  capacity  of  the  Corporation  at  its  organi- 
zation was  fully  9,400,000  tons,  this  representing  substantially  66 
per  cent  of  the  total  for  the  country,  while  its  capacity  for  the  various 
finished  products  which  it  manufactured  was  approximately  7,700,000 
tons,  this  representing  about  50  per  cent  of  the  total  of  the  country 
for  these  lines.  In  certain  products,  however,  the  Corporation's  per- 
centage approached  a  complete  monopoly.  Its  larger  percentage  of 
crude  than  of  finished  steel  is  explained  by  the  fact  that  some  of  the 
principal  steel-making  concerns  did  not  have  finishing  mills  for  more 
than  a  portion  of  their  output. 

Roughly  speaking,  it  may  be  said  that  the  Corporation  at  its  or- 
ganization secured  control  of  three-fifths  of  the  steel  business  of  the 
country.  Its  proportion  of  the  pig-iron  business  was  somewhat 
smaller,  about  44  per  cent,  its  actual  capacity  of  this  product  be- 
ing about  7,400,000  tons.  These  figures,  however,  do  not  fairly  state 
the  position  of  the  Corporation,  because  of  the  large  production  by 
outsiders  of  foundry  pig  iron  and  certain  special  kinds  of  pig  iron 
which  really  did  not  involve  competition  with  the  Corporation.  The 
Corporation's  share  of  the  production  of  pig  iron  for  strictly  steel- 
making  purposes  was  probably  not  less  than  58  per  cent. 

The  Corporation  had  hundreds  of  millions  of  tons  of  desirable 
Lake  ore  in  reserves,  over  50,000  acres  of  the  choicest  coking-coal 
lands,  over  1,000  miles  of  railroad,  exclusive  of  subsidiary  trackage, 
a  fleet  of  112  Lake  steamers  and  barges,  not  to  mention  large  invest- 
ments in  docks,  natural-gas  and  limestone  properties,  and  other 
kindred  branches  of  the  industry. 

Despite  its  enormous  size  the  United  States  Steel  Corporation  did 
not  secure  a  monopoly  of  the  iron  and  steel  industry  as  a  whole, 
although  its  position  in  several  branches  was  monopolistic  (that  is, 
tending  toward  monopoly).  In  the  case  of  a  few  products,  such  as 
tin  plate,  sheets,  wire,  and  nails,  its  control  was  at  first  very  nearly 
complete,  but  in  other  branches  of  the  industry  it  had  a  number  of 
important  rivals  from  the  start.  Thus,  it  will  be  seen  that  the  Cor- 
poration did  not  include  such  concerns  as  the  Pennsylvania  Steel 
Company,  the  Cambria  Steel  Company,  the  Lackawanna  Iron  and 
Steel  Company,  Jones  &  Laughlins  (Ltd.),  the  Bethlehem  Steel 
Company,  the  Republic  Iron  and  Steel  Company,  and  the  Colorado 
Fuel  and  Iron  Company,  not  to  mention  several  others  of  magnitude. 
At  the  start,  moreover,  the  Corporation  did  not  acquire  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  that  concern  not  being  taken  over 
until  1907. 
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Several  of  these  outside  concerns  were  at  that  time  engaged  in  the 
manufacture  of  special  products  which  did  not  bring  them  into  sharp 
conflict  with  the  Corporation,  or  confined  their  activities  to  a  more 
limited  field  than  that  of  the  Corporation.  The  failure  of  the  Cor- 
poration to  include  such  concerns  was,  therefore,  less  significant 
than  might  at  first  sight  appear.  However,  several  of  the  companies 
remaining  outside,  notably  the  Jones  &  Laughlin  interests,  the  Lacka- 
wanna Iron  and  Steel  Company  (see  p.  96),  the  Republic  Iron  and 
Steel  Company,  the  Pennsylvania  Steel  Company,  and  the  Cambria 
Steel  Company,  were  important  rivals  of  the  Corporation.  The 
Colorado  Fuel  and  Iron  Company  in  the  "West  on  account  of  its  geo- 
graphical location,  was  not  a  serious  rival.  Nevertheless,  negotiations 
were  entered  into  shortly  after  the  organization  of  the  Steel  Corpora- 
tion for  the  acquisition  of  that  concern,  but  were  not  consummated. 
The  Tennessee  Coal,  Iron  and  Railroad  Company  in  the  South  was  at 
this  time  chiefly  concerned  with  the  production  of  foundry  pig  iron. 

The  consolidation  movement  in  the  steel  industry  reached  a  climax 
in  the  organization  of  the  Steel  Corporation.  Some  other  important 
mergers  of  iron  and  steel  properties  were  subsequently  effected ;  most 
of  these,  however,  Avere  of  concerns  engaged  in  the  manufacture  of 
machinery  and  highly  elaborated  iron  and  steel  products,  rather  than 
in  those  cruder  and  simpler  steel  products  which  were  chiefly  turned 
out  by  the  concerns  already  discussed  in  this  chapter,  and  none  of 
them  compared  in  size  with  the  Steel  Corporation. 

The  Corporation  itself,  moreover,  made  several  further  important 
acquisitions  aside  from  that  of  the  Tennessee  Coal,  Iron  and  Rail- 
road Company.    These  are  referred  to  in  detail  in  Chapter  V. 


CHAPTER  II. 

ANALYSIS    OF    INVESTMENT    OF    CONSTITUENT    COMPANIES    OF 
UNITED  STATES  STEEL  CORPORATION. 

Section  1.  Importance  of  determining  actual  investment  as  distinguished 
from  book  valuations  of  assets. 

As  already  stated,  an  important  feature  of  the  Bureau's  investiga- 
xion  of  the  steel  industry  is  a  discussion  of  the  relation  between  in- 
vestment and  capitalization.  Such  a  study  is  important  because  of 
its  direct  bearing  upon  the  reasonableness  of  prices  and  profits. 
Owing  to  the  fact  that  the  consolidation  movement  in  the  steel  in- 
dustry was  accompanied  by  a  great  inflation  of  security  issues,  a  com- 
parison of  profits  with  capitalization  as  a  rule  does  not  show  the  true 
rate  of  profit.  Instead,  it  is  necessary  to  determine  approximately 
the  actual  investment  value  of  the  properties  represented  by  such 
capitalization. 

It  may  be  noted  at  this  point  that  the  Bureau  has  not  attempted 
to  lay  down  principles  as  to  the  proper  basis  of  capitalization.  Opin- 
ions as  to  the  proper  basis  of  capitalizing  an  industrial  concern  are 
extremely  diverse.  One  of  the  most  common  theories  is  that  capi- 
talization should  represent  only  the  actual  cash  investment  in  the 
property  of  a  corporation.  Another  theory  assumes  the  cost  of  re- 
production of  plants  and  other  assets,  and  not  the  original  cash  in- 
vestment, as  the  proper  basis.  Another  view  largely  ignores  both 
the  preceding  considerations,  and  holds  that  capitalization  should  be 
chiefly  determined  by  earning  power;  that  is,  that  the  amount  of 
securities  should  be  that  on  which  the  anticipated  earnings  will  yield 
at  least  a  certain  rate  of  profit,  this  rate  varying  with  different  indus- 
tries and  even  with  different  corporations  in  the  same  industry,  and 
depending  largely,  of  course,  upon  the  personal  views  of  the  organ- 
izers. Generally  speaking,  this  capitalization  on  the  basis  of  earning 
power  has  been  the  one  followed  in  the  organization  of  the  great  in- 
dustrial corporations  of  the  present  time,  in  so  far  as  any  definite 
theory  has  prevailed  at  all.  Still  another  theory  is  that  the  capitali- 
zation of  a  corporation  should  be  so  adjusted  and  readjusted  that  its 
securities  will  sell  substantially  at  par. 

It  is  not  intended  in  this  report  to  pass  upon  the  merits  of  these 
conflicting  views.  Obviously,  the  significance  of  the  word  "  over- 
capitalization "  depends  largely  upon  which  of  them  is  accepted  as 
the  correct  standard.  Instead  of  passing  upon  such  a  controverted 
point,  the  discussion  in  this  report  has  been  concerned  with  a  pre- 
sentation of  facts  in  order  to  show  the  relationship  between  capi- 
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lalization  and  the  investment  represented  thereby,  and  particularly 
the  relationship  between  the  investment  in  tangible  property  values 
and  the  securities  issued.  The  value  of  intangible  items  such  as 
good  will,  "  merger  value,"  and  similar  considerations  is  not  denied, 
but,  instead  of  attempting  to  measure  such  values,  as  a  rule  this  report 
simplj'  points  out  their  existence.  It  may  be  noted,  however,  that 
such  intangible  considerations  as  good  will  appear  to  be  of  relatively 
less  importance  in  the  steel  industry  than  in  manj'  other  industries 
where  brand  values,  trade-marks,  and  similar  factors  play  an  impor- 
tant part. 

AVhile  not  attempting  to  \aj  down  rules  as  to  capitalization,  the 
report  does  not  hesitate,  in  some  cases,  to  characterize  the  issuance 
of  securities  as  involving  overcapitalization,  since  the  evidence  at 
times  is  conclusive  that,  judged  by  any  standard,  the  issue  was 
excessive.     (See  also  p.  ?>'2f>.) 

In  the  following  discussion  the  word  "  capitalization  "  is  used  to 
represent  the  total  par  value  of  the  stocks  and  bonds  directly  issued 
by  a  given  company,  including,  unless  otherwise  indicated,  the  bonds 
of  underlying  companies.  Issues  of  debentures  are  regarded  as 
similar  to  issues  of  bonds,  and  the  same  is  true  of  certain  temporary 
indel)tedness,  such  as  purchase-money  obligations  and  sundry  real- 
estate  mortgages,  which  in  most  cases  appear  to  have  been  issued 
for  fixed  property.  Ordinaiy  bills  and  accounts  payable,  of  course, 
are  not  considered  as  coming  within  the  term  capitalization. 

Section  2.  Comparison  of  total  securities  issued  by  Steel  Corporation  with 
total  securities  and  cash  acquired  by  it. 

For  the  companies  acquired  at  its  organization  and  shortly  there- 
after, in  1901,^  plus  $^'),003,000  cash  capital,  together  with  under- 
writing services  (see  p.  243),  the  United  States  Steel  Corporation 
issued  the  following  securities: 

Preferred  stock .$510,205,743 

Common  stock 508,  227,  394 

Bonds .303,450,000 

Total ],  321,  883, 137 

Add  : 

rnderlyini;  bonds  of  constituent  companies'' 59,  091,  6.5'i 

>[ortgages  and  purchase  money  obligations ' 21,  872, 023 

(Jiand  totnl 1,402,846,817 

The  total  of  the  securities  directly  issued  by  the  United  States  Steel 
Corporation  ($1,3-21,883,137)  was  very  greatly  in  excess  of  the  total 

1  Including  the  American  Bridge  Company,  the  Lalje  Superior  Consolidated  Iron  Mines, 
the  Bessemer  Steamship  Company,  and  the  Shelby  Steel  Tube  Company.  The  additional 
securities  acquired  during  1901  by  exchange  of  stock  consisted  of  scattered  shares  of  com- 
panies, the  bulk  of  whose  stocks  had  already  been  purchased. 

2  Including  $41,844  scrip  of  the  Illinois  Steel  Company. 

'  Includes  ifS, 500,000  issued  for  the  Bessemer  Steamship  Company  after  the  formation  of 
the  Steel  Corporation. 
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securities  of  the  constituent  companies  thereby  acquiied.  The  terms 
on  which  the  securities  of  these  constituent  concerns  were  exchanged 
and  the  total  amounts  of  United  States  Steel  securities  issued  in  such 
exchange  are  given  in  the  following  table: 

Table  4.— COMPAEISON  OF  SECUEITIES  ISSUED  BY  UNITED  STATES  STEEL 
COEPOEATION  IN  1901  WITH  AMOUNTS  OF  SECUEITIES  OF  CONSTITUENT 
CONCERNS  .AND  CASH  ACQUIRED  THEEEPOE. 


Company. 

Securities 
and  cash 
acquired. 1 

United  States 
St«el  stock  is- 
sued for  each 
SlOO  old  stock. 

Amotmt  United  States  Steel  securities  issued  in 
exchange. 

Pre- 
ferred. 

Com- 
mon. 

Bonds. 

Preferred 
stock. 

Common 
stock. 

Total. 

Carnegie  Company: 

!S169,460,000 
160,000,000 

53,260,200 
46,483,700 

39,997,400 
39,937,400 

39,998,500 
49,901,900 

26,992,200 
31,969,800 

18,325,000 
27,995,000 

13,997,600 
18,996,000 

24,497,700 
24,498,800 

(«) 

m 

$159,450,000 
144,000,000 

Stock  (all  common)... 

$98,277,120 

68,586,220 
1,859,348 

49,996,750 
3,514,491 

46,998,237 

$90,279,040 

$492,006,160 

Federal  Steel  Company: 

$110. 00 
4.00 

125.00 
8.80 

117. 50 

125.00 

125. 00 
20.00 

100.00 
100.00 

Common  stock 

$107.50 

49,969,978 

110,416,546 

National  Tube  Company: 
Preferred  stock 

125.00 

49,921,760 

103,432,991 

American  Steel  and  Wire 
Company  of  New  Jersey: 

Common  stock 

102.60 

51,149,448 

98,147,685 

National  Steel  Company: 
Preferred  stock 

33,740,250 

125.00 

39,962,250 

73,702,600 

American  Tin  Plate  Com- 
pany: 

22,906,260 
6,699,000 

13,997,600 

Coininon  stock 

126.00 

34,993,750 

63,499,000 

American     Steel     Hoop 
Company: 

Common  stock 

100. 00 

18,995,000 

32,992,500 

American     Sheet     Steel 
Company: 
Preferred  stock 

24,497,700 

Common  stock 

100.00 

24,498,800 

48,996,600 

1  Includes  scattered  shares  purchased  from  April  to  December,  1901.     Up  to  the  close 
of  1901  the  following  stocks  of  subsidiary  companies  had  not  been  acquired  : 


Company. 


Federal  Steel  Company 

American  Steel  and  Wire 
Company 

National  Steel  Company 

American  Sheet  Steel  Com- 
pany  

American  Bridge  Company.. . 


Preferred 
stock. 


$700 

1,000 
4,000 

400 
16,200 


Common 
stock. 


$600 

18,600 
30,000 

400 
4,400 


Company. 


Lake  Superior  Consolidated 

Iron  Mines 

Subsidiary  stocks 

Shelby  Steel  Tube  Company. . 

Total 


Preferred 
stock. 


$223,900 


246,200 


Common 
stock. 


$10, 689 
91,218 
133,300 


289,207 


Some  of  these  stocks  were  acquired  later. 

"  The  remaining  $550,000  of  Carnegie  bonds  are  included  under  the  item  of  underlying 
bonds  of  subsidiary  companies. 
'  See  note  2,  page  174. 
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Table  4.— COMPARISON  OF  SECfRITIES  ISSUED  BY  I-XITED  STATES  STEEL 
CORPORATION  IN  1901  WITH  AMOT'NTS  OF  SECURITIES  OF  CONSTITUENT 
CONCERNS  AND  CASH  ACQUIRED  THEREFOR— Continued. 


Company. 


Securities 
and  cash 
acquired. 


United  States 
Steel  stock  is- 
sued for  each 
SlOOold  stock. 


American  Bridge  Com- 
pany: 

Preferred  stock 

Common  stock 

Lake  Superior  Consoli- 
dated Iron  Mines:  Com- 
mon stock 

Oliver  Iron  Mining  and 
Pittsburg  S.  S.  com- 
panies (one-sixth  inter- 
est)   

Shelby  Steel  Tube  Com- 
pany: 

Preferred  stock 

Common  stock 

Total  securities  ac- 
quired by  direct 

exchange ' 

United  States  Steel  stocks 
issued  to  syndicate  for 
$174,000'  par  value  of 
stocks  acquired  other- 
wise than  by  direct  e.x- 
changc  and  for  $25,000,- 
000  cash  capital  and  un- 
derwriting services 

Stock  sold  to  incorpora- 
tors for  cash 

Total 

Underlying  bonds  of  con- 
stituent companies 

Mortgages  and  purchase 
money    obligations    of 
constituent  companies . . 
Grand  total  securi- 
ties   issued    and 
assumed 


Pre-     Com- 
ferred.   mon. 


$3l,:i4s,nflii 

30,9415,400 


29,413,905 


Amount  United  States  Steel  securities  issued  In 
exchange. 


Bonds. 


4,776,100 
8,018,200 


!  881, 224, 405 


174,000 
25,000,000 


3,000 


906,401,405 


$105. «)  . 


Preferred 
stock. 


Common 
stock. 


$34,4.'<2.,S00 


Total. 


832,493,720     $60,976,520 


37. 60 


,708,771      39,708,771 


9,2.50,000:       9.260.000 


2,004,550 


S:i0:!,  4.50.000   44."),  21)5, 475    443,227.057 


1,600  1,.500  3,000 


79,417,542 


18,. 500, 000 


3,795,688 


1,191,882,532 


303,450,000,  610,205,743    508,227,394  1,321, HS.i. 137 

59,091,057 


821,872,023 


1,402,846,817 


iThe  following  securities  of  several  of  tlie  companies  were  acquired  otherwise  than  by 
direct  exchange,  as  explained  in  the  text : 


National  Tube  Company: 

Preferred $2, 600 

Common 02, 600 

American  Steel  and  Wire  Company  of  New 
Jersey: 

Preferred 600 

Common 79, 500 

National  Steel  Company: 

Preferred 3, 800 

Common 200 

2  See  note  1  on  page  113. 

^  Includes   $8,500,000   purchase-money   obligations   issued   for   the   Bessemer   Steamship 
Company. 


American  Tin  Plate  Company:  Common...  $6,000 

American  Steel  Hoop  Company: 

Preferred 2,500 

Common 5, 000 

American  Sheet  Steel  Company: 

Preferred 1,900 

Common 800 

American  Bridge  Company:  Preferred 9,600 

174,000 
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It  will  be  noted  that  the  stock  of  the  Bessemer  Steamship  Company 
was  acquired  through  the  issue  of  purchase-money  obligations,  these 
being  issued  by  the  Pittsburg  Steamship  Company,  a  subsidiary  con- 
cern. A  cash  price  of  $8,500,000  was  named  on  this  property,  and 
while  it  might  be  considered  that  the  working  capital  of  the  Corpora- 
tion was  reduced  by  that  amount,  as  already  stated,  such  purchase- 
money  obligations  have  not  been  treated  by  the  Bureau  as  ordinary 
current  liabilities.  Until  their  redemption,  which  was  not  com- 
menced until  November,  1902,  the  actual  working  capital  of  the 
Corporation  was  not  reduced  on  account  of  this  acquisition. 

It  will  be  seen,  therefore,  that  the  organization  of  the  United  States 
Steel  Corporation  resulted  in  an  increase  of  capitalization  over  that 
of  its  constituent  concerns  (not  considering  underlying  bonds,  scrip, 
purchase-money  obligations,  etc.)  from  $881,398,405^  to  $1,321,- 
883,137,  or  of  $440,484,732;  after  deducting  $25,003,000  new  cash 
capital,  there  was  a  net  increase  of  $415,481,732,  or  47  per  cent. 

It  is  worth  calling  attention  to  the  fact  that  no  less  than  $144,000,000 
of  this  increase  in  capitalization  was  in  the  form  of  bonds.  The  total 
preferred-stock  issue  of  the  new  company,  namely,  $510,205,743,  com- 
pares with  an  aggregate  of  $253,213,500  for  the  preferred  issues  of 
the  subsidiary  concerns,  an  increase  of  $256,992,243.  Its  total  issue 
of  common  stock,  $508,227,394,  compares  with  an  aggregate  of 
$468,734,905  for  the  subsidiaries,  an  increase  of  $39,492,489. 

A  part  of  the  increase  in  capitalization,  as  just  noted,  was  covered 
by  the  $25,003,000  new  cash  capital  provided. 

Section    3.    Methods    of    determining    the    investment    of    the    Steel 
Corporation. 

As  the  first  step  in  an  analysis  of  the  investment  of  the  United 
States  Steel  Corporation  it  is  desirable  to  present  a  statement  of  the 
value  (reduced  to  a  cash  basis)  of  the  physical  property  acquired  by 
the  company  at  the  time  of  its  organization  in  1901.  Such  a  valua- 
tion, so  far  as  the  Steel  Corporation  is  concerned,  may  be  regarded 
as  the  approximate  equivalent  of  its  investment  in  such  property  at 
that  time.  Having  done  this,  the  subsequent  additions  to  the  Cor- 
poration's investment  can  be  determined  from  its  official  reports  and 
additional  data  obtained  directly  from  the  Corporation. 

The  establishment  of  the  value  of  the  physical  properties  of  the 
Corporation  at  its  organization  in  1901  is  a  difficult  task.  Obviously 
a  valuation  or  appraisal  of  the  physical  properties  of  the  Corpora- 
tion  as   they    existed   on  that  date   is  now    impossible.     No   such 

1  This  includes  $174,000  stock  in  constituent  companies  acquired  otherwise  than  by  direct 
exchange. 
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appraisal,  nor  even  a  detailed  estimate,  appears  to  have  been  made  at 
the  time  the  company  was  organized.  Owing  to  the  great  importance 
of  determining  upon  a  valuation  which  shall  be  fair  and  yet  at  the 
same  time  not  distorted  because  of  the  great  inflation  of  securities 
issued,  the  Bureau  has  made  its  analysis  by  three  different  methods — 
first,  by  historical  study  of  the  organization  and  investment  of  the 
constituent  concerns  at  the  time  of  their  formation;  second,  by  com- 
putation of  the  public  estimate  of  the  value  of  the  properties  of  these 
constituent  concerns  as  reflected  in  the  market  prices  of  their  secur- 
ities ;  third,  by  a  more  detailed  estimate  of  the  value  of  the  physical 
properties  of  the  Corporation  by  departments  of  its  business,  com- 
puted from  all  available  data,  and  with  an  especially  elaborate  cal- 
culation of  the  value  of  the  ore  property. 

The  United  States  Steel  Corporation  and  several  of  its  constituent 
companies  discussed  in  the  following  pages  were  holding  companies, 
either  wholly  or  in  part,  so  that,  strictly  speaking,  their  property  to 
this  extent  consisted  of  securities  held  in  their  treasuries.  For  the 
sake  of  clearness  and  convenience,  however,  this  technical  considera- 
tion will  be  disregarded  and  the  property  of  such  holding  companies 
considered  as  the  property  covered  by  the  securities  thus  owned. 

The  Bureau's  analysis,  based  upon  historical  study  of  the  organiza- 
tion and  investment  of  the  constituent  concerns  of  the  Steel  Corpora- 
tion, is  presented  in  this  chapter.  In  general  the  evidence  shows  that 
in  the  organization  of  the  principal  constituent  concerns  of  the  Steel 
Corporation  preferred  stock  was  issued  up  to  the  full  amount  of  the 
physical  assets,  at  least,  and  in  many  cases  up  to  the  full  value  of 
the  properties  acquired,  including  intangible  considerations  as  well, 
so  that  the  common  stock  was  nothing  more  than  a  mere  bonus.  The 
common  stock  of  the  Federal  Steel  Company,  however,  had  some  tan- 
gible assets  back  of  it.  In  the  case  of  the  most  important  constituent 
concern,  the  Carnegie  Company,  there  was  no  preferred  stock,  but 
instead  a  large  issue  of  bonds.  For  this  concern  the  evidence  on 
the  whole  tends  to  show  that  bonds  were  issued  substantially  up 
to  the  full  amount  of  the  physical  assets  acquired  and  that  the  stock 
was  issued  merely  against  good  will  and  other  intangible  considera- 
tions. 

Such  analysis  of  the  investment  in  the  constituent  companies  of 
the  Steel  Corporation  at  the  dates  of  their  respective  organizations 
does  not,  of  course,  fairly  represent  the  value  of  such  investment  in 
April,  1901,  when  these  concerns  were  acquired  by  the  Steel  Corpo- 
ration. The  accumulated  surplus  earnings  of  thef«  concerns  during 
the  intervening  period  are,  however,  available,  iind  by  combining 
these  and  capital  otherwise  obtained  with  the  Bureau's  estimate  of 
the  original  investment  there  is  obtained  what  is  approximately  the 
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investment  of  these  concerns  at  the  time  the  Steel  Corporation  was 
formed.     (See  p.  167.) 

After  analyzing  the  investment  of  the  constituent  concerns  in  this 
manner,  the  second  method  above  noted  is  taken  up,  namely,  the  com- 
putation of  the  market  prices  of  the  securities  of  these  constituent 
companies.  The  more  elaborate  analysis  by  the  third  method  is  pre- 
sented in  Chapter  III,  while  in  Chapter  IV  the  evidence  obtained  by 
all  these  methods  is  summarized,  together  with  some  further  data 
bearing  upon  the  problem. 

No  one  of  these  methods  of  analysis  can  be  regarded  as  precise  or 
absolutely  conclusive,  but  the  study  of  the  investment  in  the  prop- 
erty of  the  Corporation  from  these  three  different  points  of  view 
gives  a  basis  for  a  fair  and  approximately  correct  estimate  of  that 
value.  In  any  event,  the  methods  followed  in  this  report  afford  by 
far  the  best  criterion  for  judging  the  investment  in  these  properties 
that  can  be  presented  so  long  after  the  company  was  formed. 

There  will  first  be  taken  up  the  historical  analysis  of  the  organiza-_ 
tion  of  the  principal  constituent  concerns.     It  will  be  found  con- 
A'enient  to  discuss  these  companies  in  the  following  order : 

Federal  Steel  Company. 

American  Steel  and  Wire  Company. 

American  Tin  Plate  Company. 

National  Steel  Company. 

American  Steel  Hoop  Company. 

American  Sheet  Steel  Company. 

National  Tube  Company. 

Shelby  Steel  Tube  Company. 

American  Bridge  Company. 

Lake  Superior  Consolidated  Iron  Mines. 

Bessemer  Steamship  Company. 

Carnegie  Company. 

Section  4.  Federal  Steel  Company. 

The  Federal  Steel  Company  at  its  organization  in  September, 
1898,  issued  $53,260,900  of  6  per  cent  noncumulative  preferred  stock 
and  $46,484,300  of  common  stock,  a  total  of  $99,745,200.  The  au- 
thorized amounts  were  $100,000,000  of  each  class.  It  acquired 
therefor  the  stocks  of  the  Illinois  Steel  Company,  the  Minnesota  Iron 
Company,  the  Elgin,  Joliet  and  Eastern  Kailway  Company,  the  Lo- 
rain Steel  Company  of  Ohio  (a  majority  interest),  and  the  Johnson 
Company  of  Pennsylvania,^  aggregating  $49,168,435,  together  with 
a  net  sum  of  $11,692,224  cash.^    The  various  stocks  were  acquired 

1  This  covered  stocks  of  certain  subsidiaries  of  that  concern. 

2  The  organization  agreement  provided  for  the  raising  of  $14,075,000  cash,  but  a  portion 
of  this  was  used  in  part  payment  of  the  Lorain  Steel  Company,  as  indicated  in  the  table. 
The  net  amount  of  cash,  as  stated  above,  may  not  allow  for  expenses  of,  organization. 
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subject  to  bonded  indebtedness  aggregating  $30,217,179.     The  trans- 
action is  sununarized  in  the  following  table: 

TABLE  5. — COMPARISON  OF  STOCK  ISSUED  BY  FEDERAL  STEEL  COMPANY  WITH 
SECURITIES  AND  CASH  ACQUIRED  AT  ITS  ORGANIZATION  IN  SEPTEMBER, 
1898. 

Federal  Steel  securities  issued : 

Preferred  stock,   6  per   cent  noncumulatiye $53,260,900 

Common    stock 46,  484,  300 

Total 99,  745,  200 

Securities  and  cash  acquired : 

Stock- 
Illinois    Steel    Company $18,650,635 

Minnesota   Iron   Company 16,500,000 

Elgin,  Joliet  and  Eastern  Railway  Company 6,000,000 

Lorain   Steel   Company   of  Oliio i  5,  017,  800 

Johnson  Company  at  Pennsylvania 3,000,000 

49,  168,  435 

Cash — 

Syndicate  arrangement 14,075,000 

Lorain-Johnson    purchase^ 264,455 

Total 14,  339,  455 

Less    cash    paid    in    connection    with    Lorain-Johnson 

purchase 2,  647,  231 

Net    cash 11,  692,  224 

Total  securities   (par  value)    and  cash  acquired 3  60,860,659 

Excess    of    securities    issued    over    securities    and    new    cash    ac- 
quired       38,  884,  541 

There  can  be  no  doubt  that  the  large  amount  of  stock  issued  by  the 
Federal  Steel  Company  considerably  exceeded  a  fair  market  valua- 
tion of  the  property  back  of  the  stocks  acquired,  plus  the  new  cash 
capital  providedj  after  allowing  for  the  bonded  indebtedness. 

The  Federal  Steel  Company  offered  to  issue  its  preferred  stock  for 
the  shares  of  three  of  the  constituent  companies  on  the  following 
terms :  Illinois  Steel  Company,  1  share  for  each  share  of  old  stock ; 
Minnesota  Iron  Company,  1.355  shares  for  each  share  of  old  stock; 
Elgin,  Joliet  and  Eastern  Railway  Company,  0.875  share  for  each 
sharfe  of  old  stock. 

The  company  also  agreed  to  deliver  to  the  underwriting  syndicate 
in  return  for  $14,075,000  of  cash  and  the  services  of  the  syndicate 
$5,680,665  par  value  of  its  preferred  stock  and  $45,426,500  par  value 
of  its  common  stock.    It  was  stipulated,  however,  in  the  underwriting 

iThe  Federal  Steel  Company  subsequently  acquired  the  regaining  $3,982,200  stock  of 
the  Lorain  Steel  Company  at  par,  thereby  reducing  its  working  capital  to  that  extent,  but 
the  above  is  a  correct  statement  of  the  transaction  at  the  time. 
2  See  page  124. 

s  These  various  stocks  were  acquired  subject  to  bonded  indebtedness  of  $30,217,179,  as 
follows  : 

Illinois  Steel  Company 513_  285,  123 

Southwest   Connellsviiie   Coke   Company 173,  056 

Minnesota  Iron  Company    (underlying  bonds) 7,742,000 

Elgin,  Joliet  and  Eastern  Hallway  Company 7,  417,  000 

Lorain  Steel  Company  (underlying  bonds) 1,600,000 

Total 30,  217,  179 
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agreement  that  the  syndicate  should  oflFer  to  the  stockholders  of  the 
constituent  companies  an  alternative  proposition  by  which,  on  deposit 
of  certain  sums  in  cash,  these  stockholders  ^YOuld  receive,  in  addition 
to  the  respective  amounts  of  preferred  stock  above  stated^  a  certain 
amount  in  common  stock  of  the  company,  the  cash  so  raised,  of  course, 
relieving  the  syndicate  to  that  extent  of  the  necessity  of  providing 
the  stipulated  amount  of  $14,075,000.  The  arrangement,  so  far  as 
these  three  principal  companies  were  concerned,  worked  out  as 
follows :  ^ 

TABLE  6.— AMOUNTS  OF  FEDERAL  STEEL  STOCKS  DELIVERED  BY  UNDERWRIT- 
ING SYNDICATE  IN  EXCHANGE  FOR  STOCKS  IN  ACQUIRED  COMPANIES,  AND 
CASH  SECURED  IN  CONNECTION  WITH  THIS  EXCHANGE.^ 


Deposited. 

Received  in  Federal  Steel  stocks. 

Constituent  company. 

Old  stock, 
par  value. 

Cash. 

Preferred. 

Common. 

Amount 
per  share. 

Total. 

Amount 
per  share. 

Total. 

Amount 
per  share. 

Total. 

Illinois  Steel  Company. .. . 

Minnesota  Iron  Company. 

Elgin,  Joliet  and  Eastern 

Railway 

$18,650,636 
16,500,000 

6,000,000 

$20.00 
27.10 

17.50 

$3,730,127 
4,471,500 

1,050,000 

$100.00 
135.50 

87.60 

$18,650,635 
22,357,500 

6,260,000 

$80.00 
108.40 

70.00 

$14,920,608 
17,886,000 

4,200,000 

Total 

41,150,635 

9,251,627 

46,258,136 

37,006,508 

1  The  calculation  here  given  is  on  the  assumption  that  all  of  the  underlying  stocks  were 
exchanged.  There  were  a  few  shares  of  some  of  these  underlying  stocks  which  were  not 
deposited  under  this  offer  within  the  time  limit  originally  set,  and  it  is  possible  that  when 
these  were  subsequently  acquired  no  cash  was  obtained.  The  facts  could  not  be  definitely 
ascertained  and  the  amount  of  such  delinquent  stock  is  so  small  that  this  consideration 
may  be  ignored.      (See  also  p.  126.) 

2  The  arrangement  offered  by  the  underwriting  syndicate  is  shown  below  : 


Constituent  company. 


On  deposit  of— 


Old  stock, 
par  value. 


Required 
cash  pay- 
ment. 


Received  Federal  Steel 
stocks. 


Preferred. 


Common. 


Illinois  Steel  Company 

Minnesota  Iron  Company 

Elgin,  Joliet  and  Eastern  Railway 


$100 
100 
100 


$20. 00 
27.10 
17.60 


$100.00 
135. 60 
87.60 


$80.00 

108.40 

70.00 


It  is  worth  noting  that  if  Federal  Steel  preferred  stock  had  been  considered  worth  $80 
in  cash  the  prices  in  that  stock  for  the  constituent  stocks  given  on  page  118  would  suggest 
a  cash  value  of  these  as  follows  :  Minnesota  Iron,  $108.40  ;  Illinois  Steel,  $80 ;  Elgin,  Joliet 
and  Eastern  Railway,  $70.  If  from  the  amounts  of  preferred  stock  received  by  stockholders 
of  these  concerns  as  stated  here  there  be  deducted  the  amounts  subscribed  for  in  cash.  It 
will  be  seen  that  the  remaining  amounts  of  preferred  would  be  identical  in  each  case  with 
the  amounts  of  common,  and  moreover  identical  with  the  indicated  cash  values  just  given. 
These  facts  suggest  the  possibility  that  $100  in  preferred  and  $100  in  common  stock  of  the 
Federal  Steel  Company  was  given  for  each  $100  of  appraised  cash  value  of  the  acquired 
stocks,  the  remaining  preferred  stock  of  the  Federal  Steel  Company  being  Issued  In  each 
case  for  cash  at  par. 
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Illinois  Steel  Company.— For  the  $18,650,635  stock  of  the  Illinois 
Steel  Company,  plus  $3,730,127  in  cash,  therefore,  the  Federal  Steel 
Company  issued  $18,650,635  of  its  preferred  and  $14,920,508  of  its 
common  stock,  a  total  of  $33,571,143.  The  cash  value  of  the  equity, 
in  excess  of  bond  indebtedness,  in  the  property  represented  by  this 
Illinois  Steel  stock  unquestionably  was  much  less.  The  Illinois  Steel 
Company,  which  was  organized  in  1889,  was  itself  a  consolidation  of 
three  concerns— the  North  Chicago  EoUing  Mill  Company  (with 
plants  at  North  Chicago,  South  Chicago,  and  Milwaukee) ,  the  Union 
Steel  Company,  and  certain  property  of  the  Joliet  Steel  Company, 
against  which  the  Illinois  Steel  Company  originally  issued  $17,- 
622,000  of  its  stock.i 

The  capital  stock  was  subsequently  increased  to  $18,650,635.  In 
addition  the  Illinois  Steel  Company  had  outstanding  at  the  time 
of  the  transfer  to  the  Federal  Steel  Company  $13,200,000  bonds  and 
$85,142.67  in  scrip. 

At  this  late  date  it  is  practically  impossible  to  say  how  far  the 
stock  of  the  Illinois  Steel  Company  was  covered  by  actual  value. 
The  valuation  placed  upon  the  plants  by  the  officers  of  the  three 
constituent  concerns  at  the  organization  of  that  company,  for 
purposes  of  consolidation,  was  $12,750,000,  or  about  $5,000,000  less 
than  the  amount  of  the  stock  issued  by  the  new  concern.^  In  view  of 
the  usual  tendency  to  inflate  valuations  in  such  mergers,  it  seems 
altogether  probable  that  these  plant  valuations  were  liberal.  The 
difference  between  these  valuations  and  the  total  issue  of  stock  of  the 
new  concern  may  have  been  covered  by  working  capital. 

1  The  amounts  of  the  Illinois  Steel  Company's  stock  issued  for  the  constituent  concerns 
were  given  in  the  1897  Investors  Supplement  of  the  Economist  (Chicago)  as  follows,  the 
rates  of  exchange  being  obtained  from  the  consolidation  agreement : 


Company. 


North  Chicago  Boiling  Mill  Company. 
Union  Steel  Company: 

Preferred 

Common 

Joliet  Steel  Company 


Total. 


Capital  stock 
of  old  com- 
pany at  time 
of  merger. 


S6, 000, 000 

3,000,000 

1,600,000 

See  below. 


Each  JlOO  of 
old  stockj  re- 
ceived in 
Illinois  Steel 
stock. 


1158. 60 


106. 00 
21.00 


Illinois  Steel 
stock  issued 
in  order  to 
make  the  ex- 
change. 


J9, 510, 000 

I  3,486,000 

4,626,000 


17,622,000 


The  Illinois  Steel  Company  did  not  acquire  the  capital  stock  of  the  Joliet  Steel  Company, 
but  Instead  the  manufacturing  plant  of  the  latter  at  Joliet  and  possibly  some  of  its 
detached  property.  The  Joliet  Steel  Company  subsequently  went  into  liquidation  and  dis- 
tributed to  its  stockholders  the  Illinois  Steel  Company  stock  received  In  this  manner  as 
well  as  its  remaining  assets.  The  authorized  capital  stock  of  the  Joliet  Steel  Company  at 
this  time  was  $3,000,000 ;  the  amount  outstanding  apparently  was  about  $2,900,000. 
2  This  total  was  allotted  as  follows  : 

Plant  of  the  North  Chicago  Boiling  Mill  Company $7,  000,  000 

Plant  of  the  Union  Steel  Company 2,  750,  000 

Plant  of  the  .Toilet  Steel  Company 3,  000,  000 

Total 12,  750,  000 
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A  condensed  balance  sheet  of  the  Illinois  Steel  Company  on  June 
30,  1898,  gave  the  value  of  the  plants,  with  real  estate  and  improve- 
ments, at  $20,194,096,  and  the  total  book  value  of  the  stock  (after 
allowing  for  bonded  indebtedness)  at  $19,315,542;  that  is,  the  capital 
stock,  $18,650,635,  and  the  surplus,  $664,907.  A  condensed  state- 
ment of  the  property  follows: 

Plant $20, 405,  468 

Less  reserve  for  replacements,  etc 211,  372 

Plant,  net 20,194,096 

Permanent  investments 7,021,650 

Working  capital    (net) 5,384,939 

Total  net  assets 32,  600,  685 

Bonds  and  scrip 13,  285, 143 

Book  value  of  stock 19,  315,  542 

There  is  good  reason  for  regarding  this  book  valuation  of  the  stock 
at  this  time  as  sufficiently  high.  Including  the  bonds,  the  indicated 
book  value  of  the  investment  was  approximately  $32,500,000,  which 
was  sufficient  to  cover  a  very  extensive  investment  in  iron  and  steel 
properties. 

That  the  company  was  liberally  capitalized,  moreover,  is  indicated 
by  the  earnings,  which  from  the  date  of  its  organization,  in  May, 
1889,  to  December  31,  1897,  averaged  only  3.8  per  cent  on  the  capital 
stock,  as  follows: 

Table  7.— SUMMARY  OF  EARNINGS  OF  ILLINOIS  STEEL  COMPANY,  1889-1897. 


Year. 

Net  earnings, 
after  interest 
on  bonds  and 
depreciation 
charges. 

Dividends. 

Annual 
surplus. 

Total 
surplus. 

1889 1                                            

$798,741 
2,261,095 
1,038,777 
2,019,268 
4  885,803 
30,607 
1,233,266 
3  704,281 
370,025 

$703,400 
1,425,918 

$95,341 

835,177 

1,038,777 

3  1,432,964 

3  885,803 

30,607 

1,233,266 

3  1,263,800 

370,025 

$95,341 

930,518 

1,969,295 

536,331 

3  349,472 

3  318  865 

1890                      

1891                                             

1892                             

2  3,462,232 

1893 

1894                                  

1895                      

1896 

559,519 

3  349,399 
20,626 

1897                                           

Total 

6,161,695 

6,141,069 

20,626 

20,626 

Average  annual  net  earnings,  after  interest  on  Ijonds  and  depreciation,  8J  years $710, 965 

Equal  on  issued  stock  o(  $18,660,635  ''to per  cent  per  annum. .  3. 8 

Average  annual  net  earnings,  May,  1889,  to  December,  1892,  3J  years $1, 668, 513 

Average  rate,  1889-1892,  only per  cent  per  annum. .  8. 9 


1  Eight  months. 

2  These  dividends,  which  include  the  scrip  dividend  of  13.51  per  cent,  or  $2,519,700,  and  a  cash  dividend 
0 15  per  cent,  or  $932,532,  were  not  paid  until  1893. 

»  Deficit. 

*  Deficit.    After  allowing  for  depreciation  (chiefly  on  ore)  of  $1,467,371. 

5  During  a  small  portion  of  this  period  the  amount  of  stock  issued  was  somewhat  less,  but  not  enough  to 
materially  affect  the  average  rate  as  here  stated. 
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While  there  is,  of  course,  no  rigid  relationship  between  earnings 
and  property  values,  it  must  be  admitted  that  average  earnings  of 
less  than  4  per  cent  by  a  large  steel  company  over  a  period  of  more 
than  eight  years  do  not  indicate  a  high  value  for  the  stock.  It  is 
true  that  during  the  latter  part  of  the  period  covered  the  iron  in- 
dustry was  very  badly  depressed  in  sympathy  with  the  commercial 
panic  which  affected  all  business  at  that  time.  From  1889  to  1892, 
however,  the  steel  industry  was  distinctly  prosperous.  An  average 
rate  of  earnings  of  only  8.9  per  cent  for  this  particular  period,  there- 
fore, indicates  that  the  capitalization  of  the  Illinois  Steel  Company 
at  least  did  not  understate  the  investment. 

This  conclusion  is  further  supported  by  the  prices  of  the  com- 
pany's stock,  which  from  1895  to  the  middle  of  1898  (or  just  prior 
to  the  transfer  of  the  company  to  the  Federal  Steel  Company)  ruled 
at  considerably  below  par,  and  frequently  at  much  less  than  half 
the  par  value.  The  highest  and  lowest  prices  of  stock,  yearly,  for 
this  period  were  as  follows : 


Year. 

Highest.  1  Lowest.                          Year. 

Highest. 

Lowest. 

1895 

82J 
75 

59 
33 

1897 

60 
60 

29} 
44J 

1896 

.  1898  (January  to  July) 

In  the  latter  part  of  1898  the  price  of  the  stock  rose  sharply,  but 
this  was  undoubtedly  due  to  the  pending  organization  of  the  Federal 
Steel  Company. 

So  far  as  the  available  evidence  goes,  therefore,  it  suggests  that  the 
maximum  valuation  which  can  be  placed  upon  the  stock  of  the  Illi- 
nois Steel  Company  would  be  the  book  valuation  above  given,  namely, 
$19,316,542,  or  after  an  adjustment  for  the  accounts  of  certain  sub- 
sidiaries, $19,238,149.  Indeed,  such  valuation  seems  unduly  liberal. 
Using  this  figure,  however,  and  adding  to  it  the  $3,730,127  in  cash 
acquired  therewith  (see  Table  6)  gives  a  total  consideration  of 
$22,968,276,  against  which  the  Federal  Steel  Company,  as  above 
shown,  issued  $33,571,143  of  its  stock  ($18,650,635  preferred  and 
$14,920,508  common).  This,  of  course,  is  over  and  above  the  bonded 
indebtedness. 

Minnesota  Iron  Company. — For  the  $16,500,000  stock  of  this  con- 
cern, plus  $4,471,500  cash,  the  Federal  Steel  Company  (see  Table  6) 
issued  $22,357,500  of  its  preferred  and  $17,886,000  of  its  common 
stock,  or  a  total  of  $40,243,500. 

It  is  exceedingly  difficult  to  estimate  the  value  of  the  Minnesota 
Iron  Company.  It  included  extensive  ore  property,  improved  and 
unimproved,  a  fleet  of  9  ore  steamers  and  7  barges,  also  $3,000,000 
capital  stock  of  the  Duluth  and  Iron  Kange  Railroad,  a  very  profit- 
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able  concern,  together  with  some  miscellaneous  securities  and  quick 
assets.  The  consolidated  balance  sheet  of  the  company  for  June  30, 
1898,  the  date  as  of  which  the  Federal  Steel  Company  acquired  this 
concern,  showed  a  surplus  of  $6,436,134:,  which,  added  to  the  capital 
stock  of  $16,500,000,  gives  a  total  book  value  of  $22,936,134;  the  com- 
pany had  no  bonded  debt,  but  there  were  $7,742,000  underlying  bonds. 

While  there  can  be  little  doubt  that  the  actual  investment  in  the 
property  was  considerably  less  than  the  book  value,  it  is  difficult  to 
say  how  far  the  book  value  may  have  differed  from  a  fair  current 
valuation  of  the  property  at  the  time  the  Federal  Steel  Company 
was  organized.  The  ore  property  of  the  company  had  enhanced  in 
value  somewhat,  while  the  extent  of  the  ore  reserves  later  proved  to 
be  considerably  greater  than  the  original  estimates.  The  value  of 
the  company's  investment  in  the  Duluth  and  Iron  Range  Railroad, 
which  had  a  substantial  monopoly  of  the  ore  business  in  a  limited 
section  of  the  Lake  region  and  which  earned  large  profits  (an  aver- 
age of  nearly  20  per  cent  on  the  $3,000,000  capital  stock  from  1894 
to  1898),  is  also  difficult  to  estimate. 

The  earnings  of  the  Minnesota  Iron  Company  for  the  three  years 
ended  April  30, 1893  (later  figures  are  not  available) ,  were  equivalent 
to  8|  per  cent  on  the  $16,500,000  of  stock  outstanding.  As  these,  on 
the  whole,  were  distinctly  prosperous  years,  this  average  rate  does  not 
indicate  a  valuation  of  the  property  in  excess  of  the  stock  plus  the 
accumulated  surplus.  The  market  valuation  of  the  stock  of  the  com- 
pany during  this  period  ranged  from  about  $65  to  $90  per  share,  or 
considerably  less  than  par  value,  while  from  1894  to  July,  1898,  the 
stock  never  sold  as  high  as  $80  and  frequently  sold  below  $50,  and 
occasionally  below  $40,  per  share;  in  the  latter  part  of  1898  it  rose 
sharply  to  about  par,  but  this  price  was  in  anticipation  of  the  organi- 
zation of  the  Federal  Steel  Company  and  can  not  be  used  as  an 
indication  of  the  value  of  the  property.^ 

Therefore,  as  in  the  case  of  the  Illinois  Steel  Company,  so  far  as 
the  available  evidence  indicates,  there  is  reason  to  believe  that  the 
real  value  of  the  property  did  not  exceed  the  book  value,  i.  e.,  the 
capital  stock  plus  the  surplus,  as  shown  by  the  consolidated  balance 
sheet. 

Elgin,  Joliet  and  Eastern  Railway  Company. — The  stock  of  the 
Elgin,  Joliet  and  Eastern  Railway  Company,  as  above  noted,  was 
valued  for  consolidation  purposes  at  $87.50  per  share  in  Federal  Steel 
preferred  stock,  this  being  equivalent  at  the  current  market  price  of 

1  The  range  of  quotations  yearly  from  1890  to  1898  was  as  follows  : 


1890 80  -91 

1891 68  -84 

1892 63i-82 

1893 60  -69i 

1894 40  -52 


1895 39-72 

1896 40-72 

1897 38-60 

1898 57-991 
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the  latter  (see  p.  125)  to  less  than  $70  in  cash.  The  average  earnings 
for  the  three  years  ended  June  30,  1898,  after  deducting  all  fixed 
charges,  were  equivalent  to  only  about  1.3  per  cent  annually  on  the 
$6,000,000  of  capital  stock.  The  company  at  the  time  of  the  transfer 
had  outstanding  about  $7,417,000  of  bonds.  This  large  indebtedness, 
taken  in  connection  with  the  moderate  earnings  above  shown  (even 
allowing  for  the  fact  that  they  were  for  years  of  depression) ,  leaves 
little  doubt  that  a  valuation  of  $70  per  share  for  the  stock  is  not  only 
liberal,  but  probably  excessive.  On  this  basis  its  value  would  be 
$4,200,000,  whereas  for  this  stock,  plus  $1,050,000  in  cash,  the  Federal 
Steel  Company  issued  $9,450,000  of  its  securities. 

LoEAiN  Steel  CoJiPANr  properties. — For  $5,017,800  stock  of  the 
Lorain  Steel  Company  of  Ohio,  and  $3,000,000  stock  of  the  Johnson 
Company  of  Pennsylvania  (this  covering  the  stocks  of  several  sub- 
sidiary companies),  the  Federal  Steel  Company  issued  $1,322,200 
of  its  preferred  stock,  and  $1,054,800  of  its  common  stock,  together 
with  a  cash  payment  of  $2,647,231.  It  received  with  these  properties 
$264,455  in  cash,  which  may  be  considered  as  reducing  the  net  cash 
Ijayment  to  that  extent.  The  total  consideration,  taking  the  Federal 
Steel  stocks  issued  at  their  par  value,  would  be  $4,759,776.  A  better 
basis/  however,  is  to  take  these  stocks  at  the  average  market  prices  at 
which  they  sold  during  the  first  few  months  after  the  organization 
of  the  Federal  Steel  Company.  (See  p.  125.)  This  would  reduce  the 
net  total  consideration  to  approximately  $4,068,000.  As  a  matter  of 
fact,  the  original  cost  of  these  Lorain  properties  as  stated  to  the 
Bureau  by  the  Steel  Corporation,  was  almost  exactly  $4,000,000. 
Subsequently,  the  balance  of  the  stock  of  the  Lorain  Steel  Company 
was  acquired  at  par. 

Summary. — Accepting  the  book  valuations  of  the  Illinois  Steel  and 
the  ^Minnesota  Iron  companies'  stocks,  and  a  valuation  of  $70  per 
share  for  the  stock  of  the  Elgin,  Joliet  and  Eastern  Kailway  Com- 
pany, and  allowing  $4,000,000  for  the  Lorain  and  Johnson  concerns, 
the  total  indicated  value  of  the  property  acquired  by  the  Federal, 
Steel  Company,  including  the  new  cash  capital  (net),  was  approxi- 
mately $6^,000,000,  as  follows: 

Table  8.— COMPARISON  OF  INDICATED  VALUE  OF  PROPERTY  (STOCKS  AND 
CASH)  ACQUIRED  BY  FEDERAL  STEEL  COMPANY  AT  ITS  ORGANIZATION 
WITH  THE  AMOUNT  OF  ITS  STOCK  ISSUED. 

Illinois  Steel  stock  at  par,  plus  surplus $19,  238, 149 

Minnesota  Iron  stock  at  par,  plus  surplus 22,  936,  134 

Elgin,  Joliet  and  Eastern  stock,  at  70  per  cent  ot  its  par  value 4,  200,  ODD 

"■The  use  of  market  prices  o£  the  stock  of  a  consoliciation  in  such  computations  Is  as 
a  rule  open  to  objection,  as  such  prices  may  reflect  a  value  due  to  the  very  merger  of 
competing  concerns,  but  in  this  instance,  owing  to  the  comparatively  small  amount  In- 
volved, it  is  permissible,  and  in  any  event  gives  a  better  basis  than  the  use  of  the  par 
value. 
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Lorain  Steel  (,'ompaiiy  and  Johnson  Company  stock,  estimated  value $4,  000,  000 

Cash  : 

Syndicate  arrangement $14,  075,  000 

Lorain-Johnson  purchase 264,  455 

Total    14,  339,  455 

Less  cash  paid  In  connection  with  Lorain-Johnson  purchase-     2,  647,  231 

Net  cash   11,  692,  224 

Total  indicated  value  of  assets  over  bonded  indebtedness ^62,  066,  507 

Federal  Steel  preferred  stock  issued 53,  260,  900 

Indicated  excess  of  value  over  par  value  of  preferred  stock  alone 8,  805,  607 

Total  Federal  Steel  stocks  issued,  preferred  and  common 99,  745,  200 

Total  Indicated  value  of  assets  over  bonded  indebtedness i  62,  066,  507 

Indicated  deficiency  of  assets,  as  compared  with  total  stock  issued 37,  678,  693 

It  should  be  repeated  that  the  above  valuations  are  necessarily  some- 
what arbitrary  and  tentative.  The  earnings  of  the  Illinois  Steel 
Company  and  the  prices  of  its  securities  indicate  that  the  book  value 
of  that  concern  was  excessive,  whereas  in  the  case  of  the  Minnesota 
Iron  Company  the  book  valuation  may  have  been  conservative.  The 
value  allowed  the  Elgin,  Joliet  and  Eastern  stock  probably  is  exces- 
sive, while  that  assigned  the  Lorain  properties  is  the  approximate 
cash  cost.  Taking  conditions  as  they  were  in  1898,  however,  the 
available  evidence  suggests  that  an  estimate  of  about  $62,000,000, 
as  the  value  of  the  properties  acquired  by  the  Federal  Steel  Company, 
after  allowing  for  underlying  bonds,  is  sufficient.  The  Bureau  has, 
however,  increased  this  to  $63,000,000.  This  was  over  and  above  the 
bonded  indebtedness  of  these  concerns  of  $30,217,179,  which  has  been 
considered  as  representing  an  equivalent  investment. 

This  conclusion  finds  further  confirmation  in  the  market  prices  of 
Federal  Steel  stocks.  Based  upon  the  average  prices  for  the  latter 
part  of  1898,  the  aggregate  value  of  these  stocks  was  approximately 
but  $56,700,000,  as  follows : 

Preferred  stock,  $53,260,900.  at  75.4 $40, 158,  719 

Common  stock,  $46,484,300,  at  33.4 15,  525,  756 

Total 55,684,475 

The  average  prices  in  1899  were  82.3  for  the  preferred  stock  and 
57.4  for  the  common  stock,  which  give  a  total  valuation  for  the  stock 
of  approximately  $70,500,000.  The  year  1899,  however,  as  already 
noted,  was  one  of  abnormal  prosperity  in  the  iron  and  steel  industry. 
The  average  prices  of  the  stock  in  1900  were  70.3  for  the  preferred 
and  42.6  for  the  common,  giving  an  indicated  valuation  of  both 
stocks  of  roughly  $57,250,000.  Taking  the  average  prices  of  the 
stocks  for  the  entire  period  from  the  organization  of  the  company  in 
1898  to  the  close  of  1900,  the  market  valuation  was  about  $61,150,000. 
An  average  valuation  over  so  considerable  a  period  is  certainly  en- 
titled to  considerable  weight,  and  particularly  because  the  Federal 

1  See  note  3,  Table  5,  page  118. 
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Steel  Company  was  in  no  sense  a  monopoly.  The  close  agreement 
between  this  valuation  and  the  valuation  indicated  by  the  foregoing 
rough  analysis  of  the  property  is  striking. 

From  Table  6,  on  page  119,  it  appears  that  stockholders  of  the 
Illinois  Steel  Company,  the  Minnesota  Iron  Company,  and  the  Elgin, 
Joliet  and  Eastern  Railway  Company,  in  return  for  the  deposit  of 
their  stocks  and  payment  of  $9,251,627  in  cash,  received  $46,258,135 
of  preferred  and  $37,006,508  of  common  stock  of  the  new  company. 
There  was  issued  as  part  of  the  purchase  price  of  the  Lorain  and 
Johnson  companies  $1,322,200  Federal  Steel  preferred  and  $1,054,800 
common  stock.^  There  was  left  for  the  syndicate,  therefore,  $5,680,565 
of  preferred  stock  and  $8,422,995  of  common  stock  in  return  for 
$4,823,373  of  cash  which  the  syndicate  was  to  furnish  in  order  to 
make  up  the  stipulated  total  of  $14,075,000.  This  arrangement  may 
be  summarized  as  follows : 


Preferred  stocli: 
Issued. 

Common  Steele 
issued. 

1153,260,900 
47,580,335 

2  $46, 484, 300 
38,061,308 

Taken  by  original  stocldiolders  and  by  Lorain  interests 

Leaving  for  syndicate 

5,680,565 

8,422,992 

'  See  note  1,  page  119. 

2  Includes  $3,000  issued  to  original  subscribers,  who  presumably  acted  for  the  under- 
writing syndicate. 

The  payment  of  $14,075,000  in  cash  was  provided  as  follows : 

By  original  stockholders $9,251,627 

By  syndicate 4,823,373 


Total 14, 075, 000 

The  large  residue  of  stock  left  in  the  hands  of  the  syndicate — 
amounting  to  $5,680,565  preferred  and  $8,422,992  common — less  the 
amount  of  cash  ($4,823,373)  provided  by  the  syndicate  on  its  own 
account,  constituted  the  compensation  of  the  syndicate. 

This  liberal  compensation  to  the  underwriting  syndicate  is  very 
fairly  to  be  considered  as  sustaining  other  evidence  of  extensive 
overissue  of  stocks  of  the  Federal  Steel  Company. 

The  earnings  of  the  Federal  Steel  Company  likewise  tend  to  the 
same  conclusion.  The  earnings  of  the  constituent  companies  for  the 
nine  months  ending  September  30,  1898,  after  deducting  interest 
on  bonds,  were  officially  estimated  in  a  listing  application  to  the 
Xew  York  Stock  Exchange  at  not  less  than  $3,000,000,  and  those 
for  the  full  year  1898  at  a  minimum  of  $4,000,000.  This  sum,  it 
will  be  seen,  was  equivalent  to  less  than  8  per  cent  on  the  $53,260,900 
of  preferred  stock  issued.    The  capitalization  of  an  iron  and  steel 

1  By  this  purchase,  as  already  shown,  there  was  secured  $264,454.70  in  cash ;  this,  how- 
ever, was  In  addition  to  the  $14,075,000  above  given. 
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concern  under  competitive  conditions  on  a  basis  of  8  per  cent  un- 
doubtedly must  be  regarded  as  extremely  liberal.  Including  the  com- 
mon stock,  these  earnings  were  equivalent  to  only  a  little  more  than  4 
per  cent. 

The  earnings  of  the  company  in  1899,  after  deducting  interest  on 
bonds  of  constituent  companies  and  depreciation,  were  approximately 
$9,100,000.  This,  it  will  be  seen,  was  at  the  rate  of  approximately 
17  per  cent  on  the  $53,260,900  of  preferred  stock  outstanding,  and 
about  9  per  cent  on  the  preferred  and  common  combined.  The 
earnings  in  the  year  1900  were  $11,722,332,  or  about  22  per  cent  on 
the  preferred  stock  alone.  These  earnings,  however,  were  excep- 
tional. For  the  first  three  months  of  1901  they  were  at  a  very  much 
lower  rate. 

Altogether,  the  evidence  is  strong  that  a  considerable  portion  of 
the  common  stock  of  the  Federal  Steel  Company  represented  nothing 
but  "water,"  or  the  capitalized  hope  of  future  increase  in  earning 
power,  and  indicates  that  a  valuation  of  $63,000,000,  over  and  above 
the  underlying  bonds,  at  the  time  the  company  was  organized  (Sep- 
tember, 1898)  is  sufficiently  liberal. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpo- 
ration issued  in  exchange  for  the  stocks  of  the  Federal  Steel  Com- 
pany in  1901  a  little  over  $110,400,000  of  its  stock,  of  which,  roughly, 
$60,400,000  was  in  preferred  stock  and  $50,000,000  in  common  stock. 
During  the  interval  from  its  organization  to  April  1,  1901,  of  course, 
the  investment  of  the  Federal  Steel  Company  had,  as  just  shown, 
been  increased  from  its  earnings.  The  surplus  of  the  company  on 
March  31,  1901,  was  $18,146,700.  Adding  this  to  the  original  invest- 
ment in  1898,  and  excluding  any  possible  appreciation  in  the  value 
of  the  property  (see  p.  168),  it  is  clear  that  the  stock  issued  by  the 
Steel  Corporation  for  the  Federal  Steel  Company's  stocks  greatly 
exceeded  the  tangible  property  back  of  the  latter. 

Section  5.  American  Steel  and  Wire  Company. 

In  the  case  of  this  corporation,  organized  in  January,  1899,  there 
is  convincing  evidence  that  preferred  stock  was  issued  up  to  the 
full  value  of  the  tangible  assets  acquired  and  that  the  common  stock 
represented  nothing  but  intangible  assets,  estimated  earning  power, 
and  "  water." 

One  of  the  principal  companies  acquired  by  the  American  Steel 
and  Wire  Company  of  New  Jersey,  the  American  Steel  and  Wire 
Company  of  Illinois,  was  itself  an  important  consolidation,  and  for 
that  reason  the  basis  of  its  organization  may  be  briefly  reviewed. 

Amehigan  Steel  and  Wike  Company  of  Iulinois. — ^The  American 
Steel  and  Wire  Company  of  Illinois  (see  Table  3,  facing  p.  107)  was 
organized  in  March,  1898,  with  a  capital  of  $24,000,000,  equally 
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divided  between  7  per  cent  cumulative  preferred  stock  and  common 
stock.     The  company  acquired  the  following  properties : 

Consolidated  Steel  and  Wire  Company,  with  7  plants. 

The  plants  of  the  I.  L.  Ellwood  Manufacturing  Company,  and  of 
the  Ellwood  Wire  and  Nail  Company,  at  De  Kalb,  111. 

The  plant  of  the  American  Wire  Nail  Company,  at  Anderson,  Ind. 

Two  plants  of  the  Salem  Wire  Nail  Company,  one  at  Salem,  Ohio, 
and  one  at  Findlay,  Ohio. 

The  plant  of  the  H.  P.  Kail  Company,  at  Cleveland. 

The  plant  of  the  American  Wire  Company,  at  Cleveland. 

The  facts  concerning  the  organization  of  this  company  were  dis- 
closed in  a  suit  brought  in  December,  1899,  by  John  H.  Parks,  one  of 
the  promoters,  against  John  W.  Gates  for  an  accounting  of  profits 
alleged  to  have  been  made  in  its  promotion.  The  valuations  at  which 
the  above  concerns  went  into  the  Illinois  consolidation  (including 
working  capital)  and  the  profits  of  these  concerns,  averaged  and 
adjusted  over  a  series  of  years,  as  submitted  in  this  Parks  suit,  are 
given  in  the  following  table: 


Table  9.- 


-APPRAISED  VALUES  AND  EARNINGS  OP  CONCERNS  COMPOSING  AMER- 
ICAN STEEL  AND  WIRE  COMPANY  OP  ILLINOIS  IN  1898.1 


Property. 


Appraised 
value. 


Yearly  average 

adjusted  proflts 

(1895-1897). 


Consolidated  Steel  and  Wire  Company,  7  plants  (working  capital  in- 
cluded)   

American  Wire  Nail  Company's  plant  (8200,000  working  capital  included) 
Salem  Wire  Nail  Company,  2  plants  (S100,000  working  capital  included) . 

I.  L.  Ellwood,  2  plants  ($250,000  working  capital  included) 

H.  P.  Nail  Company,  plant  at  Cleveland,  Ohio 

American  Wire  Company,  plant  at  Cleveland,  Ohio 

Additional  working  capital  and  some  small  improvements  to  plants 

Total 


$7,000,000 

1,000,000 

500,000 

1,250,000 

600,000 

600,000 

1,050,000 


81,102,979.20 
159,012.45 
93,233.21 
145,283,28 
77,892,39 
77,154,49 


12,000,000 


1,665,668,00 


1  As  submitted  by  defense  in  suit  of  John  H.  Parks  v.  John  W.  Gates,  on  appeal,  supreme 
court,  New  York,  appellate  division,  first  department. 

As  already  noted  on  page  76,  before  the  Illinois  company  was  organized  an  effort  was 
made,  in  1897,  to  form  a  ,*i75,000,000  consolidation,  but  this  scheme  fell  through  in  Febru- 
ary, 1898.  Almost  immediately  afterwards  the  concerns  above  mentioned  were  consolidated 
as  the  American  Steel  and  Wire  Company  of  Illinois.  The  valuations  placed  upon  the 
plants  of  these  companies  by  engineers  employed  by  J.  P.  Morgan  &  Co.  at  the  time  tbe 
$75,000,000  combination  was  under  discussion  were  as  follows  : 

Consolidated  Steel  and  Wire  Company  (this  included  their 
plants  at  Allentown,  St.  Louis,  Rankin,  Joliet  (2),  Cleve- 
land, and  Beaver  Palls) $5,914,970 

I.  L.  Ellwood's  plants 923,  000 

American  Wire  Company  plant,  at  Cleveland,  Ohio 740,  000 

H.  P.  Nail  Company  plant,  at  Cleveland,  Ohio 800,  000 

American  Wire  Nail  Company  plant,  at  Anderson,  Ind 700,  000 

Salem  Wire  Nail  Company  plants,  at  Salem  and  Findlay, 

Ohio 450,  000 

Total 9,  527,  970 

These  figures  apparently  were  for  the  plants  alone,  without  working  capital. 
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In  the  three  years  preceding  the  merger  (1895-1897)  these  com- 
panies made  a  total  average  profit  per  year  of  $1,655,555,  showing  for 
those  years  a  net  profit  of  between  13  and  14  per  cent  if  figured  on  a 
basis  of  $12,000,000. 

The  average  profits  above  given,  which  were  determined  by  a  firm 
of  chartered  accountants  employed  by  the  bankers,  were  undoubtedly 
due  in  large  measure  to  the  exorbitant  prices  of  wire  and  wire  nails 
maintained  by  the  wire-nail  pool  during  a  considerable  portion  of  the 
period  in  question.     (See  p.  73.) 

From  Table  9,  therefore,  it  appears  that  the  American  Steel  and 
Wire  Company  of  Illinois  had  $12,000,000  of  tangible  property ;  that 
is  to  say,  its  $12,000,000  preferred  stock  was  covered  by  actual  tangible 
assets.  The  $12,000,000  of  common  stock  was  issued  as  a  bonus  with 
the  preferred. 

The  most  important  of  these  concerns  was  the  Consolidated  Steel 
and  Wire  Company.  This  had  a  capital  stock  of  $4,000,000,  which 
went  into  the  American  Steel  and  Wire  Company  of  Illinois  on  the 
basis  of  $175  in  preferred  and  a  like  amount  of  common  for  each  $100 
share  of  old  stock,  a  total  of  $14,000,000.^ 

The  $12,000,000  common  stock  of  the  American  Steel  and  Wire 
Company  of  Illinois,  while  not  covered  by  tangible  assets,  never- 
theless had  a  value  from  the  standpoint  of  earning  power.  This  is 
suggested  by  the  liberal  rate  of  profit  as  above  computed  on  the 
$12,000,000  preferred  stock  alone,  namely,  about  14  per  cent.  It  is 
also  indicated  by  the  prices  of  the  company's  stocks.  From  July  to 
November,  1898,  the  common  stock  of  the  company  was  quoted  on  the 
New  York  Stock  Exchange  at  from  25^  to  43^,  and  the  preferred  from 
82  to  92|.  Higher  quotations  were  reached  in  December,  but  these 
were  undoubtedly  due  to  the  pending  transfer  of  the  company  on  very 
favorable  terms  to  the  American  Steel  and  Wire  Company  of  New 
Jersey.  The  average  prices  for  the  five  months  in  question  were  about 
34  for  the  common  and  88  for  the  preferred.  The  combined  market 
value,  therefore,  was  considerably  in  excess  of  the  par  value  of  the 
preferred  stock.  It  should  be  observed,  however,  that  the  large  earn- 
ing power  of  the  company  was  attributable  in  considerable  degree 
to  the  fact  that  it  was  a  combination  of  some  of  the  strongest  factors 
in  the  business. 

American  Steel  and  Wire  Company  or  New  Jersey. — This  com- 
pany was  organized  in  January,  1899,  with  $90,000,000  capital  stock, 
all  of  which  was  issued,  as  follows : 

Preferred  stock  (7  per  cent  cumulative) $40,000,000 

Common  stock 50, 000, 000 

Total 90,  000,  000 

1  Testimony  of  John  W.  Gates,  in  the  Parks  suit,  above  cited. 
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In  the  organization  of  this  company,  the  American  Steel  and  Wire 
Company  of  Illinois  was  taken  over  on  very  liberal  terms,  namely, 
$100  of  preferred  stock  and  $60  in  common  stock  of  the  new  company 
for  each  $100  preferred  stock  of  the  old,  and  $120  in  new  common 
stock  for  each  $100  of  old  stock.  The  actual  amounts  of  stock  issued 
by  the  New  Jersey  company  for  the  Illinois  concern  in  this  exchange 
were  as  follows : 


New- 
preferred. 

New 
common. 

§12,000,000  old  preferred  stock  received                                                 

112,000,000 

t7, 200, 000 
14,400,000 

81 2,000,000  old  coramon  stock  received 

Total 

12,000,000 

21,600,000 

That  is,  in  exchange  for  the  $24,000,000  stock  of  the  old  company 
there  was  issued  by  the  new  concern  $33,600,000. 

In  addition  to  the  Illinois  company,  the  American  Steel  and  Wire 
Company  of  New  Jersey  secured  most  of  the  other  important  wire 
concerns  of  the  country.  Most  of  these  are  given  in  Table  3,  facing 
page  lOT.^  An  underwriting  syndicate  was  to  provide  $28,000,000 
cash,  of  which  $15,000,000  was  to  be  used  to  purchase  these  additional 
concerns  and  the  remaining  $13,000,000  was  to  be  turned  over  to 
the  company  as  working  capital.  Adding  to  this  $28,000,000  the 
$12,000,000  tangible  property  of  the  American  Steel  and  Wire  Com- 
pany of  Illinois  at  its  organization,  makes  a  total  of  $40,000,000, 
which  is  exactly  the  amount  of  preferred  stock  issued  by  the  New 
Jersey  company. 

In  the  case  of  the  properties  purchased  with  the  $15,000,000  cash 
provided  by  the  underwriting  syndicate,  the  good  will  was  also  se- 
cured, since  the  cash  price  included  these  properties  as  going  concerns. 
This  alone  would  suggest' that  part  of  the  $40,000,000  preferred  stock 
of  the  new  company  was  issued  for  intangible  assets.  On  the  other 
hand,  the  common  stock  of  the  American  Steel  and  Wire  Company 
of  Illinois,  by  the  time  of  its  transfer  to  the  New  Jersey  company, 
may  have  been  partly  covered  lay  tangible  value.  It  seems  reasonably 
certain  that  the  $40,000,000  preferred  stock  of  the  latter  concern  was 
covered  by  actual  property,  including  working  capital. 

That  preferred  stock  was  issued  by  the  American  Steel  and  Wire 
Company  of  New  Jersey  up  to  the  full  amount  of  tangible  assets  is, 
moreover,  indicated  by  the  following  excerpt  from  an  article  in  a 
trade  journal  at  the  time :  ^ 

The  syndicate  of  bankers  furnishes  the  capital  to  make  the 
purchases  of  the  plants  and  to  provide  the  new  company  with  a 

1  See  note  at  head  of  that  table. 

'Irou  Age,  January  12,  1899,  page  19. 
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working  capital  of  about  $13,000,000,  exclusive  of  the  working 
capital  of  the  concerns  who  enter  the  consolidation.  As  a  matter 
of  fact,  the  new  company  will  have  a  working  capital  of  $17,- 
342,500,  less  $750,000  bonds,  as  above.  Whatever  may  be  neces- 
sary of  this  working  capital  may  be  used  for  the  purchase  of 
other  properties,  which  may  be  agreed  upon  hereafter.  The 
entire  amount  of  capital  to  be  furnished  by  the  syndicate  will  be 
$28,000,000. 

The  aggregate  valuation  of  the  plants  which  are  included  in 
the  new  consolidation  is  $23,407,500. 

It  will  be  seen  that  this  statement,  which  appears  to  be  authorita- 
tive, gives  the  entire  working  capital  of  the  new  company  (includ- 
ing the  $13,000,000  clear  cash  to  be  provided  by  the  syndicate)  at 
$17,342,500,  less  $750,000  of  bonds  to  be  provided  for,  which  leaves  a 
net  cash  capital  of  $16,592,500.  This  sum,  added  to  the  reported  value 
of  the  plants,  $23,407,500,  amounts  to  exactly  $40,000,000,  which  is 
precisely  the  amount  of  the  preferred  stock  issued  by  the  American 
Steel  and  Wire  Company  of  New  Jersey.  While  the  value  of  the 
plants  may  have  been  arrived  at  by  deducting  the  amount  of  working 
capital  from  the  preferred  stock,  this  statement,  in  connection  with 
other  evidence,  seems  to  indicate  beyond  a  reasonable  doubt,  in  so 
far  as  it  was  authoritative,  that  it  was  the  intention  of  the  organizers 
to  issue  preferred  stock  up  to  the  full  amount  of  plant  valuations 
and  cash  assets,  and  that  the  common  stock  at  best  represented  noth- 
ing but  intangible  assets.  Much  of  it  must  be  considered  as  mere 
"  water." 

Subsequent  acquisitions. — Shortly  after  its  organization,  the 
American  Steel  and  Wire  Company  of  New  Jersey  acquired  several 
other  properties.  Most  of  these  were  comparatively  small,  with  the 
exception  of  the  Shoenberger  Steel  Company  of  Pittsburg,  which 
was  capitalized  at  $3,600,000,  and  which  had  an  extensive  plant.  All 
of  these  later  acquisitions  were  paid  for  in  cash,  and  therefore  it  is 
reasonable  to  assume  that  they  did  not  involve  serious  overvaluation. 

The  company  did,  however,  in  1900,  guarantee  an  issue  of  $5,630,000 
of  5  per  cent  20-year  bonds  of  the  American  Steamship  Company,  of 
which  $5,250,000  were  issued  in  payment  for  the  $3,000,000  capital 
stock  of  that  concern  (at  the  rate  of  $175  per  share)  and  $380,000  re- 
served to  retire  prior  liens.  The  property  back  of  these  bonds  con- 
sisted of  12  steamers.  The  value  of  these  as  fixed  by  the  Inland 
Lloyds  was  only  $3,035,000,  or  practically  $2,600,000  less  than  the 
bonds  issued  against  them.  In  justification  of  the  high  price  paid  by 
the  Steel  and  Wire  company,  it  was  contended  that  the  net  earnings 
of  this  steamship  fleet  were  very  large.  This  was  true,  the  earnings 
in  1900  (not  all  of  the  steamers  being  in  operation  for  the  entire  sea- 
son) amounting  to  roughly  $762,000,  or  more  than  13  per  cent  upon 
the  total  indebtedness  of  $5,630,000  incurred  by  the  American  Steel 
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and  Wire  Company  in  the  acquisition  of  these  vessels.  HowOTer,  this 
transaction  precipitated  a  violent  controversy  in  the  management  of 
the  Steel  and  Wire  company,  because  the  stock  of  the  steamship  com- 
pany had  previously  been  owned  by  some  of  the  leading  directors  and 
stockholders  of  the  Steel  and  "Wire  concern,  who  had  originally  ac- 
quired the  property  at  the  equivalent  of  about  par  for  the  stock,  which 
they  later  sold  for  $175  per  share.  Moreover,  the  steamship  company 
had  paid  very  liberal  dividends  during  the  interval  that  it  had  thus 
been  operated  by  these  parties,  so  that  their  total  profit  on  the  steam- 
ship deal  was  apparently  in  excess  of  $3,000,000,  the  bulk  of  which 
went  to  a  comparatively  few  insiders  in  the  American  Steel  and  Wire 
Company's  management.  At  least  one  director  of  the  Steel  and  Wire 
company,  it  may  be  noted,  resigned  because  of  dissatisfaction  ovetf 
this  transaction.^ 

Taking  all  the  evidence  into  consideration,  therefore,  it  appears 
that  at  the  organization  of  the  American  Steel  and  AYire  Company 
of  New  Jersey  there  were  no  tangible  assets  back  of  the  $50,000,000 
common  stock,  and  that  the  issue  of  bonds  to  acquire  the  American 
Steamship  Company's  stock  was  in  excess  of  the  appraised  value  of 
the  vessels  acquired  (this  appraisal  presumably  not  including  an 
allowance  for  earning  power). 

The  bulk  of  the  common  stock  undoubtedly  was  nothing  but 
"  water."  In  this  connection  it  may  be  noted  that  no  less  than 
$11,600,000  of  the  common  stock  was  distributed  among  a  few  leading 
interests  who  managed  the  underwriting.  As  shown  on  page  130, 
$12,000,000  of  the  $40,000,000  preferred  stock  of  the  company  and 
$21,600,000  of  its  common  stock  was  issued  for  the  stock  of  the  Ameri- 
can Steel  and  Wire  Company  of  Illinois.  This  left  $28,000,000  pre. 
f  erred  stock  and  $28,400,000  common  stock  of  the  New  Jersey  concern 
which  was  disposed  of  to  a  syndicate  for  $28,000,000  in  cash.  The 
syndicate  subscribers  received  a  bonus  of  60  shares  in  common  stock 
wath  each  100  shares  of  preferred  taken  at  par.  This  left  40  shares 
out  of  each  100  shares  of  common,  or  $11,600,000,  as  a  "  commission" 
for  those  managing  the  organization  of  the  company.- 

This  large  "  commission "  is  very  convincing  evidence  that  the 
common  stock  of  the  company  was  heavily  "  watered." 

The  common  stock  of  the  company,  however,  had  a  value  from  the 
standpoint  of  earning  power.    For  the  year  1899  the  surplus  earnings 

1  Hermann  Slelcken,  one  of  the  directors  who  resigned,  was  quoted  at  the  time  as  say- 
ing (Chronicle,  Dec.  15,  1900)  : 

I  confess  myself  unable  to  understand  why  the  American  Steel  and  Wire  Com 
pany,  professing  to  have  .$90,000,000  of  capital,  should  issue  $5,000,000  [$5,630, 
000]  in  bonds  for  the  purchase  of  12  ore  steamers  when  12  new  boats  of  the  samf 
tonnage  could  today  be  contracted  for  and  delivered  in  the  spring  of  1902  for  be 
tween  $3,000,000  and  $3,300,000,  and  there  is  plenty  of  tonnage  to  be  had  for  tbf 
Intervening  season.  Seventy-flve  per  cent  of  the  American  Steamship  Company! 
stock  was  right  there  in  the  American  Steel  and  Wire  directors'  meeting.  Of  course 
I  resigned. 

2  The  common  stock  was,  of  course,  worth  mucti  less  than  par. 
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of  the  Steel  and  Wire  company,  after  the  dividends  on  the  preferred 
stock,  and  after  setting  aside  $1,200,000  for  depreciation  and  bad 
debts,  were  $9,362,530.  This  was  equivalent  to  18.7  per  cent  for  the 
common  stock.  The  corresponding  surplus  profits  for  the  year  1900 
were  $4,202,129,  or  8.4  per  cent  for  the  common  stock.  Moreover, 
dividends  were  paid  on  the  common  stock  out  of  the  earnings  of  1899 
at  the  rate  of  7  per  cent  and  out  of  those  for  1900  at  the  rate  of  5 
per  cent. 

On  March  31,  1901,  the  .accumulated  surplus  of  the  company  was 
$13,162,106.  To  this  extent,  therefore,  assuming  the  allowance  for 
depreciation  to  have  been  adequate,  the  "  water  "  in  the  common  stock 
had  been  reduced.  In  other  words,  at  the  time  of  the  transfer  of  the 
Steel  and  Wire  company  to  the  Steel  Corporation  its  tangible  prop- 
erty alone  was  considerably  in  excess  of  the  $40,000,000  preferred 
stock. 

Undoubtedly  the  organizers  of  the  United  States  Steel  Corporation 
considered  the  earning  capacity  of  the  company  more  carefully  than 
they  did  its  tangible  assets.  Therefore,  it  should  be  pointed  out  that 
the  earnings  above  noted,  particularly  those  for  1899,  were  due  in 
large  measure  to  the  extraordinarily  prosperous  condition  of  the  iron 
and  steel  industry  at  this  period.  Obviously,  exceptional  earnings 
made  under  these  conditions  are  not  alone  a  proper  basis  for  capi- 
talization. A  more  important  matter,  and  one  which  undoubtedly 
received  more  attention  in  the  organization  of  the  Steel  Corporation, 
was  the  high  degree  of  control  over  the  wire  and  nail  industry 
enjoyed  by  the  American  Steel  and  Wire  Company,  which  undoubt- 
edly had  an  important  influence  upon  the  earning  capacity  of  the 
company.  While  the  Steel  Corporation  could  not,  perhaps,  reason- 
ably expect  to  make  such  large  earnings  from  the  wire  and  nail  busi- 
ness as  the  American  Steel  and  Wire  Company  had  made  in  1899, 
nevertheless  the  high  degree  of  monopolistic  control  of  this  branch 
of  the  industry  which  it  obtained  through  the  acquisition  of  this 
company  gave  it  virtual  assurance  that  a  liberal  rate  of  profit  could 
be  earned  so  long  as  this  control  was  maintained. 

Section  6.  American  Tin  Plate  Company. 

This  company  was  one  of  the  first  of  the  great  iron  and  steel  con- 
solidations, having  been  organized  in  December,  1898.  Its  total 
authorized  capitalization  was  $50,000,000,  of  which  $46,000,000  was 
issued  at  the  time,  as  follows: 


stock. 


Authorized. 


Issued. 


Preferred  (7  per  cent  cumulative).. 
Conunon 


$20,000,000 
30,000,000 


S18,000,000 
28,000,000 
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Soon  after  its  organization  the  company  issued  $325,000  additional 
preferred  stock  to  acquire  another  concern.  As  shown  in  Table  4, 
on  page  113,  the  United  States  Steel  Corporation,  in  acquiring  the 
Tin  Plate  company,  issued  practically  $63,500,000  of  its  stock 
($28,505,250  preferred  and  $34,993,750  common) .  Thus  the  increase 
in  capitalization  was,  roughly,  $17,000,000. 

The  American  Tin  Plate  Company  was  one  of  the  group  of  four 
"  Moore  "  companies,  namely,  the  American  Tin  Plate  Company,  the 
National  Steel  Company,  the  American  Steel  Hoop  Company,  and  the 
American  Sheet  Steel  Company,  so  called  because  they  had  been 
organized  chiefly  by  W.  H.  Moore. 

All  of  these  companies  were  heavily  overcapitalized.  In  fact,  the 
evidence  very  clearly  shows  that  the  common  stocks  of  these  com- 
panies originally  had  no  tangible  property  whatever  back  of  them. 
This  was  indeed  very  frankly  admitted  by  Mr.  Moore,  in  testimony 
before  the  Industrial  Commission  on  the  organization  of  the  Ameri- 
can Tin  Plate  Company,  as  the  following  excerpt  from  that  testimony 
shows : 

Everybody  knows  what  they  are  getting  when  they  get  com- 
mon stock.  They  know  they  are  not  getting  anything  that  repre- 
sents assets.^ 

Evidence  as  to  the  "  watering  "  of  these  companies,  however,  does 
not  rest  simply  on  this  general  statement,  but  is  borne  out  by  various 
other  more  specific  facts. 

In  the  case  of  the  American  Tin  Plate  Company,  the  testimony 
of  several  of  its  officers  before  the  Industrial  Commission  showed 
clearly  that  options  Avere  obtained  upon  the  various  properties  and 
that  the  vendors  were  then  given  the  privilege  of  taking  the  full 
option  price  in  cash  or  of  receiving  instead  preferred  stock  equal  to 
the  amount  of  such  cash  valuation,  with  a  bonus  of  100  per  cent  in 
common  stock  in  addition. 

The  organizers  of  the  company  also  raised  $4,500,000  of  cash 
capital ;  this  was  obtained  from  the  sale  of  preferred  stock  at  par, 
subscribers  in  this  case  also  receiving  an  equal  amount  of  common 
stock  as  a  bonus.  A  part  of  this  cash  was  used  in  the  purchase  of 
inventories  and  other  working  assets  of  the  acquired  concerns,  such 
liquid  assets  not  being  included  with  the  transfer  of  plants. 

The  cash  valuations  agreed  upon  for  the  various  plants  covered 
these  as  going  concerns,  and  therefore  included  intangible  as  well  as 
tangible  considerations.  This  is  clearly  established  by  the  following 
excerpt  from  the  testimony  of  D.  G.  Eeid,  president  of  the  company, 
before  the  Industrial  Commission : 

Q.  If  a  man  had  got  an  option  on  a  plant  for  $100,000  in  cash, 
he  c«uld  take  that  cash  and  quit  business? — A.  Yes. 

1  Industrial  Commission  Reports,  Volume  I,  page  963. 
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Q.  If  he  preferred  to  take  instead  of  cash  $100,000  worth  of 
preferred  stock  and  a  $100,000  in  common  stock,  he  could  do 
that?— A.  Yes ;  Judge  Moore  Avould  let  him  have  it. 

Q.  The  price,  then,  that  Judge  Moore  and  these  tin-plate  man- 
ufacturers agreed  upon  was  on  a  cash  basis,  and  that  would  in- 
clude, would  it  not,  the  value  of  the  plant  and  the  value  of  the 
business  in  general  ? — A.  Good  will  and  all. 

Q.  The  good  will  and  all?— A.  Yes. 

Q.  So  that,  as  a  matter  of  fact,  the  price  that  was  agreed  upon, 
the  cash  price  agreed  upon,  would  mean  both  the  value  of  the 
plant  itself  and  the  good  will  ? — A.  Certainly ;  yes.^ 

The  plants  of  the  constituent  concerns,  plus  the  new  working  capi- 
tal, represented  the  total  tangible  property  acquired  by  the  American 
Tin  Plate  Company.  From  what  has  just  been  stated,  therefore,  it  is 
clear  that  preferred  stock  was  issued  up  to  the  full  amount  of  the 
cash  value  of  the  property  acquired  by  the  new  company,  and  that 
the  common  stock  was  issued  merely  as  a  bonus  with  the  preferred, 
or,  as  shown  elsewhere  (see  p.  178) ,  for  promoters'  profits  and  organi- 
zation expenses. 

That  preferred  stock  was  issued  up  to  the  full  cash  value  of  the 
property  is  indicated  by  the  following  further  excerpt  from  the  tes- 
timony of  Mr.  Eeid  before  the  Industrial  Commission,  already  re- 
ferred to : 

Q.  Did  you  not  consider  that  the  preferred  stock  practically 
paid  for  the  plants,  for  the  tangible  property? — ^A.  As  I  have 
already  said,  Judge  Moore  paid  for  the  plants  in  cash.  It  was  a 
cash  transaction.  However,  if  an  owner  of  tin-plate  property 
would  come  to  him  and  say,  "  I  do  not  care  for  mine  in  cash ; 
I  will  take  so  many  shares  in  stock,"  he  would  get  from  him  a 
share  of  common  and  a  share  of  preferred  stock  for  each  $10Q 
that  he  did  not  take  out  in  cash. 

Q.  No  matter  how  many  transactions  were  involved  in  it,  and 
by  what  circumlocution  it  was  brought  about,  as  a  matter  of  fact, 
did  you  not  consider  generally  that  the  preferred  stock  paid  for 
the  tangible  property  that  was  acquired? — A.  Well,  if  a  mill 
had  $100,000  cash  coming  to  it  from  Judge  Moore  and  he  gave 
them  $100,000  in  preferred  and  $100,000  in  common  stock,  that 
man  would  know  that  he  was  getting  preferred  stock  for  his 
$100,000,  and  whatever  he  got  beyond  might  be  said  to  be  so 
much  bonus.^ 

It  should  be  noted  that  while  the  $28,000,000  common  stock  issued 
by  the  American  Tin  Plate  Company  represented  at  the  time  noth- 
ing but  "  water,"  by  April,  1901,  this  common  stock  had  considerable 
value  as  a  result  of  the  great  earning  power  of  the  company.  The 
earnings  of  the  constituent  concerns  of  the  Tin  Plate  company  for 
the  year  1898 — that  is,  for  the  year  preceding  their  consolidation,  when 
they  were  operating  separately — ^were  officially  stated  in  a  listing 

'  Industrial  Commission  Reports,  Volume  I,  page  884. 

2  Industrial  Commission  Reports,  Volume  I,  pages  883-884. 
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application  of  the  company  to  the  New  York  Stock  Exchange  at 
$2,000,000.  This  was  equivalent  to  about  11  per  cent  on  the  pre- 
ferred stock  issued  by  the  consolidated  company.  The  earnings  of 
the  company  in  the  year  1899  were  approximately  $3,600,000,  and 
those  for  the  year  1900  exceeded  $5,750,000.  The  accumulated  sur- 
plus on  March  31,  1901,  was  $6,177,537,  so  that  to  some  extent  the 
common  stock  of  the  company  had  actual  cash  assets  back  of  it  at 
that  date. 

As  in  the  case  of  the  American  Steel  and  Wire  Company,  it  is  im- 
portant to  point  out  that  the  great  earning  power  of  the  American 
Tin  Plate  Company  was  largely  attributable  to  two  circumstances- 
first,  the  extraordinary  prosperity  of  the  iron  and  steel  industry  at 
this  time,  and,  second,  to  the  very  effective  control  of  the  tin-plate 
business  which  that  company  held.  As  already  shown,  the  com- 
pany at  its  organization  had  an  almost  complete  monoply  of  the  tin- 
plate  business.  Shortly  after  this,  moreover,  the  company  entered 
into  agreements  with  leading  manufacturers  of  tin-plate  machinery 
with  a  view  to  hindering  the  development  of  competition,  and  in  this 
it  was  for  a  time  partially  successful.  The  monopolistic  position  of 
the  company  in  its  branch  of  the  steel  industry,  therefore,  obviously 
made  its  acquisition  particularly  desirable,  from  the  standpoint  of 
the  Steel  Corporation,  since  a  liberal  profit  in  this  department  of  the 
business  was  virtually  assured. 

From  what  has  been  said  it  would  appear  that  the  value  of  the 
property,  tangible  and  intangible,  acquired  by  the  American  Tin 
Plate  Company  at  its  organization  in  December,  1898,  did  not  exceed 
$18,325,000,  the  amount  of  the  preferred  stock  issued— this  including 
the  $325,000  additional  preferred  stock  issued  shortly  after  the  com- 
pany commenced  business.  A^liile  the  investment  by  April  1,  1901, 
had  been  increased  somewhat  by  the  reinvestment  of  surplus  profits, 
there  can  be  no  reasonable  doubt  that  the  issuance  by  the  United 
States  Steel  Corporation  of  approximately  $63,500,000  of  its  stock  for 
the  proijerty  of  the  American  Tiru  Plate  Company  meant  that  many 
millions  of  this  stock  were  issued  for  intangible  considerations,  while 
many  millions  more  represented  nothing  but  mere  "  water." 

Section  7.  National  Steel  Company. 

The  capitalization  of  this  company  at  its  organization,  in  Febru- 
ary. 1899  (exclusi^'e  of  $1,000,000  preferred  stock  issued  somewhat 
later) ,  was  as  follows : 


Authorized. 


Issued. 


Preferred  (7  per  cent  cumulative) . 

Common 

Underlying  bonds 


$27,000,000 
32,000,000 


$26,000,000 

32,000,000 

2,561,000 
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Testimony  of  William  E.  Reis,  president  of  the  company,  before 
the  Industrial  Commission  in  October,  1899,  showed  that  the  com- 
pany had  been  organized  along  substantially  the  same  lines  as  the 
American  Tin  Plate  Company  and  the  American  Steel  Hoop  Com- 
pany; that  is  to  say,  the  former  owners  of  the  properties  acquired 
were  given  the  option  of  taking  a  cash  price  or  of  taking  part  or  all 
of  the  payment  in  stock  of  the  new  company.  Where  payment  was 
taken  in  stock,  preferred  stock  was  given  up  to  the  amount  of  the 
cash  option  price,  and  100  shares  of  common  stock  were  given  with 
each  100  shares  of  preferred.  It  will  be  noted  that  the  authorized 
amount  of  common  stock  exceeded  the  amount  of  the  preferred  bj' 
$5,000,000.  This  excess  went  to  the  promoters.  The  following  ex- 
cerpt from  the  testimony  of  Mr.  Reis  is  in  point :  ^ 

We  [the  owners  of  the  constituent  concerns]  gave  an  option 
in  this  way:  We  gave  an  option  for  cash  with  the  privilege  to 
take  all  cash,  or  part  cash  and  part  stock,  or  all  stock,  at  our 
option.  We  exercised  the  option  at  the  completion  of  the  com- 
pany and  took  all  stock. 

■  Q.  At  what  rates  was  the  stock  taken  ? — A.  We  took  one 
share  of  preferred  stock  for  each  $100  of  cash  [value] ,  and  with 
each  share  of  preferred  stock  we  got  one  share  of  common; 
so  we  got  a  share  each  of  preferred  and  common  for  each  $100 
of  value. 

Preferred  stock,  with  an  equal  bonus  of  common  stock,  was  like- 
wise issued  for  the  working  capital,  of  which  the  company  had  about 
$9,000,000  when  it  commenced  business. 

It  appears,  therefore,  that  the  total  cash  value  of  the  property  and 
cash  assets  acquired  by  the  company  at  its  organization,  over  and 
above  its  underlying  bonds,  did  not  exceed  the  $26,000,000  preferred 
stock  issued.  It  is  probable  that  the  cash  prices  were  chiefly  deter- 
mined by  the  value  of  the  tangible  assets  alone. 

Later  in  1899  the  company  issued  $1,000,000  of  its  preferred  stock 
to  acquire  certain  property  of  the  Oliver  &  Snyder  Steel  Company, 
this  purchase  including  a  blast  furnace,  a  tract  of  803  acres  of  coking- 
coal  lands,  and  a  10-year  contract  for  the  production  of  700  coke 
ovens  of  the  Oliver  &  Snyder  concern,  as  well  as  a  contract  for  a  one- 
sixth  share  of  the  ore  production  of  the  Oliver  Iron  Mining  Com- 
pany. The  transaction  involved  the  assumption  of  $250,000  under- 
lying bonds  on  the  furnace  property.  In  view  of  the  substantial 
consideration  acquired,  however,  it  seems  entirely  reasonable  to 
assume  that  there  was  no  overvaluation  in  this  additional  issue  of 
preferred  stock. 

From  time  to  time  as  the  company  extended  its  investments, 
particularly   in   ore   and   steamship   property,   it  incurred   further 

1  Industrial  Commission  Reports,  Volume  I,  page  944, 
4525°— 11 11 
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indebtedness,  the  total  at  the  time  of  its  absorption  by  the  United 
States  Steel  Corporation  being  about  $7,000,000. 

From  what  has  been  said  it  appears  that  the  $32,000,000  common 
stock  of  the  National  Steel  Company  originally  represented  nothing 
but  earning  power  and  "water."  The  company  was,  however,  one  of 
the  most  successful  of  the  large  iron  and  steel  consolidations,  and  its 
great  earning  power  unquestionably  gave  a  value  to  the  common 
stock  aside  from  any  consideration  of  tangible  property.  The  earn- 
ings of  the  company  in  the  first  year  of  its  operations,  after  deduct- 
ing interest  charges,  were  approximately  $8,750,000,  or  32|  per  cent 
on  the  preferred  stock.  The  directors,  however,  wrote  off  $3,617,000 
as  depreciation,  so  that  the  net  surplus  at  the  close  of  February, 
1900,  after  allowing  for  the  full  year's  dividend  on  the  preferred 
stock,  was  about  $3,233,000,  or  a  little  over  10  per  cent  on  the  com- 
mon stock.  During  the  period  from  March  1,  1900,  to  April  1,  1901, 
when  the  company  was  acquired  by  the  Steel  Corporation,  it  made 
further  large  earnings,  and  the  undivided  surplus  on  April  1,  1901, 
amounted  to  $6,910,995.  This  addition  to  its  investment,  however, 
as  pointed  out  in  the  case  of  the  American  Tin  Plate  Company,  was 
undoubtedly  a  less  important  consideration  from  the  standpoint  of 
the  Steel  Corporation  than  the  great  earning  capacity  of  the  com- 
pany. This  earning  capacity  was  largely  due  to  the  great  increase 
in  prosperity  in  the  industry  as  compared  with  the  period  prior  to 
its  organization,  but  was  also  probably  due  in  some  measure  to  the 
influence  of  consolidation,  although  the  National  Steel  Company  had 
no  monopoly  of  the  products  which  it  handled,  as  the  American  Tin 
Plate  Company  had.  On  the  other  hand,  owing  to  its  close  affilia- 
tion with  the  American  Tin  Plate  and  American  Sheet  Steel  com- 
panies, it  had  a  more  or  less  exclusive  market  for  a  considerable  part 
of  its  production  of  crude  and  semifinished  steel  (billets,  bars,  etc.), 
and  this  may  have  had  an  important  bearing  upon  its  earning 
capacity. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpora- 
tion issued  roughly  $73,700,000  of  its  stocks  for  $26,992,200  preferred 
and  $31,969,800  of  the  conunon  stock  of  the  National  Steel  Company, 
or  at  the  rate  of  $125  of  its  preferred  for  every  $100  of  National 
Steel  preferred  and  $125  of  its  common  for  every  $100  National  Steel 
common. 

Section  8.  American  Steel  Hoop  Company. 

The  American  Steel  Hoop  Company  was  organized  in  April,  1899, 
with  the  following  authorized  capitalization,  all  of  which  was  issued: 

Preferred  stock  (7  per  cent  cumulative) $14,000,000 

Cfcrnmon  stock 19,000,000 

Total 33, 000, 000 
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The  organization  of  the  company  was  conducted  by  W.  H.  Moore 
in  connection  with  New  York  bankers.  C.  S.  Guthrie,  then  president 
of  the  company,  in  testimony  before  the  Industrial  Commission  in 
October,  1899,  said  that  the  organization  of  the  American  Steel  Hoop 
Company,  the  American  Tin  Plate  Company,  and  the  National  Steel 
Company  was  "  substantially  the  same  in  every  respect."  This  means 
that  the  promoters  determined  upon  a  cash  valuation  of  the  plants, 
and  then  gave  the  vendors  the  option  of  taking  cash  or  of  taking 
preferred  stock  up  to  the  amount  of  such  cash  valuation  of  the 
property,  with  an  equal  amount  of  common  stock  thrown  in  as  a 
bonus.  Moreover,  in  view  of  what  has  already  been  said  in  the  case 
of  the  Tin  Plate  and  National  Steel  companies,  the  above  statement 
of  President  Guthrie  indicates  that  the  cash  valuation  covered  in- 
tangible as  well  as  tangible  considerations.  In  other  words,  all  of 
the  common  stock  of  the  company  at  its  organization  was  nothing 
but  "  water,"  or  the  capitalization  of  future  hopes. 

It  will  be  noted  that  the  issue  of  common  stock  exceeded  that  of 
the  preferred  by  $5,000,000.  This  went  to  the  promoters  for  "  organ- 
ization expenses." 

The  company  at  its  organization  had  a  cash  working  capital  of 
about  $3,000,000. 

Not  only  was  the  common  stock  issued  as  a  mere  bonus,  but  it  is 
a  fair  question  whether  the  preferred  stock  of  the  American  Steel 
Hoop  Company  was  fully  covered  by  property  value.  The  earnings 
of  the  company  during  the  first  nine  months  of  its  organization 
amounted  to  $720,000.  This  is  at  the  rate  of  less  than  7  per  cent 
per  year  upon  the  $14,000,000  preferred  stock.  The  earnings  of  the 
next  year,  however,  were  decidedly  larger,  but  the  accumulated 
surplus  of  the  company  on  March  31,  1901,  was  only  $1,660,311. 

A  further  indication  that  the  preferred  stock  may  have  included 
some  "  water  "  is  found  in  the  market  quotations  of  the  company's 
stocks,  which  in  the  main  sold  at  relatively  much  lower  prices  than 
those  of  several  of  the  other  companies  previously  discussed. 

As  already  shown,  the  preferred  stock  of  the  company  was  ex- 
changed at  par  for  preferred  stock  of  the  Steel, Corporation,  and  the 
common  stock  at  par  for  the  common  stock  of  that  concern. 

Section  9.  American  Sheet  Steel  Company. 

This  consolidation,  which  has  already  been  referred  to  on  page 
91,  apparently  was  organized  on  the  same  general  lines  as  were 
followed  in  the  case  of  the  other  "Moore"  companies;  that  is,  the 
promoters  determined  upon  the  cash  valuation  for  the  plants  to  be 
acquired,  and  then  gave  the  vendors  the  option  of  taking  payment 
in  cash  or  in  preferred  stock  up  to  the  full  amount  of  the  cash 
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valuation  with  a  bonus  of  100  per  cent  in  common  stock.    The  cash 
working  capital  was  raised  on  the  same  terms. 

The  plan  of  organization  in  the  case  of  the  American  Sheet  Steel 
Company,  however,  was  somewhat  different  from  that  in  the  case 
of  the  American  Tin  Plate,  National  Steel,  and  American  Steel  Hoop 
companies,  as  above  described,  in  that  the  amounts  of  common  and 
preferred  stock  were  identical.    These  amounts  were  as  follows : 


stock. 


Preferred  (7  per  cent  cumulative) . 

Comnion 

Underlying  bonds 


Authorized. 


$26,000,000 
26,000,000 


Issued. 


(24,500,000 
24,500,000 
2,000,000 


In  the  case  of  the  three  other  "  Moore  "  companies,  it  will  be  re- 
called, there  was  an  excess  of  common  stock  over  the  preferred,  all 
of  which  was  issued  to  the  promoters  for  organization  expenses  and 
their  profits.  There  can  be  little  doubt  that  the  promoters  likewise 
received  a  large  amount  of  stock  in  the  case  of  the  American  Sheet 
Steel  Company.  Indeed,  it  seems  probable  that  in  addition  to  receiv- 
ing a  block  of  common  stock  they  received  a  substantial  block  of  pre- 
ferred stock  as  well. 

In  this  connection  it  may  be  noted  that  the  Iron  Age,  in  discussing 
the  organization  of  the  company  in  its  issue  of  February  22,  1900, 
about  the  time  the  negotiations  were  being  consummated,  stated  that 
$4,000,000  of  preferred  stock  and  the  same  amount  of  common  stock 
were  to  be  issued  for  cash,  while  $12,000,000  preferred  and  $12,000,- 
000  common  were  to  be  issued  for  the  plants  that  were  going  into 
the  consolidation.  This  article  stated  that  the  remaining  $10,000,- 
000  of  each  class  of  stock  would  be  retained  in  the  treasury,  whereas 
instead,  as  shown  above,  all  but  $1,500,000  of  each  class  of  stock  was 
issued. 

If  the  above  statement  were  correct,  it  would  appear  that  the 
total  property  value  acquired  by  the  company  was  $16,000,000 
($4,000,000  cash  and  $12,000,000  in  plants)  and  consequently  that  the 
remaining  $8,500,000  of  preferred,  as  well  as  all  of  the  common  stock, 
may  have  been  issued  either  as  a  bonus  or  as  a  compensation  to  the 
organizers.  This,  however,  can  not  be  definitely  stated;  the  organ- 
izers of  the  company,  when  questioned  by  the  Bureau,  declined  t» 
discuss  the  amount  of  the  promoters'  commission,  professing  to  have 
no  records  or  recollection  as  to  its  amount. 

It  is  certain,  however,  that  preferred  stock  was  issued  by  the 
American  Sheet  Steel  Company  in  excess  of  any  fair  valuation  of 
the  property,  including  cash  capital.  The  company  at  its  organiza- 
tion acquired  164  sheet  mills,  several  open-hearth  furnaces  and  bar 
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mills,  as  well  as  19  puddling  furnaces.  An  allowance  of  $40,000  as 
ihe  value  of  an  ordinary  mill  (including  land  for  the  site)  at  that 
time  would  undoubtedly  be  liberal,  so  that  the  total  value  of  the  164 
mills  acquired  would  be  only  about  $6,500,000.  The  additional  plants 
of  the  company  could  not  have  been  worth  more  than  a  few  million 
dollars.  The  Bureau  has,  therefore,  valued  the  plants  of  this  concern 
at  $12,000,000,  allowing  $1,000,000  more  for  detached  real  estate,  and 
has  valued  its  natural-gas  property  at  $2,000,000  (see  p.  185),  and  the 
working  capital  at  $4,000,000,  a  total  of  $19,000,000;  against  this, 
however,  should  be  placed  the  bonded  debt  of  $2,000,000. 

In  this  connection  it  may  be  noted  that  in  1900  the  common  stock 
of  the  company  (as  quoted  in  the  Pittsburg  market)  did  not  sell 
above  23,  while  it  sold  as  low  as  15;  the  highest  for  the  preferred 
stock  in  that  year  was  76f  and  the  lowest  55.  Taking  the  highest 
quotations  of  the  two  stocks  together  the  sum  is  a  little  less  than  the 
par  of  the  preferred  stock  alone,  while  at  the  lowest  quotations  one 
share  of  preferred  and  one  share  of  common  together  were  worth 
but  70.  These  low  prices  are  very  good  evidence  of  unusually  heavy 
overcapitalization  in  the  case  of  this  company,  and  particularly  as 
this  was  a  period  of  high  prices  for  sheet-steel  products.  In  the  early 
part  of  1901  the  prices  of  these  stocks  advanced  sharply,  but  this 
undoubtedly  was  due  to  the  prospective  organization  of  the  United 
States  Steel  Corporation. 

The  earnings  of  the  company  for  the  period  from  March  29,  1900, 
the  date  of  its  organization,  to  December  31  of  that  year,  were  only 
$564,543 ;  in  the  first  three  months  of  1901,  they  were  $1,111,937,  but 
the  surplus  of  the  company  on  March  31,  1901,  was  only  $705,757, 
showing  that  the  company  had  made  only  an  unimportant  increase 
in  its  investment  from  operations. 

As  already  shown,  the  Sheet  Steel  stocks  were  taken  over  by  the 
Steel  Corporation  at  par  in  new  preferred  and  new  common,  respec- 
tively. 

Section  10.  National  Tube  Company. 

The  capitalization  of  this  company  at  its  organization  in  1899 
consisted  of  $40,000,000  of  7  per  cent  cumulative  preferred  stock 
and  $40,000,000  common  stock,  practically  all  of  which  was  issued. 

The  company  was  organized  along  lines  substantially  similar  to 
those  adopted  in  the  case  of  the  American  Steel  and  Wire  Company ; 
that  is,  preferred  stock  was  issued  up  to  the  full  amount  of  the 
tangible  assets,  including  working  capital,  while  the  common  stock 
was  issued  as  a  bonus  with  the  preferred  and  for  organization  ex- 
penses and  promotion  services.  It  appears  that  $50  of  the  common 
stock  were  thus  issued  with  each  $100  of  preferred  for  each  $100 
of  property  value  or  cash  acquired.     The  remaining  50  per  cent  of 
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the  issue  of  common  stock  appears  to  have  gone  to  the  promoters  for 
organization  expenses  and  their  profit. 

According  to  an  official  statement  filed  with  the  New  York  Stock 
Exchange,  the  company  commenced  business  on  July  1,  1899,  with 
net  current  assets  of  approximately  $16,100,000.  Deducting  this 
amount  from  the  $40,000,000  of  preferred  stock  issued  would  leave 
approximately  $24,000,000  to  represent  the  plants  acquired. 

The  most  important  companies  acquired  were  the  National  Tube 
Works  Company,  with  plants  at  McKeesport  and  Pittsburg,  Pa., 
and  the  Riverside  Iron  Works,  with  plants  at  Wheeling  and  Ben- 
wood,  W.  Ya.,  and  Steubenville,  Ohio.  A  balance  sheet  of  the 
National  Tube  Works  Company  as  of  July  1,  1899,  gave  the  plants 
at  $8,118,000  and  the  net  current  assets  at  $6,086,000,  a  total  of 
more  than  $14,000,000.  It  is  probable,  however,  that  this  balance 
sheet  valuation  was  excessive.  A  special  reason  for  this  conclusion 
is  that  not  long  after  the  properties  were  transferred  to  the  United 
States  Steel  Corporation  in  1901,  it  was  found  necessary  to  recon- 
struct to  a  very  large  extent  the  plants  of  the  National  Tube  Works 
Company.     (See  p.  266.) 

The  balance  sheet  of  the  Riverside  Iron  Works  as  of  July  1,  1899, 
gave  the  plants  at  $1,943,000  and  other  net  assets  at  $2,200,000. 

Assuming  that  the  plants  of  the  two  concerns  were  worth  the  sums 
at  which  they  were  entered  on  the  balance  sheets  ($10,061,000),  and 
accepting  the  value  of  all  the  plants  acquired  by  the  National  Tube 
Company  at  $24,000,000,  would  leave  $13,939,000  for  the  remaining 
plants  acquired. 

The  remaining  plants  were  those  of  the  following  companies: 

Pennsylvania  Tube  Company.  Pittsburg,  Pa. 

Oil  City  Tube  Company,  Oil  City,  Pa. 

National  Galvanizing  Works,  Versailles,  Pa. 

Syracuse  Tube  Company,  Syracuse,  N.  Y. 

Delaware  Iron  Company,  New  Castle,  Del. 

Allison  Manufacturing  Company,  Philadelphia,  Pa. 

Cohoes  Tube  Works,  Cohoes,  N.  Y. 

Ohio  Tube  Company,  Warren,  Ohio,  and  Morristown,  Pa. 

American  Tube  and  Iron  Company,  Middletown,  Pa.,  and 

Youngstown,  Ohio. 
Chester  Pipe  and  Tube  Company,  Chester,  Pa. 
Oil  Well  Supply  Company,  Pittsburg,  Pa. 

These  smaller  plants  entering  the  consolidation  had  an  annual 
capacity  of  about  650,000  tons  of  iron  and  steel  wrought  pipe,  which, 
based  upon  a  valuation  of  $13,939,000,  would  be  equivalent  to  ap- 
proximately $20  per  ton  capacity. 

The  aggregate  capacity  of  the  National  Tube  Works  and  the  Riv- 
erside Iron  Works  in  finished  products  was  about  350,000  tons, 
which,  on  the  basis  of  $10,061,000  as  the  value  of  their  plants,  would 
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give  an  average  of  about  $30  per  ton.  These  two  companies,  how- 
ever, had,  in  addition  to  finishing  mills,  blast  furnaces  and  steel 
works,  while  the  Riverside  Iron  Works  had  some  coal  property  as 
well.  A  higher  average  price  per  ton  of  capacity,  therefore,  would 
naturally  have  been  paid  for  these  two  principal  concerns  than  for 
the  smaller  concerns  just  enumerated. 

In  this  connection  it  may  be  noted  that  the  original  agreement  for 
the  organization  of  the  National  Tube  Company  contemplated  the 
purchase  of  several  other  tube  concerns  generally  similar  to  the 
group  of  11  just  mentioned,  but  that  in  the  final  organization  of  the 
company  these  were  omitted.  In  lieu  of  transferring  these  compa- 
nies, the  organizers  of  the  company  agreed  to  pay  the  National  Tube 
Company  $2,500,000  in  cash.  The  capacities  of  the  plants  thus  omit- 
ted aggregated  about  150,000  tons  of  pipes  and  tubes.  On  this  basis, 
the  cash  payment  or  forfeit  of  $2,500,000  would  be  equivalent  to 
about  $17  per  ton  as  compared  with  an  indicated  valuation  of  $20 
per  ton  for  the  group  of  11  concerns  above  enumerated.  While  such 
a  comparison  is  necessarily  arbitrary,  it  tends  to  show  that  an  allow- 
ance of  approximately  $14,000,000  for  the  11  plants  in  question  is 
sufficiently  high. 

The  available  evidence,  therefore,  indicates  that  the  common  stock 
of  the  National  Tube  Company  at  its  organization  was  of  practically 
the  same  sort  as  the  common  stocks  of  most  of  the  other  large  con- 
solidations discussed  in  this  chapter;  that  is,  that  it  was  not  repre- 
sented by  actual  property  values. 

The  National  Tube  Company,  however,  was  one  of  the  most  suc- 
cessful of  the  constituent  concerns  of  the  United  States  Steel  Corpo- 
ration, and  by  the  time  that  it  was  acquired  by  the  latter  its  com- 
mon stock  had  a  high  market  value  because  of  the  company's  earning 
power.  For  the  year  ended  June  30,  1900,  the  profits  of  the  com- 
pany, after  deducting  all  expenses,  exceeded  $14,600,000,  and 
after  deductions  for  depreciation,  bad  debts,  etc.,  the  net  earnings 
were  $13,878,000.  This,  it  will  be  seen,  was  at  the  rate  of  nearly 
35  per  cent  on  the  $40,000,000  of  preferred  stock  outstanding,  and  at 
the  rate  of  17  per  cent  on  the  total  capitalization  of  $80,000,000. 
After  allowing  for  the  full  7  per  cent  dividend  on  the  preferred 
stock,  the  remaining  surplus  earnings  were  equivalent  to  28  per  cent 
on  the  common  stock.  From  the  standpoint  of  the  United  States 
Steel  Corporation,  therefore,  the  common  stock  of  the  National  Tube 
Company  had  a  considerable  value  regardless  of  the  extent  to  which 
it  was  covered  by  tangible  assets.  It  may  be  noted,  moreover,  that 
on  April  1, 1901,  the  company's  books  showed  a  surplus  of  $27,484,569, 
so  that  at  that  date  the  common  stock  had  a  very  considerable  amount 
of  tangible  assets  back  of  it  as  well  as  earning  power. 
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The  earnings  of  the  company  for  the  fiscal  yettr  1900  undoubtedly 
reflected  the  unusual  prosperity  of  the  period  and  therefore  were  not 
a  proper  basis  for  judging  the  value  of  the  property  under  ordinary 
conditions.  However,  the  National  Tube  Company  substantially 
dominated  its  branch  of  the  steel  industry.  In  a  listing  application 
to  the  New  York  Stock  Exchange  in  February,  1900,  the  company 
staged  that  it  had  fully  90  per  cent  of  the  country's  capacity  of 
tubular  goods.  As  already  shown,  this  appears  to  have  been  an  over- 
statement, and  75  per  cent  seems  a  more  accurate  figure.  This,  how- 
ever, made  it  the  dominating  factor  in  this  branch  of  the  industry. 

As  shown  in  Table  4,  for  $79,934,800  stock  of  the  National  Tube 
Company  the  Steel  Corporation  issued  $103,432,991  of  its  stock,  an 
increase,  therefore,  of  $23,498,191. 

Section  11.  Shelby  Steel  Tube  Company. 

This  was  a  New  Jersey  company  with  $15,000,000  authorized 
capital  stock  ($6,000,000  preferred  and  $9,000,000  common),  formed 
in  1900  as  a  reorganization  of  the  Shelby  Tube  Company  of  Penn- 
sylvania, a  $10,000,000  concern. 

It  is  probable  that  the  common  stock  of  the  reorganized  company 
was  little  more  than  "  water."  This  is  indicated  by  the  details  of 
the  reorganization  given  in  the  accompanying  footnote,^  and  also  by 
the  quotations  of  the  company's  securities  on  the  Chicago  Stock 
Exchange,  which  were  as  follows  in  the  years  1900  and  1901 : 


Year. 

Preferred  stock. 

Common  stock. 

Highest. 

Lowest. 

Highest. 

Lowest. 

1900                   

86 
S8 

38 
30 

27 
15 

6 

1901                             .          

6 

iThe  scheme  of  reorganization  is  indicated  by  the  foliowlng  excerpt  from  an  article  in 
the  Economist  ol  Chicago  in  its  issue  of  February  10,  1900,  which  appears  to  have  been 
taken  from  a  prospectus  : 


Preferred  stock.. 
Common  stock . . 


Total., 


Authorized. 


$8,000,000 
9,000,000 


15,000,000 


15,000,000 
8,160,000 


13,160,000 


Preferred. 


Common- 


Issued  to  subscribers  at  par  for  preferred 

To  acquire  capital  stock  ($7,376,400)  of  present  [the  Pennsylvania  corporation] 
company  on  basis  of  50  per  cent  in  new  preferred  and  75  per  cent  in  new 
common 

Balance  for  fees,  expenses,  organization,  etc 


$1,311,800 
3,688,200 


$1,311,800 

5,632,300 
1,306,900 


Total  issue. 


6,000,000 


8,160,000 
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The  exact  amount  of  "  water  "  in  the  stock  is  a  matter  of  minor 
importance,  however,  since  the  United  States  Steel  Corporation  in 
acquiring  the  stocks  of  the  Shelby  Steel  Tube  Company  effected  a 
verj'  drastic  reduction  in  capitalization.  These  stocks  were  acquired 
on  the  following  terms:  One  share  of  United  States  Steel  preferred 
for  each  2f  shares  of  Shelby  Steel  Tube  preferred ;  1  share  of  United 
States  Steel  common  for  each  4  shares  of  Shelby  Steel  Tube  common. 
In  other  words,  the  Shelby  Steel  Tube  preferred  received  37^  per 
cent  in  United  States  Steel  preferred,  and  the  Shelby  Steel  Tube 
common  25  per  cent  in  United  States  Steel  common. 

At  that  time  (June,  1901)  United  States  Steel  preferred  stock  was 
selling  about  par,  and  the  common  stock  at  about  50.  Had  the 
entire  amount  of  Shelby  Steel  Tube  stock  been  exchanged,  and  the 
United  States  Steel  shares  received  therefor  sold  at  these  average 
prices,  the  net  cash  return  to  Shelby  Steel  Tube  stockholders  would 
have  been  as  follows : 

50,000  shares  of  Shelby  Steel  Tube  preferred  would  have  received 
18,750  shares  of  United  States  Steel  preferred,  which  at  par  would 
have  been  worth $1,  875,  000 

81,515  shares  of  Shelby  Steel  Tube  common  would  have  received 
20,378  shares  of  United  States  Steel  common,  which  at  50  would 
have  been  worth 1,018,900 

Total 2,  893, 900 

As  a  matter  of  fact,  not  all  the  stock  of  the  Shelby  concern  was 
immediately  exchanged.  The  exact  amounts  exchanged  during  1901 
are  given  in  Table  4,  on  page  113.  However,  in  this  rough  estimate  of 
the  total  value  of  the  Shelby  concern,  the  entire  amounts  of  its  stock 
should  be  taken  into  consideration. 

While  this  total  of  $2,893,900  does  not  necessarily  indicate  the  exact 
cash  value  of  the  Shelby  Steel  Tube  concern,  it  may  fairly  be  said  to 
represent  the  approximate  cost  of  the  Shelby  Steel  Tube  property  to 
the  Steel  Corporation,  reduced  to  a  cash  basis.     (See  note,  p.  124.) 

Through  the  acquisition  of  this  concern  the  Steel  Corporation  es- 
tablished its  supremacy  in  the  seamless  tubing  branch  of  the  steel 
industry. 

Section  12.  American  Bridge  Company. 

This  company  was  incorporated  in  May,  1900.  Its  authorized  and 
issued  capitalization  at  the  time  of  its  organization  were  as  follows : 


stock. 


Authorized. 


Issued. 


Preferred  (7  per  cent  cumulative) . 
Common 


835,000,000 
35,000,000 


S30,527,800 
30,527,800 
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By  the  time  the  company  was  acquired  by  the  United  States  Steel 
Corporation  the  outstanding  preferred  stock  had  been  increased  to 
$31,373,800  and  the  common  stock  to  $30,950,800. 

The  promotion  of  this  company  was  handled  by  I.  Gifford  Ladd, 
of  Providence,  E.  I.,  who  was  to  receive,  in  consideration  of  the  trans- 
fer of  the  various  properties  to  the  Bridge  company,  $20,499,000,  par 
value,  of  its  preferred  stock,  and  $34,999,000,  par  value,  of  its  com- 
mon stock,  together  with  the  sum  of  $5,500,000  in  cash  ($1,000,  par 
value,  of  the  preferred  stock,  and  $1,000,  par  value,  of  the  common 
stock,  was  issued  to  the  original  incorporators  for  cash).  However, 
as  a  part  of  the  transaction  j\Ir.  Ladd  agreed  to  purchase  the  remain- 
ing $14,500,000  of  preferred  stock,  which  was  to  be  issued  for  cash 
at  par.  In  other  words,  leaving  out  of  consideration  the  small  amount 
of  incorporators'  stock,  the  entire  $35,000,000  of  preferred  stock  and 
$35,000,000  of  common  stock  which  it  was  originally  proposed  to 
issue  were  to  be  delivered  to  the  promoter  in  return  for  the  properties, 
plus  $14,500,000  in  cash,  from  which  gross  amount  of  cash,  however, 
$5,500,000  was  to  be  turned  back  to  the  promoter,  apparently  to  pur- 
chase certain  concerns  which  were  not  ready  to  take  stock  or  which 
demanded  a  part  of  the  payment  in  cash.  The  promoter  having  been 
unable  to  deliver  nine  of  the  properties  the  purchase  of  which  was 
originally  contemplated,  surrendered  under  abatement  arrangement 
$4,772,200  of  preferred  stock  and  an  equal  amount  of  common  stock, 
thus  making  the  total  amount  of  each  class  originally  issued  $30,- 
227,800;  this  was  shortly  increased  to  $30,527,800  of  each  class. 

The  precise  arrangement  between  the  promoter  and  the  various 
vendors  is  not  definiteh'  known,  but  it  appears  that  in  most  cases  the 
vendors  were  allowed  100  per  cent  of  the  cash  valuation  of  their 
plants  in  preferred  stock,  with  a  large  bonus  in  common  stock.  It 
may  be  noted  that  the  promoter  sold  $14,500,000  of  preferred  stock 
to  bankers  for  cash  at  par,  allowing  them  as  syndicate  managers  a 
bonus  of  $7,250,000  in  common  stock  as  their  commission,  and  allow- 
ing the  participants  in  a  syndicate  to  be  organized  by  these  bankers 
a  further  amount  in  common  stock  equivalent  to  30  per  cent  of  any 
sums  which  these  syndicate -participants  should  be  actually  called 
upon  to  pay  in  cash.  It  seems  probable  that  this  arrangement  was 
made  in  order  to  relieve  the  promoter  from  the  necessity  of  raising 
the  large  amount  of  cash. 

Of  the  $14,500,000  total  cash  capital  provided,  approximately 
$12,670,000  was  expended  for  plants  and  for  working  capital,  this 
amount  including  the  $5,500,000  paid  to  the  promoter.  This  left  a 
net  cash  balance  on  hand  of  $1,832,000.  The  amount  of  working 
assets  thus  acquired  (as  distinct  from  plants)  was  approximately 
$9,700,000,  the  balance  of  the  original  cash  presumably  being  used 
in  the  purchase  of  plants.    The  total  cash  and  cash  capital  for  work- 
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ing  purposes  provided  the  company  was,  therefore,  approximately 
$11,500,000.  Deducting  this  from  the  amount  of  preferred  stock 
originally  issued  ($30,527,800)  leaves  a  balance  of  approximately 
$19,000,000  for  the  plants  originally  acquired,  to  which  should  be 
added  preferred  stock  subsequently  issued,  amounting  to  about  $850,- 
000,  making  the  grand  total  of  tangible  assets  acquired  $31,374,000, 
and  of  the  plants  alone  $19,874,000. 

On  March  31,  1901,  the  American  Bridge  Company  had  a  surplus 
of  $4,030,331.  As  shown  in  Table  4,  the  preferred  stock  received  110 
in  United  States  Steel  preferred  and  the  common  stock  105  in  United 
States  Steel  common. 

Section  13.  Lake  Superior  Consolidated  Iron  Mines. 

This  company  was  organized  under  New  Jersey  laws  in  1893,  with 
an  authorized  capital  of  $30,000,000,  all  common  stock,  of  which 
about  $25,000,000  was  issued  at  the  time.  At  the  date  of  its  absorp- 
tion by  the  United  States  Steel  Corporation,  in  April,  1901,  the  out- 
standing stock  of  the  company  was  $29,424,594.  The  company  at 
one  time  created  a  mortgage  of  $10,000,000,  under  which  about 
$1,500,000  in  bonds  were  issued.  These  were  subsequently  redeemed, 
and  in  1898  the  mortgage  was  canceled. 

The  company  was  a  consolidation  of  the  mining  properties  of  the 
Wetmore,  Merritt,  and  Rockefeller  interests,  but  was  commonly 
known  as  a  Rockefeller  concern.  The  Wetmores  and  the  Merritts,  in 
the  development  of  their  mining  properties  and  the  Duluth,  Missabe 
and  Northern  Railway,  had  become  heavily  indebted  to  the  Rocke- 
feller interests,  with  the  result  that  when  the  panic  of  1893  occurred 
they  were  practically  bought  out  by  the  latter. 

Such  meager  evidence  as  is  available  as  to  the  organization  of  the 
company  indicates  that  it  was  capitalized  on  an  extravagant  basis. 
One  report  at  the  time  made  it  appear  that  the  mining  properties  on 
the  Mesabi  Range  went  in  on  a  basis  of  about  $17,000,000,  and  the 
railroad  and  its  ore  docks  at  $2,000,000 ;  in  addition  there  were  mines 
in  Michigan  and  Wisconsin,  and  elsewhere.  These  figures  can  not  be 
considered  as  reliable,  but  there  can  be  no  doubt  that  by  far  the 
greater  part  of  the  $25,000,000  stock  originally  issued  was  for  the 
mining  properties  in  the  Mesabi  district.  It  may  be  noted  that  the 
Iron  Age,  in  discussing  the  company  in  its  issue  of  December  26, 
1895,  stated: 

Owing  to  some  circumstances  connected  with  the  formation  of 
this  company,  *  *  *  it  is  difficult  to  separate  the  cost  of 
these  mines  from  that  of  the  money  paid  for  the  road,  which  is 
also  one  of  the  properties  of  the  corporation.  It  is  safe  to  assume 
that  $lj600,000  has  paid  for  all  the  so-called  Merritt  properties 
put  into  the  Consolidated,  and  to  cover  all  expenses  connected 
with  their  admission  into  the  company.    These  properties,  some 
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of  which  are  fee  and  some  lease,  are  believed  by  the  most  con- 
servative to  contain  not  less  than  70,000,000  tons  of  ore,  con- 
siderable of  which  is,  naturally,  non-Bessemer.  In  addition  to 
these  the  company  have  the  Adams  mine,  the  recent  purchase 
from  the  Eoucheleau-Ray  Company,  the  Lake  Superior  and  the 
McKinley.  These  have  been  gathered  in  at  a  cost  of  about 
$2,300,000,  and  contain  not  less  than  95,000,000  tons  of  ore.  The 
Lake  Superior  leases  alone  are  estimated  at  50,000,000  tons,  while 
the  Adams  lease  is  put  down  for  far  less  than  its  owners  would 
themselves  estimate  it.  The  holdings  of  this  company  are  there- 
fore put  at  165,000,000  tons,  and  secured  at  a  cost  of  less  than 
$4,000,000.  There  is  in  addition  the  railroad  property  belonging 
to  the  consolidation,  which  cost  what  it  was  worth,  except  that 
the  county  of  St.  Louis  gave  it  $250,000  under  the  belief  that  the 
Merritts  had  control.  While  all  these  properties  are  not  operated 
by  the  Consolidated  company,  they  are  so  tied  up  as  to  be 
obliged  to  ship  over  their  road,  and  enter  into  the  consideration 
of  their  holdings  so  far  as  tonnage  is  concerned. 

While  such  a  newspaper  account  can  not  be  regarded  as  authorita- 
tive, it  clearly  indicates  that  the  stock  of  the  company  originally  was 
heavily  watered.  This  is  further  indicated  by  the  prices  of  the  stock. 
Shortly  after  the  company  was  organized  its  shares  are  reported  to 
have  sold  at  about  $75  to  $80,  but  in  the  depression  of  the  middle 
nineties  they  sold  as  low  as  $9  a  share  and  as  late  as  1898  they  sold 
at  $25  per  share.  The  highest  reported  price  in  the  boom  of  1899 
was  about  $60  per  share ;  during  1900  it  was  quoted  around  $75  per 
share.  Just  prior  to  the  organization  of  the  Steel  Corporation,  the 
stock  advanced  very  sharply,  but  this  was  obviously  due  to  the  very 
favorable  terms  upon  which  it  was  taken  over  by  that  concern, 
namely,  135  per  cent  in  United  States  Steel  preferred  stock  and  135 
per  cent  in  United  States  Steel  common.  However,  sales  of  the  stock 
were  comparatively  infrequent,  and,  furthermore,  the  company  had 
never  paid  a  dividend,  so  that  the  market  price  can  not  be  regarded 
as  a  very  safe  indication  of  a  fair  valuation.  At  the  same  time,  such 
information  as  is  available  concerning  the  organization  of  the  com- 
pany and  the  prices  of  its  stock  suggest  that  its  capital- at  the  start 
was  heavily  "  watered." 

The  Lake  Superior  Consolidated  Iron  Mines,  according  to  a  list- 
ing statement  submitted  to  the  New  York  Stock  Exchange  by  the 
Steel  Corporation,  had  ore  reserves  in  1901  of  from  300,000,000  tons 
to  upward  of  400,000,000  tons.  It  should  be  noted  that  much  of  this 
ore  property  was  merely  leased  and  not  owned,  so  that  to  this  extent 
the  interest  of  the  company  was  merely  an  equity  in  the  ore. 

One  very  valuable  asset  of  the  company  was  the  Duluth,  Missabe 
and  Northern  Eailway,  of  which  it  owned  the  entire  outstanding 
$2,512,500  capital  stock.  At  the  time  of  the  transfer  of  the  Lake 
Superior  Consolidated  Iron  Mines  to  the  Steel  Corporation  this  road 
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had  outstanding  $7,765,000  of  bonds,  of  which  $2,305,000  were  owned 
by  the  Lake  Superior  Consolidated  Iron  Mines. 

The  road  extends  from  Duluth  into  the  Mesabi  Range,  and  in  1901 
had  a  main  line  of  about  120  miles  of  track,  with  second  tracks,  sid- 
ings, etc.,  of  about  100  miles.  It  is  chiefly  concerned  in  the  transporta- 
tion of  iron  ore.  Like  the  Duluth  and  Iron  Range  Railroad  (see  p. 
123)  the  Duluth,  Missabe  and  Northern  was  able  to  operate  at  a  very 
low  cost.  The  average  earnings  of  the  road  for  the  period  1897-1900, 
after  deducting  interest  on  bonded  debt,  were  equivalent  to  about  21 
per  cent  on  the  outstanding  stock,  while  the  earnings  in  1900'  alone 
were  at  the  rate  of  nearly  58  per  cent.  There  can  be  no  doubt  that 
this  railroad  was  a  very  important  consideration  to  the  Steel  Corpo- 
ration in  the  purchase  of  the  Lake  Superior  Consolidated  Iron  Mines, 
especially  since  with  the  Duluth  and  Iron  Range  Railroad  it  gave 
the  Corporation  a  very  effective  control  of  ore  transportation  in  the 
Mesabi  region,  not  only  with  respect  to  its  own  production,  but  also 
to  that  of  many  of  its  competitors. 

While,  however,  the  railroad  property  was  a  valuable  one,  and 
while  the  Lake  Superior  Consolidated  Iron  Mines  had  very  extensive 
ore  reserves,  as  well  as  a  considerable  investment  in  mining  im- 
Ijrovements  and  equipment,  the  general  evidence  as  to  its  organization 
and  prices  of  its  stock  does  not  indicate  a  value  for  the  company 
under  competitive  conditions  at  the  time  of  its  acquisition  in  excess 
of  the  par  of  its  $29,424,594  stock  outstanding.  The  subsequent 
value  of  the  property,  resulting  from  monopolistic  control  by  the 
United  States  Steel  Corporation  of  the  Lake  ore  supply  and  the 
transportation  thereof,  is  a  very  different  matter.  This  question  of 
merger  value  is  referred  to  elsewhere.     (See  p.  326.) 

The  Bureau  has,  however,  allowed  in  addition  to  the  par  value 
of  the  stock  the  surplus  of  the  company  on  April  1,  1901.  (See 
Table  12,  p.  167.) 

Section  14.  Bessemer  Steamship  Company. 

This  was  the  leading  ore  vessel  interest  on  the  Great  Lakes.  It  was 
a  Rockefeller  concern,  and  in  this  way  was  affiliated  with  the  Lake 
Superior  Consolidated  Iron  Mines,  but  the  two  corporations  were 
distinct. 

At  the  time  of  its  acquisition  by  the  United  States  Steel  Corpora- 
tion (May,  1901),  the  Bessemer  Steamship  Company  owned  56 
vessels,  with  a  combined  capacity  of  about  228,600  tons  per  trip. 
These  were  acquired  on  a  cash  basis  bj'^  the  Steel  Corporation,  the 
consideration  being  $8,500,000.  As  this  price  averages  about  $150,000 
per  vessel,  or  about  $37  per  ton  of  capacity,  it  seems  probable  that 
it  was  not  greatly  excessive,  even  though  many  of  the  vessels  were 
old  and  comparatively  small.     (See  pp.  194^197.) 
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Section  15.  The  Carnegie  Company. 

This  company  was  incorporated  under  New  Jersey  laws  in  March, 
1900,  to  merge  under  a  single  head  all  the  various  Carnegie  proper- 
ties, including  the  EL  C.  Frick  Coke  Company  and  its  subsidiaries. 
It  was"  capitalized  as  follows : 

Authorized  and  issued. 

Bonds $160, 000, 000 

Stock 160,  000, 000 

It  is  difficult  to  form  a  satisfactory  estimate  of  the  value  of  the 
properties  of  the  Carnegie  Company.  There  was  no  underwriting  or 
promotion  in  the  ordinary  sense  of  the  word,  and  the  securities 
were  not  actively  dealt  in.  In  fact,  no  public  sales  of  the  stock  were 
ever  reported,  except  for  a  few  scattered  shares  just  about  the  time 
the  company  was  acquired  by  the  Steel  Corporation.  (See  p.  171.) 
All  of  its  securities  were  taken  by  the  various  individuals  who  had 
previously  been  indentified  with  the  Carnegie  and  Frick  concerns. 
It  is  impossible,  therefore,  to  apply  the  same  tests  to  this  company 
that  have  been  used  in  discussing  the  valuations  of  the  other  constit- 
uent concerns  of  the  Steel  Corporation. 

It  may,  however,  be  noted  that  in  the  early  part  of  1899  W.  H. 
Moore  (the  organizer  of  the  American  Tin  Plate,  National  Steel, 
and  several  other  steel  companies),  together  with  H.  C.  Frick  and 
Henry  Phipps,  jr.  (both  partners  of  Mr.  Carnegie),  contemplated 
the  purchase  of  the  Carnegie  and  Frick  properties  and  the  transfer 
of  these  to  a  new  corporation,  and  in  accordance  with  this  plan  se- 
cured an  option  for  the  purchase  of  the  old  Carnegie  Steel  Company 
(Ltd.)  on  the  basis  of  $250,000,000,  and  of  the  H.  C.  Frick  Coke 
Company  on  the  basis  of  $70,000,000,  or  a  total  of  $320,000,000.  It 
was  reported  that  the  prospective  purchasers  contemplated  the 
organization  of  a  company  with  no  less  than  $675,000,000  capital- 
ization. The  deal  fell  through,  however,  the  promoters  paying  Mr. 
Carnegie  a  cash  forfeit  of  $1,170,000  for  their  option  on  his  indi- 
vidual holdings  in  the  Carnegie  concern. 

The  failure  of  these  negotiations,  together  with  a  disagreement 
over  the  terms  of  an  alleged  coke  contract  between  the  H.  C.  Frick 
Coke  Company  and  the  Carnegie  Steel  Company  (Ltd.)  resulted  in 
very  bitter  feeling  between  Mr.  Carnegie  and  Mr.  Frick,  which  cul- 
minated in  an  attempt  to  eliminate  the  latter  from  the  Carnegie 
concern,  under  an  old  partnership  arrangement  known  as  the  "  iron- 
clad agreement,"  which  was  designed  to  enable  the  controlling  inter- 
est in  the  company  to  compel  the  resignation  of  any  member  whose 
connection  was  no  longer  desired.  It  was  proposed  to  pay  Mr.  Frick 
for  his  interest  in  the  Carnegie  properties  (which  amounted  to  6 
per  cent  of  the  total)  in  cash.  The  book  value  of  the  old  Carnegie 
company's  properties  on  January  1,  1900,  as  officially  determined  at 
this  time,  was  $75,610,104,  this  including  about  30  per  cent  of  the 
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stock  of  the  H.  C.  Frick  Coke  Company  owned  by  the  Carnegie  Steel 
Company  (Ltd.).  On  this  basis,  Mr.  Frick's  interest  of  6  per  cent 
was  equivalent  to  $4,536,606. 

Mr.  Frick,  however,  was  dissatisfied  with  this  allotment  and 
brought  suit  against  Mr.  Carnegie  and  his  other  partners  to  restrain 
them  from  carrying  out  their  plans  for  eliminating  him  from  the 
concern.  Mr.  Frick  in  his  bill  of  complaint  asserted  that  the  book 
values  of  the  various  properties  by  no  means  represented  their  market 
values,  as  will  be  seen  from  the  following  excerpt  from  the  bill : 

The  books  of  said  company  do  not  now  and  have  not  re- 
cently contained  a  reasonable  valuation  of  its  assets.  A  very 
large  quantity  of  its  assets  on  the  1st  day  of  January,  1900,  stood 
upon  its  books  at  very  inadequate  valuations.  Some  of  the  as- 
sets did  not  there  appear  at  any  valuation.  This  was  known  to 
Carnegie  and  the  other  partners.  The  fair  value  of  your  orator's 
interest  therein  could  not  be  determined  from  what  now  appears 
on  the  books  of  said  company. 

The  answer  of  Mr.  Carnegie  and  his  associates  to  these  contentions 
was,  in  part,  as  follows: 

These  books  show  that  the  net  value  on  the  31st  day  of  De- 
cember, 1899,  of  the  assets  of  the  Association  was  $76,610,104.96. 
To  a  large  extent  this  book  value  represents  the  actual  cost  of  the 
properties  represented  in  the  balance  sheets  of  the  Association. 
From  time  to  time  during  the  plaintiff's  membership  in  the  Asso- 
ciation he,  and  other  members,  were  appointed  a  committee  to 
revalue  certain  assets.  In  every  instance  of  such  revaluation 
the  plaintiff  himself  has  been  a  member  of  such  committee,  and 
the  values  now  entered  and  the  properties  included  as  having 
value  may  be  taken  as  the  plaintiff's  own  statement  of  their  value 
to  his  fellow-members,  on  which,  during  the  plaintiff's  member- 
ship, more  than  fifteen  settlements  had  been  made  with  retiring 
members  or  the  estates  of  deceased  members. 

In  the  year  1892,  and  in  anticipation  of  the  dividend  of 
profits  which  was  then  declared,  the  assets  of  the  Association 
were  carefully  revalued  and  appraised  by  a  committee  consisting 
of  H.  C.  Frick,  H.  M.  Curry,  and  F.  T.  F.  Lovejoy.  Again, 
in  the  year  1899,  at  the  suggestion  of  a  committee  consisting  of 
H.  C._  Frick,  Henry  Phipps,  jr.,  and  F.  T.  F.  Lovejoy,  certain 
changes  were  made  in  the  book  value  of  the  assets  of  the 
Association,  and  the  result  thus  reached  was  a  just,  fair,  and 
reasonable  valuation  of  said  assets,  and  was  so  accepted  by  the 
Association. 

Every  month  a  balance  sheet  of  the  Association's  assets  and 
liabilities  has  been  prepared,  and  a  copy  of  the  same  furnished 
to  the  plaintiff,  on  which  balance  sheet  the  "  book  value  "  of  the 
capital  is  clearly  shown;  and  we  aver  that  the  valuation  of  the 
assets  as  shown  on  said  books  and  balance  sheets  is  a  full,  fair, 
and  accurate  valuation  of  the  same,  and  that  there  has  not  been 
omitted  from  such  books  and  balance  sheets  any  asset  which 
should  properly  find  a  place  thereon. 
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The  method  of  valuing  the  interests  of  any  member  or  mem- 
bers according  to  the  valuation  as  stated  on  the  books  is  emi- 
nently just  and  liberal.  It  is  a  method  of  ascertaining  the  value 
of  partnership  interests  largely  adopted  both  in  this  country 
and  in  England.  The  experience  and  judgment  of  business  men 
justify  us  in  saying  (as  we  do)  that  such  a  method  of  valuation 
in  large  manufacturing  companies,  and  especially  of  iron  and 
steel  in  our  country,  as  a:  rule,  is  more  liberal  to  the  seller  than 
to  the  buyer;  for  experience  has  shown  that  partnership  assets, 
on  a  just  appraisement,  seldom  reach  the  value  at  which  they 
stand  on  the  books  of  the  concern,  and  that  a  settlement  made 
with  a  withdrawing  partner,  at  a  valuation  of  his  interest  based 
upon  its  value  as  appearing  on  the  books  of  the  firm,  is,  in  a 
very  large  majority  of  cases,  highly  advanta;geous  to  such  with- 
drawing partner. 

Mr.  Frick,  in  his  bill  of  complaint,  made  the  following  statement: 

"With  the  then  outlook,  Carnegie  estimated  in  November,  1899, 
that  it  [the  company]  will  realize  from  its  business  for  the 
year  1900  a  profit  of  $40,000,000,  and  I  then  and  now  believe 
"that  said  profit  will  exceed  $40,000,000.  During  the  year  end- 
ing December  31,  its  net  profits  were  $21,000,000. 

Its  assets  on  the  31st  day  of  December,  1899,  were  clearly 
worth  more  than  $250,000,000.  "Within  the  last  few  months 
Carnegie  has  asserted  the  fair  value  thereof  to  be  greatly  in 
excess  of  that  sum.  He  has  further  asserted  that  they  are  of  such 
value  that  in  ordinary  times  of  peace  and  reasonable  business 
prosperity  in  England,  the  same  could  be  readily  placed  in  the 
London  market  on  the  basis  £100,000,000.  Since  the  making 
of  these  assertions  the  value  of  these  assets  has  largely  increased. 

"Within  the  year  1899  huge  additions  to  and  improvements  of 
the  works  have  been  completed,  thereby  adding  enormously  to 
their  producing  power.  Other  additions  and  improvements, 
now  in  course  of  construction,  which  will  still  further  greatly 
increase  said  producing  power  and  future  profits,  will  soon  be 
completed. 

Mr.  Carnegie  s  answer  on  the  matter  of  the  value  of  the  property 
was  a  flat  denial,  as  follows : 

//  Is  not  true  that  ori  December  31,  1899,  the  said  Association 
had  assets  or  property,  either  real  or  personal  or  tangible,  in  any 
form,  which  the  said  Association  in  its  legal  capacity  could  trans- 
fer, which  were  worth  $250,000,000;  nor  did  the  defendant,  An- 
drew Carnegie,  erer  assert  that  said  assets  were  in  excess  of  that 
sum?-  The  said  Andrew  Carnegie  has  repeatedly  expressed  the 
opinion  with  reference  to  the  earning  capacity  of  said  company 
that  the  personnel  of  its  organization  was  worth  more  than  all 
the  property  of  the  company.  It  is  true  that  the  said  Andrew 
Carnegie  has  expressed  and  still  holds  sanguine  views  as  to  the 
future  of  said  company,  but  any  such  views  are  based  upon  the 
maintenance  of  the  organization  of  the  said  company  in  its 
present  condition  of  efficiency  and  harmony. 

'  Italics  by  Bureau. 
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Statements  thus  submitted  in  litigation  obviously  must  be  used 
with  discretion,  but  the  positive  and  direct  assertion  of  Mr.  Carnegie 
that  the  Carnegie  Steel  Company  (Ltd.)  did  not  have  assets  or  prop- 
erty in  any  form  which  it  could  legally  transfer  to  the  value  of  $250,- 
000,000  is  entitled  to  some  weight.  On  the  other  hand,  under  the 
"  ironclad  agreement,"  above  referred  to,  there  may  have  been  an  in- 
ducement to  keep  the  book  values  unduly  low,  so  that  this  can  not 
be  accepted  as  necessarily  a  true  indication  of  the  property  values; 
in  fact,  it  is  certain  that  some  of  the  book  values  of  investments  were 
less  than  the  true  value.  The  intangible  assets  of  the  Carnegie  con- 
cern, such  as  its  orgaiiization  and  great  earning  power,  were  also 
important. 

The  valuation  of  such  intangible  considerations  in  the  case  of  a  suc- 
cessful company  whose  securities  were  not  on  the  market  is  an  ex- 
tremely difficult  matter.  It  is  reasonably  certain,  however,  that  the 
value  of  the  tangible  property  of  the  Carnegie  Steel  Company  (Ltd.) 
and  of  the  H.  C.  Frick  Coke  Company,  taken  together,  was  very  much 
below  the  $320,000,000  of  stock  and  bonds  issued  by  the  new  Carnegie 
Company  of  New  Jersey  when  it  acquired  these  concerns. 

Analysis  of  balance  sheet  or  Carnegie  Steel  Company  (Ltd.) 
ON  March  1,  1900. — Following  is  a  copy  of  the  balance  sheet  of  the 
Carnegie  Steel  Company  (Ltd.)  on  March  1,  1900,  or  just  before  the 
organization  of  the  Carnegie  Company  of  New  Jersey  was  perfected, 
as  given  in  J.  Howard  Bridge's  "  Inside  History  of  the  Carnegie 
Steel  Company  " : 

Table    10.— BALANCE    SHEET   OF   THE    CARNEGIE    STEEL    COMPANY    (LTD.)    ON 

MARCH  1,  1900.1 

Assets. 

Cash  : 

Treasury $1,  287,  437.  66 

Works 19,283.  43 

Sales  agencies 25,302.50 

$1,  332,  023.  59 

Bills   receivable 7,  174,804.02 

Mortgages  receivable,   employees 239,845.44 

Accounts  receivable : 

Current 16,  381,  884.  06 

Securities 517,  824.  80 

16,  899,  208.  86 

Stocks  : 

Finished   product 2,755,203.92 

Materials  for  use 7,087,964.76 

Ore  at  Lake  ports 1,952,212.31 

Ore  at  mines 16,470.00 

11,  811,  850.  99 

Available    assets 37,  457,  732.  90 

'  J.  H.  Bridge,  "  Inside  History  of  the  Carnegie  Steel  Company,"  page  313. 
4525°— 11 12 
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Works  and  properties  : 

Edgar   Thomson    Works $10,429,594.67 

Duquesne  Steel  Works 2,  333,  406.  35 

Duquesne  Furnaces 5,  626,  211.  91 

Homestead  Steel  Works 16,  644,  201.  84 

Carrie    Furnaces 1,  079,  588.  69 

Howard  Axle   Works 717,  476.  87 

Lucy  Furnaces 1,  251,  869.  99 

Keystone  Bridge  Works 718,  160. 11 

Upper  Union  Mills 1,  000,  000.  00 

Lower  Union  Mills 700,000.00 

Larimer  Coke  Works 200,000.00 

Youghiogheny   Coke   Works 160,000.00 

City  farm  lobs 960,664.50 

Verona    land 40,  000.  00 

Liberty   farm 225,000.00 

Oliver  land 310,313.81 

Fawcett  land 25.00 

$42,  396,  513.  74 

1900  improvements  : 

Edgar  Thomson  Furnaces 50,489.  13 

Edgar  Thomson  Steel  Works 31,  441.  69 

Edgar  Thomson  Foundry 10.  50 

Duquesne  Furnaces 13,  324.  48 

Duquesne  Steel  Works 304,635.24 

Homestead  Steel  Works 240,666.98 

Carrie  Furnaces 204,070.56 

Howard  Axle  Works 102,  542.  90 

Lucy  Furnaces 3,415.57 

Keystone  Bridge  Works 1,  663.  18 

Upper  Union  Mills 6,  537.  12 

Lower  Union  Mills 

958,  797.  35 

Stocks  and  bonds,  inve.stments 14,940,405.50 

$58,  295,  716.  59 

Undivided  capital 77,710.72 

Due  from  partners 5,  585,  642.  22 

5,  663,  352.  94 

Total  assets 101,  416,  802.  43 

LiabUilics. 
Mortgages  payable  : 

Edgar  Thomson  Works $209,945.00 

Duquesne  Steel  Works 995,000.00 

Duquesne  Furnaces 200,000.00 

Homestead  Steel  Works 103,  250.  00 

Carrie  Furnaces 600,000.00 

Howard  Axle  Works 273,  275.  85 

Keystone  Bridge  Works 50,  000.  00 

Liberty   farm 1.50,000.00 

Oliver  land 153,000.00 

$2,  734,  470.  85 

Bills  payable  : 

Current 4,  360,  174.  73 

Stewart 375,  000.  00 

Bomtraeger 271,423.  56 

5,  006,  598.  29 

Accounts  payable  : 

Current 2,  469,  650.  44 

Ore 240,  130.  21 

2,  709,  780.  65 

Special  deposits 3,  776,  276.  27 

Liabilities  payabte 14,  227, 126.  06 
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Special  funds  : 

Contingent  fund $557, 143.  50 

Contingent,  special 711,  810.  00 

Eellmng  fund 211,  328.  85 

Coal  extinguishment  fund 15, 822. 45  ■* 

$1,  496,  104.  80 

Due  to  partners 4, 118,  657.  38 

Surplus 56,  579,  914.  19 

Capital 25,  000,  000.  00 

81,  579,  914.  19 

$101,  416,  802.  43 

It  is  possible  in  a  general  way  to  analyze  some  of  the  principal 
items  in  this  balance  sheet. 

Current  assets. — Including  the  amounts  due  from  partners  and 
the  "  undiAaded  capital,"  these  current  assets  aggregated  $43,121,086. 
Against  this  total,  however,  should  be  placed  the  current  liabilities 
(including  the  amounts  due  to  partners),  aggregating  $15,606,313, 
thus  leaving  the  net  working  assets  at  $27,514,773.^ 

Manufacturing  plants. — The  manufacturing  plants — that  is, 
"  works  and  properties  " — it  will  be  seen,  were  entered  on  the  bal- 
ance sheet  at  $42,396,513.74,  or,  including  improvements  up  to  the 
1st  of  March,  1900,  of  $958,797.35,  at  a  total  valuation  of  $43,355,- 
311.09.  This  item  represents  chiefly  blast  furnaces,  steel  works,  and 
other  manufacturing  plants,  with  the  plant  sites,  and  also  includes 
some  miscellaneous  land  and  some  coke  property. 

This  book  valuation  of  the  manufacturing  properties  may  be  ac- 
cepted as  a  fair  current  valuation  at  the  time.  These  properties,  as 
already  shown,  had  been  revalued  on  various  occasions  by  the  Car- 
negie interests.  It  is  true  that  the  plant  sites,  as  claimed  elsewhere 
(see  note,  p.  158),  may  have  appreciated  considerably,  and  that  pos- 
sibly the  full  amount  of  this  appreciation  was  not  shown.  A  very 
rough  comparison  of  capacities  and  valuations  for  the  Carnegie,  Fed- 
eral Steel,  and  National  Steel  companies,  however,  indicates  that  the 
book  valuation  of  the  manufacturing  properties  of  the  former  must 
have  been  reasonably  near  a  fair  current  valuation. 

Investments. — The  only  other  significant  item  of  assets,  as  entered 
on  the  balance  sheet,  is  that  of  investments,  which,  it  will  be  seen, 
amounted  to  $14,940,405.50.  This  item  is  the  most  difficult  of  any 
to  criticize  intelligently.  It  included  the  holdings  of  the  Carnegie 
Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Company,  the  Oliver 
Iron  Mining  Company,  the  Pittsburg  Steamship  Company,  the  Car- 
negie Natural  Gas  Company,  the  Union  Railroad  Company,  the 
Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Company,  and  some 
minor  investments. 

1  It  is  possible  that  some  of  the  Items  under  "  Special  funds  "  In  the  preceding  balance 
sheet  should  be  deducted  from  the  gross  current  assets,  but  since  the  exact  nature  of 
these  is  not  known  this  has  not  been  done,  but  instead  a  deduction  for  all  these  funds 
and  the  mortgages  is  later  made.     (See  p.  159.) 
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The  Carnegie  Steel  Company  (Ltd.)  held  a  29.552  per  cent  interest 
in  the  stock  of  the  H.  C.  Frick  Coke  Company,  the  par  value  of 
which  amounted  to  $2,955,200,  but  which  was  carried  on  the  books 
of  the  Carnegie  Steel  Company  (Ltd.)  at  $5,110,042;  this,  as  shown 
elsewhere  (see  note,  p.  158),  was  the  book  value,  representing  the 
actual  cost  plus  its  proportion  of  undivided  surplus.  On  the  basis  of 
such  a  valuation  for  a  29.552  per  cent  interest,  the  entire  book  value  of 
the  H.  C.  Frick  Coke  Company's  stock  would  have  been  $17,291,696. 

There  can  be  no  doubt,  however,  that  the  real  value  of  this  H.  C. 
Frick  Coke  property  was  greatly  in  excess  of  the  book  value.  The 
company,  in  March,  1900,  had  approximately  40,000  acres  of  coking- 
coal  land,  the  value  of  which  at  the  time  probably  ranged  anywhere 
from  $750  to  $1,000  per  acre.  It  also  had  11,000  coke  ovens,  which 
may  be  reckoned  as  worth  from  $6,000,000  to  $7,500,000.  The  com- 
pany also  owned  several  subsidiary  concerns,  chiefly  water  or  trans- 
portation companies.  The  aggregate  value  of  these  miscellaneous 
investments,  however,  could  not  have  been  very  great.  Without 
attempting  any  detailed  valuation  of  the  Frick  Coke  properties,  it 
is  probably  safe  to  say  that  at  a  conservative  valuation  they  were 
worth  in  March,  1900,  from  $40,000,000  to  $50,000,000.  James  J. 
Campbell,  the  former  auditor  and  secretary  of  the  Carnegie  Com- 
pany, in  an  affidavit  submitted  in  litigation  against  the  Steel  Cor- 
poration in  1902  (see  p.  158),  stated  that  the  30  per  cent  interest  of 
the  Carnegie  Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Com- 
pany was  "  considered  to  be  worth  more  than  $20,000,000  "  in  March, 
1900.  On  this  basis  the  entire  value  of  the  Frick  concern  would  have 
been  at  least  $66,667,000.  However,  Mr.  Campbell's  estimate,  since 
it  was  submitted  in  defense  of  the  Steel  Corporation's  capitalization, 
was  likely  to  exaggerate  a  fair  market  valuation,  and  it  seems  that 
an  estimate  of  $50,000,000  for  the  Frick  property  would  be  much 
nearer  the  mark  and  probably  high. 

Another  important  investment  was  that  in  the  Oliver  Iron  Mining 
Company,  of  which  the  Carnegie  Steel  Company  (Ltd.)  held  $1,000,- 
000  capital  stock,  out  of  a  total  of  $1,200,000.  This  stock,  according 
to  the  affidavit  by  James  J.  Campbell,  above  referred  to,  was  carried 
on  the  books  of  the  Carnegie  concern  at  $2,167,000,  this  sum  represent- 
ing the  original  investment  plus  accumulations  of  profit,  but  after 
allowing  for  outstanding  indebtedness.  This  sum  undoubtedly  was 
less  than  a  fair  valuation  of  the  Carnegie  company's  interest  in  the 
Oliver  Iron  jSIining  Company.  While  the  valuation  of  the  ore  prop- 
erty of  the  Steel  Corporation  can  best  be  considered  as  a  whole  instead 
of  by  parcels,  it  may  be  noted  here  in  passing  that  the  remaining  one- 
sixth  interest  in  the  Oliver  Iron  Mining  Company  which  had  been 
held  by  the  Oliver  &  Snyder  Steel  Company  was  valued  in  1897  by  the 
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owners,  in  an  option  submitted  to  the  promoters  of  a  $75,000,000 
wire  consolidation  then  in  contemplation,  at  $1,400,000.  If  that  was 
a  fair  price  for  that  fraction,  it  would  indicate  a  value  for  the  entire 
property,  at  that  time,  of  $8,400,000,  on  which  basis  the  five-sixths 
interest  held  by  the  Carnegie  Steel  Company  (Ltd.)  would  have  been 
worth  $7,000,000.  In  view  of  the  fact  that  this  option  was  sub- 
mitted to  promoters  who  were  organizing  a  consolidation,  it  is  fair  to 
assume  that  the  vendors  named  a  price  which  they  considered  liberal. 
On  the  other  hand,  the  value  of  ore  property  in  1897  would  not  be  a 
fair  criterion  of  the  value  of  the  same  property  in  1900.  Moreover, 
during  this  interval  the  Oliver  Iron  Mining  Company  had  added 
materially  to  its  holdings  of  ore,  so  that  for  this  reason  also  the  price 
named  on  this  one-sixth  interest  in  1897  can  not  be  regarded  as  con- 
clusive. 

It  may  further  be  noted  that  this  one-sixth  interest  in  the  Oliver 
Iron  Mining  Company,  together  with  a  one-sixth  interest  in  the 
Pittsburg  Steamship  Company,  was  sold  in  1901  for  $9,250,000  of 
United  States  Steel  preferred  stock  and  a  like  amount  of  United 
States  Steel  common  stock.  As  shown  elsewhere  (p.  196),  the  cash 
value  of  the  one-sixth  interest  in  the  Pittsburg  Steamship  Company 
in  April,  1901,  may  be  estimated  as  worth  about  $625,000,  the  book 
investment  in  the  fleet  on  that  date  being  $3,783,000.  Assuming  that 
the  United  States  Steel  common  stock  issued  in  this  transaction  was  a 
mere  bonus,  and  that  the  $9,250,000  of  preferred  stock  represented  the 
full  cash  value  of  the  ore  property  and  the  steamship  property  com- 
bined, this  would  indicate  a  cash  price  of  $8,625,000  for  the  one-sixth 
interest  in  the  ore  property  alone.  On  the  basis  of  such  a  valuation 
the  five-sixths  interests  held  by  the  Carnegie  Steel  Company  (Ltd.) 
would  have  been  worth  $43,125,000,  and  the  entire  property  $51,750,- 
000.  Such  a  valuation,  however,  is  certainly  excessive.  The  United 
States  Steel  Corporation  was  anxious  to  get  control  of  this  ore  com- 
pany, and  the  price  which  it  was  Avilling  to  pay  for  a  small  fraction 
of  the  stock  under  these  conditions  might  be  an  even  more  unsafe 
criterion  than  the  option  price  on  this  same  one-sixth  interest  given 
four  years  earlier. 

In  view  of  the  difficulties  of  estimating  the  ore  property  by  parcels, 
the  Bureau,  as  already  stated,  has  undertaken  a  valuation  of  the  ore 
property  of  the  Steel  Corporation  as  a  whole.  This  is  done  in  Chap- 
ter III.  No  attempt  is  made  to  place  a  definite  valuation  upon  the 
ore  property  of  the  Carnegie  company  by  itself. 

The  Union  Kailroad  Company,  which  was  carried  on  the  books  of 
the  old  Carnegie  company  at  $2,290,000,  was  probably  worth  consid- 
erably more  than  that  sum  (see  p.  193),  and  the  book  valuation 
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assigned  the  Carnegie  Natural  Gas  Company,  namely,  $1,500,000, 
was  probably  low.^ 

The  valuations  at  which  the  other  investments  of  the  Carnegie 
Steel  Company  (Ltd.)  were  carried  on  its  books  are  not  known. 
The  most  important  of  these  were  110,010  shares  (par  value  $5,500,- 
500)  of  the  comjnon  stock  and  10,000  shares  (par  value  $500,000)  of 
the  preferred  stock  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Rail- 
road Company,  a  five-sixth  interest  in  the  Pittsburg  Steamship  Com- 
pany, the  entire  stock  of  the  Pittsburg  and  Conneaut  Dock  Com- 
pany, and  a  one-half  interest  in  the  Pewabic  company,  owning  the 
Pewabic  mine.  There  can  be  no  doubt  that  a  fair  valuation  of  the 
stock  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Company 
in  March,  1900,  would  be  considerably  less  than  "the  par  value  of  the 
shares.  Even  allowing  the  full  par  value,  however,  the  Carnegie 
company's  investment  in  that  stock  would  have  been  worth  only 
about  $6,000,000. 

The  Pittsburg  Steamship  Company  in  March,  1900,  had  6  steamers 
and  1  barge,  some  of  which  were  old  and  of  small  capacity.  It  had 
under  construction,  however,  5  new  and  large  steamers.    The  book 

1  Excerpts  from  Mr.  Campbell's  affldaylt  (submitted  in  July,  1902),  referred  to  on 
page  156,  concerning  these  properties,  follow : 

For  example  the  Carnegie  Steel  Company  (Ltd.)  then  [early  in  1900]  owned 
$1,000,000  par  value  out  of  the  total  par  value  of  $1,200,000  of  the  Oliver  Iron 
Mining  Company,  which  was  entered  on  the  books  of  the  Carnegie  Steel  Company 
(Ltd.)  at  $2,167,000  corresponding  to  the  net  book  value  of  the  properties  as  they 
appeared  on  the  books  of  the  Oliver  Iron  Mining  Company  itself.  The  book  value 
of  these  ore  properties  represented  the  cost  of  acquiring  the  same  and  accumulations 
of  profit.  The  Oliver  Iron  Mining  Company  owned  Bessemer  and  other  iron-ore 
properties  of  enormous  value,  which  had  been  acquired  at  a  very  low  cost  and 
before  the  great  value  of  the  Lake  Superior  Bessemer  ores  was  known.  Some  of 
these  ore  properties,  which  were  acquired  at  a  nominal  cost,  are  now  worth  one  hun- 
dred fold  such  cost. 

The  30  per  cent  interest  in  the  H.  C.  Frick  Coke  Company  was  carried  on  the  books 
of  the  Carnegie  Steel  Company  (Ltd.)  at  $5,110,042,  which  was  based  not  on  the 
actual  value  of  the  properties  themselves  but  on  the  book  value,  which  represented 
cost  and  undivided  surplus,  but  most  of  such  properties  were  purchased  many  years 
before  at  a  small  or  nominal  price  per  acre,  and  prior  to  the  discovery  of  the  great 
value  of  the  Connellsville  coal  for  coking  purposes.  The  30  per  cent  interest  of  the 
Carnegie  Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Company  was  considered 
to  be  worth  more  than  $20,000,000  at  the  time  it  was  acquired  by  the  Carnegie 
Company  of  New  Jersey,  in  March,  1900,  and  could  not  then,  in  my  opinion,  at  the 
market  value  of  the  same  coal  fields,  have  been  replaced  or  duplicated  at  any  such 
figure.  The  stock  of  the  Carnegie  Natural  Gas  Company,  which  was  carried  on  the 
books  of  the  Carnegie  Steel  Company  (Ltd.)  at  $1,500,000,  was  then  and  is  now 
worth  many  times  that  amount.  The  stock  of  the  Union  Railroad  Company,  which 
was  carried  on  the  books  at  $2,290,000,  was  worth  in  my  opinion  at  least  $10,000,000. 

The  mills  and  plants,  such  as  the  Edgar  Thomson  Works,  the  Homestead  Steel 
Works,  the  Duquesne  Steel  Works,  the  Duquesne  Furnaces,  and  other  works,  were 
all  entered  at  their  original  cost  and  included  nothing  for  large  amounts  expended 
on  the  same  to  improve  and  modernize  them,  which  expenditures  were  made  out  of 
current  earnings  of  the  company  and  were  charged  oft  against  its  profit  and  loss 
account,  but  which  materially  increased  not  only  the  intrinsic  values  of  the  plants 
by  many  million  dollars,  but  their  earning  capacity.  [See,  however,  the  additions 
to  such  properties  in  the  balance  sheet  on  page  154.]  Moreover,  the  valuations  con- 
tained in  the  books  comprehended  large  tracts  of  real  estate  at  the  actual  cost 
thereof,  some  of  which  had  been  acquired  twenty-five  or  thirty  years  prior  thereto 
at  a  small  figure  and  had  appreciated  enormously  in  value.  These  properties  are 
exceptionally  situated  by  reason  of  their  proximity  to  coke  fields,  to  manufacturing 
and  distributing  centers,  and  to  economical  facilities  for  railroad  and  river  navi- 
gation. • 

As  shown  later,  the  Steel  Corporation  was  at  this  time  endeavoring  to  justify  its 
huge  capitalization  so  that  there  was  a  great  temptation  before  its  oflBcers  to  make  their 
estimates  of  its  property  liberal. 
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investment  in  these  vessels  on  March  1, 1900,  was  $2,385,947.  On  this 
basis,  the  five-sixths  interest  of  the  Carnegie  Steel  Company  (Ltd.) 
would  be  worth,  roughly,  $2,000,000. 

The  investment  in  the  Pittsburg  and  Conneaut  Dock  Company  was 
approximately  $1,200,000. 

On  the  foregoing  basis  the  indicated  value  of  the  Carnegie  and 
Frick  properties,  other  than  their  ore  and  natural-gas  property, 
would  be  approximately  as  follows: 

Assets  other  than  "  investments  "   (book  value)  : 

Working  capital $27,  500,000 

Manufacturing  properties 43,  350, 000 

Union  Railroad  Company   (see  text) 2,290,000 

Pittsburg    Steamslilp    Company     (five-sixths    in- 
terest)        2,000,000 

Pittsburg  and  Conneaut  Doc;k  Company 1, 200, 000 

"  Investments  "  exclusive  of  ore  and  natural-gas  prop- 
erty (estimated  value)  : 

H.  C.  Frick  Coke  Company  (entire  property) 50,000,000 

Pittsburg,  Bessemer  and  Lake  Erie  Railroad  (52 

per  cent  interest) 6,000,000 

The  total  of  these  various  items  is  $132,340,000,  but  after  deducting 
the  mortgages  of  $2,734,471  and  the  special  funds  of  $1,496,105 
shown  in  the  balance  sheet  on  pages  154-155,  the  net  total  would  be 
approximately  $128,100,000.' 

All  of  the  above  valuations  are  probably  sufficiently  liberal,  with 
the  exception  of  that  for  the  Union  Railroad  Company,  the  actual 
value  of  which  stock  probably  considerably  exceeded  its  book  value. 
Allowing  as  much  as  $4,000,000  additional  to  cover  this  item,  there 
would  be  left,  roughly,  $28,000,000  of  bonds  and  all  of  the  $160,000,000 
stock  of  the  Carnegie  Company  to  cover  its  ore  and  natural-gas 
property  and  a  few  unimportant  remaining  items,  and  intangible 
considerations.  The  valuations  of  the  ore  and  natural-gas  properties 
are  taken  up  in  the  next  chapter. 

The  Carnegie  ore  properties  were  almost  entirely  leaseholds,  which 
have,  of  course,  as  a  rule,  a  lower  value  than  fee  property.  The  ore 
tonnage  on  these  properties  was  very  much  less  than  that  of  the 
Lake  Superior  Consolidated  Iron  Mines. 

These  figures,  while  arbitrary  in  many  respects,  certainly  suggest 
that  the  tangible  property  of  the  Carnegie  Company  of  New  Jersey 
was  not  much,  if  at  all,  in  excess  of  the  $160,000,000  bond  issue,  and 
that  the  $160,000,000  stock  was  issued  for  earning  power  and  other 
intangible  considerations. 

It  may  be  noted  that  in  the  agreement  providing  for  the  or- 
ganization of  the  New  Jersey  company  it  was  stated  that  the  various 

J^As  shown  on  page  80,  there  was  a  considerable  amount  of  underlying  Indebtedness, 
largely  of  railroad  concerns.  This  need  not  be  considered  here,  however,  as  the  valuations 
placed  on  the  stocks  of  such  roads  allow  for  such  indebtedness. 
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Carnegie  Steel  properties  would  receive  $125,000,000  in  bonds  of 
the  new  concern  and  a  like  amount  in  its  stock,^  and  the  H.  C.  Frick 
Coke  properties  $35,000,000  in  bonds  and  $35,000,000  in  stock.  This 
arrangement,  in  view  of  the  usual  method  at  that  time  of  giving 
common  stock  as  a  bonus  with  preferred  issues,  certainly  gives  some 
color  to  the  suggestion  that  the  bonds  may  have  been  regarded  as 
similar  to  preferred  stock  and  intended  to  cover  the  physical  property 
and  that  the  stock  Avas  issued  to  cover  earning  power  and  other  in- 
tangible considerations. 

There  can  be  no  question  that  the  earning  power  of  the  properties, 
as  distinguished  from  the  value  of  the  tangible  assets,  figured  very 
largely  in  the  capitalization  of  the  New  Jersey  concern.  As  shown 
above  (p.  152),  the  answer  of  Mr.  Carnegie  and  his  associates  in 
the  H.  C.  Frick  .suit  stated  that  Mr.  Carnegie  had  repeatedly  ex- 
pressed the  opinion  that  the  personnel  of  the  organization  was  worth 
more  than  all  of  its  property.  In  this  connection  the  following 
further  excerpt  from  the  answer  may  be  cited : 

The  profits  which  have  resulted  do  not  represent  simply  earn- 
ings or  interest  on  the  capital  invested,  but  have  been  the  prod- 
uct from  year  to  year  of  the  brains,  intelligence,  and  industry  of 
the  several  members  who,  in  their  separate  departments,  have  so 
conducted  the  business  of  the  association  as  to  produce  this 
profit.  Any  capitalization  of  the  earning  power  of  the  enter- 
prise as  a  going  concern  would  in  no  wise  represent  only  the 
value  of  the  plant  and  other  property  which  are  the  assets  of 
the  Association,  and  to  which  alone  upon  his  withdrawal,  retire- 
ment, or  exclusion  from  the  Association  the  plaintiff  is  entitled 
to  an  account.  Such  capitalization  would  be  based  upon  the 
continued  operation  of  the  plant  by  the  members,  upon  whose 
future  earning  power  the  plaintiff  has  no  lien  or  claim. 

Eaenings  of  the  Carnegie  properties  in  1899. — The  earnings 
of  the  principal  Carnegie  properties  for  the  years  1896-1900,  as  given 
by  J.  H.  Bridge,  in  his  book  upon  the  "  Inside  History  of  the  Car- 
negie Steel  Company,",  were  as  follows : 

Table  11.— NET  PROFITS  OF  CARNEGIE  STEEL  COMPANY  (LTD.),  1896-1900." 


Year. 

Net  profits. 3 

Year. 

Net  profits.' 

Ig95                                             

$6,000,000 
7,000,000 
11,500,000 

1899 

$21,000,000 

1900 

40,000,000 

1898          

■ 

1  This  taay  have  covered  the  Carnegie  Steel  Company's  Interest  in  tlie  H.  C.  FrlolE  Colce  Company. 

2  Bridge,  "  The  Inside  History  of  the  Carnegie  Steel  Company,"  page  296. 

>  Mr.  Bridge  in  his  hoolc  referred  to  $4,500,000  as  additional  profits  reinvested,  but  it  was  not  clear 
whether  this  applied  to  the  year  1900  or  to  a  longer  period. 
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The  earnings  of  the  company  for  1899,  it  will  be  seen,  were 
$21,000,000,  this  amount  including  $1,253,853  (or  29.552  per  cent)  of 
the  earnings  of  the  H.  C.  Frick  Coke  Company.  The  total  profit  of 
the  Frick  concern,  therefore,  was  $4,242,870.  Including  these  total 
earnings,  the  entire  profit  of  both  the  Carnegie  and  Frick  concerns 
for  the  year  was  $23,989,017.  This  would  be  equivalent  to  only 
7.5  per  cent  on  a  capitalization  of  $320,000,000.  To  capitalize  a. 
great  iron  and  steel  concern  on  a  basis  of  7.5  per  cent  would  be  sug- 
gestive of  overvaluation  in  any  instance.  When  it  is  considered  that 
the  year  1899  was  one  of  exceptional  prosperity  in  the  iron  and  steel 
industry,  such  overvaluation  is  the  more  apparent.  It  is  true  that  in 
1900  the  earnings  of  the  Carnegie  and  Frick  properties  combined 
were  nearly  $40,000,000,  or  at  the  rate  of  about  12^  per  cent  on  a 
total  capitalization  of  $320,000,000.  The  year  1900,  however,  while 
not  quite  so  remarkable  with  respect  to  the  high  prices  of  products 
as  1899,  was  a  phenomenally  prosperous  year  for  the  Carnegie  Com- 
pany, and  the  earnings  afford  no  satisfactory  basis  for  judging  the 
value  of  the  property. 

The  earnings  of  some  of  the  other  large  iron  and  steel  companies 
for  the  year  1899,  and  the  ratio  of  those  earnings  to  capitalization, 
were  as  follows : 


Company. 

Issued  securi- 
ties, neo.  31, 
1899. I 

Earnings  1899 
before  deduct- 
ing bond 
interest. 2 

Per 

cent. 

5126,345,000 
62,000,000 
90,000,000 
80,000,000 

59,371,136 
8,930,000 
12,162,530 
13,878,365 

National  Steel 

14  4 

American  Steel  and  Wire                                     .  . 

13  5 

'  Including  underlying  bonds  but  not  other  indebtedness. 

'  In  two  cases  the  earnings  are  not  for  the  exact  calendar  year;  thus  the  fiscal  year  of  the  National  Steel 
Company  ended  February  28,  1900,  and  that  of  the  National  Tube  Company  ended  June  30,  1900. 

From  this  table  it  appears  that  the  earnings  of  the  Federal  Steel 
Company  in  1899,  before  deducting  bond  interest,  were  equivalent 
to  7.4  per  cent  on  its  total  outstanding  capitalization  (stock  and 
bonds).  This  was  substantially  the  same  rate  as  that  indicated  by 
comparing  the  earnings  of  the  Carnegie  and  Frick  concerns,  in  the 
same  year,  with  the  subsequent  capitalization  of  $320,000,000.  More- 
over, the  earnings  of  the  other  three  companies — National  Steel  Com- 
pany, American  Steel  and  Wire  Company,  and  the  National  Tube 
Company — show  a  higher  rate  on  their  total  capitalization  than  do 
even  the  enormous  earnings  of  the  Carnegie  Company  for  the  year 
1900.     In  view  of  the  preceding  evidence  that  the  capitalization 
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of  these  three  concerns  was  very  greatly  in  excess  of  their  actual 
investment,  the  fact  that  they  still  showed  higher  rates  of  earnings 
than  the  Carnegie  Company  in  its  exceptionally  prosperous  year 
may  be  fairly  presented  as  confirming  other  evidence  that  the 
capitalization  of  the  Carnegie  Company  was  excessive. 

Further  evidence  tending  to  the  same  conclusion  is  shown  in  the 
following  table,  which  gives  the  capacit}'  of  finished  products  of  the 
Carnegie,  the  Federal  Steel,  and  the  National  Steel  companies,  and 
the  amount  of  securities  per  ton  of  capacity  in  1900 : 


Company. 

\ 

Issued  securi- 
ties, Dec.  31, 
1900. 

Capacity  of 

finished  steel 

products. 

; 

Securities 
per  ton 
capacity. 

Carnegie 

"$336,600,000 
126,345,000 
62,000,000 

Tons. 
3,200,000 
2,300,000 
2,000,000 

8105 

Federal  Steel 

National  Steel 

31 

"  Including  underlying  bonds  of  approximately  $16,000,000;  in  this  comparison  purchase-money  obli- 
gations axe  not  included. 

It  should  be  noted  that  these  figures  of  capitalization  and  capacity, 
as  well  as  those  of  earnings  gi^en  in  the  preceding  table,  are  not 
strictly  comparable  for  the  reason  that  the  Carnegie  Company  had 
a  larger  investment,  relatively  as  well  as  absolutely,  in  coal  and 
miscellaneous  properties  than  most  of  the  other  concerns.  However, 
the  Federal  Steel  Company  had  very  extensive  ore  property  and  also 
very  important  railroad  properties,  while  its  holdings  of  coal  and 
coke  were  important.  It  has  already  been  shown  that  the  capitaliza- 
tion of  that  concern  was  very  greatly  in  excess  of  the  value  of  its 
investment  in  tangible  property  at  its  organization;  and  allowing 
for  additions  through  surplus  earnings  up  to  the  close  of  1900  there 
can  be  no  doubt  that  there  was  still  a  considerable  excess  of  securities 
over  the  investment  in  tangible  property.  Including  such  over- 
capitalization, however,  the  average  per  ton  of  capacity  for  the 
Federal  Steel  Company  was  only  $55,  whereas  the  average  for  the 
Carnegie  Company  was,  in  round  numbers,  $105  per  ton.  The 
average  for  the  National  Steel  Company,  it  will  be  seen,  was 
only  $31  per  ton,  but  this  is  not  so  fairly  comparable  as  that  of  the 
Federal  Steel  Company.  However,  the  fact  that  these  two  heavily 
capitalized  concerns  show  average  capitalizations  per  ton  of  capacity 
very  much  below  the  per  ton  average  for  the  Carnegie  Company  tends 
to  confirm  other  e^ddence  of  extensive  overcapitalization  by  the  latter 
concern. 

Excessive  price  paid  eor  Caexegie  CoiiPANY  by  Steel  Corpoka- 
noN.— For  $159,450,000  of  bonds  and  $160,000,000  of  stock  of  the 
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Carnegie  Company,  the  United  States  Steel  Corporation  issued  $492,- 
000,000  of  its  securities,  as  follows : 

For  $159,450,000  of  Carnegie  Company  bonds bonds__  $159,  450,  000 

For  $96,000,000  of  Carnegie  Company  stock do 144,  000,  000 

f  preferred  stock__      98,  277, 120 
For  $64,000,000  of  Carnegie  Company  stock___-j  ^^^^^^  ^^^^^__      g^,  279, 040 

Total '  492,  006, 160 

There  can  be  no  possible  doubt  that  this  enormous  issue  of  securi- 
ties bj'  the  Steel  Corporation  to  acquire  the  securities  of  the  Carnegie 
Company  meant  heavy  overvaluation.  Of  course,  the  United  States 
Steel  Corporation,  in  buying  the  Carnegie  Company,  paid  not  only 
for  tangible  assets,  but  also — and  very  liberally — for  earning  power, 
and,  perhaps  more  important  still,  for  the  elimination  of  Mr.  Car- 
negie. However,  even  on  the  basis  of  earning  power,  the  price  paid 
for  the  Carnegie  Company's  securities  was  excessive.  As  just  shown, 
the  earnings  of  the  Carnegie  Company  in  the  year  1900  were  about 
$40,000,000.  This  compares  with  cojnbined  earnings  of  all  the 
Carnegie  and  Frick  concerns  in  1899  of  about  $24,000,000,  which  in 
turn  were  greatly  in  excess  of  the  earnings  of  any  previous  year. 
Earnings  of  even  $40,000,000,  however,  represent  only  a  little  over 
8  per  cent  on  the  total  amount  of  securities  issued  ($492,006,160)  by 
the  Steel  Corporation  for  the  Carnegie  concern.  The  average  earn- 
ings of  the  Carnegie  and  Frick  properties  in  1899  and  1900  were 
about  $32,000,000.  This  average  amount  would  be  equivalent  to  6^ 
per  cent  on  the  total  amount  of  securities  issued  for  the  company. 
The  year  1899,  as  just  stated,  was  a  phenomenally  prosperous  one  in 
the  steel  industry,  and  1900,  despite  some  reaction,  was  by  far  the 
most  prosperous  year  ever  enjoyed  by  the  Carnegie  concern  up  to 
that  time.  To  capitalize  a  steel  business  on  the  earnings  of  two  ab- 
normally prosperous  years  on  a  6  or  even  an  8  per  cent  basis  obvi- 
ously means  heavy  overvaluation  judged  by  any  reasonable  standard. 

That  the  purchase  price  of  the  Carnegie  Company  involved  a 
heavy  overissue  of  Steel  Corporation  securities  is  evident  from  a 
comparison  of  this  price  with  prices  paid  for  stocks  of  the  Federal 
Steel  Company  and  the  National  Steel  Company,  which  companies, 
it  will  be  remembered,  were  in  the  same  general  class  as  the  Carnegie 
Company,  since  they  were  well  integrated  and  since  they  were  chiefly 
concerned  with  the  manufacture  of  the  cruder  and  heavier  classes 
of  steel  products.    The  amounts  of  United  States  Steel  securities, 

1  Apparently  $1,200,000  cash  was  also  paid  for  the  Carnegie  concern.    This,  however,  has 
been  treated  as  a  part  of  the  expenses  of  the  underwriting  syndicate.      (See  note,  p.  174.) 
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par  value,  issued  in  the  acquisition  of  the  secj,i'ities  of  these  three 
companies  were  as  follows : 

Total  U.  S.  steel  securities 
issued  in  acquisition. 

Carnegie  Company '$492,006,160 

Federal   Steel   Company 110,415,546 

National  Steel  Company 73,  702, 500 

In  other  words,  the  Steel  Corporation  issued  about  44  times  as 
much  in  its  securities,  at  par  value,  for  the  Carnegie  Company  as  it 
did  for  the  Federal  Steel  ComiDany,  and  nearly  7  times  as  much 
as  it  did  for  the  National  Steel  Company.  This,  however,  does  not 
fairly  state  the  case,  because,  as  just  shown,  mxore  than  one-half 
the  purchase  price  of  the  Carnegie  Company  was  in  bonds,  which 
were  worth  much  more  than  Steel  Coirporation  stocks,  whereas  no 
bonds  were  issued  for  the  stocks  of  the  Federal  Steel  and  National 
Steel  companies.  Based  upon  the  market  values  of  the  securities 
issued,  the  price  for  the  Carnegie  Company  was  about  6  times  as 
great  as  that  for  the  Federal  Steel  Company  and  about  9  times  as 
great  as  that  for  the  National  Steel  Company. 

It  should  be  pointed  out  that  the  property  of  the  Carnegie  Com- 
pany was  acquired  subject  to  underlying  indebtedness,  approxi- 
mating $24,850,000  (including  purchase-money  obligations,  etc.),  and 
that  the  stock  of  the  Federal  Steel  Company  was  preceded  by  nearly 
$27,150,000  of  underlying  indebtedness,  and  that  of  the  National 
Steel  Company  by  about  $6,000,000.  It  will  be  seen,  therefore,  that 
the  property  of  the  Federal  Steel  Company  was  subject  to  a  greater 
underlying  indebtedness,  both  relatively  and  actually,  than  was  that 
of  the  Carnegie  concern. 

Howe\er,  it  is  incredible  that  the  Carnegie  Company  was  worth 
to  the  Steel  Corporation  6  times  as  much  or  even  4|  times  as  much 
as  the  Federal  Steel  Company  (even  after  allowing  for  the  under- 
lying debt  in  each  case) ,  except  on  the  sole  ground  that  the  Corpora- 
tion thus  acquired  what  would  have  been  its  most  dangerous  competi- 
tor. In  other  words,  this  price  was  the  price  of  peace.  The  capacity 
of  the  steel  works,  blast  furnaces,  etc.,  of  the  Carnegie  Company  was 
only  about  40  to  50  per  cent  greater  than  that  of  the  Federal  Steel 
Company.  It  is  true  that  the  Carnegie  Company  had  very  much 
larger  holdings  of  coal  and  coke  property  and  possibly  as  large 
holdings  of  iron-ore  lands  as  the  Federal  Steel  Company.  Even 
at  high  valuations  for  these  coke  and  ore  properties,  however,  it 
would  be  absurd  to  argue  that  the  Carnegie  Company  was  worth  6 
times  or  even  4-J-  times  as  much  as  the  Federal  Steel  Company.  The 
United  States  Steel  Corporation,  of  course,  in  making  these  acqui- 

lOf  this  total  .f30a,43U,uuO  was  in  United  States  Steel  bonds.      (See  note  2,  p.  174.) 
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sitions  considered  earning  power  and  other  intangible  considerations, 
and  on  this  basis  might  have  been  justified  in  paying  a  much  greater 
price  for  the  Carnegie  Company  than  for  the  Federal  Steel  Company 
relative  to  the  tangible  assets.  As  just  shown,  however,  the  earnings 
of  the  Carnegie  Company,  great  as  they  were,  were  far  from  sufficient 
to  justify  any  such  huge  price  as  was  actually  paid  for  that  concern. 

In  the  case  of  the  National  Steel  Company  the  capacity  of  the 
steel  works,  blast  furnaces,  etc.,  was  only  about  two-thirds  that  of  the 
Carnegie  Company,  while  the  National  Steel  Company's  investment 
in  ore  and  coke  properties  was  relatively  unimportant  as  compared 
with  the  very  valuable  properties  of  this  sort  owned  by  the  Carnegie 
Company.  Nevertheless,  it  is  incredible  that  the  Carnegie  Company 
was  worth  9  or  even  7  times  as  much  as  the  National  Steel  Company 
(again  taking  underlying  indebtedness  into  account). 

It  should  be  kept  in  mind  also  that  the  Steel  Corporation  issued 
its  securities  for  the  stocks  of  the  Federal  Steel  and  National  Steel 
companies  themselves  on  a  very  liberal  basis.  Thus,  the  Steel  Cor- 
poration issued  more  than  $110,000,000  of  its  stocks  for  the  stocks 
of  the  Federal  Steel  Company,  whereas  the  equity  represented  by 
the  latter  at  the  organization  of  the  Federal  Steel  Company  in  1898, 
as  already  shown,  did  not  exceed  $63,000,000.  Allowing  for  the 
surplus  earnings  accumulated  by  the  company  up  to  April  1,  1901 
(roughly,  $18,150,000),  and  also  allowing  for  intangible  considera- 
tions, the  price  paid  by  the  United  States  Steel  Corporation  in  its 
securities  must  be  regarded  as  high. 

In  the  same  way,  in  the  case  of  the  National  Steel  Company,  the 
value  of  its  stock  undoubtedly  was  very  much  less  than  the  par  value 
of  the  United  States  Steel  stocks  issued  therefor,  namely,  $73,702,500. 
The  foregoing  comparison  of  the  relative  amounts  of  securities  issued 
for  the  three  companies,  therefore,  by  no  means  tends  to  show  the  full 
extent  of  the  overvaluation  of  the  Carnegie  property,  but  simply 
shows  that,  judged  by  even  this  imperfect  standard,  the  amount  of 
that  overvaluation  must  have  been  very  great. 

The  conclusion  is  inevitable,  therefore,  that  the  price  paid  for  the 
Carnegie  Company  was  largely  determined  by  fear  on  the  part  of  the 
organizers  of  the  Steel  Corporation  of  the  competition  of  that  con- 
cern. Mr.  Carnegie's  name  in  the  steel  industry  had  long  been 
synonymous  with  aggressive  competition,  and  there  can  be  little  doubt 
that  the  huge  price  paid  for  the  Carnegie  concern  was,  in  considerable 
measure,  for  the  specific  purpose  of  eliminating  a  troublesome  com- 
petitor, and  Mr.  CaAmegie  personally  in  particular.  This,  it  may  be 
noted,  was  the  interpretation  generally  placed  upon  the  transaction 
in  trade  and  financial  circles  at  the  time; 
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Section  16.  Summary  of  evidence  as  to  value  of  property  of  constituent 
concerns  of  the  United  States  Steel  Corporation. 

From  the  discussion  of  the  organization  of  the  principal  con- 
stituent companies  of  the  United  States  Steel  Corporation  given  in 
this  chapter,  it  is  apparent  that  most,  if  not  all,  of  these  concerns 
issued  securities  greatly  in  excess  of  the  value  of  the  tangible  proper- 
ties which  they  acquired  at  the  dates  of  their  respective  organizations. 
In  the  case  of  those  companies  having  both  preferred  and  common 
stock,  the  evidence  in  general  indicates  that  the  preferred  stock  alone 
covered  practically  all  the  tangible  property,  and  that  the  common 
stock  represented  nothing  but  earning  power  and  other  intangible 
considerations  and  mere  "  water."  Moreover,  in  some  cases,  espe- 
cially that  of  the  American  Sheet  Steel  Company,  there  is  ground 
for  the  view  that  even  the  preferred  stock  ^^•as  not  fully  protected  by 
tangible  property  values.  In  the  case  of  the  Federal  Steel  Company, 
on  the  other  hand,  the  available  evidence  indicates  that  the  common 
stock  was  partly  covered  by  physical  property,  although  a  large  pro- 
portion of  the  common  stock  issue  of  this  concern  appears  to  have 
been  issued  against  earning  power,  or  as  a  mere  bonus.  In  the  case 
of  the  Lake  Superior  Consolidated  Iron  Mines,  which  had  no  pre- 
ferred stock,  there  originally  appeared  to  have  been  a  heavy  over- 
issue of  common  stock  and  the  book  valuation  of  the  property  in  1901 
•seems  to  have  been  high.  The  Carnegie  Company  presents  a  more 
difficult  problem,  but  here  there  is  at  least  a  fair  presumption  that 
the  physical  property  did  not  exceed  the  $160,000,000  of  bonded 
indebtedness.  The  intangible  considerations  in  the  case  of  this  con- 
cern, however,  were  unusually  important,  although,  even  including 
these,  the  evidence  presented  indicates  that  the  total  capitalization  of 
$320,000,000  involved  very  great  overvaluation. 

It  is  obviously  impossible  to  present  any  statement  of  the  property 
values  of  these  constituent  concerns  by  this  method  which  can  be 
regarded  as  exact  or  conclusive.  A  rough  summary  may,  however, 
be  made  on  the  basis  of  the  valuations  tentatively  arrived  at  in  the 
preceding  section.     This  is  done  in  Table  12. 
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Table  12.— ESTIMATED  VALUE  OF  TANGIBLE  ASSETS  OF  STEEL  COBPOHATION  ON 
APRIL  1,  1901,  BY  CONSTITUENT  COMPANIES. 


Constituent  concern. 

Date  of 
organi- 
zation. 

Estimated 
values  of 
tangible  as- 
sets (over 
imderlylng 
indebted- 
ness) at 
date  of 
organization. 

Surplus, 
Apr.  1, 1901. 

Total  tangi- 
ble assets 
(over  under- 
lying in- 
debtedness) 
Apr.  1,1901. 

Underlying 

bonds, 
purchase- 
money 
obligations, 
etc. 

Total 

value  of 

tangible 

property  on 

Apr.  1, 1901. 

Carnegie  CompanyCNew  Jeraey) 

Federal  Steel  Company 

American  Steel  and  Wire  Corn- 

1900 
1898 

1899 
1899 
1899 
1898 
1899 
1900 
1900 

$160,000,000 
63,000,000' 

40,000,000 
40,000,000 
27,000,000 
18,325,000 
14,000,000 
17,000,000 
131,374,000 

129,400,000 
13,000,000 

$37,563,000 
18,147,000 

13,162,000 
27,485,000 
6,909,000 
6,178,000 
1,661,000 
706, 000 
4,030,000 

2,095,000 
'W9,000 

$197,563,000 
81,147,000 

53,162,000 
67,485,000 
33,909,000 
24,503,000 
•  15,661,000 
17,706,000 
35,404,000 

31,495,000 
2,791,000 

$25,392,000 
27, 139, 000 

6,055,000 

$222,955,000 
108,286,000 

59,217,000 

National  Tube  Company 

National  Steel  Company 

American  Tin  Plate  Company  . 
American  Steel  Hoop  Company 
American  Sheet  Steel  Company 

American  Bridge  Company 

Lake    Superior    Consolidated 

67, 485, 000 

5,989,000 
190,000 

39,898,000 
24,693,000 
15, 661, 000 

2,000,000 
157,000 

5,542,000 

19,706,000 
35,561,000 

37, 037, 000 

Shelby  Steel  Tube  Company 

2, 791, 000 

Bessemer  Steamship  Company. 

One-sixth  interest  in  Pittsburg 

Steamship     Company     and 

8,500,000 

8, 500, 000 

2  9,250,000 

9,250,000 

9,250,000 

Total 

452,-349,000 

>  117,727,000 

570,076,000 

=  80,964,000 

651, 040, 000 

Gash  capital  provided  at  organi- 

25, 003, 000 

Approximate  grand  total 
of   value    of    tangible 
property  on  Apr.  1, 1901 

676,043,000 

1  Estimated  value  of  property  at  time  of  its  acquisition  by  the  United  States  Steel  Corporation  (except 
surplus)  instead  of  at  its  organization,  but  shown  in  this  column  for  convenience  in  statement. 

2  Amount  of  preferred  stock  of  United  States  Steel  Corporation  issued  therefor;  this  probably  excessive, 
but  allowed  here  in  absence  of  other  data. 

3  Deficit. 

*  The  surplus  here  given  is  the  total  surplus  on  March  31,  1901  (after  certain  adjustments  made  by  the 
Steel  Corporation).  It  is  assumed  that  all  of  this  surplus  was  accumulated  by  the  constituent  concerns 
subsequent  to  the  dates  of  their  respective  organizations,  since  in  most,  if  not  in  all,  cases  they  commenced 
business  without  any  surplus.  The  American  Bridge  Company,  the  Lake  Superior  Consolidated  Iron 
Mines,  the  Bessemer  Steamship  Company,  the  Shelby  Steel  Tube  Company,  and  the  one-sixth  interest 
in  the  Oliver  Iron  Mining  Company  and  the  Pittsburg  Steamship  Company  were  acquired  subsequent  to 
April  1,1901. 

5  About  $60,000,000  of  this  total  was  outstanding  at  the  time  the  various  companies  were  organized. 
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From  this  table,  therefore,  it  appears  that  the  value  of  the  tangible 
property  of  these  constituent  concerns  (at  the  dates  of  their  respective 
organizations,  except  in  certain  cases,  as  noted)  was  $452,349,000, 
this  being  the  amount  over  and  above  underlying  indebtedness  of 
approximately  $60,000,000,  thus  making  a  grand  total  at  that  time  of 
$512,349,000.  This  may  fairly  be  considered  as  the  total  investment 
of  these  concerns  at  these  respective  dates.  Adding  to  this  their  sur- 
plus earnings  of  $117,727,000  accumulated  during  the  period  up  to 
April  1,  1901,  and  again  including  the  underlying  indebtedness 
(which  had  increased  to  $80,964,000),  as  representing  an  equivalent 
investment,  gives  the  total  investment  of  these  concerns  in  tangible 
property  on  April  1,  1901,  of  $651,040,000.  Adding  to  this  the 
$25,003,000  new  cash  capital  provided,  gives  a  final  total  of  tangible 
assets  for  the  Steel  Corporation  on  April  1, 1901,  of  $676,043,000. 

Aside  from  additions  to  the  investment  of  these  concerns  through 
the  accumulated  surplus  earnings,  it  is  possible  that  their  properties, 
even  after  allowing  for  depreciation,  were  worth  somewhat  more  in 
1901  than  they  were  when  those  constituent  companies  were  organized. 
In  the  case  of  manufacturing  plants,  the  cost  of  construction  in  this 
interval  undoubtedly  had  increased  somewhat.  However,  it  is  known 
that  some  of  these  concerns  did  not  write  off  suiBcient  amounts  for 
depreciation  of  their  plants.  Furthermore,  it  would  be  very  unsafe 
to  regard  such  appreciation  in  plant  valuations,  as  distinct  from  addi- 
tions through  expenditure  of  new  capital,  as  of  a  permanent  char- 
acter, since  so  far  as  it  existed  at  all  it  was  undoubtedly  a  reflection  of 
the  unusual  prosperity  which  prevailed  in  the  steel  industry  during 
a  considerable  portion  of  this  period.  Still  again,  any  such  apprecia- 
tion in  current  valuations  of  physical  properties  was  probably  due, 
in  part,  to  the  concentration  of  control  of  the  industry  into  the  hands 
of  comparatively  few  concerns,  with  the  consequent  restriction  of 
competition.  This  is  especially  true  in  the  case  of  the  natural  re- 
sources. The  values  of  these  natural  resources  are  extensively  dis- 
cussed in  the  next  chapter  and  need  not  be  taken  up  here. 

Taken  by  themselves,  it  will  be  seen  that  these  figures  indicate 
an  aggregate  investment  in  the  various  constituent  concerns,  plus 
$25,000,000  new  working  capital,  of ,  roughly,  $676,000,000,  or  less  than 
one-half  the  total  securities  of  the  Steel  Corporation  issued  to  acquire 
them  (including  underlying  bonds  in  each  case).  It  should  be  re- 
membered that  this  total  of  $676,000,000  is  not  presented  as  the 
market  value  of  these  properties  in  1901,  but  as  the  value  at  the  dates 
of  organization  of  the  various  constituent  concerns  plus  the  subse- 
quent investment  in  them  up  to  April  1,  1901.  Furthermore,  the 
estimate  is,  as  already  stated,  a  tentative  one.  Before  arriving  at 
final  conclusions  as  to  the  relation  between  assets  and  capitalization 
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of  the  Steel  Corporation,  the  valuation  of  its  property  will  be  taken 
up  by  other  methods. 

In  short,  the  facts  presented  in  this  table  are  not  a  final  conclusion ; 
they  are  but  evidence,  to  be  considered  with  further  evidence  pre- 
sented later,  a  view  from  but  one  side,  which  must  be  combined  with 
views  from  other  sides  before  any  final  conclusion  can  be  drawn. 

Section  17.  Comparison  of  capitalization  of  Steel  Corporation  with  market 
value  of  securities  acquired. 

The  indicated  investment  in  the  constituent  concerns  of  the  Steel 
Corporation,  arrived  at  by  historical  analysis  of  the  organization  of 
these  concerns  and  of  their  earnings,  in  the  preceding  sections  of  this 
chapter,  may  now  be  compared  with  the  market  value  of  the  securities 
of  these  various  companies.  In  this  connection  it  should  be  noted 
that  such  stock-market  values  (leaving  out  of  consideration  tempo- 
rary factors)  obviously  include  an  allowance  for  earning  power  present 
and  prospective,  and  other  intangible  considerations,  and  thus  repre- 
sent the  value  of  the  various  companies  as  going  concerns,  whereas  the 
valuations  given  in  Table  12  virtually  were  for  the  tangible  assets 
only. 

The  securities  of  several  of  the  constituent  concerns  were  dealt  in 
on  the  New  York  Stock  Exchange  in  fairly  large  volume,  so  that  these 
market  prices  must  be  regarded  as  a  fair  reflection  of  the  current 
public  estimate  of  the  value  of  these  properties  as  going  concerns.  In 
the  case  of  two  companies,  however — ^the  Carnegie  Company  and  the 
Lake  Superior  Consolidated  Iron  Mines — the  securities  were  not  listed 
on  any  exchange  and  were  not  dealt  in  in  sufficient  volume  to  make 
market  prices  a  reliable  indication  of  the  public  estimate  of  the  value 
of  these  concerns.  It  is  possible,  however,  to  arrive  at  results  suffi- 
ciently accurate  for  the  comparisons  here  made;  in  any  event,  the 
figures  used  are  sufficiently  liberal.  Table  13  has  therefore  been  com- 
piled, showing  the  average  market  valuation  in  1899  and  1900  of  the 
securities  of  the  various  companies  acquired  by  the  Steel  Corporation 
in  1901,  based  upon  weekly  quotations,  where  such  quotations  are 
available. 
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Table  13.— APPROXIMATE  MARKET  VALUATION  OF  SECURITIES  ACQUIRED  BY 
UNITED  STATES  STEEL  CORPORATION  IN  1901,  AS  INDICATED  BY  AVERAGE  MARKET 
PRICES,  1899-1900. 


Constituent  concern. 


Amount  of 
stock  ac- 
quired by 

United 
States  Steel 
Corporation. 


Average 
market 
price  of 
stock  in 
1899-1900. 


Value  at 
average  price. 


Stocks  regularly  quoted: 
Federal  Steel  Company- 
Preferred  

Common 

American  Steel  and  Wire  Company- 
Preferred  

Common 

National  Tube  Company — 

Preferred 

Common 

National  Steel  Company — 

Preferred 

Common 

American  Tin  Plate  Company — 

Preferred 

Common 

American  Steel  Hoop  Company — 

Preferred 

Common 

American  Bridge  Company ' — 

Preferred 

Common , 

Shelby  Steel  Tube  Company  i— 

Preferred 

Common 

Stocks  not  actively  quoted: 

American  Sheet  Steel  Company  i — 

Preferred 

Common 

Lake  Superior  Consolidated  Iron  Mines 

Carnegie  Company — 

Bonds 

Stock 

Oliver  Iron  Mining  Company,  one-sixth  interest. . . 
Pittsburg  Steamship  Company,  one-sixth  interest. 


Grand  total. 


Par  value. 
153,260,200 
46,483,700 

39,999,000 
49, 981, 400 

40,000,000 
40,000,000 

26,996,000 
31,970,000 

18,325,000 
28,000,000 

14,000,000 
19,000,000 

31,357,600 
30,946,400 

4,776,100 
8,018,200 


24,499,600 
24,499,600 
29,413,905 

159,450,000 

160,000,000 

200,000 

221,700 


Per  cent  of 
par  value. 

76.38 

50.04 

89.41 
48.26 

94.20 
48.72 

91.16 
41.67 


Total 6  881, 398, 405 

Mortgages  and  purchase-money  obligations 

Underlying  bonds  and  scrip  at  par I 

Cash  capital I 


84.77 
34.77 


77.34 
32.11 


93.10 
43.88 


56.48 
10.90 


S65.88 

2  19.00 

3  75.00 

106.00 
< 100. 00 


140,680,141 
23,260,443 

35, 763, 106 
24,121,024 

37,680,000 
19,488,000 

24,609,554 
13,321,899 

15,534,103 
9,735,600 

10,827,600 
6,100,900 

29,193,926 
13,579,280 

2,697,641 
873,984 


16,140,336 
4,654,924 
22,060,429 

167,422,500 
160,000,000 

»  9, 250, 000 


686,996,290 
21,872,023 
59,091,667 

'25,003,000 


792,961,970 


1  No  quotation  in  1899. 

2  Mean  of  highest  and  lowest  prices  m  Pittsburg  market  in  1900,  weekly  quotations  not  being  available, 
s  Asked  price  in  1900.    Does  not  mclude  lower  prices  recorded  in  1900. 

<  Only  13  shares  known  to  have  been  sold  in  open  market. 

»  Not  based  on  stock  quotations  but  amount  of  United  States  Steel  Corporation  preferred  stock  issued 
therefor  at  par. 
«  Does  not  include  $535,407  unacquired  stock  m  constituent  and  subsidiary  concerns. 
'  Including  t3,000  paid  m  by  original  incorporators. 
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For  the  first  eight  companies  in  Table  13,  a  satisfactory  record 
of  quotations  was  in  most  cases  readily  available.  It  may  be  noted 
that  several  of  these  companies  were  not  organized  until  late  in 
1899  or  early  in  1900.  In  such  cases  quotations  were  used  from  the 
earliest  date  on  which  they  were  available  to  the  close  of  1900. 

In  the  case  of  the  Lake  Superior  Consolidated  Iron  Mines,  the 
price  used,  $75  per  share,  is  the  highest  reported  in  1899  and  1900. 
In  the  early  part  of  1899  the  stock  was  quoted  certainty  as  low.as  $40 
a  share  and  the  highest  in  that  year  appears  to  have  been  about  $60. 
The  highest  in  1900  appears  to  have  been,  as  just  stated,  $75  per  share. 
The  maximum  quotation  has  been  used  rather  than  an  average,  since, 
on  account  of  the  inactivity  of  the  stock  and  of  the  fact  that  it  had 
never  paid  a  dividend,  the  lower  quotations  mentioned  may  not  be 
representative  of  a  fair  valuation. 

The  stocks  of  the  American  Sheet  Steel  Company  were  inactive. 
The  prices  here  given  appear  to  be  the  best  available  indication  of 
their  market  value. 

The  bonds  of  the  Carnegie  Company  were  quoted  in  1900  at  about 
105,  and  occasional  sales  were  reported  at  this  figure.^  In  the  case 
of  the  stock,  there  appear  to  have  been  no  recorded  transactions  in 
1900.  In  the  early  part  of  February,  1901,  a  very  few  shares  of  this 
stock  sold  in  the  Pittsburg  market  at  $1,000  per  share,  the  par  value.- 
Since  at  this  time  it  was  known  that  negotiations  for  the  purchase  of 
the  Carnegie  concern  had  been  undertaken  by  the  banking  interests 
who  later  organized  the  United  States  Steel  Corporation,  this  price 
must  be  considered  as  probably  an  overstatement  of  the  real  market 
value  of  the  stock.' 

While  such  infrequent  transactions  as  were  recorded  for  the  stocks 
of  the  Lake  Superior  Consolidated  Iron  Mines,  the  American  Sheet 
Steel  Company,  and  the  Carnegie  Company  obviously  are  unsatis- 

'  The  total  reported  sales  of  Carnegie  Company  bonds  in  the  Pittsburg  marlcet  in  1900,  were  as  follows: 


Date. 

Amount 
sold. 

Series. 

Price 
(per  cent 
of  par). 

Date. 

Amount 
sold. 

Series. 

Price 
(percent 
of  par). 

November  12 

$1,000 
2,000 

61,000 
5,000 
6,000 
7,000 

D 
D 
D 
D 
D 
D 

105 
105 
105 
105 
105 
*105 

November  21 

$156,000 

11,000 

1,000 

10,000 

D 
D 
D 
D 

*  105 

November  15 

November  27 

*  105 

December  3 

105 

Total 

260,000 

*  And  accrued  interest. 

'  As  noted  in  the  text,  there  were  no  recorded  sales  of  the  stock  of  the  company  in  1900.  The  recorded 
sales  of  the  stock  in  1901  amounted  to  13  shares,  and  each  share  brought  $1,000.  The  sales  were  effected 
on  the  following  dates:  February  5,  3  shares;  February  7,  7  shares;  February  8,  3  shares. 

'  After  the  terms  of  purchase  of  the  Carnegie  Company  were  known,  some  sales  of  the  stock  were  appar- 
ently made  to  the  syndicate  on  a  cash  basis  at  $1,500;  obviously,  however,  such  prices  must  be  ruled  out 
of  consideration  here. 
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factoiy,  nevertheless  they  have  been  used  in  the  table  as  being  the 
best  available  indication  of  the  value  placed  upon  these  stocks  in 
actual  transfers. 

The  valuation  of  the  securities  included  in  the  table  has  been 
obtained  by  multiplying  the  average  per  cent  of  the  par  values  of 
each  security  by  the  amount  of  that  security  acquired  in  April,  1901, 
this  including  practically  the  entire  amount  outstanding :  there  were 
few  changes  of  any  consequence  in  the  outstanding  amounts  of  stock 
of  these  companies  from  the  dates  of  their  organization  up  to  the 
time  of  their  absorption  by  the  Steel  Corporation.  Any  such  in- 
creases were  so  small  that  it  can  not  be  assumed  that  the  market 
prices  of  the  securities  would  have  been  different  had  they  been  made 
at  an  earlier  date.  It  is  entirely  proper,  therefore,  to  use  these 
amounts  of  stock  in  connection  with  the  market  prices  of  1899  and 
1900. 

No  quotations  were  obtainable  for  the  stocks  of  the  Oliver  Iron 
Mining  Company  or  the  Pittsburg  Steamship  Company.  The  one- 
sixth  interest  in  these  two  concerns  has  arbitrarily  been  placed  at 
the  par  value  of  the  preferred  stock  of  the  United  States  Steel  Cor- 
poration issued  therefor,  as  was  done  in  Table  12,  on  uage  167. 

In  addition  to  the  cash  and  securities  above  enumerated,  the  United 
States  Steel  Corporation  purchased  the  vessels  of  the  Bessemer 
Steamship  Company.  This  acquisition  is  included  in  the  item  of 
$21,872,023  of  mortgages  and  purchase-money  obligations. 

Therefore,  this  computation  of  market  values,  which,  in  the  case  of 
a  few  companies,  is  admittedly  unsatisfactory — due  to  the  lack  of 
sufficiently  frequent  quotations — suggests  a  market  valuation  for  the 
various  securities  acquired  by  the  United  States  Steel  Corporation 
of,  roughly,  $687,000,000.  In  order  to  permit  of  comparison  with  the 
total  capitalization  and  Avith  the  estimate  of  the  value  of  the  physical 
properties  arrived  at  by  historical  analysis,  as  given  on  page  167, 
there  should  be  added  $25,003,000  to  cover  the  cash  capital  provided 
for  the  Corporation,  $21,872,023  for  mortgages  and  purchase-money 
obligations,  and  $59,091,657  to  cover  underlying  bonds  and  scrip  at 
par  (market  quotations  not  being  available).  The  addition  of  these 
amounts  gives  a  total  indicated  market  valuation  of  $793,000,000.^ 

1  These  average  weekly  market  prices  do  not  include  prices  for  the  first  three  months  o£ 
1901,  or  just  preceding  the  organization  of  the  Steel  Corporation.  This  period  has  been 
excluded  for  the  reason  that  during  a  considerable  part  of  these  three  months  quotations 
of  these  steel  stocks  were  directly  influenced  by  the  pending  organization  of  the  Steel  Cor- 
poration. It  is  true  that  in  January,  1901,  there  was  a  rather  severe  break  in  the  prices 
of  some  of  these  steel  securities,  but  this  was  succeeded  by  an  almost  sensational  ad- 
vance, due  to  the  prospect  that  these  companies  would  be  merged  on  terms  very  favor- 
able to  the  old  stockholders.  Since  the  year  1899,  as  already  shown,  was  one  of  phe- 
nomenal prosperity  in  the  Iron  and  steel  trade,  and  the  year  1900,  despite  a  severe  set- 
back, one  of  distinct  prosperity,  it  is  altogether  fair,  in  arriving  at  an  average  market 
valuation,  to  exclude  from  consideration  the  abnormal  quotations  reached  In  the  early 
part  of  1901,  as  a  result  of  the  prospect  of  a  merger  of  these  great  consolidations  into  a 
single  corporation.  In  other  words,  the  high  prices  recorded  for  some  of  these  securities 
just  prior  to  the  organization  of  the  United  States  Steel  Corporation  can  not  be  regarded 
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This  market  valuation  of  $793,000,000  exceeds  the  estimate  arrived 
at  in  the  preceding  section  of  $676,000,000  by  $117,000,000.  This 
difference  is  more  than  accounted  for  by  the  fact  that  whereas  in 
Table  12  only  the  physical  property  of  the  Carnegie  Company  was 
considered,  this  being  placed  at  $197,563,000  (including  the  surplus 
of  $37,563,000),  in  Table  13  an  estimate  of  the  value  of  the  intangible 
considerations  is  included,  making  the  total  for  the  Carnegie  Com- 
pany, roughly,  $327,400,000. 

The  stock-market  valuation  represents  the  values  of  these  proper- 
ties as  going  concerns,  including  prospective  values,  and  thus  allows 
for  intangible  considerations  and  not  merely  for  the  tangible  pi-op- 
erty.  Therefore,  it  is  altogether  natural  that  such  stock-market 
valuations  should  exceed  the  value  of  the  physical  property  alone, 
and  especially  as  the  period  covered  was  on  the  whole  one  of  pros- 
perity in  the  industry.  Indeed,  a  much  larger  excess  of  market 
valuation  over  the  tangible-property  valuation  than  is  here  shown 
would  be  entirely  normal,  assuming  the  value  of  tangible  property 
to  be  correct.  In  fact,  it  will  be  observed  that  if  the  additional  value 
here  given  the  Carnegie  Company  were  eliminated  ($129,855,900), 
the  resultant  total  valuation  by  this  method  would  be  less  than 
the  valuation  of  $676,000,000  arrived  at  in  the  preceding  section 
for  tangible  assets  only.  If  all  of  the  market  quotations  were  en- 
tirely satisfactory,  this  result  might  warrant  scaling  down  the  pre- 
vious estimate  of  the  tangible  properties.  Since,  however,  these 
market  quotations  are  in  some  cases  admittedly  unsatisfactory  and 
since,  moreover,  the  Bureau  desires  to  present  the  results  obtained 
by  each  different  method  (see  p.  116)  on  their  own  respective  merits, 
no  such  reduction  in  the  previous  estimates  for  the  tangible  property 
need  be  considered  at  this  time.  As  already  noted,  the  estimates  of 
the  Bureau  obtained  by  the  various  methods  employed  are  brought 
together  and  summarized  in  Chapter  TV. 

Section  18.  Comparison  of  prices  paid  by  United  States  Steel  Corporation 

for  securities  of  constituent  concerns  with  average  market  prices  of 

the  latter. 

The  great  excess  of  securities  issued  by  the  United  States  Steel 

Corporation  over  the  aggregate  of  securities  which  it  acquired  has 

already  been  clearly  brought  out,  both  by  the  total  figures  and  by 

the  terms  of  exchange  given  in  Table  4,  on  page  113.     A  comparison 

of  these  rates  of  exchange  with  the  average  market  values  of  the 

as  a  fair  indication  of  tlie  value  of  these  companies,  but  rather  as  an  expression  of  the 
value  of  monopolistic  power,  or,  at  least,  of  concentrated  power,  which  was  anticipated 
from  the  still  greater  merger. 

However,  had  the  average  market  prices  for  the  three  months  from  January  1,  1901,  to 
April  1,  1901,  been  included  with  the  average  prices  for  the  two  preceding  years,  the 
aggregate  market  valuation  of  the  securities  (including  cash  and  underlying  bonds  at  par) 
would  have  been  only  about  $799,000,000,  or  not  materially  different  from  the  total  ob- 
tained by  using  the  average  prices  of  1899  and  1900. 
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constituent  stocks  in  1899  and  1900,  as  shown  in  Table  13,  is  given 
in  the  following  table : 

Table  14.— COMPARISON  OF  RATES  OF  EXCHANGE  OF  UNITED  STATES  STEEL  STOCKS 
FOR  STOCKS  OF  CONSTITUENT  CONCERNS,  WITH  AVERAGE  MARKET  VALUES  OF 
LATTER  IX  1899  AND  1900. 


^                    Constituent  concern . 

Average 
market 
price  of 
stock  in 
1899-1900. 

Received  in  United  States  Steel 
securities  per  $100  of  old  par 
value. 

'Preferred 
stock. 

Common 
stock. 

Bonds. 

Carnegie  Company: 

105.00 
■  100.00 
I  100. 00 

76.38 
50.04 

89.41 
48.26 

94.20 
48.72 

91.16 
41.67 

84.77 
34.77 

77.34 
32.11 

93.10 
43.88 

56.48 
10.90 

< 65.88 
<19.00 
=  75.00 

100.00 

150  00 

!  153. 50 

110.00 
4.00 

117.50 

!  141.00 

Federal  Steel  Company; 

107.50 

American  Steel  and  Wire  Company: 

102.50 

National  Tube  Company: 

125.00 
8.80 

125. 00 

125.00 

National  Steel  Company: 

125.00 

American  Tin  Plate  Company: 

125.00 
20.00 

100.00 

125.00 

100.00 

American  Bridge  Company  :^ 

110.00 

105.00 

Shelby  Sieel  Tube  Company  :  ^ 

37.50 

25.00 

American  Sheet  Steel  Company  :  3 

100.00 

100.00 
135.00 

Lake  Superior  Consolidated  Iron  Mines:  Common 

135.00 

1  Only  13  shares  known  to  have  been  sold  in  open  market.    (See  note  2  on  page  171.) 

2  In  the  case  of  the  Carnegie  Corapsiny  the  rates  of  exchange  were  not  ofTiclally  stated,  and  apparently 
they  were  not  the  same  for  all  holders.  The  actual  amotmts  of  United  States  Steel  securities  usea  by  tlw 
underwriting  syndicate  (not  directly  by  the  Corporation)  to  acquire  the  securities  of  the  Carnegie  Company 
were,  however,  stated  in  the  preliminary  report  of  the  Corporation,  as  follows: 

The  syndicate  acquired  60  per  cent  ($96,000,000)  of  the  stock  of  the  Carnegie  Company  and  $159,- 

450,000,  face  value,  of  the  5  per  cent  borids  of  the  Carnegie  Company  by  delivering  to  the  holdere 

thereof  said  $303,450,000  of  bonds  of  this  Corporation  and  $1,200,000  in  cash ;  and  the  syndicate  acquired 

the  remaining  40  per  cent  ($64,000,000)  of  the  stock  of  the  Carnegie  Company  l>y  delivering  to  the 

holders  thereof  982,771  shares  of  preferred  stock  and  902,790  shares  of  common  stock  of  this  Corporation. 

The  deduction  from  the  total  of  bonds  issued,  namely,  $303,450,000,  of  $159,450,000,  to  represent  Carnegie 

bonds  (exchanged  at  par)  leaves  a  balance  of  $144,000,000,  which  was  issued  for  $96,000,000  of  Carnegie  stock, 

thus  indicating  a  rate  of  $150  in  bonds  for  each  $100  in  stock.    Presumably  these  exceptionally  favorable 

terms  were  secured  chiefly  by  Mr.  Carnegie,  who  held  just  about  60  per  cent  of  the  Carnegie  Coinpany's  stock. 

It  is  not  certain  whether  the  $1,200,000  cash  was  used  to  buy  preferred  stock  or  bonds.    Including  the 

cash,  the  ratio  would  be  slightly  higher. 

For  the  remaining  40  per  cent  of  the  stock  of  the  Carnegie  Company  the  amounts  given  in  the  above 
excerpt  from  the  annual  report  averaged  $153.50  in  new  preferred  and  $141  in  new  common  for  every  $100 
of  this  Carnegie  stock.  The  syndicate  apparently  offered  in  most  cases  150  in  TJnited  States  Steel  preferred 
and  150  in  United  States  Steel  common  stock;  but  varied  the  terms  in  other  instances. 

3  No  quotations  in  1899. 

*  Mean  of  highest  and  lowest  prices  in  Pittsburg  market  in  1900,  weekly  quotations  not  being  available. 
^Asked  price  in  1900.    Does  not  include  lower  prices  recorded  in  1900. 
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It  will  be  seen  from  this  table  that  in  every  case,  except  the  Shelby 
Steel  Tube  Company,  the  amounts  of  stock  issued  by  the  Steel  Cor- 
poration were  in  excess  of  the  average  market  values  of  the  corre- 
sponding stocks  acquired,  and  usually  very  greatly  in  excess.  The 
overissue  of  securities  in  the  case  of  the  Carnegie  Company  has  been 
sufficiently  discussed  and  need  not  be  referred  to  in  detail  here.  For 
each  share  of  the  preferred  stock  of  the  Federal  Steel  Company,  the 
average  market  vdue  of  which  in  1899  and  1900  was  $76.40  per  share, 
the  Steel  Corporation  issued  $110  in  its  preferred  stock.  Correspond- 
ing figures  in  the  case  of  the  American  Steel  and  Wire  Company  pre- 
ferred were,  roughly.  $89.40  and  $117.50.  The  highest  rates  of  ex- 
change with  respect  to  preferred  stocks,  it  will  be  seen,  were  accorded 
the  American  Tin  Plate  Company,  the  National  Tube  Company,  and 
the  National  Steel  Company.^  It  is  worth  pointing  out  that  no  pre- 
ferred stock  of  a  constituent  concern,  with  the  single  exception  of  the 
Shelby  Steel  Tube  (which  was  acquired  at  a  subsequent  date),  re- 
ceived less  than  its  par  value  in  United  States  Steel  preferred. 

The  overissiie  of  common  stock  of  the  Steel  Corporation  was  even 
more  marked.  With  the  single  exception  of  the  Shelby  Steel  Tube 
none  of  the  common  stocks  of  the  constituent  companies  received  less 
than  its  par  value  in  common  stock  of  the  Steel  Corporation,  while 
several  of  them  received  well  over  the  par  value  in  new  common  and 
in  several  cases  an  additional  issue  of  preferred  stock  of  the  Steel 
Corporation  as  well.  A  conspicuous  instance  of  this  was  in  the  case 
of  the  American  Tin  Plate  Company,  the  common  stock  of  which 
received  $125  in  new  common  for  each  $100  common  of  the  old,  and 
in  addition  $20  in  new  preferred. 

The  exceptionally  favorable  terms  accorded  the  Lake  Superior 
Consolidated  Iron  Mines,  namely,  $135  in  new  preferred  and  $135  in 
new  common  stock  for  each  $100  of  old  stock,  are  worthy  of  special 
notice.  The  Lake  Superior  Consolidated  Iron  Mines,  as  already 
pointed  out,  was  owned  by  Standard  Oil  interests  and  was  acquired 
after  most  of  the  larger  steel  companies  included  in  the  list.  Owing 
to  the  fact  that  this  company  not  only  had  very  extensive  ore  reserves 
but  also  an  important  ore  railroad,  and  more  especially  to  its  excep- 
tionally strong  financial  backing,  it  ^''as  practically  in  a  position  to 
dictate  its  own  terms,  and  apparently  did  so. 

In  view  of  this  great  increase  of  capitalization  by  the  Steel  Cor- 
poration, it  is  worth  repeating  that  this  followed  very  heavy  inflation 
of-  securities  in  the  organization  of  nearly  all  of  the  constituent  con- 
cerns, while  in  some  cases  the  latter  in  turn  had  issued  their  securities 
at  very  much  in  excess  of  those  which  they  in  turn  had  acquired.    As 

iln  this  connection  it  should  be  stated  that  the  organizers  of  the  Steel  Corporation 
allotted  a  solid  block  of  stock  for  the  "  Moore  "  companies  and  that  the  suballotment  of 
that  stock  by  companies  and  by  different  classes  of  stoA  was  made  by  the  dominating 
interests  in  this  group  and  not  by  the  organizers  of  the  Corporation.  (See  Exhibit  4, 
p.  396.) 
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a  conspicuous  illustration,  the  inflation  of  capitalization  by  the  wire 
combinations  maj-  be  noted.  Thus,  each  $100  stock  of  the  Consol- 
idated Steel  and  "Wire  Company,  organized  in  1892,  received  in  1898 
$175  in  preferred  stock  and  $175  in  common  stock  of  the  American 
Steel  and  Wire  Company  of  Illinois,  or  $350  of  new  securities  for 
every  $100  of  old.  A  few  months  later  each  $100  of  the  preferred 
stock  of  the  American  Steel  and  Wire  Company  of  Illinois  received 
$100  in  preferred  stock  and  $60  in  common  stock,  of  the  American 
Steel  and  Wire  Company  of  Xew  Jersey,  while  each  $100  of 
the  Illinois  concern's  common  stock  received  $120  in  common 
stock  of  the  Xew  Jersey  concern.  Thus,  each  $100  stock  of  the 
old  Consolidated  company  became  $±90  in  the  stock  of  the  Xew 
Jersey  concern.  In  the  final  merger  of  the  latter  company  into  the 
Steel  Corporation  each  $100  par  value  of  the  preferred  stock  received 
$117.50  in  preferred  stock  of  the  Steel  Corporation,  while  each  $100 
(par  value)  of  the  common  stock  received  $102.50  in  United  States 
Steel  common  stock.  In  other  words,  every  $100  par  of  the  stock  of 
the  Consolidated  Steel  and  Wire  Company  was  finally  transmuted 
into  $528.50  par  of  Steel  Corporation  securities.  This  is  perhaps 
the  most  striking  instance  of  repeated  increase  of  securities  afforded 
in  the  history  of  the  Steel  Corporation,  but  the  increase  in  many 
other  cases  was  also  very  great. 

Of  course,  the  value  of  these  properties  may  have  increased 
greatly  in  this  interval,  so  that  it  should  not  be  understood  that  the 
entire  amount   of  the   increase   represented  nothing  but  "  water." 

The  evidence  in  this  chapter  shoAvs  that  whatever  the  actual  value 
of  the  securities  acquired  by  the  Steel  Corporation  may  have  been  it 
was  very  much  less  than  the  par  value  of  the  United  States  Steel 
securities  issued  therefor.  The  extent  of  such  overvaluation  is  dis- 
cussed in  Chapter  IV,  where  the  estimates  of  the  value  of  the  prop- 
erty given  in  this  chapter  are  summarized  in  connection  with  those 
obtained  by  another  method. 

Section  19.  Larg^e  amounts  of  securities  issued  by  constituent  concerns 
for. promotion  services. 

A  very  striking  illustration  of  the  inflation  of  securities  by  these 
various  consolidations,  and  one  which  may  fairly  be  considered  in 
judging  the  general  relationship  of  their  capitalization  to  investment, 
is  afforded  by  the  large  paj^ments  made  for  promotion  and  under- 
writing services.  Such  payments,  which  are  over  and  above  the 
usual  bonus  in  common  stock  given  with  preferred  for  an  equivalent 
amount  of  cash  or  property,  aggregate  for  seven  of  the  concerns  above 
described,  no  less  than  $63,300,000  stock,  this  including  in  one  instance 
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about  $850,000  of  preferred.  These  figures,  moreover,  do  not  include 
any  allowance  for  the  American  Sheet  Steel  Company,  which  almost 
certainly  made  payments  of  the  same  sort,  or  for  the  Shelby  Steel 
Tube  Company.  The  facts  regarding  such  payments  or  commissions, 
which  have  already  been  briefly  referred  to  in  the  preceding  discus- 
sion, may  here  be  summarized. 

Federal  Steel  Cojipany. — As  shown  on  page  118,  the  underwrit- 
ing syndicate  of  the  Federal  Steel  Company  was  to  provide  $14,075,000 
cash  (this  including  $200,000  for  organization  expenses).  The  syn- 
dicate, however,  secured  most  of  this  cash  from  the  stockholders  of 
the  constituent  concerns  of  the  Federal  Steel  Company  in  the  manner 
already  described,  so  thai  the  actual  amount  of  cash  raised  by  the 
syndicate,  as  such  (as  distinct  from  any  amounts  which  syndicate 
members  may  have  subscribed  as  stockholders  in  the  acquired  con- 
cerns) ,  was  apparently  but  $4,823,373.  In  return  for  this  cash  pay- 
ment and  its  services  the  syndicate  received  a  residue  of  Federal  Steel 
stocks  amounting,  at  par,  to  about  $5,680,565  preferred  and  $8,422,992 
common.  Assuming  that  for  the  cash  provided  the  syndicate  received 
100  per  cent  in  preferred  and  a  bonus  of  100  per  cent  in  common, 
there  would  be  left,  roughl)^,  $850,000  of  Federal  Steel  preferred  and 
$3,600,000  Federal  Steel  common  stock,  which  may  be  regarded  as  the 
compensation  of  the  syndicate  for  its  services  and  profit  as  distinct 
from  any  payment  for  the  new  cash  capital  provided,  as  follows : 


Preferred 
stock. 


Common 
stock. 


Stock  received  by  syndicate 

Amount  allowed  to  cover  cash  raised  by  syndicate . 

Balance  to  cover  "services"  of  syndicate 


SS, 680, 565 
4,823,373 


l)t8,422,992 
4,823,373 


3,599,619 


1  Includes  $3,000  incorporators*  stock. 

While,  however,  the  syndicate  commission  in  the  case  of  this  com- 
pany apparently  included  a  small  amount  of  preferred  stock,  it  will 
be  recalled  that  the  common  stock  of  the  company  had  some  tangible 
property  back  of  it  at  the  start. 

American  Steel  and  Wire  Company  of  New  Jersey. — As  shown 
on  page  132,  at  the  organization  of  this  company  a  syndicate  raised 
$28,000,000  of  cash,  for  which  it  received  $28,000,000  of  preferred 
stock  and  $28,400,000  of  common  stock,  or  the  entire  issues  of  each 
class  over  and  above  the  amounts  paid  for  the  old  American  Steel 
and  Wire  Company  of  Illinois.  Subscribers  to  the  syndicate  re- 
ceived with  each  $100  preferred  stock  paid  for  at  par  a  bonus  of 
$60  in  common  stock,  or  in  the  aggregate  $16,800,000.    This  left  a 
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balance  of  $11,600,000  of  common  stock  unaccounted  for,  as  shown 
below : 


Total  amount  issued  to  the  syndicate 

Paid  syndicate  subscribers  for  $28,000,000  of  cash . 


Balance. 


Preferred 
stock. 


828,000,000 
28,000,000 


Common 

stock. 


$28,400,000 
16,800.000 


11,600,000 


This  residue  of  $11,600,000 — which,  it  will  be  seen,  is  entirely  dis- 
tinct from  the  common-stock  bonus  paid  in  connection  with  cash 
subscriptions  to  preferred  stock — went  to  those  who  managed  the 
organization  of  the  company  as  their  compensation  or  commission. 

American  Tin  Plate  Cojipany. — Testimony  before  the  Indus- 
trial Commission  (see  p.  135)  showed  that  $10,000,000  of  the  com- 
mon stock  of  this  company  went  to  the  organizers  as  their  compen- 
sation, this  being  over  and  above  the  $18,000,000  of  common  stock 
issued  as  a  bonus  with  the  preferred  stock  for  property  and  cash.  It 
is  possible  that  not  all  of  this  $10,000,000  commission  was  retained 
by  the  promoters,  since  they  had  to  meet  certain  expenses  of  organi- 
zation— usually  small — and,  moreover,  it  is  po.ssible  that  in  some 
cases  the  promoters  offered  certain  of  the  concerns  entering  the  con- 
solidation a  special  bonus  in  common  stock  in  order  to  secure  such 
concerns.  Such  special  allowances  may  have  reduced  the  net  amount 
of  the  commission. 

National  Steel  Cojipany. — It  appears  from  the  testimony  before 
the  Industrial  Commission  (see  p.  137)  that  $5,000,000  of  the  com- 
mon stock  was  issued  for  the  "expenses  of  organization";  in  other 
words,  that  it  went  to  the  promoters  for  their  services  and  expenses. 

American  Steel  Hoop  Cojipany.— In  the  case  of  this  concern  also 
it  appears  that  at  least  $.-..000,000  of  common  stock  was  retained  by 
the  organizers  as  their  commission.     (See  p.  139.) 

American  Sheet  Steel  Company. — As  already  stated  the  exact 
facts  concerning  the  promotion  of  this  company  are  not  obtainable. 
However,  the  evidence  (see  p.  140)  indicates  that  the  properties  and 
cash  acquired  by  this  company  probably  did  not  exceed  $16,000,000 
(although  the  Bureau  has  allowed  $17,000,000) ,  for  which  apparently 
$16,000,000  preferred  and  $16,000,000  common  stock  were  issued,  so 
that  possibly  there  is  ground  for  the  assumption  that  the  remaining 
issued  amounts  of  each  class  of  stock  may  have  been  retained  by 
the  promoters  as  their  compensation.  This  can  not,  however,  be 
stated  as  a  definite  fact.  Therefore,  nothing  has  been  included  for 
that  company  in  this  computation. 
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National  Tube  Company. — In  the  promotion  of  this  company  it 
appears  that  $20,000,000  of  the  $40,000,000  common  stock  issued  was 
given  as  a  bonus  with  the  $40,000,000  of  preferred  stock  in  payment 
for  properties  or  for  cash.  The  remaining  $20,000,000  of  common 
stock  apparently  went  to  the  organizers  as  a  commission,  although 
a  part  of  this  may  have  been  distributed  by  them  to  banking  interests 
as  commissions  for  assisting  in  raising  cash  capital. 

American  Bridge  Company. — In  the  case  of  this  concern  the  exact 
amount  of  stock  issued  as  a  commission  is  somewhat  uncertain,  owing 
to  somewhat  unusual  methods  of  financing.  It  seems,  however,  that 
at  least  $7,250,000  of  the  common  stock  represented  such  a  commis- 
sion, and  possibly  a  larger  sum. 

Shelby  Steel  Tube  Company. — In  the  case  of  the  Shelby  Steel 
Tube  Company,  as  shown  in  note  1,  page  144,  $1,305,900  of  the  com- 
mon stock  was  allotted  for  organization  expenses.  Just  how  much 
of  it  represented  a  commission  is  not  known,  and  as  the  total  amount 
is  small  in  comparison  with  the  other  payments  here  discussed  it  has 
been  omitted. 

Carnegie  Company. — In  the  organization  of  the  Carnegie  Com- 
pany no  promoters  or  bankers  were  employed  and  apparently  no 
stock  was  issued  for  commissions. 

Lake  Superior  Consolidated  Iron  Mines. — The  Bureau  secured 
no  information  as  to  whether  any  of  the  stock  of  this  concern  was 
issued  to  the  promoters,  and  it  has  been  assumed  that  despite  the 
heavy  overcapitalization  of  the  company  at  the  time  of  its  organiza- 
tion no  stock  was  issued  for  this  particular  purpose.  The  company, 
it  will  be  recalled,  was  organized  in  1893. 

The  total  of  these  various  commissions,  not  including  anything  for 
either  the  American  Sheet  Steel  Company  or  the  Shelby  Steel  Tube 
Company,  was  $63,306,811,  as  follows : 


Table  15.— AMOUNTS  OF  STOCK  ISSUED  BY  CONSTITUENT  CONCERNS  OP  STEEL 
corporation  FOR  COMMISSIONS  TO  PROMOTERS  (EXCLUSIVE  OF  BONUS  STOCK 
ISSUED  FOR  PROPERTIES  OR  FOR  CASH). 


Company. 

Common 
stock 

"commis- 
sion." 

Company. 

Common 

stocJc 
"commis- 
sion." 

154,456,811 
11,600,000 
10, 000, 000 
6,000,000 
5,000,000 

National  Tube 

120,000,000 
7,260,000 

Total.... 

American  fin  Plate 

2  63,306,811 

National  Steel                       

1  Includes  8857,192  of  preferred  stock. 

2  No  amounts  are  here  entered  for  the  American  Sheet  Steel  Company,  for  reasons  given  in  the  text, 
nor  is  anything  entered  in  the  case  of  the  Shelby  Steel  Tube  Company. 
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It  should  once  more  be  stated  that  this  total  does  not  include  the 
large  amounts  of  common  stock  of  these  constituent  companies  issued 
as  a  mere  bonus  with  preferred  stock  for  property  or  cash.  Out  of 
the  commissions  above  described  the  promoters  sometimes  had  to 
meet  certain  expenses,  but  in  general  such  expenses  were  small,  and 
these  commissions,  or  the  proceeds  realized  therefrom,  represented 
the  compensation  of  the  promoters  and  organizers. 


CHAPTEE  III. 

VALTJATION  OF  TANGIBLE  PROPEETY  OF  THE  STEEL  CORPORA- 
TION IN  1901  BY  DEPARTMENTS  OF  ITS  BUSINESS.  , 

Section  1.  Introductory. 

In  the  preceding  chapter  the  value  of  the  property  of  the  United 
States  Steel  Corporation  at  the  date  of  its  organization  has  been 
discussed  by  the  first  and  second  methods  outlined  on  page  116, 
namely,  by  historical  study  of  the  organization  and  investment  of 
the  constituent  concerns,  and  by  the  computation  of  the  market 
values  of  the  securities  of  these  concerns.  It  now  remains  to  discuss 
the  value  of  the  tangible  property  of  the  Corporation  by  the  third 
method  referred  to,  namely,  by  departments  of  its  business.  Such 
a  valuation  is  taken  up  in  the  present  chapter.  With  reference  to 
the  properties  other  than  ore,  this  discussion  is  in  part  a;  summary 
and  reclassification  of  facts  brought  out  in  Chapter  II.  The  valua- 
tion of  the  ore  property  is  approached  by  several  different  methods, 
and,  on  account  of  its  importance,  is  given  a  separate  division  of  the 
chapter. 

Section  2.  Estimate  filed  by  the  Corporation  in  the  Hodge  suit  in  1902. 

In  undertaking  the  valuation  of  the  properties  of  the  Corporation 
by  departments  of  its  business  for  1901,  it  will  be  found  convenient 
to  refer  to  an  estimat;e  of  the  physical  assets  made  by  officials  of  the 
Steel  Corporation  themselves  in  their  defense  of  the  so-called  "  Hodge 
suit."  This  suit  was  brought  in  1902  to  prevent  the  company  from 
issuing  $200,000,000  of  bonds  to  retire  a  like  amount  of  preferred 
stock.  The  laws  of  New  Jersey  required  a  certificate  from  officers 
of  the  Corporation  to  the  effect  that  its  assets  were  equa;l  to  the 
preferred  stock,  after  allowing  for  indebtedness,  as  a  prerequisite  to 
such  conversion  of  any  part  of  the  preferred  stock  into  bonds.  One 
of  the  main  points  raised  by  the  plaintiffs  in  this  suit  was  that  the 
Corporation  did  not  thus  possess  assets  equal  to  the  amount  of  its 
preferred  stock,  after  allowing  for  prior  indebtedness. 

In  reply  to  the  charge  of  deficiency  of  assets  in  this  particular, 
an  estimate  of  the  physical  properties  of  the  Corporation  was  filed 
by  Charles  M.  Schwab,  then  its  president,  these  valuations  being 
subscribed  to  by  several  other  prominent  officials  of  the  Corporation. 
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This  estimate,  which  classified  the  property  by  the  principal  depart- 
ments of  the  business,  follows: 

Table  16.— ESTIMATE  OF  VALUE  OF  TANGIBLE  ASSETS  OP  UNITED  STATES 
STEEL  CORPORATION  ON  JULY  1,  1902,  SUBMITTED  BY  THE  CORPORATION 
IN  THE  HODGE  SUIT. 

Ore  properties $700,  000,  ODD 

Plants,  mills,  fixtures,  machinery,  equipment,  tools,  and  real  estate 300,  000,  000 

Blast  furnaces 48,  000,  000 

Coal  and  coke 100,  000,  000 

Transportation  properties '  80,  000,  000 

Natural  gas  fields : 20,  000,  000 

Limestone  properties 4,  000,  000 

Cash  and  cash  assets =  148,  291,  000 

Total 1,  400,  291,  000 

1  President  Schwab  stated  that  the  Corporation's  estimate  for  this  item  was  the  value 
after  allowing  for  $40,340,000  of  indebtedness.      (See  note,  p.  197.) 

2  As  of  June  1,  1902.      (See  note  3  to  Table  23,  p.   234.) 

Except  in  the  case  of  the  transportation  properties,  where,  as  noted, 
the  valuation  of  $80,000,000  was  the  estimated  valuation  after  allow- 
ing for  indebtedness,  the  figures  here  given  represent  the  Corpora- 
tion's estimate  of  the  entire  value  of  the  different  classes  of  property 
without  respect  to  the  securities  issued  against  them;  that  is  to  say, 
they  do  not  represent  merely  the  equity  value  in  these  properties  for 
the  stockholders  of  the  Corporation  over  and  above  bonded  indebted- 
ness. The  valuations  arrived  at  by  the  Bureau  in  this  chapter  like- 
wise are  for  the  total  tangible  property,  without  respect  to  the  secu- 
rities outstanding  against  it.  In  comparing  its  figures  with  those  of 
the  Corporation,  the  Bureau  has  restored  the  indebtedness  of  rail- 
road companies  which  was  deducted  by  the  Corporation's  officials. 

The  main  purpose  of  this  chapter  is  to  arrive  at  as  accurate  a 
valuation  of  the  properties  of  the  Steel  Corporation  as  is  possible, 
rather  than  to  discuss  at  length  the  above  estimate  of  the  Steel 
Corporation.  It  is,  however,  desirable  to  consider  this  estimate  of  the 
Corporation  in  connection  \^-ith  the  following  analysis  by  the  Bureau ; 
an  especial  advantage  in  this  method  of  treatment  is  that  the  figures 
in  the  Corporation's  estimate  can  be  regarded  as  invariably  fixing 
maximum  limits  of  valuation.  The  estimate  of  the  Corporation  in 
connection  with  the  Hodge  suit  was  submitted  at  a  time  when  there 
was  a  powerful  motive  before  its  officers  to  overvalue  its  assets.  It 
is  apparent  that  after  placing  liberal  valuations  upon  all  the  prop- 
erty other  than  ore  the  officers  making  this  estimate  credited  the  ore 
with  an  amount  sufficient  to  bring  the  Corporation's  total  assets  up 
to  more  than  the  total  of  its  outstanding  securities.  As  shown  later, 
this  valuation  for  the  ore  was  very  excessive. 

It  should  be  kept  in  mind  that  this  estimate  by  the  Corporation 
was  made  in  July,  1902.  By  that  time  the  property  of  the  Corpora- 
tion had  been  increased  through  surplus  earnings  and  also,  to  a  small 
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extent,  by  capital  raised  or  property  acquired  through  the  issue  of 
additional  securities,  so  that  the  total  investment  was  somewhat 
greater  than  it  was  in  April,  1901.  If  a  precise  comparison  of 
the  Bureau's  estimate  with  these  estimates  of  the  Corporation  was 
desired,  with  a  view  to  carefully  reconciling  differences  between 
them,  it  would  be  necessary  to  determine  how  this  additional  invest- 
ment was  distributed  among  the  different  departments  of  the  Cor- 
poration's business.  For  the  present  purpose  this  is  not  necessary. 
It  should,  however,  be  kept  in  mind  that  the  valuations  of  the  Bureau 
in  this  chapter  are  applicable  as  of  the  date  of  the  company's  organi- 
zation on  April  1,  1901,  while  those  of  the  Corporation,  above  given, 
were  made  in  July,  1902. 

Mr.  Schwab,  in  his  affidavit  in  behalf  of  the  Corporation,  said : 

The  foregoing  items  of  valuation  do  not  include  any  allowance 
for  the  value  of  the  good  will  and  established  businesses  of  the 
various  plants  and  properties,  nor  do  they  include  anything  for 
the  very  valuable  patents,  trade-marks,  and  processes  owned 
or  controlled,  or  anything  for  the  large  amount  of  orders  for 
manufactured  goods  which  have  been  actually  received  and  are 
in  process  of  filling. 

In  other  words,  Mr.  Schwab  claimed  very  emphatically  that  the 
Corporation's  estimate  did  not  include  an  allowance  for  intangible 
considerations,  so  that  comparison  may  properly  be  made  with  the 
Bureau's  figures  later  presented,  which  are  for  tangible  property 
only. 

I.   VALUE  OP  PROPERTIES  OTHER  THAN  ORE. 

Section  3.  Value  of  manufacturing  plants,  and  connected  real  estate. 

The  manufacturing  plants  of  the  Steel  Corporation  (including 
real  estate  for  plant  sites,  etc.)  other  than  coke  properties  and 
blast  furnaces,  were  entered  in  the  Corporation's  1902  estimate  at 
$300,000,000,  and  the  blast  furnaces  at  $48,000,000,  making  a  total 
for  what  may  be  called  the  iron  and  steel  works  proper,  and  real  es- 
tate for  plant  sites,  of  $348,000,000. 

From  the  facts  given  in  Chapter  II,  it  is  possible  to  present  an  in- 
dependent estimate  for  these  manufacturing  properties  as  they  were 
in  April,  1901.  Thus,  in  the  case  of  the  Federal  Steel  Company,  the 
steel  works,  blast  furnaces,  and  similar  equipment  were  those  of  the 
Illinois  Steel  Company  and  of  the  Lorain  Steel  Company  (and  the 
Johnson  Company),  since  the  Minnesota  Iron  Company  and  other 
subsidiary  concerns  of  the  Federal  company  had  no  property  of  this 
character.  The  real  estate  and  manufacturing  plants  of  the  Illinois 
Steel  Company  were  entered  in  its  balance  sheet  of  June  30,  1898,  at 
approximately  $20,200,000.  (See  p.  121.)  Since  that  balance  sheet 
stated  separately  the  investment  of  the  company  in  railroad  stocks. 
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coke  properties,  and  current  assets,  this  book  figure  may  be  taken  as 
the  investment  in  steel  works,  blast  furnaces  and  similar  plants,  and 
real  estate  at  that  date.  As  shown  in  Chapter  II,  there  is  good  rea- 
son for  the  opinion  that  all  of  the  book  valuations  of  the  company 
were  sufficiently  liberal.^ 

The  properties  of  the  Lorain  and  Johnson  companies  at  the  time  of 
their  acquisition  by  the  Federal  Steel  Company,  it  will  be  recalled, 
were  valued  at  approximately  $4,000,000.  This  entire  amount  may  be 
credited  to  manufacturing  plants. 

The  manufacturing  properties  and  blast  furnaces  of  the  Carnegie 
Steel  Company  (Ltd.)  at  the  organization  of  the  Carnegie  Company 
of  New  Jersey,  in  March,  1900,  may  be  taken,  as  previously  shown 
(see  p.  155),  at  the  book  value  of  $43,3.K-i,000. 

In  the  case  of  the  other  constituent  concerns,  the  values  of  the 
manufacturing  plants  can  not  thus  be  directly  taken  from  balance 
sheets.  However,  as  already  shown  in  Chapter  II,  in  the  case  of 
nearly  all  these  other  companies  the  value  of  the  entire  property 
did  not  exceed  their  respective  issues  of  preferred  stock,  and,  more- 
over, such  property  at  the  dates  of  their  organization  consisted  of 
only  two  general  classes,  namely,  manufacturing  plants  and  working 
capital.  The  working  capital  is  known  in  practically  every  instance, 
so  that  by  deducting  this  from  the  amount  of  preferred  stock  issued 
in  each  respective  case  there  is  obtained  an  approximate  valuation  of 
the  manufacturing  plants.  Thus,  in  the  case  of  the  American  Steel 
and  "Wire  Company  the  value  of  all  the  tangible  assets  was  placed 
at  $40,000,000  (see  p.  131),  the  amount  of  preferred  stock  issued. 
The  company  had  $16,600,000  net  working  assets,  leaving  $23,400,000 
as  substantially  the  value  of  the  plants. 

The  total  value  of  the  tangible  assets  of  the  American  Tin  Plate 
Company  (see  p.  136)  at  its  organization  was  approximately  $18,- 
000,000,  the  amount  of  preferred  stock  originally  issued,  to  whicli 
should  be  added  $325,000  subsequently  issued  at  par  to  acquire  the 
plant  of  the  Canonsburg  Iron  and  Steel  Company.  The  company 
started  with  about  $4,500,000  of  working  capital.  The  difference  of 
$13,825,000,  therefore,  substantially  represents  the  value  of  the  manu- 
facturing plants. 

In  the  case  of  the  National  Steel  Company,  the  value  of  the  prop- 
erty at  the  time  of  its  organization — over  and  above  $2,561,000  of 
bonded  indebtedness  later  allowed  for — has  been  placed  (see  p.  137) 
at  $27,000,000,  the  amount  of  preferred  stock  issued  (this  including 
$1,000,000  issued  some  time  after  the  company's  organization).  The 
company  had  $9,000,000  of  current,  assets,  thus  leaving  $18,000,000 

1  The  ininois  Steel  Company  had  a  small  amount  of  ore  lands,  but  apparently  this  was 
not  Included  In  the  figure  just  given.  At  any  rate,  any  allowance  for  ore  property  in- 
cluded in  that  figure  would  be  so  small  that  no  deduction  need  be  made  for  it  here, 
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to  cover  the  remaining  property.  This  entire  amount  has  been  cred- 
ited to  the  manufacturing  properties  of  the  company,  since  its  other 
fixed  properties  were  not  of  sufficient  importance  to  necessitate  an 
allotment  of  this  balance. 

A  similar  method  of  computation  in  the  case  of  the  American  Steel 
Hoop  Company  indicates  that  the  value  of  the  manufacturing  plants 
was  the  difference  between  $14,000,000,  the  total  amount  of  preferred 
stock  issued,  and  the  original  working  capital,  $3,000,000,  or  a  total 
of  $11,000,000.  This  valuation  for  the  manufacturing  plants  is  prob- 
ably too  liberal,  for  reasons  already  shown. 

The  valuation  of  the  National  Tube  Company's  manufacturing 
plants  may  likewise  be  arrived  at  by  deducting  from  $40,000,000,  the 
estimated  total  value  of  all  its  assets  (as  expressed  by  the  par  value 
of  the  preferred  stock),  the  $16,000,000  of  net  current  assets  with 
which  the  company  commenced  business,  the  company  having  prac- 
tically no  other  kind  of  property  at  its  organization.  This  leaves 
$24,000,000  for  the  manufacturing  properties. 

The  property  of  the  American  Bridge  Company  likewise  con- 
sisted almost  exclusively  of  manufacturing  plants  and  current  assets. 
The  combined  value  of  both  has  been  taken  at  the  par  value  of  the 
preferred  stock  issued,  $31,374,000  (this  including  some  stock  issued 
subsequent  to  the  formation  of  the  company).  Since  the  company 
had  $11,500,000  of  working  capital  at  the  start,  $19,874,000  is  left 
for  the  manufacturing  plants. 

In  the  case  of  the  American  Sheet  Steel  Company,  it  will  be  re- 
called (see  p.  140)  that  the  tangible  assets  of  every  description  were 
not  equal  to  the  amount  of  preferred  stock  issued,  and  that  the  manu- 
facturing plants  apparently  had  been  valued  for  purposes  of  con- 
solidation at  $12,000,000.  From  tlu^  evidence  already  given,  it  is 
clear  that  such  a  valuation  is  sufficiently  large.  An  addition  of 
$1,000,000  has,  Jiowever,  been  made  to  cover  certain  detached  real 
estate.' 

The  plants  of  the  Shelby  Steel  Tube  Company  at  the  time  of  the 
acquisition  of  that  concern  by  the  United  States  Steel  Corporation 
had  suffered  heavy  depreciation.  As  shown  in  Table  4,  on  page  113, 
the  Steel  Corporation  issued,  roughly,  $1,800,000  of  its  preferred  stock 
and  $2,000,000  of  its  common  stock  in  exchange  for  the  preferred 
and  common  stock  of  the  Shelby  Steel  Tube  Company  which  it 
acquired  (this  being  the.  great  bulk  of  the  entire  issue  in  each  case). 
The  market  value  of  United  States  Steel  stock  thus  issued  was  about 
$2,800,000,  which  would  indicate  a  market  valuation  for  the  entire 
Shelby  Steel  Tube  property  of,  roughly,  $3,000,000.    An  allowance  of 

1  The  company  also  had  natural-gas  property  valued  at  about  $2,000,000.  This  has  been 
considered  as  oCfsetting  the  $2,000,000  bonded  debt  of  the  company,  and  this  latter  item, 
therefore,  does  not  require  consideration  here.  The  natural-gas  property  is  valued  later. 
(See  p.  200.) 
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$2,500,000  to  cover  the  manufacturing  properties  alone  might  be  con- 
sidered reasonable,  but  since  the  entire  amount  is  so  small  these 
manufacturing  properties  have  been  credited  in  the  Bureau's  esti- 
mate with  a  value  of  $3,000,000*.' 

The  Lake  Superior  Consolidated  Iron  Mines  had  no  manufac- 
turing plants.  Its  railroad  and  ore  properties,  like  those  of  the  other 
subsidiary  concerns,  are  discussed  elsewhere  in  this  chapter. 

The  one-sixth  interest  in  the  Pittsburg  Steamship  Company  and  in 
the  Oliver  Iron  Mining  Company  likewise  need  not  be  considered 
here,  since  neither  of  these  concerns  had  any  manufacturing 
properties. 

It  should  be  observed  that  in  the  case  of  a  few  of  these  concerns 
the  valuations  arrived  at  by  the  Bureau  represent  the  equity  in  the 
property  over  and  above  certain  bonded  indebtedness.  Thus,  the 
valuation  of  $18,000,000  for  the  manufacturing  properties  of  the 
National  Steel  Company  represents  the  stockholders'  equity  in  this 
property,  after  allowing  for  $2,561,000  of  outstanding  bonds.  A  few 
of  the  other  subsidiary  manufacturing  companies  likewise  had  small 
amounts  of  underlying  indebtedness.  In  an  estimate  of  the  value  of 
the  manufacturing  properties  as  distinct  from  the  stockholders' 
equity  therein,  an  amount  equivalent  to  such  indebtedness  should  be 
added,  since  it  may  be  assumed  that  such  bonds  represent  a  corre- 
sponding investment  in  the  property.  The  total  addition  on  this 
account  is  $3,000,000.  In  the  case  of  the  American  Sheet  Steel  Com- 
pany there  were  $2,000,000  of  underlying  bonds,  but  these,  as  already 
noted,  have  been  considered  as  representing  an  equivalent  investment 
in  natural-gas  property  rather  than  in  manufacturing  plants ;  there- 
fore no  addition  on  this  account  need  be  made  at  this  point. 

The  Illinois  Steel  Company  also  had  a  large  issue  of  bonds,  most  of 
which  presumably  were  issued  against  manufacturing  properties,  and 
a  considerable  part  of  the  large  issue  of  the  Carnegie  Company  may 
be  considered  as  having  been  issued  against  such  properties.  In  the 
case  of  these  comi^anies,  however,  the  bonded  indebtedness  need  not 
be  considered,  since  the  valuations  above  given  were  the  full  valua- 
tions as  shown  in  the  balance  sheets,  and  not  merely  an  expression  of 
the  stockholders'  equity  therein. 

The  other  subsidiary  manufacturing  companies  of  the  Steel  Cor- 
poration had  no  bonded  indebtedness  at  their  organization.  In  a 
few  cases  additional  bonds  were  subsequently  issued  or  assumed,  par- 
ticularly by  the  American  Steel  and  Wire  Company  and  the  National 
Steel  Company,  but  since  practically  all  of  the  added  investment 

1  The  use  of  the  market  value  of  the  securities  Issued  by  the  Steel  Corporation  as  a 
criterion  tor  judging  the  value  of  the  property  acquired  is  as  a  rule  Incorrect,  particularly 
at  the  time  of  merging  various  competing  concerns  (see  p.  210),  hut  in  this  instance,  owing 
to  the  sharp  reduction  in  capitalization  and  to  the  comparatively  small  amount  involved, 
It  Is  justifiable. 
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represented  by  such  increase  in  indebtedness  was  incurred  in  the 
purchase  of  property  other  than  manufacturing  plants — principally 
steamships,  ore,  and  coke — such  additional  issues  may  be  disregarded 
in  this  discussion  of  the  value  of  the  manufacturing  plants  proper. 

Except  in  the  cases  noted,  none  of  these  companies  increased  their 
stock  issues  up  to  the  time  they  were  absorbed  by  the  United  States 
Steel  Corporation. 

On  the  basis  of  the  foregoing  discussion,  the  values  of  the  steel 
works,  blast  furnaces,  and  similar  manufacturing  properties  (in- 
cluding real  estate)  of  the  companies  acquired  by  the  United  States 
Steel  Corporation  at  the  dates  of  their  respective  organizations  were 
substantially  as  follows : 

TABLE  IT.— BUREAU'S  ESTIMATE  OF  INVESTMENT  OP  CONSTITUENT  COMPANIES 
OF  UNITED  STATES  STEEL  CORPORATION  IN  MANUFACTURING  PLANTS  (IN- 
CLUDING BLAST  FURNACES)  AND  REAL  ESTATE  AT  THE  DATES  OF  THEIR 
RESPECTIVE  ORGANIZATIONS. 


Compaay. 


Preferred 
stock  issued. 


Current  as- 
sets at  or- 
ganization. 


Balance  to 

represent 

plants. 


American  Steel  and  Wire  Company 

National  Steel  Company  i 

American  Tin  Plate  Company  i 

American  Steel  Hoop  Company 

National  Tube  Company 

American  Bridge  Company  • 

Other  companies: 

Carnegie  Company  (book  value) 

Federal  Steel  Company- 
Illinois  Steel  Company  (book  value) 

Lorain  and  Johnson  companies  (approximate  cash 

price) 

Shelby  Steel  Tube  Company  (approximate  cash  price).. 

American  Sheet  Steel  Company  (estimated) 

Add  to  cover  investment  in  manufacturing  plants  repre- 
sented by  miscellaneous  bonds 


$40,000,000 
27,000,000 
18,325,000 
14,000,000 
40, 000, 000 
31,374,000 


816,600,000 
9,000,000 
4,500,000 
3,000,000 
16, 000, 000 
11,500,000 


123,400,000 
18,000,000 
13,825,000 
11,000,000 
24,000,000 
19,874,000 

43,355,000 

20,200,000 

4,000,000 
3,000,000 
13,000,000 

3,000,000 


Total. 


1  In  the  case  of  this  company  the  preferred  stock  here  given  includes  a  small  amount  issued  soon  alter  the 
organization  of  the  company. 

This  grand  total  of  $196,654,000  may,  in  view  of  the  preceding 
discussion,  fairly  be  considered  as  an  approximate  measure  of  the 
value  of  the  steel  works,  blast  furnaces,  real  estate,  etc.,  of  the  vari- 
ous constituent  companies  of  the  Steel  Corporation,  these — except 
in  the  case  of  the  Shelby  Steel  Tube  Company — being  the  values  at 
the  time  of  organization.  As  pointed  out  in  Chapter  II,  during 
the  period  from  such  dates  to  April  1,  1901  (when  the  Steel  Cor- 
poration was  organized),  the  investments  of  these  constituent  con- 
cerns in  their  manufacturing  plants  had  been  increased  from  surplus 
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earnings.  The  accumulated  surplus  earnings  of  all  the  constitu- 
ent companies  on  April  1,  1901,  were  approximately  $117,700,000,  the 
great  bulk  of  this  being  contributed  by  the  companies  immediately 
under  discussion.  A  considerable  part  of  this  aggregate  surplus 
had  been  invested  in  ore,  coal  and  coke,  and  transportation  proper- 
ties, and  there  presumably  had  been  some  addition  to  working 
capital.  A  part  of  the  original  working  capital  also  had  been  in- 
vested in  fixed  properties,  but  the  net  additions  from  this  source  and 
from  capital  raised  through  new  securities  apparently  were  small. 

The  total  amount  which  had  been  thus  invested  in  manufacturing 
plants  can  not  be  precisely  stated.  However,  it  may  be  noted  that 
the  Steel  Corporation  itself  made  an  appraisal  of  its  assets  as  of 
January  1,  1908  (see  pp.  313-318),  in  which  the  iron  and  steel 
manufacturing  properties  were  valued  at  approximately  $367,600,000, 
exclusive  of  the  cost  of  the  new  Gary,  Ind.,  plant,  and  of  the  Ten- 
nessee Coal,  Iron  and  Eailroad  Company,  which  had  been  acquired 
as  of  November  1,  1907.  The  records  of  the  Steel  Corporation 
show  that  there  was  added  to  manufacturing  plants  by  new  con- 
struction and  by  purchases  of  competing  companies  (again  exclud- 
ing the  Gary  and  Tennessee  properties)  during  the  period  from 
April  1,  1901,  to  January  1,  1908,  a  net  total  of  approximately 
$114,500,000  (see  TalDle  41,  p.  314),  this  figure  allowing  for  any 
depreciation  of  these  properties  which  had  not  been  restored  by 
expenditures  thereon.  (This  question  of  depreciation  is  fully  taken 
up  in  Chapter  VI.)  Deducting  this  sum  from  the  Corporation's 
estimate  of  $367,600,000,  above  given,  leaves  $253,100,000  as  the 
indicated  investment  in  the  manufacturing  properties,  on  April  1, 
1901. 

The  Corporation's  valuation  of  $367,600,000  at  the  end  of  1907, 
however  (and  consequently  the  resulting  figure  of  $253,100,000  for 
1901),  includes  real  estate  at  values  very  much  higher  than  those 
prevailing  in  1901.  Allowing  for  this  fact,  this  1907  appraisal  of 
the  Corporation  does  not  indicate  a  valuation  for  the  Corporation's 
manufacturing  plants  in  April,  1901,  in  excess  of  $250,000,000.  The 
Bureau  has  determined  upon  this  figure  as  a  liberal  expression  of 
the  value  of  these  manufacturing  properties  at  that  time.'  This 
total  is  more  than  $50,000,000  gi-eater  than  the  total  indicated  value 

^Aside  from  additions  to  the  value  of  manufacturing  plants  through  surplus  earnings,  it 
might  be  argued  that  the  values  of  these  plants  had  increased  by  April,  1901,  on  account  of 
appreciation.  It  is  possible  that  in  some  cases  there  was  some  increase  of  this  sort.  On 
the  other  hand,  there  had  been  heavy  depreciation  of  some  of  the  manufacturing  property 
of  the  various  constituent  concerns  through  dismantling  operations  and  otherwise.  Still 
again,  the  original  cash  option  prices  of  many  of  these  plants,  as  described  in  Chapter  11, 
and  on  which  these  estimates  of  the  Bureau  are  in  large  measure  based,  undoubtedly  were 
in  many  cases  high.  Altogether,  therefore,  it  would  be  unwarranted  to  assume  any  signifl- 
cant  net  increase  in  the  value  of  these  manufacturing  properties  prior  to  April  1,  1901,  due 
to  appreciation  as  distinct  from  increase  due  to  the  Investment  of  surplus  earnings  or  ot 
additional  capital  otherwise  obtained. 
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of  the  manufacturing  plants  of  the  constituent  concerns  at  their 
respective  dates  of  organization,  as  given  in  Table  17.  There  can  be 
little  doubt  that  this  excess  is  more  than  sufficient  to  cover  all  net 
capital  additions  to  the  manufacturing  properties  of  these  subsidiaries 
during  the  periods  that  they  were  in  operation  prior  to  April  1, 1901. 

Section  4.  Investment  in  transportation  properties. 

It  will  be  noted  that  the  Corporation's  estimate,  given  on  page  182, 
does  not  distinguish  the  value  of  railroad  properties  from  that  of 
steamship  and  dock  properties,  but  gives  the  value  of  the  group  of 
transportation  companies  as  a  whole  at  $80,000,000,  after  deducting 
bonded  indebtedness  of  $40,340,000.  In  other  words,  the  Corporation 
placed  a  total  valuation  on  the  tangible  property  of  this  entire  group 
of  approximately  $120,000,000.^ 

Railroad  properties. — The  Corporation's  estimate  of  these  railroad 
properties  was  undoubtedly  based  upon  a  more  detailed  estimate  sub- 
mitted in  another  affidavit  in  this  same  Hodge  suit  by  James  H. 
Keed,  president  of  several  of  the  railroad  concerns  of  the  Steel  Cor- 
poration. Mr.  Reed  in  his  affidavit  stated  that  the  total  construction 
costs  of  the  six  leading  railroads  of  the  Corporation  were  as  follows : 

Pittsburg,  Bessemer  and  Lake  Brie $30,  000,  000 

Duluth  and  Iron  Range 15,  763, 000 

Duluth,  Missabe  and  Northern 11,000,000 

Chicago,  Lake  Shore  and  Eastern 6, 400,  000 

Elgin,  Jollet  and  Eastern 15,  000, 000 

Union  Railroad 8,  OOO,  000 

Total 86, 163,  000 

A  deduction  from  this  total  should  at  once  be  made  fOr  the  pur- 
poses of  this  discussion,  because  the  Steel  Corporation  had  only  a  52 
per  cent  interest,  approximately,  in  the  Pittsburg,  Bessemer  and 
Lake  Erie.  The  remaining  48  per  cent  would,  on  the  basis  of  Mr. 
Reed's  estimate,  represent  a  total  construction  cost  of  $14,400,000. 
Deducting  this  sum  from  the  grand  total  of  $86,163,000,  as  above 
given,  leaves  a  total  of  $71,763,000  as  the  revised  statement  of  con- 
struction cost  of  the  6  railroads.  It  should  be  distinctly  understood 
that  this  total  of  $71,763,000  is  not  the  value  of  the  Steel  Corpora- 
tion's equity  in  these  railroads,  since  several  of  these  had  outstanding- 
issues  of  bonds  which  ranked  ahead  of  the  securities  owned  by  the 
Steel  Corporation.  This  present  discussion,  however,  has  reference 
to  the  value  of  these  railroad  properties  as  a  whole  and  not  merely 
to  the  equity  which  the  Steel  Corporation  held  in  them.  The  ques- 
tion of  bonded  indebtedness,  therefore,  need  not  he  considered  at 
the  moment. 

1  See  note  to  Table  16,  p.  182. 
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A  further  deduction  from  the  above  total  should  be  made  for  the 
reason  that  inasmuch  as  Mr.  Reed's  affidavit  was  submitted  in  July, 
1902,  his  fibres  included  additions  to  this  railroad  property  made 
by  the  Steel  Corporation  since  its  organization  in  April,  1901.  Such 
additional  expenditures  in  the  nine  months  of  1901  amounted  to 
$2,375,175.  For  the  entire  calendar  year  1902  they  amounted  to 
$2,988,926.  The  expenditures  for  the  first  half  of  1902  (the  portion 
of  that  year  covered  by  Mr.  Reed's  affidavit)  are  not  known,  but 
assuming  that  one-half  the  total  for  that  year  was  expended  in  the 
first  six  months,  the  total  capital  expenditures  on  the  transportation 
properties  from  April  1,  1901,  to  July  1,  1902,  would  be  approxi- 
mately $3,870,000.  Deducting  this  sum  from  the  above  total  of 
$71,763,000,  gives  a  net  total  of,  roughly,  $68,000,000.^ 

In  addition  to  the  6  principal  railroads  above  enumerated,  the 
Steel  Corporation  owned  a  number  of  small  roads,  a  list  of  which 
is  given  on  page  191.  The  aggregate  mileage  of  these  miscellaneous 
roads  was  small,  and  the  aggregate  of  their  capital  securities  on 
June  30,  1901,  was  only  about  $2,800,000.  Of  this  $2,000,000  repre- 
sented the  capital  stock  of  the  Lake  Terminal,  the  investment  back 
of  which  was  not  over  one-half  that  figure.  An  allowance  of 
$2,000,000  to  cover  the  valuation  of  these  small  roads  Avould  probably 
be  sufficiently  high.  Adding  this  to  the  total  of  $68,000,000,  as  above 
arrived  at,  would  give  a  grand  total  of  $70,000,000  as  the  investment 
in  these  roads  in  April,  1901. 

There  is  good  reason,  however,  to  assume  that  the  net  figure  of 
$68,000,000  for  the  six  principal  roads  is  too  high.  In  the  first  place, 
as  already  pointed  out,  the  officials  of  the  Steel  Corporation  were 
not  only  naturally  likely  to  overestimate  its  property,  but  in  the 
instance  under  consideration  were  under  very  strong  temptation  to 
do  so.  (See  p.  182.)  Furthermore,  as  noted  below,  there  is  rather 
strong  evidence  that  Mr.  Reed's  estimate  was  chiefly  based  upon  the 
book  values  of  these  roads,  which  in  certain  cases  were  undoubtedly 
excessive.  The  following  table  shows  the  capital  stock,  bonded  debt, 
and  surplus  of  the  various  railroad  concerns  owned  by  the  Steel 
Corporation  on  June  30,  1901,  figures  for  April  1  not  being  available, 
except  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie: 

1  It  should  be  noted  that  a  portion  of  the  capital  expenditures  on  transportation  prop- 
erties presumably  were  made  on  the  steamship  property  of  the  Corporation.  Since,  how- 
ever, no  deduction  will  be  made  from  the  value  of  the  steamship  property  on  this  account, 
the  entire  amount  of  $3,870,000  may  properly  be  deducted  from  Mr.  Reed's  estimated  in- 
vestment in  the  railroad  property. 
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Table  la— OUTSTANDING  CAPITALIZATION  AND  SURPLUS  OF  UNITED  STATES  STEEL 
CORPORATION'S  RAILROAD  CONCERNS.  JUNE  30,  1901. 


Company. 


Capital 
stock  is- 
sued. 


Bonded 

debt  out- 
standing. 


Surplus. 


Total 
stocl£,bonds, 
and  surplus. 


Duluth  and  Iron  Range 

Duluth,  Missabe  and  Northern 

Elgin,  Joliet  and  Eastern 

Cliicago,  Lalce  Shore  and  Eastern.. . 

Union  Railroad 

Pittsburg,  Bessemer  and  Lalce  Eriei 

Youghiogheny  Northern 

Waukegan  and  Mississippi  Valley... 

Newburg  and  South  Shore 

Elwood,  Anderson  and  Lapelle 

Lake  Terminal 

Johnstown  and  Stony  Creek 

Etna  and  Montrose 

McKeesport  Connecting 

Northern  Liberties 

Pittsburg  and  Ohio  Valley 


$3,000, 

2,512, 

6,000, 

650, 

2,000, 

12,000, 

400, 

60, 

25, 

50, 

2,000, 

91, 

60, 

40, 

5, 

60, 


$11,232,000 
8,323,000 
7,852,000 
3,230,000 
2,000,000 
14, 134, 160 


543,255 
595,511 
741,979 
897,642 
651,785 
996,499 
10, 134 
2,488 
24.398 
58,388 


4,756 
23,507 
8,231 
7,448 
14,030 


$15,775,255 

14,430,511 

14,593,979 

4,777,642 

4,651,785 

25,137,661 

410, 134 

62,488 

49,398 

108,388 

2,000,000 

96,256 

83,507 

48,231 

12, 448 

74,030 


Total 

Allow  for  outside  interest  in  Pittsburg.  Bessemer 
and  Lake  Erie  stock  48  per  cent 


28,953,500 
5,760,000 


46,771,160 
6,784,397 


6,587,053 
^478,SgO 


82,311,713 
12,066,077 


Net  total. 


23,193,500 


39,986,763 


7,065,373 


70,245,6.36 


I  March  31, 1901. 


2  Deficit. 


From  this  table  it  appears  that  the  railroad  companies  of  the  Steel 
Corporation  had  outstanding  on  June  30,  1901,  $28,953,500  capital 
stock  and  $46,771,160  of  bonds,  and  that  their  aggregate  surplus 
accounts  amounted  to  $6,587,053,  making  a  grand  total  book  value 
of  $82,311,713.  A  deduction,  however,  should  be  made  to  allow  for 
the  fact  that  the  Steel  Corporation  had  only  a  52  per  cent  interest, 
approximately,  in  the  stock  of  the  Pittsburg,  Bessemer  and  Lake 
Erie  Railroad.  Making  an  adjustment  in  all  three  items  on  this 
account,  the  total  book  valuation  of  the  railroad  property  of  the 
Steel  Corporation  on  June  30,  1901,  would  be,  roughly,  $70,250,000. 
As  previously  pointed  out,  this  figure  does  not  represent  the  equity 
of  the  Steel  Corporation  in  these  roads,  but  is  rather  a  rough  ap- 
proximation of  the  total  investment  in  them  (except  in  the  case  of 
the  Pittsburg,  Bessemer  and  Lake  Erie) . 

Since  the  current  assets  of  the  Steel  Corporation  are  considered, 
as  a  whole  later,  in  this  valuation  of  the  railroad  property  such  cur- 
rent assets  should  not  be  included.  However,  the  gross  current  assets- 
of  these  railroads  on  June  30,  1901,  were  almost  exactly  offset  by  the 
current  liabilities,  so  that  the  valuations  here  given  are  virtually  for 
the  fixed  property  alone. 

Taking  the  six  roads  specifically  mentioned  in  Mr.  Eeed's  affidavit 
(see  p.  189)   and  including  the  total  investment  in  the  Pittsburg, 
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Bessemer  and  Lake  Erie  to  make  the  figures  comparable,  it  will  be 
seen  that  the  total  book  valuation  on  June  30,  1901,  was  approxi- 
mately $79,300,000,  as  compared  with  the  total  construction  cost  a 
year  later,  as  given  by  Mr.  Eeed.  $86,163,000.  In  view  of  the  fact 
that  by  the  time  Mr.  Reed's  estimate  was  prepared,  the  surplus  earn- 
ings of  these  roads  had  increased  somewhat,  it  will  be  seen  there  is 
a  very  close  correspondence  between  his  figure  of  construction  cost 
and  these  book  valuations. 

There  can  be  little  doubt  that  the  valuations  thus  arrived  at  by 
the  balance  sheet  express  at  least  the  full  value  of  the  tangible  prop- 
erty of  these  railroads  on  June  30,  1901,  and  probably  somewhat 
overstate  that  value.  In  the  case  of  the  two  leading  ore  roads,  the 
Duluth  and  Iron  Range  and  the  Duluth,  Missabe  and  Northern,  it 
is  probable  that  the  capitalization  was  not  radically  different  from  a 
fair  valuation  of  the  property.  In  this  connection  it  may  be  noted 
that  in  1907  the  Minnesota  State  Railroad  and  Warehouse  Com- 
mission engaged  an  engineer  with  a  corps  of  assistants  to  make  a 
valuation  of  the  railroads  in  that  State.  The  engineer  submitted 
estimates  both  of  the  value  of  the  physical  property  of  the  roads  in' 
the  State  on  June  30,  1907,  and  also  of  the  cost  of  reproducing  them.^ 

Two  sets  of  estimates  were  submitted,  one  allowing  the  average 
values  of  lands  secured  for  rights  of  way,  yards,  and  terminals,  and 
the  other  allowing  "multiples"  of  such  values  of  lands  used  for 
these  purposes,  on  the  assumption  that  a  railroad  company  ordinarily 
would  have  to  pay  considerably  more  than  the  normal  value  if  sold 
to  private  purclaasers.  An  additional  allowance  was  made  for  the 
solidification  and  adaptation  of  roadbed,  apparently  on  the  theoiT 
that  a  railroad  is  ordinarily  put  in  operation  before  the  roadbed  is 
really  brought  to  a  state  of  perfection. 

These  estimates  for  the  Duluth  and  Iron  Range  and  the  Duluth, 
Missabe  and  Northern  (including  the  "  multiples  "  in  question  and 
the  allowance  for  adaptation  and  solidification  of  roadbed)  were,  in 
round  numbers,  as  follows : 


Company. 


Duluth  and  Iron  Range 

Duluth,  Missabe  and  Northern  . 


Value  of  phys- 
ical property 
June  30,  1907. 


$17,772,000 
20,909,000 


Cost  of  repro- 
duction. 


$20,665,000 
23,088,000 


It  will  be  seen  that  both  the  estimated  values  as  well  as  the  esti- 
mated costs  of  reproduction  here  given  are  considerably  in  excess 
of  the  total  indicated  book  valuations  of  these  roads  as  given  in 
Table  18.  but  when  it  is  remembered  that  these  book  valuations  were 
as  of  June  30,  1901,  and  that  in  the  six-year  interval  up  to  June  30, 
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1907  (the  date  of  the  foregoing  engineering  estimates),  there  had 
been  heavy  expenditures,  both  on  the  roads  and  on  the  equipment, 
it  would  appear  that  these  book  valuations  are  a  sufficiently  liberal 
expression  of  the  true  value  of  these  roads  on  the  earlier  date.^ 

In  the  case  of  the  Elgin,  Joliet  and  Eastern  Eailway  Company, 
however,  the  book  value  apparently  considerably  overstated  a  fair 
valuation  of  the  tangible  property.  It  has  been  shown  (see  p.  123) 
that  when  the  Elgin,  Joliet  and  Eastern  was  taken  over  by  the  Federal 
Steel  Company  in  1898  that  concern  offered  to  buy  the  stock  on  the 
basis  of  only  87J  per  cent  of  its  par  value,  payable,  moreover,  in 
Federal  Steel  preferred  stock  and  not  in  cash.  (On  deposit  of  $17.50 
in  cash,  it  is  true,  this  Elgin,  Joliet  and  Eastern  stock  received  $87.50 
per  share  in  Federal  Steel  preferred  and  $70  per  share  in  Federal 
Steel  common.)  It  is  entirely  possible  that  in  1898  the  $6,000,000 
stock  of  the  Elgin,  Joliet  and  Eastern  had  no  tangible  property  what- 
ever back  of  it,  and  that  there  is  good  reason  for  the  opinion  that  the 
stock  in  April,  1901,  was  only  partly  covered  by  tangible  assets.  The 
surplus  earnings  above  fixed  charges  during  the  period  from  June 
30,  1898,  up  to  April,  1901,  were  only  about  $1,000,000. 

The  investment  in  the  Pittsburg,  Bessemer  and  Lake  Erie  Eailroad 
also  was  almost  certainly  less  than  the  par  value  of  its  securities.  In 
fact,  the  balance  sheet  showed  a  substantial  deficit  on  March  31, 1901. 
The  highest  price  of  the  common  stock  in  the  Pittsburg  market  in 
1900  was  only  about  $30  per  share,  or  60  per  cent  of  the  par  value 
($50) ,  and  it  sold  in  that  year  below  $20  per  share.  While  such  mar- 
ket values,  as  repeatedly  pointed  out,  can  not  be  regarded  as  in  them- 
selves conclusive,  still,  considering  also  the  fact  that  the  balance  sheet 
itself  showed  a  deficit,  there  is  good  reason  for  assuming  that  the 
tangible  assets  of  this  road  were  less  than  the  total  outstanding 
securities. 

On  the  other  hand,  the  total  book  investment  in  the  Union  Rail- 
road, given  in  Table  18,  may  somewhat  understate  a  fair  value  of  that 
property  at  that  time.  It  will  be  recalled  that  Mr.  Reed  gave  the 
total  construction  cost  of  this  road  at  $8,000,000,  his  estimate,  as 
already  pointed  out,  being  made  in  July,  1902.  It  seems  reasonably 
certain,  therefore,  that  if  the  book  valuation  in  the  case  of  the  Union 

1  It  should  be  noted  in  this  connection  that  these  estimates  of  the  cost  of  reproduction 
by  the  engineer  employed  by  the  Minnesota  State  Railroad  and  Warehouse  Commission 
were  considerably  under  similar  estimates  made  by  the  railroads  themselves  a  year  earlier 
(June  30,  1906).  Including  the  "multiples"  and  special  allowances  above  noted  in  the 
State  estimates,  these  estimated  costs  of  reproduction  compare  as  follows : 


Company. 


State  estimate, 
1907. 


Railroad  esti- 
mate, 1906. 


Duluth  and  Iron  Range 

Duluth,  Mlssabeand  Northern. 


$20,565,000 
23,088,000 


J27,267,G0O 
24,032,000 
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Railroad  understates  a  fair  valuation,  the  amount  of  that  under- 
statement can  not  be  very  great. 

The  miscellaneous  smaller  roads  mentioned  in  Table  18  may  be 
allowed  their  full  book  value  without  detailed  consideration,  except 
in  the  case  of  the  Lake  Terminal,  the  value  of  which  is  conceded  to 
be  not  over  one-half  the  $2,000,000  capital  stock. 

It  is  reasonably  certain,  therefore,  that  a  fair  valuation  of  the 
physical  property  of  the  Corporation's  railroads  as  a  group  on  April 
1,  1901,  would  be  somewhat  less  than  the  sum  of  their  capital  securi- 
ties outstanding  plus  their  surplus  accounts. 

It  must  be  borne  in  mind  that  the  United  States  Steel  Corporation 
acquired  these  railroad  properties  as  going  concerns  and  did  not  base 
its  price  on  any  appraisal  of  the  tangible  assets.  Moreover,  these 
railroad  properties  were  owned  by  companies  having  large  interests 
in  ore  or  in  the  steel  business,  and  it  is  unlikely  that  any  portion  of 
the  purchase  price  of  these  concerns  was  specifically  allotted  to  the 
railroad  property.  Instead,  the  prices  paid  by  the  Steel  Corporation 
were  lump  prices  for  the  entire  properties  as  going  concerns,  and 
presumably  these  prices  were  usually  determined  by  considerations  of 
earning  power ;  in  some  cases  they  were  probably  determined  by  fear 
on  the  part  of  the  organizers  of  the  Steel  Corporation  of  the  compe- 
tition of  some  of  these  concerns  had  they  been  left  outside  of  the 
combination. 

The  reported  net  profits  of  these  roads  for  the  fiscal  year  ended 
June  30,  1900,  after  deducting  interest  and  ether  fixed  charges,  were 
approximately  $4,200,000,  or,  after  deducting  4S  per  cent  of  the  net 
earnings  of  the  Pittsburg,  Bessemer  and  Lake  Erie,  the  net  total  would 
be  approximately  $4,080,600.  This  would  be  equivalent  to  about  17.6 
per  cent  upon  the  $23^193,500  capital  stock  (again  making  a  deduc- 
tion on  account  of  the  Pittsburg,  Bessemer  and  Lake  Erie). 

The  corresponding  earnings  of  these  roads  for  the  year  ended  June 
30,  1901,  again  after  fixed  charges  and  interest  were  deducted,  were 
approximately  $3,650,000,  or  at  the  rate  of  15.7  per  cent  on  the  capital 
stock. 

From  the  standpoint  of  earning  capacity,  therefore,  the  value  of  its 
railroads  in  1901  might  well  have  been  reckoned  by  the  Steel  Corpo- 
ration at  more  than  the  par  value  of  their  outstanding  securities  plus 
accumulated  surplus.  From  what  has  been  said,  however,  there  can 
be  little  doubt  that  a  total  of  $70,000,000  is  a  sufficiently  liberal  esti- 
mate of  the  value  of  the  tangible  property  alone  of  these  railroads  on 
April  Ij  1901.  It  may  be  repeated  that  this  is  the  valuation  of  the 
entire  tangible  property,  and  not  merely  the  excess  of  such  tangible 
property  over  bonded  indebtedness. 

Steamship  properties.— The  Steel  Corporation  at  its  organization 
acquired  a  fleet  of  112  vessels  with  an  aggregate  of,  roughly,  500,000 
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tons  carrying  capacity  per  trip;  69  of  these  were  steamers  and  43 
were  barges.  The  number  of  the  vessels  of  the  various  constituent 
fleets,  and  their  capacity  for  the  season  (based  on  19  trips)  as  com- 
I)iled  from  data  published  in  the  Iron  and  Steel  Directory  for  1901, 
were  as  follows: 


Company. 


Bessemer  Steamship. 
Minnesota  Steamship, 
Pittsburg  Steamship. 
American  Steamship. 
National  Steel 

Total 


Season's 
capacity. 


Tons. 
4,343,400 
2,052,000 
1,276,800 
1, 252, 100 

564, 300 


9,488,600 


Capacity 
per  trip. 


Tons. 
228,600 
108,000 
67,200 
65,900 
29,700 


499,400 


Per 
cent. 


45.8 
21.6 
13.5 
13.2 
5.9 


100.0 


Steamers.     Barges, 


31 
10 
2 
0 
0 


43 


It  is  possible  to  get  at  a  fairly  close  valuation  for  this  steamship 
property.  Thus,  the  Bessemer  Steamship  Company's  fleet,  which 
embraced  56  vessels  (25  steamers  and  31  barges),  with  an  aggregate 
capacity  of  4,343,400  tons  for  the  season,  was  purchased  for  $8,500,000 
in  cash  (payable  on  or  before  May  1,  1902).  This  fleet,  it  will  be 
seen,  represented  nearly  46  per  cent  of  the  total  capacity  of  the  entire 
fleet  of  the  Steel  Corporation.  If  the  remaining  vessels  had  been 
purchased  on  the  same  basis^  therefore,  the  total  cost  of  the  entire 
fleet  would  have  been  approximately  $18,500,000.  However,  more 
than  half  the  vessels  of  this  Bessemer  Steamship  fleet  were  barges, 
which,  of  course,  were  less  valuable  than  steamers. 

The  National  Steel  Company's  fleet  of  9  vessels,  all  steamers,  origi- 
nally cost  that  company  in  1899  $1,511,800.  This  was  an  average  of 
approximately  $168,000  per  steamer,  or  of  $51  per  ton  based  on  the 
carrying  capacity  per  trip.  This  price  per  ton  is  distinctly  high, 
considering  the  fact  that  some  of  the  vessels  were  not  new.  The 
explanation  of  this  may  have  been  that  the  purchase  was  made  in  the 
height  of  the  iron  and  steel  boom  of  1899. 

The  fleet  of  the  American  Steamship  Company  (American  Steel 
and  Wire  Company)  included  rather  larger  and  more  modern  ves- 
sels. It  will  be  recalled  that  the  12  steamers  of  this  company,  of 
which  7  were  new,  were  valued  in  1900  by  the  Inland-Lloyds  at 
$3,035,000.  This  was  at  the  rate  of  $46  per  ton  of  capacity  (per 
single  trip). 

The  value  of  these  three  fleets  is,  therefore,  rather  definitely  fixed 
at  not  much  over  $13,000,000.  In  the  case  of  the  Minnesota  Steam- 
ship Company  and  the  Pittsburg  Steamship  Company,  no  specific 
amount  appears  to  have  been  allotted  for  the  purchase  of  their  vessels, 
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which  were  acquired  in  conjunction  with  other  properties.  The 
book  investment  of  the  Minnesota  company  fleet  in  April,  1901,  how- 
ever, was  $3,360,000  and  that  of  the  Pittsburg  Steamship  Company 
$3,783,000.  Adding  these  amounts  to  the  valuations  of  the  other 
three  fleets  above  stated  gives  a  total  of  $20,189,000,  as  follows: 

Bessemer  Steamship  Company $8,  500, 000 

National  Steel  Company 1,  511,  800 

American  Steamship  Company 3,035,000 

Minnesota  Steamship  Company 3,360,000 

Pittsburg  Steamship  Company 3,783,000 

Total 20, 189,  800 

The  valuation  of  the  Minnesota  Steamship  Company's  fleet  appears 
to  be  rather  high.  It  covered  12  steamers  and  10  barges.  Several  of 
these,  however,  appear  to  have  been  built  in  the  early  nineties  and 
were  of  comparatively  small  size  and  somewhat  antiquated  type  and 
undoubtedly  had  suffered  considerable  depreciation.  The  book  in- 
vestment of  the  Pittsburg  Steamship  Company  on  the  other  hand 
appears  to  be  fairly  reasonable,  as  most  of  the  vessels  of  this  fleet 
were  very  large  and  of  modern  construction. 

While  it  is  probable  that  most  of  the  valuations  above  given  could 
with  fairness  be  somewhat  reduced,  the  total  reduction  would  be  com- 
paratively small,  and  the  Bureau  has  decided  upon  a  valuation  of 
$20,000,000  for  the  entire  steamship  property  acquired  by  the  Steel 
Corporation  in  1901.  There  can  be  no  question  that  this  valuation  is 
sufSciently  high. 

The  calculations  above  given  are  substantially  confirmed  by  com- 
putations based  upon  approximate  average  per-ton  costs.  A  great 
many  Lake  ore  vessels  were  constructed  in  the  years  1899  and  1900. 
Statements  in  reliable  trade  journals  indicated  that  such  steamers, 
when  new,  cost  all  the  way  from  about  $250,000  to  $350,000,  or  even 
$450,000  each.  "WTiile,  of  course,  there  were  considerable  differences 
in  cost  for  vessels  of  the  same  size  and  even  of  the  same  general  de- 
scription, roughly  speaking  it  may  be  considered  that  $250,000  would 
at  that  time  i^ay  for  the  construction  of  a  modem  steamer  of  any- 
where from  5,000  to  6,000  tons  cargo  capacity  per  trip,  or,,  say,  an 
average  per-ton  cost  of  from  $40  to  $50.  Several  steamers  of  an 
average  capacity  of  about  7,500  tons  appear  to  have  been  contracted 
for  at  a  cost  of  $350,000  each,  or  an  average  of  about  $45  per  ton, 
and  vessels  of  10,000  tons  each  were  constructed  at  this  time  at  from 
$400,000  to  $460,000  each,  or  from  $40  to  $46  per  ton.  Estimates 
based  on  a  rather  large  number  of  individual  transactions  indicate 
that  an  average  allowance  of  about  $45  per  ton  would  be  sufficiently 
liberal  to  represent  the  construction  cost  of  new  ore  steamers  of  what 
at  that  time  were  of  the  most  modern  type.  The  average  per-ton  cost 
of  barges  would  be  less. 
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As  the  combined  capacity  per  single  trip  of  the  entire  fleet  of  the 
Corporation  was'  almost  exactly  500,000  tons,  the  valuation  of  .$20,- 
000,000  above  arrived  at  is  equivalent  to  $40  per  ton.  In  view  of  the 
fact  that  new  steamers  of  the  most  approved  type  could  be  con- 
structed at  that  time  at  an  average  cost  of  about  $45  per  ton,  an 
average  of  $40  per  ton  for  the  Steel  Corporation's  entire  fleet  in  the 
condition  in  which  it  was  acquired  in  April,  1901,  is  undoubtedly 
sufficient. 

Dock  propekttes. — The  principal  dock  property  of  the  Steel  Cor- 
poration exclusive  of  those  of  the  Duluth  and  Iron  Range  Eailroad 
and  the  Duluth,  Missabe  and  Northern  Eailway  (which  are  in- 
cluded in  the  estimated  valuations  of  those  roads  already  discussed) , 
and  exclusive  of  receiving  docks  at  Lake  ports  which  have  been  in- 
cluded with  manufacturing  properties  at  those  points,  was  that  of 
the  Pittsburg  and  Conneaut  Dock  Company,  at  Conneaut,  Ohio. 
The  book  investment  in  this  property  in  April,  1901,  was  $1,236,375. 
An  allowance  of  $1,500,000  for  this  and  for  all  the  miscellaneous  dock 
property  of  the  Corporation  on  that  date  is  undoubtedly  sufficient. 

Summary. — From  the  preceding  discussion,  therefore,  it  appears 
that  the  tangible  property  of  the  railroads  of  the  Steel  Corporation 
(including,  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie, 
only  a  52  per  cent  interest)  can  not  be  considered  as  having  been 
worth  on  April  1,  1901,  more  than  $70,000,000.  The  steamship 
property  may  be  estimated  at  $20,000,000  and  the  miscellaneous  dock 
property  other  than  that  included  with  the  railroads  at  not  more  than 
$1,500,000.  On  this  basis,  the  total  indicated  value  of  the  entire 
group  of  transportation  properties  would  have  been  $91,500,000. 

In  this  estimate  no  deduction  is  made  for  bonded  indebtedness. 
The  Corporation's  estimate  of  $80,000,000,  given  on  page  182,  al- 
lowed for  a  deduction  of  $40,340,000  for  such  indebtedness.  Includ- 
ing this  the  Corporation's  estimate  of  the  value  of  these  transporta- 
tion properties  as  a  group  was  $120,340,000,  or  $28,840,000  more  than 
the  valuation  arrived  at  by  the  Bureau.  As  already  stated,  it  is  not  so 
much  the  purpose  of  this  discussion  to  criticise  the  Corporation's 
estimate  as  to  arrive  at  a  fair  approximate  valuation  of  these  prop- 
erties in  1901.  In  view  of  the  fact,  repeatedly  pointed  out,  that  the 
officials  of  the  Corporation  had  every  reason  to  exaggerate  in  their 
estimates  and  clearly  did  exaggerate  in  some  of  them,  this  excess  of 
$28,840,000  in  the  Corporation's  estimate  (made  in  July,  1902)  of 
these  transportation  properties  over  the  values  computed  by  the 
Bureau  (as  of  April,  1901)  is  not  remarkable.^ 

1  It  Is  not  quite  clear  whether  the  Indebtedness  of  $40,340,000  referred  to  by  Mr.  Schwab 
in  his  estimate  included  about  $10,000,000  of  such  bonds  owned  by  the  subsidiary  com- 
panies themselves.  If  not,  this  further  amount  should  be  added  to  the  Corporation's  esti- 
mate of  $80,000,000,  for  purposes  of  comparison, 
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Section  5.  Investment  in  coke  property. 

In  the  estimate  of  the  Corporation  above  referred  to  (see  p.  182), 
the  value  of  its  coal  and  coke  property  was  placed  at  $100,000,000. 
This  estimate  was  evidently  based  upon  a  more  detailed  estimate  sub- 
mitted in  an  affidavit  in  the  same  suit  in  July,  1902,  by  Thomas 
Lynch,  president  of  the  H.  C.  Frick  Coke  Company.  The  essential 
features  of  this  estimate  by  Mr.  Lynch  follow : 

The  coke  properties  of  the  subsidiary  companies  of  the  United 
States  Steel  Corporation,  situate  in  Westmoreland  and  Fayette 
counties,  Pennsylvania  (Connellsville  region),  and  in  McDowell 
County,  West  Virginia  (Pocahontas  region),  consist  of  42,000 
acres  (Connellsville  coal),  which  are  of  the  present  value  of 
$1,500  per  acre,  representing  an  aggregate  value  of $63,000,000 

Separated  from  such  Connellsville  region  is  what  is  known  as  the 
"  Lower  Connellsville  district,"  in  which  the  companies  own 
15,000  acres,  which  is  of  the  present  value  of  $800  per  acre,  or 
in  the  aggregate 12, 000, 000 

The  companies  own  in  Westmoreland  and  Fayette  counties,  Penn- 
sylvania, 16,000  Beehive  coke  ovens,  with  the  necessary  equip- 
ment for  operating  the  same,  houses  of  employees,  etc.,  of  the 
aggregate  value  of 12,500,000 

The  companies  own  likewise  transportation  facilities,  cars,  water 

plants,  etc.,  of  the  present  value  of 2,500,000 

The  companies  also  own  a  lease  of  50,000  acres  of  Pocahontas 

coal  lands  in  McDowell  County,  West  Virginia,  of  the  value  of--      2,  500, 000 

The  companies  also  own  steam  and  gas  coal  in  Allegheny,  Wash- 
ington, and  Green  counties,  Pennsylvania,  22,550  acres,  at  $300 
per  acre 6,  765, 000 

The  companies  also  own  scattered  tracts  of  coal  lands  at  or  near 
mills  and  furnaces  of  the  subsidiary  companies  in  Ohio,  Penn- 
sylvania, Illinois,  and  West  Virginia,  6,500  acres  of  the  present 
value  of  $100  per  acre 650,000 

Total  itemized  valuations , 99,915,000 

It  will  be  noted  that  Mr.  Lynch  estimated  the  value  of  the  42,000 
acres  of  Connellsville  coal  land  at  $1,600  per  acre.  In  his  affidavit  he 
said: 

The  above  valuations  are  figured  on  the  prices  now  asked  for 
similar  coal  lands  in  the  several  localities.  In  fact,  the  Connells- 
ville properties  could  not  be  duplicated  at  any  price,  for  the  rea- 
son that  there  is  less  than  16,000  acres  of  unmined  coal  in  the 
entire  Connellsville  basin  outside  of  the  holdings  of  the  subsidi- 
ary companies  of  the  United  States  Steel  Corporation. 

Comparatively  few  well  authenticated  transfer  prices  of  coking- 
coal  property  prior  to  the  organization  of  the  Steel  Corporation  were 
made  public.  Several  sales  were  reported  at  prices  in  the  neighbor- 
hood of  $1,000  per  acre.  Coal  and  Coke  (a  leading  trade  journal)  in 
its  issue  of  June  1,  1901,  in  criticising  extremely  high  valuations 
placed  upon  the  Steel  Corporation's  coke  property  by  President 
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Schwab  in  certain  testimony  before  the  Industrial  Commission,  re- 
ferred to  the  sale  of  a  tract  of  nearly  200  acres  at  approximately 
$1,000  per  acre,  the  coal  being  described  as  "  excellent  and  of  the 
strictly  Connellsville  seam."  So  far  as  is  known,  no  transfer  of  any 
considerable  tract  of  coal  land  in  the  Connellsville  region  had  been 
made  up  to  the  middle  of  1902  at  so  high  a  figure  as  $1,500  per  acre. 
A  sale  of  12  acres  in  the  heart  of  the  Connellsville  region  was  reported 
in  Coal  and  Coke  in  July,  1901,  at  $1,750  per  acre,  for  coal  rights 
alone.  This  tract,  however,  was  too  small  to  afford  any  criterion  of 
values  generally.  The  Iron  Age,  at  the  close  of  November,  1901, 
leferred  to  the  sale  of  200  acres  of  "  choice  coal  lands  in  the  Con- 
nellsville region  "  at  $1,100  per  acre  as  "  the  highest  price  ever  paid 
for  coking-coal  lands."  It  had  been  reported  in  1899  that  the  Na- 
tional Steel  Company  paid  "  about "  $1,100  an  acre  for  a  tract  of  717 
acres  of  coking-coal  property  in  the  Connellsville  district.  This 
price,  however,  apparently  included  some  coke-oven  property. 

In  view  of  the  fact  that  the  great  bulk  of  these  Connellsville  coal 
lands  proper  were  owned  by  the  Steel  Corporation  and  of  the  further 
fact  that  the  Corporation  was  not  offering  these  lands  for  sale,  it 
obviously  was  easy  for  the  Corporation  to  set  a  price  on  such  lands 
that  could  not  readily  be  challenged  from  the  standpoint  of  open- 
market  prices.  However,  in  view  of  the  foregoing  evidence,  it  is  not 
reasonable  to  assume  that  the  entire  42,000  acres  of  Connellsville  coal 
land  owned  by  the  Steel  Corporation  was  worth  $1,500  per  acre  in 
1902.  Admitting  that  this  property  may  have  been  worth  as  much  as 
$1,200  an  acre,  which  in  the  light  of  the  preceding  evidence  appears 
to  be  a  liberal  valuation,  the  aggregate  value  would  be,  roughly, 
$50,000,000  instead  of  $63,000,000,  as  estimated  by  Mr.  Lynch. 

Similarly,  the  valuation  of  $800  per  acre  for  the  coal  lands  in  the 
lower  Connellsville  region  was  distinctly  above  the  average  of  re- 
ported transfer  prices  for  such  lands  in  the  two  years  immediately 
preceding  the  organization  of  the  Steel  Corporation.  In  fact,  for 
some  time  after  the  Steel  Corporation  was  organized,  sales  of  desir- 
able coking-coal  property  in  this  region  were  made  around  $500  per 
acre.  ( See  p.  285. )  An  average  of  $500  an  acre  for  the  15,000  acres 
owned  by  the  Steel  Corporation  in  the  lower  Connellsville  district 
would  give  a  total  valuation  of  $7,500,000,  or  $4,500,000  less  than  Mr. 
Lynch's  figure. 

It  Avill  be  noted  that  Mr.  Lynch's  estimate  included  an  allowance 
of  $2,500,000  for  the  equity  in  the  lease  of  certain  Pocahontas  coal 
lands.  As  this  lease  was  not  executed  until  the  close  of  1901,  it 
should  not  be  considered  in  this  discussion  of  the  Corporation's  assets 
in  April  of  that  year. 

The  estimate  of  the  ooke-oven  property  and  equipment  by  Mr. 
Lynch,  namely,  $12,500,000,  undoubtedly  was  high,  and  in  view  of  the 
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fact,  repeatedly  pointed  out,  that  there  was  an  obvious  inducement 
for  all  the  officials  of  the  Steel  Corporation  making  such  estimates  to 
submit  inflated  valuations,  there  can  be  no  doubt  that  all  of  his  figures 
were  liberal.  With  the  exception  of  the  coking-coal  property,  how- 
ever, the  valuations  presented  by  Mr.  Lynch  may  be  accepted  in  this 
rough  comparison. 

Using  the  averages  of  $1,200  per  acre  for  the  Connellsville  coal 
property  and  $500  per  acre  for  the  lower  Connellsville  coal  property, 
respectively,  in  place  of  his  valuation  of  $1,600  per  acre  and  $800  per 
acre,  respectively,  and  excluding  the  Pocahontas  lease,  the  grand  total 
of  his  estimate  would  be  reduced  to  about  $80,000,000.  However,  dur- 
ing the  period  from  April,  1901,  to  the  date  of  Mr.  Lynch's  estimate, 
the  Steel  Corporation  had  made  capital  additions  of  rather  more  than 
$2,000,000  to  its  coal  and  coke  property.  This  further  sum,  there- 
fore, should  be  deducted  in  arriving  at  an  estimate  of  the  investment 
in  such  property  at  the  earlier  date. 

I  Taking  all  these  facts  into  consideration,  it  would  seem  tnat  there 
can  be  little  question  that  a  fair  valuation  for  these  coke  properties 
on  April  1,  1901,  would  be  rather  less  than  $80,000,000.  Again, 
however,  in  order  to  give  the  Corporation  the  benefit  of  possible 
doubt,  the  Bureau  has  placed  its  valuation  of  these  properties  in 
April,  1901,  at  that  figure.  Even  this  value,  however,  it  should  be 
clearly  kept  in  mind,  must  be  attributed  in  considerable  measure  to 
the  great  concentration  of  ownership  which  had  taken  place  in  such 
coking-coal  lands  prior  to  their  acquisition  by  the  United  States  Steel 
Corporation. 

Section  6.  Value  of  natural-gas  and  limestone  properties. 

Natural-gas  properties. — The  value  of  property  like  a  natural- 
gas  field,  the  extent  and  life  of  which  can  not  be  determined,  even 
approximately,  by  engineering  science,  must  necessarily  be  largely  a 
matter  of  conjecture.  There  is  good  reason  to  suppose  that  the  valu- 
ation of  $20,000,000  placed  on  this  property  by  the  Steel  Corporation 
in  its  estimate  (see  p.  182)  is,  like  the  estimates  of  the  values  of 
the  other  natural  resources,  decidedly  excessive.  Moreover  (see 
p.  316),  the  Steel  Corporation,  as  late  as  January  1,  19i)8,  claimed 
a  valuation  of  only  $10,360,940  for  its  natural-gas  property.  It  had 
acquired  considerable  such  property  since  April  1,  1901.  On  the 
other  hand,  of  course,  it  had  exhausted  a  considerable  amount  of  its 
reserve  supply  of  natural  gas.  While,  therefore,  it  is  highly  im- 
probable that  the  market  value  of  this  natural-gas  property  was 
equal  to  the  $20,000,000  valuation  placed  upon  it  in  the  1902  estimate, 
owing  to  the  complete  absence  of  a  satisfactory  basis  for  estimating 
its  value,  the  Bureau  has  allowed  that  estimate  to  stand. 
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Limestone  properties. — The  valuation  of  $4,000,00Q  placed  on  the 
limestone  properties  of  the  Steel  Oorporation,  whether  excessive  or 
not,  is  so  small  as  compared  with  the  capitalization  of  the  Steel  Cor- 
poration that  it  may  be  accepted  without  discussion  as  the  value  on 
April  1,  1901. 

Section  7.  Current  assets  of  the  Corporation. 

By  reference  to  Table  16,  on  page  182,  it  will  be  seen  that  the  Cor- 
poration reported  its  current  assets  on  June  1,  1902,  at  $148,291,000. 
This  was  the  amount  after  deducting  from  the  gross  current  assets 
all  ordinary  current  liabilities,  and  likewise  certain  purchase-money 
obligations,  as  will  be  seen  from  the  following  excerpt  from  the  affi- 
davit submitted  in  behalf  of  the  Corporation  by  President  Schwab : 

The  cash  and  cash  assets  of  the  Steel  Corporation  and  subsidi- 
ary companies  on  June  1,  1902,  amounted  to  the  sum  of  $214,- 
278,000,  as  against  which  there  stood  the  usual  current  liabilities 
and  accounts  and  bills  payable  and  certain  mortgages  and 
purchase-money  obligations,  amounting  to  $65,987,000,  leaving 
the  aggregate  net  cash  assets  as  of  that  date  $148,291,000,  and 
such  aggregate  net  cash  assets  have  increased  more  than 
$12,000,000  since  June  1,  1902. 

This  total  of  $148,291,000,  as  stated,  was  the  amount  of  such  cur- 
rent assets  on  June  1,  1902.  The  net  current  assets  on  April  1,  1901, 
according  to  a  condensed  balance  sheet  submitted  to  the  Bureau  by 
the  Steel  Corporation  (see  Exhibit  6)  were  about  $136,500,000.  This 
figure  includes  the  $25,003,000  cash  capital  provided  the  Corporation 
at  its  organization.  It  allows  for  sundry  adjustments  in  the  balance 
sheets  of  the  subsidiary  companies  made  just  after  the  consolidation 
was  effected,  such  adjustments,  however,  not  being  of  especial  interest 
in  this  connection. 

The  Bureau,  in  arriving  at  this  figure  of  $136,500,000  as  the  net 
current  assets  in  April,  1901,  has  treated  the  purchase-money  obliga- 
tions and  sundry  real-estate  mortgages  of  the  subsidiary  companies, 
aggregating  $21,872,000,  as  similar  in  character  to  bonded  indebt- 
edness and  not  like  current  liabilities,  and  therefore  it  did  not  deduct 
them  from  the  gross  current  assets.  The  reason  for  this  is  that  such 
purchase-money  obligations  ordinarily  ran  for  a  year  or  several  years, 
and,  what  is  more  important,  were  usually  issued  against  fixed  prop- 
erty and  not  liquid  assets.  Thus,  in  the  case  of  the  Bessemer 
Steamship  Company,  the  purchase  price  of  $8,500,000  was  first  pro- 
vided for  by  purchase-money  obligations  which  were  not  entirely 
liquidated  in  cash  for  nearly  two  years  after  the  company  was  ac- 
quired.^    Prior  to  such  liquidation,  the  fixed  property  account  of  the 

1  Notes  representing  .$4,250,000,  or  one-half  the  purchase  price,  were  liquidated  in  No- 
vember, 1902.     The  remainder  were  paid  otE  later. 
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Steel  Corporation  was,  of  course,  increased  by  the  value  of  this 
steamship  property  without  a  corresponding  diminution  of  its 
working  capital. 

The  amount  of  such  purchase-money  obligations  and  mortgages 
deducted  from  current  assets  by  the  Corporation  in  1902  was 
$10,3C)7,000. 

Section  8.  Summary  of  value  of  tangible  property  acquired  by  the  Steel 
Corporation  in  1901,  other  than  ore. 

The  preceding  valuations  of  the  Bureau  for  the  dijfferent  classes  of 
properly  acquired  hy  the  Steel  Corporation  in  1901,  with  the  excep- 
tion of  ore,  may  now  be  summarized  as  follows : 

Manufacturing,  including  blnst  furnaces__     _  .   . $250,000,000' 

Transportation 91,500,000 

Coal  and  coke 80,000,000 

Natural  gas -       --  20,000,000 

Limestone -         -  4,000,000 

Working  assets .--   -    136,500,000 


Total  _       582,000,000 

The  Bureau's  estimate  of  the  total  value  of  the  tangible  property 
of  the  Steel  Corporation  at  its  organization  in  April,  1901,  exclusive 
of  ore,  is  therefore  $582,000,000.  The  Corporation's  valuation  for 
these  properties  (see  Table  l(i,  p.  182),  on  the  other  hand,  aggre- 
gates $700,291,000,  or,  after  adding  $40,340,000  indebtedness  of  trans- 
portation companies,  and  $l(i.?)(ii),000  purchase-money  obligations,  to 
mal^e  the  two  sets  of  figures  fairly  comparable,  the  Corporation's 
total  for  these  classes  of  property  would  be  $757,000,000.  The 
Bureau's  valuation  for  these  properties  is  thus  $175,000,000  less  than 
the  valuation  as  submitted  by  the  Corporation  in  the  Hodge  suit  in 
July,  1002.  During  the  interval  in  question  considerable  additions 
had  been  made  to  these  classes  of  property  by  the  Corporation, 
and  the  disci-epancies  between  the  two  estimates  for  these  two  items 
are  somewhat  less  than  would  at  first  sight  appear.  The  most  im- 
portant difference  occurs  in  the  case  of  the  manufacturing  properties, 
for  which  the  Corporation's  estimate  is  $348,000,000,  while  the  Bureau 
computed  the  value  at  $250,000,000.  The  difference  in  the  two  esti- 
mates is  chiefly  due  to  the  excessive  valuation  by  the  Corporation^ 
The  Corporation's  estimate  of  $348,000,000  for  these  properties  is 
completely  discredited  by  the  fact,  already  noted,  that  at  the  end  of 
1907,  or  about  five  and  one-half  years  later,  it  valued  its  manufactur- 
ing properties  at  only  $367,600,000,  although  during  this  period  net 
capital  additions  of  $114,500,000  had  been  made  to  these  manufactur- 
ing plants,  this  after  ample  depreciation  had  been  allowed. 

By  reference  to  Table  16,  page  182,  it  will  be  seen  that  the  Corpora- 
tion's estimate  of  the  value  of  its  ore  property  in  July,  1902,  was  no 
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less  than  $700,000,000,  or  practically  one-half  of  the  grand  total 
valuation  of  all  its  tangible  assets.  In  view  of  the  much  smaller  dis- 
parities between  the  Bureau's  valuations  and  the  Corporation's  valua- 
tions for  most  of  the  other  classes  of  property,  it  is  apparent  that 
estimates  of  the  value  of  the  entire  tangible  assets  of  the  Corporation 
in  April,  1901,  must  largely  depend  upon  the  valuation  assigned  the 
ore.  On  account  of  the  extraordinary  value  claimed  for  this  ore 
property  by  the  Steel  Corporation,  the  Bureau  has  taken  up  a  valua- 
tion of  this  ore  by  several  different  methods  in  the  following  pages 
of  this  chapter. 

II.   VALUE  OF  THE  STEEL  COBPOBATION'S  ORE  PKOPERTY  IN  1901. 

Section  9.  Estimated  tonnage  of  Corporation's  ore  holdings  in  1901. 

The  Bureau  has  estimated  the  value  of  the  ore  property  of  the 
Corporation  in  1901  by  three  different  methods — first,  on  the  basis  of 
prices  jDaid  for  ore  in  fee  about  the  time  the  Corporation  was  organ- 
ized; second,  on  the  basis  of  the  price  paid  by  the  Steel  Corporation 
itself  for  a  large  portion  of  its  ore  property ;  and,  third,  by  a  calcula- 
tion of  the  "  present  worth "  of  royalties  on  leased  ore.  These 
various  methods  ai-e  fully  explained  later. 

The  first  step  in  calculating  the  value  of  the  Corporation's  ore  in 
1901  is  to  get  an  approximate  idea  of  the  quantity.  Conclusions  must 
be  based  largely  upon  estimates  made  about  the  time  the  Coi-pora- 
tion  was  organized.  It  is  true  that  estimates  of  the  total  quantity  of 
ores  embraced  in  the  properties  then  acquired  have  since  been  largely 
increased,  partly  as  a  result  of  subsequent  exploration  and  partly 
because  of  the  inclusion  of  lower  grades  of  ore  than  were  then  taken 
account  of.  Obviously,  however,  for  the  purpose  of  determining  the 
value  in  1901,  it  would  be  incorrect  to  include  additional  tonnages 
which  have  been  developed  in  these  ways^  because  these  can  not  be 
regarded  as  having  influenced  estimates  current  at  that  time.  It  is 
true  that  both  the  purchaser  and  the  seller  of  a  great  iron-ore  de- 
posit may  be  influenced  by  the  possibility  that  the  total  tonnage  will 
prove  considerably  greater  than  either  of  them  are  reckoning  on  at 
the  time  of  the  sale,  but  there  is  likewise  the  possibility  that  their 
estimates  will  prove  excessive.  These  contingencies,  however,  would 
affect  the  price,  and  are  thus  taken  account  of  in  the  present  discus- 
sion of  the  value  of  this  ore  property. 

It  is  necessary,  -therefore,  to  base  ideas  as  to  the  quantity  of  the  ore 
reserves  of  the  Steel  Corporation  in  1901  upon  estimates  current  at 
the  time.  One  such  estimate  was  that  of  C.  M.  Schwab,  president  of 
the  Corporation,  before  the  Industrial  Commission,  in  May,  1901, 
when  he  stated  that  the  company  had  "  over  "  500,000,000  tons  of  ore 
"  in  sight  "  in  the  Lake  region. 
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In  July,  1902,  as  shown  on  page  182,  JMr.  Schwab  and  other  offi- 
cials of  the  Steel  Corporation  estimated  the  value  of  the  Corpora- 
tion's ore  property  at  $700,000,000.  This  estimate  was  admittedly  at 
the  rate  of  "  $1  per  ton  "  on  a  total  estimated  tonnage  of  700,000,000 
tons.^ 

In  view  of  the  fact  that  during  the  period  from  the  organization 
of  the  company  up  to  July,  1902,  several  large  parcels  of  ore  prop- 
erty had  been  acquired,  adding  substantially  to  the  total  tonnage, 
this  estimate  of  700,000,000  tons  made  by  Mr.  Schwab  in  1902  agrees 
very  well  with  his  estimate  of  "  over  "  500,000,000  tons  made  to  the 
Industrial  Commission  in  the  preceding  year. 

In  May,  1901,  in  a  statement  submitted  to  the  New  York  Stock 
Exchange  by  the  United  States  Steel  Corporation,  the  ore  tonnage 
of  the  Lake  Superioi  Consolidated  Iron  Mines  (which  owned  the 
most  important  ore  property  acquired  by  the  Steel  Corporation  at 
its  organization)  in  known  or  practically  explored  properties  was 
estimated  at  from  300,000,000  to  400,000,000  tons,  this  estimate  not 
including  some  minor  parcels  and  a  considerable  acreage  of  unex- 
plored lands  believed  to  contain  ore.  This  estimate  later  proved  to 
be  a  conservative  one. 

A  careful  schedule  by  the  INIinnesota  Tax  Commission,  made  in 
1907,  or  six  years  after  the  Corporation  was  organized,  placed  the 
aggregate  tonnage  of  all  iron-mining  companies  in  that  State  at 
slightly  less  than  1,200,000,000  tons,  and  credited  the  Oliver  Iron 
Mining  Company  (under  whose  management  all  of  the  ore  prop- 
erties of  the  Steel  Corporation  in  Minnesota  had  then  been  placed) 
with  approximately  913,000,000  tons.  These  estimates,  while  ap- 
parently made  on  a  conservative  basis,  included  a  large  acreage  of 
'•  tonnage  prospects ; ''  that  is,  mining  lands  which  had  not  been 
actively  operated  or  developed,  but  which  were  believed  to  contain 
ore.  Of  this  total  of,  roughly,  1,200,000,000  tons,  about  250,000,000 
Ions  were  credited  to  unexplored  lands  which  had  not  even  been 
"prospected,"  but  which  wei'e  near  good  mining  properties.  This 
total,  as  just  stated,  was  compiled  in  the  year  1907,  and  the  figure 
given  for  the  United  States  Steel  Corporation  (Oliver  Iron  Mining 
Company)  of  913,000,000  tons  included  a  large  tonnage  acquired 
since  the  Corporation  had  been  organized.  Thus,  during  this  inter- 
val, the  Corporation  had  acquired  the  Chemung  properties,  with  an 
estimated  reserve  of  many  millions  of  tons;  the  Union-Sharon  prop- 
erties ;  and,  much  more  important  still,  a  large  tonnage  by  lease  from 
the  Gfeat  Northern  Kailway  Company. 

This  total  compiled  by  the  Minnesota  Tax  Commision  did  not,  of 
course,  include  the  holdings  of  the  Corporation  on  the  older  ranges 

1  In  this  estimate  no  distinction  appears  to  liave  been  made  between  tlie  value  of  fee 
and  le.aseliold  properties.      (See  p.  206.) 
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in  Michigan  and  Wisconsin.  However,  according  to  the  records  of 
the  Corporation,  by  far  the  greater  part  (over  85  per  cent,  not  in- 
cluding the  Great  Northern  ore)  of  its  Lake  ore  reserves  in  1907  virere 
in  Minnesota,  and  chiefly  on  the  Mesabi  Eange. 

In  view  of  the  foregoing  evidence  and  of  the  fact  that  as  late  as  the 
middle  of  1902  officials  of  the  Steel  Corporation  themselves  reckoned 
on  a  tonnage  of  700,000,000  tons,  any  estimate  above  this  figure  for 
the  Corporation's  ore  holdings  on  April  1,  1901,  must  obviously  be 
rejected.  A  somewhat  lower  estimate  might,  indeed,  be  justified,  but 
it  has  been  deemed  better  to  use  this  figure. 

Propoetioxs  or  fee  and  leased  ore. — Much  of  the  ore  property  of 
the  Steel  Corporation  was  merely  leased  and  not  owned  in  fee.  The 
value  of  the  fee  of  an  ore  deposit  (where  the  ore  is  not  subject  to  lease 
or  to  other  incumbrance)  is,  of  course,  the  price  at  which  such  fee 
could  be  sold,  and  in  such  case  that  price  would  represent  the  total 
value  of  the  ore  in  the  ground.  In  the  case  of  a  mining  lease,  how- 
ever, the  lessee  simply  secures  the  right  to  mine  the  ore  as  it  lies  in 
the  ground,  on  payment  of  a  certain  sum  per  ton  for  the  ore  as  he 
mines  and  ships  it,  this  charge  being  known  as  a  "royalty ;  "  the 
rates  of  royalty  vary  more  or  less  with  particular  conditions,  such 
as  the  location  of  the  mine,  and  more  especially  with  the  quality  of 
the  ore.  It  should  be  clearly  understood  that  the  value  of  such  a 
leasehold  can  not  be  measured  by  the  royalty,  but  instead  is  the  price 
at  which  this  mere  right  to  mine  the  ore  can  be  sold  or  transferred 
to  another  party.  In  some  cases  such  leaseholds  do  not  have  any 
transfer  value  whatever.  This  is  shown  by  the  fact  that  such  leases 
are  sometimes  renewed  at  lower  rates  of  royalty  than  those  originally 
stipulated.  On  the  other  hand,  many  leases  have  been  transferred 
at  a  premium,  or,  as  it  is  termed,  a  "  bonus,"  over  and  above  the 
stipulated  rate  of  royalty.  Frequently  such  bonus  payments  are  in- 
tended to  cover  improvements  to  mining  property.  In  so  far  as  they 
are  paid  on  account  of  the  ore  alone  as  distinct  from  improvements, 
such  bonus  payments  may  be  regarded  as  measuring  the  value  of  the 
mining  privilege  itself,  at  the  stipulated  rate  of  royalty. 

In  other  cases,  instead  of  a  cash  bonus,  such  leases  are  transferred 
on  payment  of  an  additional  or  increased  royalty.     (See  p.  216.) 

It  will  be  seen,  therefore,  that  the  idea  frequently  encountered, 
that  the  royalty  paid  by  the  lessee  indicates  the  value  of  his  leasehold 
interest  in  the  ore,  is  entirely  erroneous ;  such  royalties  as  are  actually 
paid  out  are  a  part  of  the  operating  cost,  like  the  payments  made 
for  labor,  materials,  etc.  The  royalty  thus  being  an  operating  cost, 
it  is  obvious  that  so  far  as  unmined  ore  in  the  ground  is  concerned 
such  a  cost  can  in  no  sense  be  regarded  as  involving  an  investment. 
This  royalty  charge,  in  fact,  becomes  a  part  of  the  investment  only 
as  other  cost  items  do,  namely,  to  the  limited  extent  to  which  it  may 
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enter  into  ore  which  has  actually  been  extracted  and  carried  in  in- 
ventories at  a  given  time. 

This  matter  of  ore  leases  is  discussed  in  more  detail  in  sections  12 
and  13. 

As  will  be  shown  in  detail  (see  pp.  220-231),  the  value  per  ton  in 
1901  of  ore  held  in  fee  was  much  greater  than  the  value  per  ton  of 
leasehold  interests.  The  fact  that  a  large  proportion  of  the  Steel 
Corporation's  holdings  of  ore  in  1901  was  merely  leased  has,  there- 
fore, an  important  bearing  upon  the  aggregate  value  of  those  hold- 
ings. The  exact  projiortions  of  the  tonnages  of  fee  ore  and  of  leased 
ore  to  the  total  estimated  deposit  of  700,000,000  tons  in  1901  can  not 
be  stated,  but  apparently  considerably  less  than  one-half  the  entire 
quantity  was  owned  in  fee.  A  study  of  estimated  tonnages  of  some 
of  the  more  important  mines  of  the  Corporation  in  1904  indicates 
that  not  over  one-third  of  the  total  holdings  at  that  time  was  owned 
in  fee.  Moreover,  it  is  known  that  this  was  about  the  proportion  at  a 
somewhat  later  date.  Since,  however,  exact  data  are  not  available 
for  1901,  the  Bureau,  in  order  to  avoid  possible  undervaluation  in 
its  calculations,  has  assumed  that  one-half  the  total  holdings,  or 
350,000,000  tons,  was  owned  in  fee. 

Having  thus  determined  the  total  tonnage  of  the  ore  holdings  of 
the  Corporation  in  1901,  the  discussion  of  the  value  of  this  ore  prop- 
erty by  the  three  methods  outlined  on  page  203  will  be  taken  up 
and  in  the  order  there  shown. 

Section  10.  Value  of  Steel  Corporation's  fee  ore  property  as  indicated  by 
prices  paid  for  ore  mines  in  fee  by  constituent  companies  in  1899 
and  1900. 

Nearly  all  of  the  Steel  Corporation's  original  ore  property  was 
purchased  in  connection  with  the  other  property  of  the  constituent 
concerns  through  acquisition  of  their  stocks,  and  apparently  no  spe- 
cific portion  of  the  purchase  price  was  allotted  to  it.  The  prices 
paid  for  this  ore  property  by  the  constituent  concerns  themselves 
are  known  in  only  a  few  cases.  However,  with  respect  to  purchases 
of  fee  ore  (which  is  the  subject  of  the  immediate  discussion)  made  in 
the  early  or  middle  nineties,  the  figures  of  original  cost,  even  if 
available,  would  be  of  very  little  service  in  preparing  an  estimate  of 
the  value  of  the  same  properties  in  April,  1901.  It  is  obvious  that 
the  price  originally  paid  for  a  mining  property  in  fee  does  not  neces- 
sarily or  even  probably  have  any  close  correspondence  to  the  subse- 
quent value  after  exploration  and  development.  While  as  a  rule 
the  extent  and  therefore  the  value  of  iron-ore  deposits  can  be  more 
accurately  determined  than  that  of  many  other  minerals,  nevertheless 
there  have  been  repeated  instances  where  iron-mining  properties  in 
the  Lake  Superior  region  orieinallv  Durchased  for  verv  small  con- 


rnsriTED  states  steel  corpoeatton'.  207 

siderations  have  later  sold  for  great  sums.  On  the  other  hand,  mines 
for  which  considerable  sums  were  paid  have  been  abandoned  after 
exploration.  It  is  apparent,  therefore,  that  the  value  of  the  fee  ore 
of  the  Steel  Corporation  in  1901  can  not  be  satisfactorily  determined 
by  a  study  of  the  original  cost  of  such  ore  to  its  constituent  concerns, 
especially  where  those  concerns  acquired  the  ore  several  years  prior 
to  that  date. 

The  prices  paid  in  1899  and  1900  by  the  constituent  companies  of 
the  Steel  Corporation,  however,  are  entitled  to  consideration.  It  is 
true  that  such  prices  may  have  been  either  very  much  in  excess  or 
very  greatly  below  the  value  of  these  properties  as  determined  by 
subsequent  exploration  and  development,  but  at  any  rate  the  prices 
paid  by  these  large  interests  in  1899  and  1900,  when  -competition  for 
ore  property  by  steel  concerns  was  exceedingly  keen,  must  be  regarded 
as  a  full  expression  of  the  valuation  placed  upon  them  at  that  time, 
and  they  thus  afford  some  idea  of  the  value  of  ore  in  the  ground  gen- 
erally. For  this  reason  it  is  desirable  to  examine  the  prices  named 
in  a  few  such  fee  transfers  of  important  iron-mining  properties  in 
1899  and  1900. 

The  American  Steel  and  Wire  Company  purchased  a  number  of 
mines  in  1899  and  1900.  The  most  important  of  these  was  the  Saun- 
try,  which  was  secured  in  fee  for  $700,000  in  cash.  This  mine  con- 
tained a  very  large  tonnage  of  ore,  currently  estimated  at  fully 
25,000,000  tons.  The  Steel  and  Wire  company,  in  fact,  in  an  official 
statement  to  the  New  York  Stock  Exchange  in  August,  1899,  stated 
that  the  mine  "  measured  up  between  45,000,000  and  50,000,000  tons 
of  ore,"  and  that  the  company  had  estimates  running  as  high  as 
80,000,000  tons.  Again,  before  the  Industrial  Commission  in  Novem- 
ber, 1899,  John  W.  Gates,  chairman  of  the  Steel  and  Wire  concern, 
said  of  this  purchase : 

We  bought  one  tract  this  spring;  we  paid  $700,000  for  it;  we 
had  the  ore  measured  up  in  that  tract,  and  it  measures,  according 
to  the  figures  of  one  of  the  best  experts  in  this  country,  83,000,000 
tons  of  ore.  I  suppose  that  ore  would  sell  to-day  for  two  or 
three  million  dollars. 

While  only  a  small  portion  of  this  ore  was  Bessemer,  the  mine 
was  a  very  desirable  one.  The  iron  content  was  fairly  high  at  about 
58  per  cent  for  dried  ore.  It  will  be  seen  that  on  the  basis  of  the 
original  estimate  of  25,000,000  tons  the  average  cost  per  ton  would  be 
less  than  3  cents.  Furthermore,  it  is  important  to  note  that  Mr. 
Grates,  although  testifying  (evidently  in  optimistic  vein)  during  one 
af  the  most  extraordinary  booms  ever  known  in  the  iron  and  steel 
industry,  placed  the  value  of  this  ore  body,  after  the  tonnage  had  been 
estimated  by  an  expert  at  83,000,000  tons,  at  not  over  $3,000,000,  or  at 
less  than  4  cents  per  ton. 
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In  1899  the  Oliver  Iron  Mining  Company  purchased  the  Security 
Land  and  Exploration  Company  for  $300,000.  This  company  owned 
the  Sparta,  Genoa,  and  Towanda  mines,  as  well  as  considerable  other 
mining  land.  A  portion  of  the  property  was  leased,  but  it  was  cur- 
rently estimated  in  trade  journals  that  the  Oliver  Iron  Mining  Com- 
pany in  this  purchase  acquired  not  less  than  6,000,000  tons  of  ore  in 
fee,  and  possibly  twice  that  amount,  aside  from  the  leasehold  interests 
on  additional  tonnage.  Leaving  out  of  consideration  the  leased  ore, 
on  which,  of  course,  a  royalty  would  have  to  be  paid,  and  accepting 
the  lower  estimate  of  the  tonnage  owned  in  fee,  this  jaurchase  price 
would  still  amount  to  only  5  cents  per  ton,  this,  moreover,  including 
some  improvements. 

In  1900  the  Sharon  Steel  Company  purchased  in  fee  the  Sharon 
mine,  in  Minnesota,  for  $150,000.  This  mine  contained  a  large  ton- 
nage of  high-grade  ore. 

This  Sharon  transaction  undoubtedly  was  an  exceptionally  for- 
tunate one  for  the  buyers.  However,  prices  paid  for  many  mines 
transferred  in  fee  at  this  time  were  equivalent  on  the  tonnage  as  then 
estimated  to  only  a  few  cents  per  ton. 

'  In  this  connection  the  following  excerpt  from  a  brief  filed  against  ii 
tonnage-tax  bill  in  the  house  of  representatives  of  the  Minnesota 
legislature  in  1909  by  the  delegation  from  St.  Louis  County  (a  large 
number  of  the  mines  of  the  Mesabi  Range  being  in  this  county)  may 
be  noted: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than 
1  cent  per  ton.  The  highest  that  we  ever  knew  were  for  15 
cents  per  ton.  There  may  have  been  sales  at  a  higher  price,  lid 
we  have  never  known  of  one,  and  upon  inquiry  can  learn  of 
lionet 

This  positive  and  deliberate  statement,  coming  from  a  delegation 
of  men  representing  the  richest  iron-ore  mining  section  of  the  country, 
is  certainly  entitled  to  much  consideration,  even  though  it  may  not 
be  an  exact  indication  of  maximum  ore  values.  Furthermore,  this 
statement  was  made  in  1909,  or  eight  years  after  the  organization  of 
the  Steel  Corporation,  during  which  interval  there  had  been  a  con- 
siderable appreciation  in  values  of  ore  property. 

In  A'iew  of  this  emphatic  statement,  and  in  view  of  the  preceding 
evidence  that  large  deposits  of  ore  were  purchased  in  fee  as  lat«  as 
1899  and  1900  for  a  few  cents  per  ton,  there  can  be  little  doubt  that 
an  estimate  of  15  cents  per  ton  as  the  average  value  of  even  the  fee 
ore  of  the  LTnited  States  Steel  Corporation  at  its  organization  ■would 
be  excessive.    At  15  cents  per  ton  the  estimated  700,000,000  tons  of 

1  Italics  by  Bureau.  It  is  possible  that  this  statement  had  reference  to  Minnesota  ore 
properties  only  and  did  not  apply  to  the  old  range  ores  of  Michigan,  but  since  the  great 
bulk  of  the  Corporation's  ore  was  in  Minnesota  this  is  not  an  important  matter. 
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ore  controlled  by  the  Steel  Corporation  (including  fee  property  and 
leaseholds)  would  have  been  worth  $105,000,000  to  the  fee  owners, 
and,  of  course,  less  than  this  for  the  interest  of  the  Steel  Corpora- 
tion therein,  because  it  owned  only  a  part  of  this  tonnage  in  fee.  In 
the  same  wayj  at  an  average  valuation  of  10  cents  per  ton,  the  value 
of  this  ore  body  to  the  fee  owners  would  have  been  $70,000,000,  and 
at  5  cents  a  ton  $35,000,000. 

These  estimates  do  not  allow  for  improvements  to  mining  proper- 
ties; that  is,  for  the  investment  in  opening  up  the  mines  (such  as 
stripping  the  overburden;  the  construction  of  shafts,  galleries,  etc.), 
and  in  mining  structures  and  equipment.  The  total  book  investment 
of  the  Steel  Corporation's  subsidiary  companies  in  such  improve- 
ments in  April,  1901,  was  about  $9,000,000.  Taking  the  value  of  the 
ore  in  the  ground  at  an  average  of  5  cents  per  ton,  the  total  value  of 
the  ore  property  to  the  fee  owners  in  1901,  including  this  investment 
in  improvements,  would  have  been  about  $44,000,000.  Allowing  10 
cents  per  ton  for  the  ore  and  again  adding  the  improvements,  the 
total  value  would  have  been  about  $79,000,000. 

These  calculations,  as  just  stated,  however,  do  not  indicate  the 
value  of  this  ore  property  to  the  Steel  Corporation  for  the  reason 
that  only  a  portion  of  its  holdings  were  owned  in  fee,  that  portion 
having  been  estimated  at  only  one-half  the  total.  It  is  unnecessary 
to  complete  the  present  computation  by  making  an  adjustment  on 
account  of  leasehold  properties,  because  the  second  and  third  methods 
of  valuation  of  the  entire  property  presented  in  the  following  sec- 
tions afford  a  much  more  satisfactory  basis  for  arriving  at  definite 
conclusions.  But  it  should  be  clearly  understood  that  the  value  of  the 
Corporation's  interest  in  this  ore  would  be  considerably  reduced  if 
allowance  were  made  for  the  fact  that  much  of  its  ore  was  simply 
leased.  (See  note,  p.  231.)  It  is,  however,  worth  noting  that  even 
if  the  Steel  Corporation  had  owned  the  entire  700,000,000  tons  of  its 
ore  in  fee  the  total  value  at  the  extreme  figure  reported  by  well-in- 
formed mining  interests  as  late  as  1909 — 15  cents  per  ton — and 
including  improvements,  would  have  been  only  $114j000,000. 

Section  11.     Value  of  Steel  Corporation's  ore  property  as  indicated  by 
prices  paid  by  the  Corporation  for  certain  parcels  of  its  ore. 

The  second  method  of  determining  the  value  of  the  Steel  Corpora- 
tion's ore  holdings  is  based  upon  the  prices  paid  by  the  Corporation 
itself  for  some  of  its  principal  ore  properties.  As  already  pointed 
out,  most  of  the  ore  property  acquired  by  the  Steel  Corporation  at 
or  about  the  time  of  its  organization  was  not  bought  separately,  but 
was  included  with  other  property  acquired  by  the  purchase  of  capi- 
tal stocks  of  the  constituent  concerns.    In  most  such  purchases  there 
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aiDparently  was  no  appraisal  of  the  different  classes  of  property,  and 
no  allotment  of  any  specific  part  of  the  purchase  price  to  cover  the 
ore.  In  some  cases,  however,  it  is  possible  to  determine  approximately 
the  portion  of  the  purchase  price  which  may  fairly  be  considered  as 
paid  for  the  ore  property  by  itself. 

In  making  any  such  study  of  indicated  prices  for  ore  property 
which  the  Steel  Corporation  paid  for  in  its  own  securities,  it  is  im- 
perative to  bear  in  mind  that  the  valuations  thus  arrived  at  are  al- 
most certain  to  be  excessive.  The  analysis  of  property  valuations 
given  in  Chapter  II  clearly  indicates  that  the  Steel  Corporation 
issued  its  securities  at  a  rate  far  in  excess  of  the  market  value  of  the 
tangible  property  acquired,  and  that  this  was  also  almost  invariably 
true  of  the  constituent  concerns  themselves.  In  the  case  of  most  of 
the  constituent  concerns  the  evidence  indicates  that  the  par  value 
of  the  preferred  stock  alone  represented  the  full  value  of  the  prop- 
erty acquired.  However,  in  most  cases  the  market  value  of  the  pre- 
ferred and  common  stock  taken  together  (even  though  the  common 
stock  frequently  sold  at  only  a  small  fraction  of  the  par  value)  was 
usually  considerably  in  excess  of  the  par  value  of  the  preferred  alone. 
In  other  words,  the  mere  combining  of  such  properties  imparted  a 
value  to  them  collectively  which  exceeded  tlieir  aggregate  value  oper- 
ating separately  and  in  competition  Avith  one  another.  This  increase 
in  valuation  merely  as  a  result  of  consolidation,  while  partly  due  to 
economies  effected  thereby,  must  in  a  measure  be  regarded  as  the 
result  of  monopolistic  or  concentrated  control.  Similarly,  the  market 
value  of  the  Steel  Corporation's  securities  was  from  the  start  very 
greatly  in  excess  of  the  combined  market  valuation  of  the  securities 
of  the  constituent  companies.  (See  p.  ^-t'2.)  This  is  chiefly  because 
merger  and  monopolistic  values  were  created  by  the  formation  of  the 
Steel  Corporation  which  were  reflected  in  the  market  value  of  the 
securities  issued  for  the  properties  acquired.  Therefore,  the  price 
paid  by  the  Steel  Corporation  in  its  own  securities,  even  when  re- 
duced to  the  basis  of  market  value,  exaggerates  the  i-eal  value  (apart 
from  merger  value)  of  the  property  acquired  thereby.  A  study  of 
values  by  this  method  is  nevertheless  of  service,  since  the  resulting 
valuation  arrived  at  must  be  regarded  as  fixing  a  maximum  figure  for 
this  portion  of  the  ore  property. 

PiiRfHASE  OF  Lake  Superior  Consolidated  Ikon  Mines. — A  cal- 
culation of  the  value  of  the  Corporation's  ore  property  may  be  made 
in  the  case  of  the  Lake  Superior  Consolidated  Iron  Mines,  which,  as 
already  shown,  had  enormous  ore  holdings  in  the  Lake  region,  aside 
from  an  extremely  valuable  ore  railroad.  Its  ore  holdings  were  offi- 
cially stated  in  1901  (see  p.  204)  at  from  300,000,000  to  upward  of 
400,000,000  tons,  and  probably  constituted  two-fifths  of  the  total  of 
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the  Steel  Corporation  at  that  time,  and  perhaps  more.^  Furthermore, 
many  of  the  mines  of  the  Lake  Superior  Consolidated  concern  were 
exceptionally  well  located  and  contained  ore  of  very  high  grade. 
The  quality  of  the  ore  properties  of  this  company  as  a  whole  was 
certainly  equal  to  the  average  quality  of  all  the  ore  properties  ac- 
quired by  the  Steel  Corporation,  while  the  proportion  of  the  fee  ore 
apparently  was  higher  than  for  the  other  ore  property  of  the  Corpo- 
ration. By  determining  a  valuation  for  so  large  a  fraction  of  the 
total,  therefore,  it  is  possible  to  arrive  at  an  approximate  valuation, 
or  at  least  a  maximum  valuation,  of  the  entire  holdings  of  the  Cor- 
poration. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpo- 
ration issued,  roughly,  $39,700,000  of  its  preferred  stock  (par  value) 
and  a  like  amount  of  its  common  stock,  or  a  total  of  $79,400,000  (par 
value)  for  $29,413,905  of  the  stock  of  the  Lake  Superior  Consolidated 
Iron  Mines.  The  average  price  of  the  preferred  stock  of  the  Steel 
Corporation  during  the  first  year  of  its  existence  was  94  and  the 
average  price  of  the  common  44.  On  this  bagis  the  amounts  of  United 
States  Steel  stock  issued  for  the  Lake  Superior  Consolidated  prop- 
erty would  have  been  worth  approximately  $55,000,000.  While  this 
was  substantially  the  amount  obtainable  by  the  vendors,  it  undoubt- 
edly far  exceeded  any  price  which  the  purchasers  would  have  been 
willing  to  pay  in  actual  cash.  Moreover,  as  just  shown,  such  prices 
in  securities,  even  when  reduced  to  the  basis  of  actual  market  value, 
undoubtedly  include  what  was  in  effect  a  premium  paid  to  get  greater 
control  of  the  ore  situation,  and  thus  exaggerate  a  fair  market  valua- 
tion of  the  property  if  sold  under  ordinary  competitive  conditions. 

If  the  property  of  the  Lake  Superior  Consolidated  Iron  ilines 
had  consisted  exclusively  of  ore,  this  figure  of  $55,000,000  would, 
of  course,  represent  the  cash  equivalent  amount  received  therefor. 
However,  in  addition  to  its  ore  the  Lake  Superior  Consolidated  Iron 
Mines  owned  $2.r)12,500  capital  stock  and  $2,305,000  bonds  of  the 
Duluth,  Missabe  and  Northern  Kailway,  or  a  total,  par  value,  of 
$4,817,500.  As  pointed  out  in  the  analysis  of  this  railroad  property 
(p.  192),  there  is  reason  to  assume  that  these  securities  were  sub- 
stantially covered  by  tangible  value  alone,  while  the  high  earning 
power  of  the  road  undoubtedly  gave  the  stock  a  value  well  in  excess 
of  the  value  of  the  tangible  assets  back  of  it.  Its  average  earnings 
in  1900  and  1901  were  at  the  rate  of  over  50  per  cent  on  its  capital 
stock.  Furthermore,  this  railroad,  on  June  30,  1901,  reported  a 
surplus  of  $3,596,500.  The  surplus  of  the  road  on  April  1,  1901, 
when  the   Steel  Corporation  was  organized,  has  been  assumed   at 

1  It  may  be  pointed  out  that  a  computation  by  the  Corporation  in  1908  placed  the  total 
amount  of  ore  of  the  Lake  Superior  Consolidated  Iron  Mines  on  April  1,  1901,  at  about 
487,000,000  tons.  Since,  however,  this  estimate  was  prepared  by  working  backward  from 
the  estimated  reserve  in  1908,  the  Bureau  has  used  the  lower  estimates  previously  made. 
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$3,000,000  as  undoubtedly  a  conservative  figure.  The  further  fact 
should  be  noted  that  this  railroad  company  had  long-term  contracts 
for  the  transportation  of  the  ore  taken  from  the  Lake  Superior  Con- 
solidated company's  mines.  The  ore  rate  on  this  road  was  so  high 
as  to  insure  a  liberal  profit  on  its  transportation.  Furthermore,  it 
was  altogether  probable  that  the  volume  of  the  ore  business  would 
increase  in  the  future  with  the  expansion  of  the  iron  and  steel  in- 
dustry. 

It  can  not  reasonably  be  doubted  that  the  Steel  Corporation,  in 
fixing  a  price  on  the  Lake  Superior  Consolidated  Iron  Mines  as  a 
Avhole,  was  influenced  by  the  great  earning  power,  present  and  pros- 
pective, of  this  railroad  property  and  the  great  advantage  of  con- 
trolling it.  In  order,  however,  not  to  underestimate  the  value  of  the 
ore,  the  value  of  the  railroad  property  will  be  assumed  at  only  the 
par  of  the  securities  owned  by  the  Lake  Superior  Consolidated  Iron 
Mines  plus  $3,000,000,  for  surplus,  or  a  total  of  $7,817,500. 

Since  it  is  obviously  impossible  to  say  how  much  the  i^urchasers  of 
the  Lake  Superior  Consolidated  Iron  Mines  would  have  been  willing 
to  pay  for  the  railroad  alone  and  how  much  for  the  ore  property,  it 
has  been  assumed  that  that  portion  of  the  Lake  Superior  Consoli- 
dated Iron  Mines  stock  which  may  be  considered  as  representing  its 
investment  in  the  railroad  property  was  this  amount  of  $7,817,500 
and  that  this  railroad  property  and  the  ore  projoerty  received  the 
same  terms,  viz,  $135  in  United  States  Steel  preferred  and  $135  in 
United  States  Steel  common  stock  for  each  $100  par  value  of  Lake 
Superior  Consolidated  stock.  This  assumption  is  reasonable  in  view 
of  the  enormous  earning  power  of  the  road  and  the  greatly  increased 
control  of  the  ore  situation  which  would  result  to  the  Steel  Corpora- 
tion from  its  acquisition.  Since  the  par  value  of  the  railroad  securi- 
ties owned  by  the  Lake  Superior  Consolidated  Iron  Mines,  namely, 
$4,817,500  plus  $3,000,000  for  surplus,  amounted  to  $7,817,500,  the 
total  stock  of  the  Steel  Corporation  which  may  be  regarded  as  issued 
for  this  railroad  property  would  have  been  135  per  cent  of  this 
amount  in  common  and  in  preferred,  or  $10,553,625,  par  value,  of 
each  class.  The  Steel  Corporation  issued  in  all  $39,708,771  of  each 
class  of  its  stock  to  acquire  $29,413,905  stock  of  the  Lake  Superior 
Consolidated  Iron  Mines  (this  being  the  entire  issue  then  outstand- 
ing except  $10,689).  It  follows  on  the  above  assumption,  therefore, 
that  the  amount  issued  for  the  ore  property  alone  may  be  considered 
as  the  difference  between  this  total  amount  and  the  amount  issued  for 
the  railroad  property,  or  $29,155,146  of  each  class. 

At  the  average  prices  of  the  stocks  of  the  Steel  Corporation  during 
the  first  year  after  its  organization  (94  for  the  preferred  and  44  for 
the  common) ,  the  preferred  stock  here  assumed  to  have  been  issued 
for  the  ore  property  would  have  been  worth  $27,405,837,  and  the 
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common  stock  $12,828,264,  a  total  of  $40,234,101.  This  total  may  be 
considered  as  substantially  the  amount  obtained  (or  obtainable  if 
they  sold  their  United  States  Steel  stock)  by  holders  of  the  Lake  Su- 
perior Consolidated  Iron  Mines  stock  for  their  ore  property.  It 
should  be  repeated  that  this  valuation  must  be  considered  as  a  maxi- 
mum limit  and  probably  distinctly  excessive.  As  just  shown,  each 
$100  par  value  of  the  stock  of  the  Lake  Superior  Consolidated  con- 
cern received  $135  in  United  States  Steel  preferred,  and  $135  in  com- 
mon stock,  a  total  of  $270  at  par,  the  market  value  of  which  was  $186 
(based  on  the  average  prices  for  a  year) ,  whereas  during  the  late  nine- 
ties the  stock  of  the  Lake  Superior  Consolidated  company  had  fre- 
quently sold  at  very  much  below  par  and  apparently  had  not  sold 
above  $75  per  share  up  to  the  close  of  1900.  It  should  be  taken  into 
account  that  the  scattered  transactions  in  the  stock  in  1900  (particu- 
larly in  view  of  the  fact  that  the  company  had  neither  paid  dividends 
nor  published  annual  reports)  may  not  have  fairly  represented  its 
real  value.  It  is  incredible,  however,  that  the  great  increase  in  price 
represented  by  the  terms  on  which  the  stock  was  purchased  by  the 
Steel  Corporation  can  be  explained  on  the  ground  that  the  value 
of  the  property  had  not  previously  been  recognized.  Instead,  a  large 
part  of  this  great  increase  in  market  valuation  must  be  attributed  to 
the  fact  that  the  vendors  were  in  a  position  to  dictate  their  own  terms 
and  that  the  purchasers  were  willing  to  pay  an  excessive  price 
because  of  the  control  of  ore  and  transportation  thereby  secured. 

The  average  prices  per  ton  for  ore  indicated  by  this  total  price  of 
$40,234,000  for  the  Lake  Superior  Consolidated  ore  property  are  as 
follows : 

Indicated  amount  received  for  ore  property  of  Lake  Superior  Con- 
solidated Iron  Mines  (leaseholds,  fee  mines,  and  improvements)-  $40,  234,  000 

On  basis  of  300,00(1,000  tons  this  equals cents  per  ton__  13. 4 

On  basis  of  400,000,000  tons  this  equals do 10.  0 

These  indicated  prices  per  ton  are  not  simply  the  prices  of  ore  and 
leaseholds  alone,  since  the  total  price  on  which  these  computations  are 
based  included  improvements  to  mining  property  as  well.  Jt  should 
be  kept  in  mind  that  the  proportion  of  fee  holdings  of  the  Lake  Su- 
peror  Consolidated  concern  to  its  total  ore  property  appears  to  have 
been  larger  than  that  for  the  entire  ore  property  of  the  Steel  Cor- 
poration, so  that  for  this  reason  also  results  obtained  from  the  use  of 
these  figures  for  this  particular  purchase  are  rather  too  liberal  to  the 
value  of  the  Corporation's  investment  in  ore.  Thus  almost  the  entire 
ore  holdings  of  the  Carnegie  interests  were  in  the  form  of  leases  and 
not  owned  in  fee. 

Taking  the  average  value  per  ton  indicated  above  by  using  the 
minimum  estimate  of  tonnage  (300,000,000  tons) — ^that  is,  the  average 
of  13.4  cents  per  ton — the  indicated  value  of  the  entire  ore  property  of 
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the  Coiporation  ( 700,000,000  tons) ,  if  purchased  on  the  same  terms, 
would  have  been  a23proximately  $94,000,000,  this  including  fee  prop- 
erties, leaseholds,  and  improvements.  On  the  basis  of  10  cents  per 
ton  (indicated  by  the  use  of  an  estimate  of  400,000,000  tons  for  the 
Lake  Superior  Consolidated  ore  holdings) ,  the  indicated  value  of  the 
entire  property  would  have  been  only  $70,000,000. 

It  should  be  repeated  that  the  valuations  of  the  entire  ore  property 
of  the  Corporation  in  1901  arrived  at  by  this  method  probably  exag- 
gerate, a  fair  valuation  at  that  time;  since  they  are  based  upon  a  price 
paid  for  a  portion  of  the  total,  which  has  been  shown,  for  several 
reasons,  to  have  been  excessive. 

Purchase  of  Union-Sharon  ore  properties. — Some  further  light 
upon  the  value  of  ore  in  the  ground  is  furnished  by  the  terms  on 
which  the  United  States  Steel  Corporation  acquired  the  properties 
of  the  Union  and  Sharon  steel  companies.  These  concerns  were  pur- 
chased in'  the  latter  part  of  1902,  payment  being  made  through  the 
guarantee  of  bonds  issued  against  these  properties.  The  total  ore 
tonnage  acquired  in  this  transaction  was  officially  estimated  in  the 
annual  report  of  the  Steel  Corporation  for  1902  at  "  approximately 
40,000,000  tons."  This  substantially  agrees  with  estimates  by  trade 
authorities  which  placed  the  ore  reserves  of  the  Sharon  Steel  Com- 
pany at  about  21,000,000  tons  and  those  of  the  Union  Steel  Company 
at  about  20,000,000  tons. 

For  the  Sharon  mining  property  the  Steel  Corporation  paid,  lie- 
cording  to  its  own  figures,  $4,400,000.  This  mine  was  acquired  in 
fee,  so  that  based  upon  an  estimate  of  20,000,000  tons,  the  average  cost 
to  the  Steel  Corporation  was  22  cents  per  ton. 

For  the  Union  Steel  Company's  ore  properties,  which  included  the 
Penobscot  mine,  owned  in  fee,  and  the  Donora  and  Sweeney  mines, 
which  were  merely  leased,  the  Steel  Corporation  paid  $4,150,567.  On 
the  basis  of  say  20,000,000  tons,  the  average  cost  per  ton — treating  fee 
and  leased  ore  as  a  unit — would  be  about  20J  cents.  Had  it  all  been 
acquired  in  fee,  it  is  fair  to  assume  that  the  total  cost  would  have 
been  somewhat  greater  than  the  figure  above  given,  which  represents 
the  price  paid  for  that  portion  of  the  ore  bought  in  fee  plus  what 
was  practicalh'  only  a  bonus  for  the  right  to  mine  ore  from  the  other 
mines  at  a  royalty. 

The  above  prices  included  payment  for  some  construction  work 
and  mining  improvements. 

These  prices  are  considerably  above  the  average  prices  indicated 
in  the  preceding  discussion.  However,  the  price  paid  for  these  ore 
properties  admittedly  represented  a  substantial  profit  to  the  vendor>. 
President  Schwab,  of  the  Steel  Corporation,  in  the  annual  report 
for  1902,  said  of  this  Union-Sharon  purchase  that  the  acquisition 
was  effected  '"  on  the  basis  of  actual  cost  of  the  properties  to  the 
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vendors,  except  as  to  certain  ore  and  coal  property  and  other  lands, 
and  as  to  them  on  a  basis  not  exceeding  actual  present  value." 

In  another  official  statement  Chairman  Gary  stated  that  the  profit 
of  the  vendors  in  the  transaction  arose  solely  from  their  profit  in  oper- 
ating their  plants  to  the  date  of  purchase  and  in  the  increased  value 
of  their  ore,  coal,  and  real  estate  which  had  been  purchased  some  time 
previously. 

In  the  case  of  the  Sharon  Steel  Company,  this  profit  was  an  ex- 
ceedingly liberal  one.  Its  Sharon  mine,  as  previously  stated,  origi- 
nally cost  (in  1900)  only  about  $150,000.  This  sum  covered  the  entire 
ore  tonnage  of  the  Sharon  concern,  so  that  after  allowing  for  the  mod- 
erate expenditure  for  improvements  to  the  mine,  the  profit  on  this 
sale  apparently  was  in  the  neighborhood  of  $4,000,000.  Of  course, 
the  mine  at  the  time  it  was  purchased  by  the  Steel  Corporation  was 
worth  very  much  more  than  the  Sharon  Steel  Company  had  origin- 
ally paid  for  it,  since  the  extent  of  the  deposit  proved  to  be  far  in 
excess  of  the  original  expectations. 

A  further  point  to  emphasize  in  all  this  discussion,  however,  is 
that  the  liberal  price  for  this  Sharon  property  was  paid  more  than 
eighteen  months  after  the  organization  of  the  United  States  Steel 
Corporation,  during  which  interval  the  value  of  iron  ore  lands  had 
enhanced,  partly,  no  doubt,  because  of  the  obvious  policy  of  the 
Corporation  and  of  other  large  steel  concerns  to  extend  their  hold- 
ings of  ore  property.  Despite  these  conditions,  the  price  paid  for  the 
Sharon  mine  figures  out  only  about  22  cents  per  ton. 

A  still  more  important  matter  is  that  the  price  paid  for  the  Union- 
Sharon  properties  as  a  whole  was  influenced  by  the  fact  that  the 
Steel  Corporation  by  this  purchase  removed  what  threatened  to  be 
a  troublesome  and  powerful  competitor  from  the  field.  As  shown 
later,  the  interests  back  of  the  Union-Sharon  concern — among  whom 
was  H.  C.  Frick — were  very  strong  and  aggressive.  Since  the  manu- 
facturing properties  of  the  Union  and  Sharon  steel  companies  were 
admittedly  paid  for  only  on  a  cost  basis,  it  follows  that  any  payment 
thus  made  with  a  view  to  removing  competition  really  went  into  the 
price  paid  for  ore  property  and  other  natural  resources;  most  of  it 
went  against  the  ore.  (See  p.  283.)  Therefore,  the  price  nominally 
paid  for  the  ore  was  in  reality  paid  both  for  the  ore  and  the  elimina- 
tion of  competition,  and  can  not  properly  be  calculated  as  for  the  ore 
alone.  The  fact  that  in  the  face  of  all  these  conditions  the  price  paid 
for  the  fee  of  this  Sharon  mine  at  the  close  of  1902  was  only  about  22 
cents  per  ton  indicates  that  the  valuation  of  13.4  cents  per  ton  in- 
dicated by  the  discussion  of  the  Lake  Superior  Consolidated  pur- 
chase, which  covered  a  large  amount  of  leased  ore,  is  at  least  suffi- 
ciently high  to  represent  an  average  for  the  entire  ore  property  of 
the  Corporation  in  April,  1901, 
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Section  12.  Value  of  fee  ore  as  indicated  by  calculations  of  "present 
worth. "  of  royalties  on  leased  ore. 

A  third  method  of  estimating  the  value  of  the  fee  ore  property  of 
the  Steel  Corporation  in  1901  is  to  compute  the  present  worth  at  that 
time  on  the  basis  of  royalties  paid  for  leased  ore. 

As  already  explained  on  page  205,  in  the  case  of  mining  leases 
the  operator  (the  lessee)  does  not  acquire  the  ownership  of  the  min- 
ing property,  but  simply  acquires  the  right  to  mine  the  ore  at  his 
own  expense  in  consideration  of  a  certain  stipulated  royalty  charge 
per  ton,  payable  as  the  ore  is  mined  and  shipped.  It  may  be  repeated 
that  the  value  of  such  a  leasehold  is  not  measured  by  such  royalty 
charge,  but  instead  by  the  premium  or  bonus  at  which  the  royalty 
contract  could  be  transferred  to  another  party.  At  the  time  when 
such  a  lease  is  originally  made  the  royalty  would  ordinarily  represent 
the  full  market  value  of  the  mining  privilege ;  that  is  to  say,  the  fee 
owner  of  ore  would  not  ordinarily  lease  an  ore  deposit  at  a  royalty 
of  25  cents  per  ton  if  the  going  rate  of  royalty  on  similar  deposits 
in  the  same  vicinity  was  any  higher.  Therefore,  if  the  original  lessee 
decided  at  once  to  sublease,  ordinarily  he  would  find  that  his  lease- 
hold had  no  transfer  value.  An  exception  to  this  might  occur  in 
cases  where  the  rate  of  royalty  was  arbitrarily  determined,  as  in  the 
case  of  Minnesota  State  leases,  which  have  been  made  at  a  uniform 
rate  of  25  cents  per  ton,  regardless  of  the  probable  quality  and  avail- 
ability of  the  ore.  iMoreover,  royalty  contracts  made  under  ordinary 
conditions  and  originally  having  no  transfer  value  frequently  possess 
such  a  value  at  a  subsequent  date.  This  may  be  due  to  developments 
either  in  the  mine  itself,  or  in  general  conditions  of  the  mining  busi- 
ness, which  make  it  possible  to  dispose  of  the  leasehold  at  an  ad- 
vance or  premium  over  the  royalty  payable.  Such  a  premium  usually 
takes  the  form  of  a  cash  bonus;  it  may,  however,  be  expressed  in  an 
additional  or  increased  royalty  paid  by  the  sublessee  to  the  prior 
lessee. 

AA'here  such  a  bonus  is  paid  for  an  unimproved  ore  property,  it 
represents  the  equity  value  in  the  ore  itself.  In  the  case  of  an  im- 
proved mine,  however,  the  bonus  is  often  paid,  either  wholly  or  in 
part,  on  account  of  such  improvements,  as,  for  instance,  shafts,  or 
stripping  of  the  overburden  from  the  ore  body.  However,  in  this 
case,  the  bonus  would  represent  the  full  transfer  value  of  the  lease- 
hold at  the  time. 

In  cases  where  a  lease  is  transferred  or  sublet  in  consideration  of 
an  inciease  in  royalty  the  transfer  value  of  the  leasehold  may  be 
calculated  from  such  additional  royalty  by  the  discount  method  in 
the  numner  explained  below.  (See  pp.  217-219.)  But  such  addi- 
tional royalty,  of  course,  does  not  indicate  any  value  for  the  lease- 
Jaold  of  the  sublessee,  because  he  must  be  assumed  to  have  agreed  to 
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pay  a  royalty  equal  to  the  full  market  rate,  so  that  he  could  not 
immediately  transfer  his  leasehold  at  any  advance  over  what  he  had 
himself  agreed  to  pay.  In  such  a  case  the  sublessee  has  no  transfer- 
able interest  or  asset  of  appreciable  value  in  the  ore  property.  In 
other  words,  a  royalty  payable  does  not  represent  an  asset  or  invest- 
ment to  the  lessee  paying  it.  The  interest  or  equity  of  such  lessee 
is  simply  the  price  or  consideration  at  which  he  could  transfer  his 
leasehold  to  another  party,  either  by  obtaining  a  cash  bonus  or  an 
advanced  royalty  over  and  above  that  which  he  himself  has  con- 
tracted to  pay  to  the  fee  owner  or  to  the  prior  lessee;  that  is,  as 
already  explained  (see  p.  205),  a  royalty  payable  represents  an 
expense  or  operating  cost  to  the  lessee.  Therefore,  in  computing 
the  assets  of  a  mining  company  operating  a  leasehold,  it  would  be 
entirely  wrong  to  multiply  the  estimated  tonnage  in  the  ground  by 
the  rate  of  royalty  payable,  although  this  has  frequently  been  done 
in  such  calculations.^ 

While  such  equity  of  a  lessee  may  be  expressed  either  by  a  cash 
bonus  or  an  advanced  royalty,  the  cash  bonus  is  by  far  the  most  com- 
mon method,  and  for  this  reason,  as  well  as  for  clearness  and  con- 
venience, in  the  following  discussion  such  transfer  value  of  a  lease- 
hold will  be  referred  to  as  a  cash  bonus  value. 

While,  however,  the  royalty  payable  does  not  in  any  way  measure 
the  value  of  the  interest  of  the  lessee  in  the  ore,  nevertheless,  as  shown 
below,  it  may  be  used  as  a  basis  for  calculating  the  current  market 
value  of  the  ore  to  the  owner  of  the  unencumbered  fee.  The  principle 
is  as  follows :  If  all  the  ore  in  a  mine  were  mined  in  a  single  year,  the 
royalty  per  ton,  multiplied  by  the  total  tonnage  extracted  (plus  any 
bonus  for  ore  as  distinct  from  improvements),  would  represent  the 
approximate  total  value  of  the  ore  in  the  ground  to  the  fee  owner, 
but  since  the  ore  is  taken  out  gradually  year  by  j'ear  the  present  value 
of  the  royalty  is  reduced  according  to  the  length  of  time  that  the  ore 
remains  in  the  ground,  for  royalty  payments  (except  as  to  any  stipu- 
lated minimum)  are  made  only  as  the  work  of  extraction  and  ship- 
ment proceeds.  Obviously,  the  present  worth  of  the  royalty  for  the 
output  of  a  distant  year  is  less  than  the  value  of  the  royalty  for  the 
same  amount  of  production  in  the  current  year,  first,  because  the  lessor 
(i.  e.,  the  owner  of  the  ore)  does  not  receive  payment  therefor  until 
the  ore  is  produced  and  shipped,  such  payment  having  a  present  value 
determined  by  the  principles  of  discount,  and,  second,  because  he  is 
meanwhile  exposed  to  various  risks  attendant  on  the  progress  of  min- 
ing the  ore,  which  tends  of  course  to  enhance  the  rate  of  discount. 
Therefore  the  fee  owner  naturally  would  be  willing  to  sell  his  mine  at 

1  Such  a  method  of  calculating  the  investment  in  an  ore  property  is  not  only  absurd  for 
the  reasons  just  given,  but  also  for  the  further  reason  that  it  takes  no  account  of  the 
necessity  of  determining  the  "  present  worth  "  or  discounted  value  of  the  royalty. 
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a  sum  considerably  less  than  the  aggregate  of  the  royalty  payments 
which  he  might  expect  to  realize  if  he  leased  it  over  a  long  period  of 
years.  Similarly,  the  lessee,  if  he  were  to  purchase  the  mine  in  fee 
instead  of  making  a  lease,  would  expect  to  pay  ^'ery  much  less  than 
the  aggregate  of  such  royalties.  The  exact  price  which  he  would  be 
willing  to  paj^  probably  would  not  be  computed  by  this  method.  But 
it  is  reasonably  certain  that  on  the  average  such  cash  prices  for  ore  in 
fee  would  be  less  than  the  present  worth  of  the  aggregate  royalty 
payments,  discounted  at  a  reasonable  rate  of  interest.  A  particular 
reason  is  that  a  fee  purchaser  must  bear  the  risk  of  ownership,  such  as 
the  failure  to  find  as  much  ore  as  expected,  the  discovery  of  more 
valuable  deposits  by  competitive  interests,  or  other  contingencies 
which  might  adversely  aifect  the  value  of  the  deposit,  particularly  the 
possibility  that  the  ore  might  not  be  extracted  as  rapidly  as  antici- 
pated. Again,  the  provisions  of  iron-mining  leases  are  in  many  re- 
spects liberal  to  the  lessee,  thus  making  him  the  more  indisposed  to 
purchase  in  fee,  unless  the  price  is  low.  Thus  in  ordinary  mining 
leases  the  lessor  does  not  fix  the  quantity  which  the  lessee  must  extract 
each  year,  but  leaves  the  lessee  free  to  i^roduce  as  much  as  he  may  see 
fit,  subject  usually  to  a  stipulation  that  in  any  event  he  shall  pay  a 
ro^'aUy  each  year  on  a  certain  minimum  tonnage.  The  minimum  ton- 
nages thus  stipulated,  however,  are,  as  above  stated,  usually  compara- 
tively small,  although  not  invariably  so.  This  arrangement,  it  will 
be  Heen,  virtually  allows  the  lessee  to  suspend  oi^erations  in  case  he 
later  finds  he  can  secure  ore  more  cheaply  by  other  means,  or  in  case 
he  can  not  use  the  ore  to  advantage  iov  the  time  being.  For  these  and 
other  reasons,  royalty  payments  when  reduced  to  a  present-worth 
basis  would  very  naturally  show  a  higher  total  amount  than  a  pur- 
chaser would  ordinarily  be  willing  to  pay  outright  in  cash,  even  as- 
suming that  the  total  quantity  of  ore  leased  was  accurately  known, 
which  is  not  the  case. 

It  may,  therefore,  be  assumed  that  if  the  entire  700,000,000  tons  of 
ore  estimated  to  have  been  acquired  by  the  Steel  Corporation  in  1901 
had  been  bought  in  fee  the  cash  price  certainly  would  not  have  ex- 
ceeded the  present  worth  of  the  same  deposit  obtained  by  discounting 
the  current  rate  of  royalty  for  such  ore  on  new  leases,  together  with 
proper  allowance  for  any  bonus  values ;  it  probably  would  have  been 
much  less.  A  computation  of  such  indicated  present  worth  of  the 
royalties,  therefore,  will  be  of  great  ser^•ice  as  fixing  a  maximum  limit 
of  valuation.  In  making  such  a  calculation  of  the  "  present  worth '' 
of  ore  in  1901  it  is  necessary  to  determine  four  factors— (1)  the  esti- 
mated tonnage  of  the  deposit;  (2)  the  average  royalty  per  ton  and 
the  approximate  bonus  per  ton ;  (3)  the  rate  of  interest  at  which  to 
discount  the  future  royalty  payments;  (4)  the  estimated  duration  of 
the  deposit. 
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It  should  be  borne  in  mind  that  such  computation  of  the  present 
worth  of  royalty  payments  is  made  in  order  to  ascertain  the  value  of 
ore  in  the  ground  in  1901,  with  a  view  to  establishing  an  average 
figure  which  may  be  applied  to  that  portion  of  the  Steel  Corporation's 
ore  property  which  was  owned  in  fee. 

Tonnage  of  the  deposit. — The  amount  of  the  deposit  which,  as 
already  stated  on  page  205,  has  been  accepted  at  700,000,000  tons, 
will  serve  as  the  basis  of  this  discussion.  Although  only  one-half  of 
this  total  has  been  assumed  to  have  been  held  in  fee  in  1901,  it  will  be 
much  more  convenient  for  reasons  shown  later  to  base  calculations  oh 
the  total  tonnage,  and  then  apply  the  average  results  to  that  portion 
held  in  fee.    (See  note,  p.  228.) 

It  may  be  noted  that  of  a  given  body  of  ore  a  certain  portion  will 
never  be  mined,  since  a  part  of  the  ore  body  is  inevitably  left  in  the 
ground.  The  estimated  tonnage  given  above,  however,  will  be  as- 
sumed as  a  net  total;  that  is,  as  the  amount  which  can  actually  be 
extracted. 

Average  eoyaltt  and  bonus  payments. — The  average  royalty  can 
be  determined  with  comparative  accuracy.  The  following  table  shows 
the  average  royalty  actually  paid  in  1902  and  1903  on  shipments  ^  of 
ore  produced  from  leased  mines  on  the  principal  ranges  of  the  Lake 
Superior  district,  as  computed  by  the  Bureau,  the  totals  representing 
the  great  bulk  of  the  output  of  those  years  (about  75  per  cent  in  the 
case  of  the  Mesabi  Range  and  about  50  per  cent  for  the  other  four 
ranges  combined). 

TABLE  19.— average  rates  OF  ROYALTY  ON  IRON  ORE  PRODUCED  IN  LAKE 
SUPEKIOR  REGION  IN  1902  AND  1903,  AS  INDICATED  BY  RETURNS  TO  THE 
BUREAU  COVERING  A  LARGE  PART  OF  THE  SIIirjIENTS  IN  THOSE  YEARS. 


Range. 


1902 


Toimage.      Royalty. 


1903 


Tonnage.      Royalty. 


Old  ranges: 

Marquette 

Menominee 

Gogebic 

Vermilion 

Total,  old  ranges 
Mesabi  range 

Total,  all  ranges. 


789,713 
2,769,383 
2,736,308 
1,163,102 


7,458,506 
9,837,513 


17,296,019 


1.212 
.264 
.379 
.377 


774,304 
2,100,263 
1,991,908 
1,041,082 


.318 
.250 


5,907,557 
9,712,274 


15,619,831 


SO.  213 
.273 
.404 
.389 


.330 
.253 


Figures  for  1901  were  not  secured.  There  can  be  no  doubt  that  the 
average  royalties  in  that  year  did  not  differ  appreciably  from  the 
figures  here  given.    They  probably  were  a  little  lower. 


1  The  shipments  were  practically  identical  with  the  production  of  these  mines. 
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The  table  shows  that  the  average  rate  of  royalty  on  the  Mesabi 
Range  in  1902  was  exactly  25  cents  per  ton,  that  for  1903  being  only 
slightly  higher.  Royalties  on  the  old  ranges  were  somewhat  higher, 
the  average  for  these  ranges  combined  being  31.8  cents  per  ton  in  1902 
and  33  cents  per  ton  in  1903. 

Combining  the  figures  for  all  ranges,  for  the  year  1902  the  average 
royalty  was  28  cents  and  for  1903  it  was  28.3  cents  per  ton. 

It  might  be  argued,  however,  that  these  averages  would  not  be  a 
fair  indication  of  the  royalties  obtainable  in  1901  had  all  the  Cor- 
poration's leaseholds  been  on  the  market.  Undoubtedly  some  of  the 
best  mines  of  the  Steel  Corporation  already  under  lease  in  1901  at 
royalties  of  about  25  cents  per  ton  could  have  been  leased  at  higher 
figures  had  they  then  been  offered  for  transfer.  On  the  other  hand, 
some  of  the  older  mines  were  nearly  worked  out,  and  probably  could 
not  have  been  leased  at  even  the  original  royalties.  Again,  many 
properties  acquired  by  the  constituent  concerns  of  the  Steel  Corpora- 
tion in  1899  and  1900  contained  ore  of  rather  low  grade.  It  is  prob- 
able that  some  of  these  lower-grade  mines  had  not  been  fully  de- 
veloped, and  thus  are  not  fully  reflected  in  the  actual  royalty  aver- 
ages for  1902  above  given.  It  would  therefore  be  a  very  serious  error 
to  assume  that  the  royalties  at  which  a  few  of  the  choicest  ore  prop- 
erties of  the  Steel  Corporation  might  have  been  re-leased  in  1901 
would  represent  a  fair  average  value  of  all  leases  in  effect  at  that 
date. 

Very  convincing  evidence  of  this  is  found  in  the  fact  that  desirable 
mines  were  leased  at  substantially  the  average  royalties  above  shown 
for  some  time  after  the  Steel  Corporation  was  organized.  A  fair 
idea  of  the  rates  of  royalty  and  bonus  payments  in  new  leases  entered 
into  during  the  period  from  1900  to  1902  is  given  by  the  following 
table  compiled  from  data  furnished  by  Dwight  E.  Woodbridge.  a 
mining  engineer  of  Duluth,  Minn.,  and  an  authority  on  Lake  ore 
matters : 
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Table  20.— ROYALTY  AND  BONUS  PAYMENTS  IN  TRANSFERS  OF  VARIOUS  LEASES 
OF  IRON  ORE  MINES  IN  THE  LAKE  REGION,   1000-1002. 

[Original  data  fufnislied  by  Dwight  E.  Woodbridge,  of  Duluth,  Minn.    Computations  by  Bureau.] 


Character  of  ore. 


Albany 

Troy 

Agnew  No.  1 . 
Agnew  No.  2. 

Brunt 

Crosby 

Croxton 

Cypress 

Elizabeth 

Flynn  


Hawkins . 


Iroquois 

Jordan 

Laura 

Winnifred  . . . 

Leetonia 

Miller 

Prindle 

Snyder 

Sweeney 

Susquehanna  . 

Utica 

Webb 


Total . 


Per 
cent 
iron. 


58.67 
57.10 
61.50 
57.90 
57.78 
56.00 
60.00 
61.11 
56.63 
56.50 
58.00 

to 
50  00 
67.05 
62.01 
6015 
62.09 
59.  00 
60  82 
59.48 
57.00 
60  40 
60  50 
60  00 
58.08 


Per 
cent 
phos- 
phorus. 


.050 
.055 
.047 

m 

.050 

.068 

.070 

.068 

.043 

to 

.050 

.065 

.063 

.060 

.055 

.060 


.058 
.055 
.056 


Estimated 

tonnage  in 

deposit. 


4,945,000 

4,516,000 
8,  .500, 000 
2,500,000 
2,490,000 
4.250,000 
1,970,000 
11,800,000 
1,680,000 

15,000,000 

2,460,000 
1,670,000 
180,000 
800,000 
4,516,000 
2,450,000 
3,027,000 
6,000,000 
2,000,000 
6,000,000 
2,560,000 
8,460,000 


96,644,000 


Cash 
bonus. 


$160,000 

150, 000 

250,000 

60,000 


60,000 
(*) 
350,000 
60,000 

526,000 

120,000 

60,000 

40,000 
60,000 
200,000 
110, 000 
100, 000 
250,000 
150,000 
280,000 


2,955,000 


Bonus 
per  ton. 


O03 

.03 
.03 
.02 


.03 
.03 


.04 


.06 

.01 
.02 
.07 
.02 
.05 
.06 
.06 
.03 


.0306 


Addi- 
tional 
royal- 
ty.' 


Orig- 
inal 
royal- 
ty. 


.25 
.25 
.25 
.20 
1.20 
..39 
.25 
.35 


.10 


.38 
.25 
.26 
.20 
..35 
.26 
.25 
.25 


1  As  part  of  bonus. 

2  No  limit  stated. 

3  Royalty  on  production  of  100,000  tons  or  more  per  annum.    Royalty  on  a  production  of  25,000  tons  per 
annum,  25  cents;  on  50,000  tons  and  less  than  100,000  tons  per  anmmi,  225  cents. 

<  No  purchase  price. 

s  Royalties  to  the  amount  of  150,000  advanced  in  lieu  of  cash  bonus. 

The  highest  royalty  given  in  the  table  is  39  cents  per  ton,  and  the 
next  highest  38  cents  (in  which  case  there  was  a  bonus  of  about  1 
cent  per  ton).  On  the  other  hand,  there  were  several  leases  at  20 
cents  per  ton  royalty,  with  only  small  bonus  payments.  The  aver- 
age royalty  for  the  23  mines,  it  will  be  seen,  was  almost  exactly 
25.3  cents ;  the  average  bonus  was  3  cents.  •  Nearly  all  these  mines 
were  on  the  Mesabi  Kange.  The  close  agreement  of  this  average 
royalty  for  new  leases  with  the  1902  average  computed  by  the  Bureau 
for  that  range,  as  given  on  page  219,  is  striking. 

It  should  be  noted  that  many  of  the  mines  listed  in  Table  20  were 
desirable  properties,  the  ore  showing  a  very  high  iron  content,  while 
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the  percentage  of  phosphorus — the  presence  of  which  in  any  large 
quantity  is  undesirable — was  frequently  low. 

In  addition  to  these  leases  reported  by  ]\Ir.  Woodbridge,  mention 
should  be  made  of  the  lease  of  the  Chemung  and  ISIonroe  properties 
in  1902,  by  the  Shenango  Furnace  Company,  both  of  which  were 
taken  at  a  royalty  of  only  25  cents  per  ton  (although  later  trans- 
ferred to  the  Steel  Corporation  on  a  substantially  higher  basis) ,  and 
the  Shenango  mine  at  a  royalty  of  20  cents  per  ton  and  a  bonus  of 
$500,000.  In  1902  the  Clairton  Steel  Company  leased  the  Little- 
Prindle  mine  at  a  royadty  of  35  cents  per  ton.  The  average  of  these 
figures  is  in  line  with  the  average  for  the  list  given  in  the  table. 

On  the  old  ranges  the  number  of  new  mines  opened  after  1900  was 
comparatively  small,  but  the  rates  of  royalties  on  new  leases  in  this 
district  were  substantially  in  harmony  with  the  averages  above  given 
for  those  ranges.  An  exceptional  instance  occurred  in  the  case  of 
the  Negaunee  mine,  which  was  leased  at  a  bonus  of  $1,500,000  over 
and  above  a  30-cent  royalty.  This  was  a  very  valuable  property  on 
which  a  great  deal  of  money  had  been  spent  in  improvements,  which 
undoubtedly  explains  in  considerable  measure  the  large  bonus.  It 
may  be  noted  that  the  royalty  itself,  without  the  bonus,  was  some- 
what less  than  the  average  royalties  for  old  range  mines,  shown  on 
page  219. 

An  exceptionally  high  bonus  was  also  paid  by  the  National  Steel 
Company  in  1899  for  the  Chapin  mine,  on  the  Menominee  Range,  in 
Michigan,  this  bonus  amounting  to  no  less  than  $5,000,000,  of  which 
$1,730,000  was  paid  in  cash,  the  remaining  $3,270,000  being  paid 
by  the  assumption  of  outstanding  indebtedness.  The  royalty,  how- 
ever, was  only  22^  cents  per  ton.  This  was  considerably  less  than 
the  going  rates  of  royalty  on  the  Menominee  Range  for  so  desirable  a 
property  as  the  Chapin  mine,  and  undoubtedly  explains  in  part  the 
unusually  high  bonus.  Again,  this  mine  had  been  brought  to  a 
high  state  of  development,  and  there  can  be  no  doubt  that  a  con- 
siderable part  of  the  bonus  represented  the  cost  of  improvements 
rather  than  the  ore  itself.  The  mine  was  an  exceptionally  large 
producer,  with  enormous  quantities  of  ore  in  reserve.  The  large 
bonus  is  j^artly  explained  by  these  considerations,  but  was  also  prob- 
ably due  in  f)art  to  the  fact  that  the  purchase  was  made  at  the  very 
height  of  the  steel  trade  boom  of  1899. 

The  preceding  evidence,  therefore,  indicates  that  the  average  rate 
of  royalty  in  the  Lake  Superior  region  in  1901  was  not  in  excess  of 
28  cents  per  ton,  and  that  this  figure  may  be  considered  as  repre- 
senting a  fair  a^'erage  for  all  leases  in  effect  at  that  time.  Table  20, 
alone,  indeed,  would  indicate  that  an  average  of  28  cents  was  large 
enough  to  cover  bonus  payments  also  so  far  as  the  Mesabi  Range  is 
concerned.  However,  an  allowance  for  bonus  payments  is  made 
later.     (See  p.  230.) 
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Of  course,  the  value  of  ore  has  not  remained  constant,  but  has 
shown  material  appreciation.  This  appreciation,  however,  has  un- 
questionably been  due  in  considerable  measure  to  the  great  concen- 
tration of  ore  properties  which  has  taken  place  in  the  last  ten  years. 
This  need  not  be  considered  in  this  discussion,  however,  since  the  fact 
that  owners  of  ore  property  were  ready  in  1901  (and  even  in  1902) 
to  lease  mines  freely  for  periods  of  from  thirty  to  fifty  years  at  an 
average  royalty  of  not  over  28  cents  per  ton  warrants  making  calcu- 
lations of  the  "  present  value  "  in  1901  on  that  basis. 

Rate  of  interest  for  discounting  royalty. — The  rate  of  interest 
at  which  the  "  present  worth  "  of  an  ore  deposit  should  be  computed 
can  be  determined  within  reasonably  narrow  limits.  Obviously  the 
present  value  of  a  given  ore  deposit  increases  as  the  rate  of  interest 
decreases;  that  is,  if  the  ultimate  value  for  a  given  ore  deposit  were 
discounted  at  the  rate  of  6  per  cent,  the  indicated  present  worth  of  the 
deposit  would  be  greater  than  if  it  were  discounted  at  the  rate  of  8  or 
10  per  cent.  As  already  pointed  out,  the  leasehold  system  to  a  very 
large  extent  eliminates  the  element  of  risk  for  the  lessee,  since  if  it 
should  prove  that  the  amount  of  ore  in  the  deposit  was  less  than  he 
had  anticipated,  he  would  be  compelled  to  pay  royalty  only  on  the 
tonnage  actually  secured  (not  less,  however,  than  the  annual  mini- 
mum fixed  by  the  lease).  Conversely,  if  he  were  to  buy  the  mine 
outright  for  cash,  he  would  have  to  assume  the  risk  of  a  failure  to 
secure  as  large  a  tonnage  as  expected.  It  is  true,  of  course,  that  the 
amount  of  the  deposit  might  prove  larger  than  was  expected,  and  this 
has  frequently  been  the  case  in  transfers  of  mining  property  in  the 
Lake  region.  However,  the  risk  as  to  the  amount  of  deposit,  and 
various  other  risks  as  well,  exist  and  are,  of  course,  borne  by  the  lessor 
(except  as  to  improvements  and  similar  expenditures  which  may  be 
made  by  the  lessee) . 

Therefore,  it  is  reasonable  to  assume  that  a  steel  concern  having  the 
alternative  of  purchasing  a  mining  property  in  fee,  as  against  leasing 
it  at  a  fixed  royalty  for  a  long  period  of  time,  with  a  low  "  minimum," 
would  be  disposed  to  figure  the  present  worth  of  the  deposit  in  fee 
on  a  very  conservative  scale,  or,  in  other  words,  in  so  far  as  the  pur- 
chaser calculated  this  fee  value  on  a  discount  basis,  he  would  be  in- 
clined to  use  a  much  higher  rate  of  interest  than  the  going  rate  for 
conservative  investments  of  a  stable  character.  If  the  risks  attach- 
ing to  the  purchase  of  iron-ore  properties  were  negligible,  a  purchaser 
might  discount  the  value  by  using  the  rate  of  interest  obtainable  on 
safe  investments.  But  since  there  obviously  is  a  considerable  risk  in 
the  ore  mining  business,  he  would  use  a  higher  rate,  and  probably  a 
considerably  higher  rate.  The  Bureau  has  computed  the  indicated 
present  worth  on  the  basis  of  several  different  rates  of  interest.  (See 
p.  226.)  As  shown  later,  it  has  given  chief  weight  to  the  results 
obtained  with  an  interest  rate  of  6  per  cent.     In  accepting  such  a  rate 
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there  can  be  no  doubt  that  the  Bureau  arrives  at  results  which  do 
not  underestimate  the  value  of  the  ore. 

It  may,  in  fact,  be  objected  that  the  Bureau  has  been  too  liberal 
in  this  respect,  and  that  it  should  have  used  a  higher  rate  of  interest. 
Indeed,  some  experts  on  ore  values  are  inclined  to  use  as  high  a  rate 
as  10  per  cent.  However,  in  dealing  with  a  deposit  of  as  much  as 
700,000,000  tons,  a  portion  of  the  speculative  risk  which  is  incurred 
in  the  case  of  purchases  of  individual  mines  is  undoubtedly  elimi- 
nated, so  that  there  is  good  reason  for  not  using  so  high  a  rate. 
Moreover,  as  shown  later,  the  difference  between  the  total  value  of  a 
deposit  of  700,000,000  tons  obtained  by  using,  say,  8  per  cent,  as 
against  6  per  cent,  is  not  large  enough  to  be  of  special  importance  in 
this  discussion.     (See  Table  21,  p.  226.) 

Duration  of  the  deposit. — The  fourth  factor,  namely,  the  rate 
of  exhaustion  of  a  deposit,  has  a  direct  bearing  upon  the  total  value. 
A  rapid  rate  of  production  tends  to  increase  the  "  present  worth," 
Conversely,  the  longer  the  ore  remains  in  the  ground,  earning  noth- 
ing and  subject  to  taxation,  the  smaller  the  immediate  value  or  pres- 
ent worth  of  the  deposit  will  be  at  a  given  rate  of  royalty. 

The  rate  of  production  must  be  estimated.  On  page  225  it  is  shown 
that  the  yearly  output  of  the  Steel  Corporation  in  the  Lake  region 
has  in  the  past  ten  years  risen  from  about  13,000,000  tons  to  over 
23,000,000  tons.  If  an  extremely  scientific  estimate  of  the  value  of 
the  Steel  Corporation's  ore  property  by  this  method  were  to  be 
undertaken,  it  would  be  necessary  to  make  an  estimate  of  the  prob- 
able rate  of  production  from  year  to  year  during  the  estimated  hfe 
of  the  deposit.  Scientific  estimates  of  the  probable  exhaustion  of 
ore  reserves  based  upon  experience  invariably  follow  the  rule  that 
the  rate  of  production  of  a  given  deposit  can  not  constantly  increase 
throughout  the  entire  period  of  production,  but  that  after  increasing 
for  a  period  will  tend  to  diminish;  moreover,  the  decrease  probably 
will  be  at  a  more  rapid  rate  than  the  increase.  This  is  partly  be- 
cause the  development  of  a  great  mining  property  necessarily  re- 
quires time,  while  the  demand  itself  is  a  matter  generally  of  gradual 
growth.  At  first  the  rate  of  production  tends  to  increase  only 
slowly.  After  development  has  reached  an  advanced  stage,  the 
rate  of  production  increases  very  rapidly.  As  the  maximum  stage 
is  reached  the  rate  tends  to  remain  fairly  constant  for  a  time.  As 
the  deposit  becomes  exhausted,  however,  the  annual  capacity  of  the 
mines  to  produce  declines,  while  the  cost  of  production  ordinarily 
increases,  so  that  a  rapid  reduction  in  the  rate  of  output  normally 
occurs. 

In  this  estimate  of  the  value  of  this  ore  property,  however,  it  is 
not  necessary  to  go  into  such  refinements  or  to  attempt  to  determine 
the  "  probable  curve  of  production."    With  the  tonnage  under  con- 
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sideration,  the  difference  between  the  result  obtained  by  assuming 
a  constant  rate  of  output  and  that  obtained  by  assuming  a  varying 
rate  apportioned  according  to  scientific  calculations  would  not  be 
important.  Thus,  as  shown  in  a  note  at  the  end  of  this  chapter,  the 
value  indicated  by  assuming  that  a  deposit  of  700,000,000  tons  of  fee 
ore,  to  be  exhausted  during  a  period  of  thirty-five  years,  at  a  uniform 
annual  rate  of  production,  with  a  royalty  of  28  cents  and  interest 
at  6  per  cent,  is  about  the  same  as  the  value  indicated  by  assuming  a 
varying  rate  of  production  (the  other  factors  remaining  the  same) 
in  substantial  accordance  with  scientific  methods. 

The  production  of  the  United  States  Steel  Corporation  from  its 
Lake  Superior  mines  has  been  as  follows,  the  figures  being  for  cal- 
endar years. 


Year. 

Tons. 

Year. 

Tons. 

1901 1 

13,023,755 
16,063,179 
15,363,355 
10,503,087 
18,486,556 

1906 

20, 645, 148 

1902 

1907                                                        

22,403,801 
15,129,313 
21,606,184 

1903.    . 

1908 

1904 

1909 

1905. 

1910 

23,264,615 

1  Includes  production  of  constituent  companies  lor  period  January  1  to  March  31. 

The  average  production  for  the  first  five  years  shown  in  the  above 
table  was  approximately  14,700,000  tons.  For  the  five-year  period 
ended  with  1910  it  was  at  the  rate  of  about  20,600,000  tons.  (It  may 
be  noted  that  each  period  included  a  year  of  marked  depression  in 
the  iron  and  steel  industry.)  It  is  reasonably  safe  to  assume  an  in- 
creasing rate  of  production  for  many  years. 

Using  as  a  basis  the  known  production  of  the  past  ten  years, 
aggregating  approximately  176,000,000  tons,  or  just  about  one-fourth 
of  the  total  deposit  under  consideration,  it  must  be  conceded  that  the 
remainder  will  not  be  exhausted  during  another  ten-year  period.  It 
seems  altogether  unlikely  that  it  will  be  exhausted  within  the  next 
twenty  years ;  that  is,  during  a  period  of  thirty  years  from  the  forma- 
tion of  the  Steel  Corporation.  Indeed,  it  is  entirely  possible  that  the 
original  deposit,  even  if  no  additions  had  been  made  thereto,  would 
not  be  exhausted  within  a  period  of  thirty-five  years  from  the  time 
the  Steel  Corporation  was  organized. 

Of  course,  since  1901  the  Steel  Corporation  has  purchased  a  great 
deal  of  additional  ore  property,  and  it  is  a  fair  question  whether 
the  production  of  the  Corporation  would  have  been  as  large  as  it  has 
been  if  some  of  these  further  acquisitions  had  not  been  made.  This, 
however,  would  mean  that  the  life  of  the  deposit  under  discussion 
would  be  extended,  which  in  turn  would  result  in  reducing  the  aggre- 
gate value  of  the  deposit  in  1901,  since,  as  already  shown,  the  less 
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rapidly  the  ore  is  exhausted,  assuming  a  constant  rate  of  royalty, 
the  smaller  the  present  value  of  the  deposit  as  a  whole.  Therefore, 
in  so  far  as  the  use  of  the  known  f)roduction  of  recent  years  may 
affect  the  calculation  here  made,  this  is  in  the  direction  of  increasing 
valuations  for  the  ore  property  rather  than  decreasing  them. 

Indicated  valuations. — In  view  of  the  obvious  impossibility  of 
fixing  this  time  factor  with  certainty,  computations  have  been  made, 
assuming  different  exhaustion  periods  ranging  from  twenty-five  to 
thirty-five  years.  The  valuations  indicated  l\v  these  different  fac- 
tors of  computation  are  given  in  the  following  table.  The  average 
present  worth  of  a  dollar  for  a  given  period  at  a  given  rate  of 
interest  is  first  ascertained,  and  then  applied  to  the  rate  of  royalty, 
28  cent.s.  The  estimated  tonnage  of  700,000,000  tons  is  then  multi- 
plied by  this  resultant  figure  in  order  to  get  the  total  valuation.  The 
aggregate  present  worth  of  one  dollar  due  on  the  first  of  each  year 
for  a  period  of  thirty  j'ears,  discounted  at  the  rate  of  6  per  cent,  is 
$14.591 ;  the  average  present  worth  of  one  dollar  for  this  thirty- 
year  period  is,  therefore,  one-thirtieth  of  this  amount,  or,  48.637 
cents.  The  present  worth  of  28  cents  (the  average  rate  of  royalty), 
therefore,  for  the  same  period  and  at  the  same  rate  of  interest,  would 
be  28  per  cent  of  48.637  cents,  or  13.6184  cents.  This,  in  other  words, 
would  be  the  indicated  present  worth  of  each  ton  of  ore  in  the  ground 
if  owned  in  fee,  assuming  the  exhaustion  period  to  be  thirty  years.' 
Multiplying  this  by  700,000,000  tons  gives  a  total  of  $95,329,000  as 
the  value  of  the  entire  deposit  in  1901  if  owned  in  fee. 

This  calculation,  it  may  be  noted,  assumes  that  the  royalty  is  paid 
at  the  beginning  of  each  year ;  as  a  matter  of  fact  royalty  payments 
are  usually  made  quarterly.  This  consideration,  however,  would  not 
affect  the  computations  here  made  to  an  appreciable  extent. 

Table  21.— INDICATED  PRESENT  WORTH  OF  AN  IRON  ORE  BODY  OF  700,000,000  TONS,  AT 
A  ROYALTY  OF  2S  CENTS  PER  TON,  WITH  VARYING  RATES  OF  INTEREST  AND 
PRODUCTION. 


Estimated 
annual 
produc- 
tion. 

Indicated  valuations. 

Exhaustion 
period. 

Interest  at  5 
per  cent. 

Interest  at  6 
per  cent. 

Interest  at  7 
per  cent. 

Interest  at  8 
per  cent. 

For  ton. 

Total. 

Per  ton. 

Total. 

Per  ton. 

Total. 

Per  ton. 

Total. 

35  years.... 
30  years — 
25  years.... 

Tans. 
20,000,000 
23,330,000 
28,000,000 

Cent^. 
13. 7544 
15. 0049 
16.  5743 

$96,281,000 
105,454,000 
116,020,000 

CmU. 
12. 2948 
13.  6184 
15. 1766 

$86,064,000 
95,329,000 
106,236,000 

Cents. 
11.0832 
12.3928 
13.  9658 

877,582,400 
86, 749, 600 
97,760,600 

Cents. 
10.0696 
11.3478 
12.9125 

$70,487,200 
79,434,600 
90,387,500 

1  It  is  worth  noting  that  this  method  of  computation  may  be  followed  even  though  the  Steel  Corporation 
later  added  greatly  to  its  ore  reserves,  so  long  as  it  is  assumed  that  the  original  ore  body  would  last  thirty 
years,  whether  used  separately  or  in  conjunction  with  subsequent  purchases.  If  it  be  assumed  that  the 
original  ore  body  would  last  longer  than  this,  the  aggregate  value  would  be  lessened.  On  the  other  hand, 
if  it  be  assumed  that  this  ore  body  would  be  exhausted  withm  a  shorter  period,  the  value  would  be  increased. 
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It  should  be  kept  constantly  in  mind  that  these  calculations  do 
not  indicate  the  value  of  the  leases  of  the  Steel  Corporation,  but 
instead  they  indicate  the  value  of  the  ore  in  the  ground  if  owned 
in  fee. 

These  calculations  show  that  a  royalty  of  28  cents,  discounted  at 
the  rate  of  6  per  cent,  on  a  deposit  of  700,000,000  tons  of  ore,  to  be 
exhausted  during  a  thirty-five  year  period  at  a  uniform  rate  of  pro- 
duction, indicates  a  present  worth  at  the  beginning  of  the  period  of 
$86,064,000.  Basing  the  calculations  on  an  exhaustion  period  of 
thirty  years,  the  indicated  value  is  $95,329,000,  and  on  a  period  of 
twenty-five  years  $106,236,000. 

If  the  present  worth  of  this  ore  body  be  discounted  at  the  rate  of 
5  per  cent  instead  of  at  the  rate  of  6  per  cent,  the  resulting  valuations 
would  be  somewhat  higher,  ranging  from  roughly  $96,300,000  in  the 
case  of  a  thirty-five  year  period  to  $116,000,000  for  a  twenty-five  year 
period. 

Discounting  the  value  at  the  rate  of  7  per  cent,  the  total  indicated 
valuation,  assuming  the  exhaustion  period  to  be  thirty  years,  is 
$86,749,600 ;  and  using  an  8  per  cent  rate  the  total  is  $79,434,600. 

A  noteworthy  feature  of  these  computations  is  that,  broadly  speak- 
ing, the  results  obtained  by  using  rather  widely  varying  factors  are 
not  strikingly  far  apart.  Thus  the  extreme  range  in  the  valuations 
obtained  by  using  the  four  different  rates  of  interest  given  in  Table 
21  and  the  three  different  exhaustion  periods  shown  was  from 
$70,487,200  to  $116,020,000.  By  using  only  an  exhaustion  period  of 
thirty  years  the  range  in  the  final  results  obtained  by  using  the  four 
different  rates  of  interest  is  from  $79,434,600  to  $105,454,000. 

It  will  be  seen,  therefore,  that  in  such  calculations  of  present  worth 
considerable  differences  in  the  original  factors  in  the  problem  would 
exert  only  a  comparatively  small  influence  on  the  final  result.  This 
fairly  close  agreement  of  the  results  obtained  by  different  computa- 
tions therefore  indicates  that  a  result  arrived  at  with  any  reasonable 
factors  must  be  somewhere  near  the  mark.  It  will  be  noted  that  the 
highest  figure  reached  in  the  computations  given  in  Table  21  is  only 
a  modest  fraction  of  the  $700,000,000  valuation  claimed  by  the 
Steel  Corporation  in  1902. 

The  Bureau  is  of  the  opinion  that  the  result  obtained  by  using 
an  exhaustion  period  of  thirty  years  and  a  discount  rate  of  6  per  cent, 
while  liberal  to  the  ore  property,  is  on  the  whole  reasonable.^  This 
gives  a  total  value  of  $95,329,000  or  13.6  cents  per  ton.  This  is  just 
about  halfway  between  the  extreme  figures  given  in  Table  21.    The 

1  It  should  be  understood,  of  course,  that  this  statement  does  not  mean  that  the  total 
reserves  of  the  Steel  Corporation  in  the  Lake  Superior  region  will  be  exhausted  during 
such  period,  since,  as  above  pointed  out,  the  total  tonnage  has  been  greatly  increased  since 
1901  by  important  acquisitions. 
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Bureau  has  not  selected  this  result  for  this  reason,  however,  but  l^e- 
cause  the  factors  used  in  arriving  at  it  seemed  on  the  whole  the  most 
probable. 

Even  if  it  were  assumed  that  the  total  tonnage  of  the  Steel  Corpo- 
ration in  1901  was  as  much  as  1,000,000,000  tons,  comparatively  little 
would  be  added  to  the  total  value  of  the  deposit  if  the  same  annual 
rate  of  production  were  used,  since  this  would  mean  that  the  addi- 
tional tonnage  would  be  extracted  only  at  a  distant  date.  For  in- 
stance, the  estimate  of  $86,064,000  based  on  a  thirty-five  year  exhaus- 
tion period  for  a  deposit  of  700,000,000  tons  (with  interest  at  6  per 
cent)  is  at  the  rate  of  20,000,000  tons  per  year.  At  this  rate  a  deposit 
of  1,000,000,000  tons  would  last  fifty  years.  The  present  value  of  such 
a  deposit,  exhausted  at  an  annual  rate  of  20,000,000  tons  over  a  pe- 
riod of  fifty  years,  at  the  rates  of  royalty  and  interest  above  used. 
would,  however,  be  $93,564,000,  or  an  increase  of  only  $7,500,000.  In 
other  words,  in  this  case  an  addition  of  over  40  per  cent  to  the  as- 
sumed tonnage  results  is  an  addition  of  less  than  9  per  cent  to  the 
indicated  total  value.  Of  course,  if  a  higher  rate  of  production  were 
used,  the  aggregate  value  would  show  a  greater  increase. 

The  obvious  reason,  from  a  financial  standpoint,  for  the  lower 
present  value  of  ore  reserves  not  to  be  used  until  a  remote  period  in 
the  future,  as  compared  with  those  to  be  used  at  an  early  date,  is 
that  during  the  entire  period  of  nonuse  the  owner  is  realizing  nothing 
from  his  investment  in  the  property,  while,  on  the  other  hand,  he  is 
bearing  certain  carrying  charges,  such  as  taxes. 

Since,  as  repeatedly  pointed  out,  only  a  portion  of  the  ore  prop- 
erty of  the  Steel  Corporation  was  owned  in  fee  in  1901,  this  average 
value  of  13.6  cents  per  ton  should  not  be  applied  to  the  total  ore  body 
of  700,000,000  tons.  As  shown  on  page  206,  it  has  been  assumed  that 
in  1901  one-half  of  the  estimated  tonnage,  or  350,000,000  tons,  was 
owned  in  fee.  At  an  average  valuation  of  13.6  cents  per  ton,  the  total 
value  of  this  portion  of  the  Corporation's  ore  reserve  would  be  ap- 
proximately $47,600,000.^  While  it  is  probable  that  this  valuation  is 
quite  suiRcient  to  cover  the  fee  ore,  the  Bureau  has  made  a  substan- 
tial addition  to  it  for  possible  bonus  values,  as  explained  in  the  next 
section. 

1  The  question  might  be  raised  as  to  the  possibility  of  estimating  the  value  of  the  fee 
property  of  the  Steel  Corporation  in  this  manner  separately  from  the  leaseholds,  namely, 
the  assumed  350,000,000  tons  of  fee  ore.  This  would  introduce  a  number  of  complica- 
tions and  difficulties  without  corresponding  advantages.  In  any  case  such  an  estimate 
would  tend  to  reduce  the  value  of  the  fee  ore  for  the  following  reasons  :  The  Steel  Cor- 
poration at  present  naturally  produces  the  great  bulk  of  its  ore  from  its  leaseholds,  as 
there  is  generally  a  time  limit  in  the  leasehold  contract.  Hence,  a  greater  part  of  the  fee 
ore  would  be  left  to  be  extracted  at  a  distant  date  than  of  the  leasehold  ore.  This  would 
tend  to  reduce  the  indicated  value  of  the  fee  ore,  without  resulting  in  any  increase  in  the 
value  of  leasehold  ore  which  is  determined  on  a  different  basis. 
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Section  13.  Estimated  value  of  ore  leases  of  the  Steel  Corporation  in  1901. 

It  is  now  necessary  to  estimate  the  value  of  the  leaseholds  of  the 
Steel  Corporation  in  1901  as  distinct  from  the  value  of  the  ore  held 
in  fee. 

The  value  of  the  leases — ^that  is,  of  the  privilege  of  mining  ore  at 
stipulated  royalties — may  be  considered  as  measured  approximately 
by  the  bonus  payments  which  such  leases  would  command  if  trans- 
ferred. Generally  speaking,  the  bonus  is  the  amount  paid  for  the 
purchase  of  a  leasehold,  with  its  improvements,  if  any.  As  already 
shown,  the  actual  average  bonus  payments  on  23  mines  leased  during 
the  period  1900-1902,  as  reported  to  the  Bureau  by  Dwight  E.  Wood- 
bridge,  a  mining  engineer  of  Duluth,  were  almost  exactly  3  cents  per 
ton.  This  may  seem  small.  One  reason  why  such  bonuses  have  not 
been  larger  may  be  that  it  has  been  the  policy  of  the  State  of  Minne- 
sota to  lease  State  ore  lands  at  a  uniform  royalty  of  25  cents  per  ton. 
AVhile  this  has  not  prevented  the  exceptionally  valuable  ore  proper- 
ties from  commanding  decidedly  higher  royalties,  obviously  the  fact 
that  desirable  unimproved  properties  could  be  obtained  from  the 
State  at  royalties  of  25  cents  per  ton  had  a  very  important  bearing 
upon  the  transfer  values  of  leaseholds  generally. 

AVhile,  as  already  shown,  many  leases  were  taken  out  in  1899  and 
1900,  and  even  later,  at  royalties  of  about  25  cents  per  ton,  it  is  prob- 
ably true  that  in  some  of  these  instances  the  ore  was  of  lower  grade 
than  that  covered  by  leases  made  earlier  at  the  same  rate  of  royalty ; 
however,  much  of  the  ore  covered  by  the  new  leases  was  of  superior 
grade.  In  other  words,  while  leases  were  still  being  made  in  1901 
at  about  25  cents  per  ton,  it  is  probable  that  earlier  leases  taken  out 
on  especially  desirable  mines  at  the  same  rate  of  royalty  could  have 
been  transferred  in  1901  at  a  considerable  advance  in  the  roj^alty  or 
at  a  rather  high  bonus.  Comparatively  few  such  leases,  however, 
were  on  the  market.  On  the  other  hand,  as  previously  pointed  out, 
many  leases  previously  acquired  by  the  Steel  Corporation  were  un- 
doubtedly worth  much  less  in  1901  than  they  were  when  originally 
made.  Thus,  some  of  the  mines  covered  by  such  leases  had  been 
Avorked  for  years  at  high  rates  of  production,  and  were  rapidly  be- 
coming exhausted,  so  that  the  cost  of  operation  was  increasing  while 
the  annual  output  was  decreasing.  Both  of  these  considerations 
tended,  of  course,  to  reduce  the  value  of  such  leases. 

It  must  be  clear  that  the  value  of  the  leaseholds  acquired  by  the 
Steel  Corporation  in  1901,  when  reduced  to  a  per  ton  basis,  was  cer- 
tainly less  than  the  average  per  ton  value  of  the  ore  owned  in  fee, 
because  ore  in  the  ground  subject  to  a  royalty  clearly  is  worth  less 
than  the  same  ore  free  of  any  such  charge.  Both  the  fee  and  the 
leasehold  properties  of  the  Steel  Corporation  included  very  valuable 
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mines,  and  there  is  no  good  reason  to  assume  that  the  average  qualily 
of  the  ore  held  in  fee  was  substantially  different  from  that  acquired 
under  lease. 

While  it  is  entirely  possible  that  the  average  bonus  of  3  cents  per 
ton,  shown  in  Table  20,  would  be  representative  of  the  average  trans- 
fer value  of  the  Steel  Corporation's  leaseholds  per  ton  of  ore,  the 
Bureau,  in  order  to  fix  upon  a  figure  which  can  not  be  challenged  on 
the  ground  of  undervaluation,  has  allowed  double  this  figure,  or  6 
cents  per  ton.  This  average  of  6  cents,  applied  to  the  assmned  lease- 
hold tonnage  of  350^000,000  tons,  gives  a  total  of  $21,000,000  for  the 
transfer  value  of  such  leaseholds. 

In  computing  the  value  of  the  fee  ore  in  the  preceding  section,  the 
royalty  was  taken  at  28  cents,  without  any  allowance  for  bonus. 
Wliile,  as  stated,  the  resulting  valuation  of  13.6  cents  per  ton  seems 
high  in  view  of  all  other  evidence,  nevertheless,  since  it  might  be 
argued  that  had  the  fee  ore  of  the  Corporation  been  on  the  market 
in  1901  it  would  have  commanded  a  bonus  over  the  28-cent  royalty, 
the  Bureau  has  also  made  here  an  addition  of  6  cents  per  ton,  or 
$21,000,000,  to  the  value  of  the  fee  ore  as  above  computed,  this 
increase  being  equivalent  to  the  average  value  of  bonuses  applied  to 
leased  ore.  It  is  almost  certain  that  this  valuation  for  the  fee  ore 
is  excessive.  It  gives  the  fee  ore  a  value  of  19. G  cents  per  ton, 
whereas  the  maximum  price  paid  for  such  ore  as  late  as  1909,  accord- 
ing to  competent  authorities  (see  p.  208),  was  reported  at  15  cents 
per  ton. 

Indicated  total  valuation  by  discount  method. — The  total  indi- 
cated valuation  of  the  Steel  Corporation's  interest  in  the  entire 
deposit  of  700,000,000  tons  by  this  discount  or  "  present-worth "' 
method,  therefore,  amounts  to  $89,600,000,  as  follows: 

1.  $47,600,000,  for  the  value  of  the  fee  ore  based  upon  the  average 
going  roj'alty  in  1901,  without  any  allowance  for  bonus. 

2.  $21,000,000,  to  cover  the  possible  bonus  value  of  such  fee  ore  over 
and  above  the  preceding  valuation,  had  it  been  available  for  lease  in 
that  year. 

3.  $-21,000,000,  for  the  transfer  or  bonus  value  of  the  leaseholds 
themselves. 

While  no  specific  amount  has  been  allotted  in  this  estimate  of 
$89,600,000  for  improvements  to  mining  property,  the  bonus  addi- 
tions, aggregating  for  the  fee  and  leased  ore  together  no  less  than 
$12,000,000,  undoubtedly  include  a  very  substantial  and  possibly  an 
excessive  allowance  for  such  improvements.  The  actual  book  value 
of  the  improvements  to  the  Steel  Corporation's  mining  property  in 
1901,  it  will  be  recalled,  was  about  $9,000,000.  To  add  this  sum  to 
the  preceding  total  of  $89,600,000  would  undoubtedly  result  in  dupli- 
cation. 
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It  should  be  repeated  that  these  estimates  based  on  present-worth 
calculations  are  probably  liberal  for  several  reasons.  In  the  first 
place,  as  shown  on  page  223,  the  purchaser  of  an  ore  body  in  fee  prob- 
ably would  be  disposed  to  discount  its  present  worth  at  a  high  rate 
of  interest,  thus  correspondingly  reducing  the  price  which  he  would 
pay.  The  Bureau  probably  would  have  been  justified  in  using  a 
higher  rate  than  6  per  cent  in  its  calculation. 

Again,  these  computations  are  liberal,  because  it  is  almost  certain 
that  less  than  one-half  the  total  tonnage  of  the  Steel  Corporation  was 
owned  in  fee.  Since  the  per-ton  value  of  the  fee  ore  is  greater  than 
the  per-ton  value  of  ore  covered  by  leaseholds,  a  reduction  in  the 
Bureau's  estimate  of  the  tonnage  owned  in  fee  would  involve  also  a 
reduction  in  the  total  estimated  value  of  the  deposit. 

Still  again,  it  may  be  repeated  that  a  delegation  of  mining  inter- 
ests from  the  Mesalai  region  of  Minnesota  declared  as  late  as  1909 
that  the  highest  price  that  they  had  been  able  to  ascertain  after  in- 
quiry to  have  been  paid  for  fee  ore  was  15  cents  per  ton,  whereas 
this  calculation  based  on  the  discounting  of  royalties  and  allowing  a 
bonus  in  addition  resulted  in  a  considerably  higher  figure. 

Section  14.  Summary  of  valuations  of  Steel  Corporation's  ore  property  in 
1901. 

While  the  indicated  values  of  the  Steel  Corporation's  ore  property 
in  1901,  arrived  at  by  these  different  methods,  show  some  variation, 
broadly  speaking  they  work  out  in  substantial  harmony,  especially 
when  all  circumstances  are  taken  into  consideration. 

In  section  10  it  was  shown  that  the  known  prices  paid  for  ore  in  fee 
in  1899  and  1900  indicated  that  an  average  estimate  of  15  cents  per  ton 
would  undoubtedly  be  excessive  and  that  an  average  of,  say,  10  cents 
per  ton  would  be  sufficiently  liberal.  On  this  basis,  the  indicated  total 
value  of  the  entire  deposit  of  700,000,000  tons,  had  it  all  heen  owned 
in  fee,  would  have  been  $70,000,000,  or,  allowing  $9,000,000  for  im- 
provements, a  total  of  $79,000,000.  However,  the  estimate  on  this 
basis  is  ruled  out  of  consideration  because  fully  one-half  the  total  was 
simply  leased.^ 

1  It  wiU  be  recalled  that  in  discussing  the  value  of  fee  ore  in  section  10  no  deduction 
was  made  at  the  time  to  allow  for  the  fact  that  a  large  part  of  the  ore  was  simply  leased 
instead  of  being  owned  in  fee,  as  the  question  of  leasehold  values  had  not  been  discussed 
at  that  point.  Applying  the  average  value  of  10  cents  per  ton  to  the  one-half  of  the  ore 
property  which  is  here  assumed  to  have  been  held  in  fee,  would  give  a  value  of  $35,000,000 
for  that  portion.  Adding  6  cents  per  ton  for  the  remaining  half  of  the  property  assumed 
to  have  been  held  under  lease  would  give,  as  above,  a  value  of  $21,000,000  for  these  lease- 
holds. To  this  may  be  added  $9,000,000  to  cover  improvements  (although  this  results  in 
some  duplication  in  the  case  of  the  leasehold  property,  at  least).  On  this  basis,  the  total 
value  of  the  property  as  calculated  by  the  first  method  would  be  only  $65,000,000 ;  in  this 
calculation  no  addition  need  be  made  for  the  fee  ore  on  account  of  bonus  payments,  since 
the  value  of  the  fee  ore  Is  calculated  on  the  basis  of  a  fee  price. 

Moreover,  it  may  be  noted  that  even  had  the  350,000,000  tons  of  ore  assumed  to  have 
been  owned  in  fee  been  valued  at  15  cents  per  ton  the  total  value  of  the  entire  deposit,  on 
the  above  basis,  would  have  been  only  $82,500,000. 
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The  estimate  based  upon  the  purchase  of  the  Lake  Superior  Con- 
solidated Iron  Mines  indicates  an  aggregate  cost  of  anywhere  from 
$70,000,000  to  $94,000,000,  had  all  of  the  ore  property  of  the  Steel 
Corporation  been  acquired  on  the  same  basis  as  the  reserves  of  this 
concern ;  these  figures  include  improvements  as  vrell  as  the  ore  itself. 

The  indicated  valuation  arrived  at  by  calculations  of  present  worth 
of  royalties  is  somevchat  higher.  Using  factors  in  the  computation 
which  are  distinctly  liberal,  the  indicated  total  value,  including  im- 
provements, ranges  around  $90,000,000. 

Altogether,  therefore,  there  is  good  reason  to  consider  an  estimate 
of  $90,000,000  for  the  value  of  the  ore  property  of  the  Steel  Corpo- 
ration in  1901,  including  improvements,  as  not  only  reasonable,  but 
liberal.  However,  in  view  of  the  obvious  impossibility  of  arriving 
at  absolutely  correct  results,  the  Bureau  has  arbitrarily  increased  its 
valuation  of  this  ore  property  to  the  round  sum  of  $100,000,000. 

It  might,  indeed,  be  objected  by  some  that  the  Bureau  has  been 
unduly  liberal  to  the  Corporation  in  this  valuation  of  the  ore  prop- 
erty. In  view  of  the  various  uncertainties  in  the  problem,  the  Bureau 
has  deemed  it  better  to  err  on  the  side  of  liberality  rather  than  other- 
wise. 

This  total  of  $100,000,000,  it  should  be  repeated,  is  the  indicated 
market  value  of  the  ore  j^roperty  of  the  Steel  Corporation — including 
fee  ore,  leases,  and  improvements — in  April,  1901.  The  Corpora- 
tion presumably  would  take  the  position  that  the  market  valuation 
then  current  was  not  the  proper  basis  for  capitalization.  This  ques- 
tion is  not  at  issue  at  the  moment.  All  that  it  is  desired  to  show 
here  is  the  approximate  value  of  the  tangible  assets  of  the  Corpora- 
tion at  the  time  of  its  organization  and  to  compare  this  valuation  with 
the  capitalization  of  the  company,  without  taking  up  in  this  con- 
nection the  question  whether  the  capitalization  should  have  been 
restricted  to  the  total  of  such  tangible  values. 

Section  15.  Comparison  of  Corporation's  valuation  of  its  ore  with  assessed 
valuations  for  all  companies  for  taxation  purposes. 

It  is  interesting  at  this  point  to  contrast  the  Steel  Corporation's 
]  902  estimate  of  the  value  of  its  ore  properties  ($700,000,000)  with  the 
assessed  valuation  of  iron-mining  properties  for  taxation  purposes. 
The  Bureau  does  not,  of  course,  contend  that  such  tax  valuations  are 
a  fair  indication  of  true  valuations,  since  such  property  at  that  period 
was  seldom  meant  to  be  taxed  at  anything  like  the  full  value.  But 
at  least  it  is  interesting  to  contrast  the  valuation  claimed  by  the 
Corporation  in  defense  of  its  immense  capitalization  with  the  valua- 
tions upon  which  taxes  were  paid. 

Exact  figures  of  tax  assessments  for  the  Steel  Corporation  alone 
are  not  available.    It  is  sufficient  to  show  that  the  valuation  claimed 
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by  the  Steel  Corporation's  officials  in  1902  for  the  ore  of  that  company 
was  nearly  13  times  the  total  assessed  valuation  of  all  iron-mining 
properties  in  Minnesota  and  Michigan  (the  only  States  in  which  the 
United  States  Steel  Corporation  then  had  ore  holdings  of  any  con- 
sequence). The  assessed  valuations  of  iron-mining  properties  in 
these  two  States  for  a  series  of  years  were  as  follows : 


Table  22. 


-ASSESSED  VALUATIONS  OF  ALL  IBON-MINING  COMPANIES  IN  MICHIGAN 
AND  MINNESOTA,  1901-1906.1 


Year. 

Michigan. 

Minnesota. 

Total. 

Year. 

Michigan. 

Minnesota. 

Total. 

1901 

$22,791,978 
24,167,593 
23, 740, 466 

$10,409,947 
29,974,470 
29,867,084 

$33,201,925 
54,142,063 
53,607,560 

1904 

1905 

1906 

$22,412,904 
22,072,513 
22,607,154 

$41,903,778 
42,294,003 
69,851,845 

$64,316,682 

1902 

64,366,516 

1903 

92,458.999 

'  Includes  personal  property,  which  presumably  was  not  included  in  the  Corporation's  1902  estimate 
of  $700,000,000. 

It  will  be  seen,  therefore,  that  the  assessed  valuation  of  all  iron- 
mining  companies  in  Minnesota  and  Michigan  in  1901  was  about 
$33,000,000,  and  in  1902  about  $54,000,000.  Since  the  holdings  of 
the  United  States  Steel  Corporation  in  1902  probably  did  not  greatly 
exceed  one-half  the  total  for  these  States,  the  enormous  difference 
between  the  value  placed  by  the  Corporation  on  its  ore  property  in 
defending  its  huge  capitalization  and  the  figure  at  which  that  prop- 
erty was  assessed  is  at  once  apparent. 

These  assessed  valuations,  as  just  stated,  are  not  presented  here  as 
indicating,  even  approximately,  the  true  values  of  this  ore  property. 
Aside  from  the  fact  that  mining  property  in  Michigan  appears  at 
that  time  to  have  been  assessed  at  only  about  60  per  cent  of  the  true 
value  and  that  in  Minnesota  at  only  about  40  per  cent,  the  methods 
of  valuation  in  the  latter  State  prior  to  1906  were  extremely  arbi- 
trary, and  there  can  be  little  doubt  that  the  assessments  arrived  at 
were  much  too  low.  Bjit  at  least  the  fact  that  the  Steel  Corporation 
in  1902,  in  defending  its  huge  capitalization,  placed  a  valuation  of 
$700,000,000  on  its  ore  property,  whereas  the  total  assessed  valuation 
of  all  ore  mines  in  the  two  States  mentioned  was  only  $54,000,000, 
may  fairly  be  cited  in  this  connection  as  further  evidence  of  the  un- 
reliability of  the  estimate  made  by  the  Corporation. 

In  1907  the  Minnesota  Tax  Commission  undertook  an  elaborate 
classification  of  the  ore  properties  of  the  State,  with  the  result  that 
in  recent  years  the  assessed  valuation  of  iron-mining  property  in  Min- 
nesota has  been  greatly  increased.  Thus,  the  assessed  valuation  in 
1910  was  in  excess  of  $220,000,000. 
4.525°— 11 17 
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III.   SUMMARY. 

Section  16.  Total  indicated  value  of  tangible  property  of  Steel  Corpora- 
tion in  April,  1901. 

Having  thus  determined  upon  an  approximate  valuation  of  the  ore 
property  of  the  Steel  Corporation  at  its  organization  in  1901,  a  grand 
total  of  all  the  tangible  property  of  the  Corporation  may  be  arrived 
at  by  combining  this  with  the  valuations  for  the  other  classes  of 
property,  as  given  on  page  202.  This  grand  total  is  presented  in 
the  following  table.  The  valuations  of  the  Steel  Corporation  in  1902, 
as  submitted  in  the  Hodge  suit  and  already  given  in  Table  16,  are 
repeated  for  purposes  of  comparison. 


Table  23.— VALUE  OF  TANGIBLE  ASSETS  ACQUIRED  BY  STEEL  CORPORATION  IN  1901, 
AS  COMPUTED  BY  BUREAU,  COMPARED  WITH  ESTIMATE  OF  CORPORATION  SUB- 
MITTED IN  THE   HODGE   SUIT  IN  JULY,  1902. 


Class  of  property. 


Bureau's  es- 
timate of  tan- 
gible values 
in  1901. 


Corporation's 
estimate  of  tan- 
gible values  in 
1902. 


Difference.! 


Ore  property 

Manufacturing  plants,  including  blast  furnaces 

Railroad,  steamship,  and  dock  properly 

Coal  and  coke  property 

Natural-gas  property 

Limestone  properties 

Cash  and  cash  assets 

Total 


$100,000,000 
250,000,000 
91,500,000 
80,000,000 
20,000,000 
4,000,000 
136,500,000 


1700,000,000 

348,000,000 

2  120,340,000 

100,000,000 

20,000,000 

4,000,000 

'164,660,000 


$600,000,000 
98,000,000 
28,840,000 
20,000,000 


28,160,000 


682,000,000 


1,457,000,000 


775,000,000 


1  A  part  of  the  differences  between  the  two  estimates  is  accounted  for  by  additions  made  to  property 
during  the  interval  from  April  1, 1901,  to  July  1, 1902,  such  additions,  of  course,  being  included  In  the  Cor- 
poration's figures. 

2  This  figure  includes  $40,340,000  of  indebtedness  which  was  not  included  in  the  estimate  ol  the  Corpo- 
ration, this  addition  being  made  in  order  to  render  the  estimates  comparable. 

3  In  arriving  at  this  figure  purchase-money  obligations  and  real-estate  mortgages  of  $16,369,000,  which 
were  deducted  by  the  Corporation,  were  restored  by  the  Bureau  to  make  the  amounts  comparable. 

The  Bureau,  therefore,  as  a  result  of  its  analysis  of  investment  by 
departments  of  the  business,  finds  the  value  of  the  tangible  assets  of 
the  Steel  Corporation  in  April,  1901 — calculated  on  a  liberal  basis 
throughout— to  be  approximately  $682,000,000.  Of  this,  $100,000,000 
represented  the  ore  property,  $250,000,000  the  manufacturing  plants 
and  real  estate,  $91,500,000  the  transportation  property,  $80,000,000 
the  coal  and  coke  property.  $20,000,000  the  natural-gas  property, 
$4,000,000  the  limestone  property,  and  the  remainder,  $136,500,000, 
the  net  current  assets. 

This  total,  it  will  be  seen,  is  less  than  one-half  the  total  as  estimated 
by  the  Corporation  in  July,  1902.  The  excess  of  the  Corporation's 
figures  (after  including  bonded  indebtedness  of  transportation  com- 
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panies  and  sundry  mortgages  and  purchase-money  obligations  to 
make  the  two  estimates  comparable)  is  $775,000,000.  A  small  part 
of  the  difference  is  due  to  additions  to  the  investment  up  to  July, 
1902.  However,  the  great  bulk  of  the  difference  between  the  two  val- 
uations is  found  in  the  item  of  iron  ore,  on  which  the  Corporation  in 
1902  placed  a  value  seven  times  the  value  in  1901  as  determined  by 
the  Bureau. 

As  repeatedly  pointed  out,  the  Corporation's  estimate  was  prepared 
when  it  was  on  the  defensive  in  an  important  lawsuit,  and  further- 
more was  prepared  for  the  obvious  purpose  of  justifying  its  huge 
capitalization.  In  view  of  all  the  evidence  presented  in  this  chapter, 
it  is  apparent  that  the  Corporation's  estimate  of  its  ore  property  is 
entitled  to  practically  no  consideration.  The  valuation  of  the  Bu- 
reau, on  the  other  hand,  has  been  reached  after  careful  analysis  by 
several  different  methods,  and  is  entitled  to  great  weight.  Moreover, 
it  must  be  regarded  as  a  rather  liberal  expression  of  the  value  of  the 
ore  property  in  1901. 

It  will  be  noted  that  the  above  total  of  $682,000,000  for  all  of  the 
tangible  assets  does  not  include  any  specific  allowance  for  good  will 
or  other  intangible  considerations.  It  may  be  that  some  of  the  valua- 
tions above  given  are  sufficiently  liberal  to  include  a  small  allowance 
for  intangible  considerations.  It  is  probable,  however,  that  the  aggre- 
gate of  any  such  amounts  is  comparatively  unimportant. 

As  a  matter  of  fact,  as  previously  pointed  out,  the  element  of  good 
will  in  the  steel  industry  appears  to  be  much  less  important  than  in 
industries  where  brand  values  and  trade-marks  are  important  factors. 
Thus,  pig  iron  of  a  certain  manufacturer  does  not  ordinarily  com- 
mand any  special  premium  over  pig  iron  of  the  same  general  descrip- 
tion produced  by  another  maker.  The  same  would  be  substantially 
true  of  crude  steel  and  of  most  of  the  steel  products  made  by  the 
Steel  Corporation.  In  the  case  of  the  Carnegie  Company,  the  splendid 
organization  and  high  efficiency  of  the  working  force  undoubtedly 
gave  the  business  a  value  in  excess  of  the  $160,000,000  of  tangible 
assets  credited  to  it  by  the  Bureau  at  its  organization  in  March,  1900. 
However,  much  of  this,  instead  of  being  good  will  which  could  be 
permanently  transferred,  was  nothing  more  than  the  efficiency  of  the 
personnel  of  the  staff,  which,  in  the  absence  of  long-term  contracts 
with  the  United  States  Steel  Corporation,  could  not  be  regarded  as 
it  all  a  permanent  or  certain  addition  to  its  intangible  assets.  Indeed, 
subsequent  history  shows  rather  frequent  withdrawals  of  the  old  Car- 
negie Steel  interests  from  the  United  States  Steel  Corporation.  There- 
fore, while  the  services  of  these  individuals  imparted  to  the  business 
jf  the  Carnegie  concern  a  high  degree  of  earning  power  as  distinct 
from  the  value  of  its  tangible  assets,  this  was  a  consideration  which 
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could  not  properly  have  been  capitalized,  at  least  at  any  considerable 
figure,  bj'  the  Steel  Corporation. 

It  may  be  repeated  that  the  Bureau's  figures  do  not  allow  for  any 
additional  value  -whicla  maj^  have  been  imparted  to  these  properties 
by  the  mere  act  of  consolidation.  A  large  part  of  any  such  addition 
is  properly  excluded  from  consideration,  as  it  must  haA^e  been  duo  in 
a  measure  to  co'ncentration  of  ownership  and  control  or  the  restric- 
tion of  competition.  AVhile  the  merger  of  such  properties,  particu- 
larly on  account  of  greater  integration,  might  have  imparted  a  con- 
siderable value  to  them  as  going  concerns  over  and  above  the  aggre- 
gate of  the  valuations  prior  to  consolidation,  it  is  impossible  to  sep- 
arate any  such  increase  in  value,  due  to  coordination  and  integration, 
from  the  increase  due  to  the  elimination  of  competition,  and  therefore 
no  quantitative  statement  of  such  additional  value  has  been  attempted 
by  the  Bureau.  This  matter  of  merger  value  is  discussed  at  more 
length  elsewhere.     (See  pp.  ;32r)-327.) 

NOTE    EXPLAINING    PRINCIPLE    OF    PLOTTING    CURVE    OF    PRODUCTION    IN    DISCOUNTINQ 
ROYALTIES    OF   LEASED   ORE. 

It  will  be  recalled  that  in  discounting  the  value  of  royalties  on  leased  ore,  on 
pages  224-225,  it  was  pointed  out  that  If  a  strictly  scientific  method  were  to  be 
followed,  it  would  be  necessary  to  plot  the  probable  "curve  of  production" 
yearly,  instead  of  assuming  a  uniform  annual  rate  of  production,  as  was  done 
in  the  computations  summarized  in  Table  21,  on  page  226.  As  there  pointed 
out,  in  the  early  stages  of  the  development  of  a  large  ore  deposit  the  production 
tends  to  increase  very  slowly  until  the  mine  is  fairly  opened  so  that  large-scale 
operations  are  possible.  When  this  occurs  there  should  be  a  very  rapid  increase 
in  the  production  for  a  time.  As  the  ma.\imum  production  is  reached,  the  rate 
tends  to  remain  constant  for  a  time.  .\s  the  difficulties  of  mining  increase,  how- 
ever, owing  to  the  necessity  of  going  to  greater  depths  and  owing  to  increased 
costs,  this  rapid  rate  of  production  is  checked  and  in  the  final  stages  of  the 
development  of  the  mine — that  is,  when  the  remainder  of  the  deposit  is  rapidly 
becoming  exhausted — the  annual  production  ordinarily  should  show  an  abrupt 
decrease. 

\Vhile,  as  already  stated,  a  strictly  scientific  calculation  of  the  probable  curve 
of  production  would  involve  great  pains,  the  allotment  given  in  Table  24  is 
suflleiently  in  accord  with  scientific  methods  to  serve  the  purposes  of  this 
discussion. 
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Eablb  24. — INDICATED  "  PRESENT  WORTH  "  OF  THE  FEB  OF  AN  IRON-ORE  DE- 
POSIT OF  700,000,000  TONS,  OBTAINED  BY  DISCOUNTING  A  ROYALTy  OF  28 
CENTS  PER  TON  AT  6  PER  CENT  OVER  A  PERIOD  OF  THIRTY-FIVE  YEARS, 
BASED  ON  A  VARIABLE  RATE  OF  PRODUCTION. 


Estimated  an- 
nual output. 


Royalty. 


Present  worth  for  year 
given  at  6  per  cent 
discount  of— 


$1.00. 


$0.28. 


Present 

worth  of 

each  year's 

output. 


Tons. 
13,020,000 
13,885,000 
14,750,000 
15,615,000 
16,480,000 
17,530,000 
18,765,000 
20,000,000 
21,235,000 
22,470,000 
23,470,000 
24,235,000 
25,000,000 
25,765,000 
26,530,000 
27,030,000 
27,265,000 
27,500,000 
27, 735, 000 
27,970,000 
27,970,000 
27,735,000 
27,500,000 
27,265,000 
27,030,000 
25,330,000 
22,165,000 
19,000,000 
15,835,000 
12,670,000 
10,120,000 
8,185,000 
6,250,000 
4,315,000 
2,380,000 


$0.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 


$1,000 
.9434 
.8900 
.8398 
.7921 
.7473 
.7050 
.6661 
.6274 
.5919 
.5584 
.5268 
.4970 
.4688 
.4423 
.4173 
.3937 
.3714 
.3503 
.3305 
.3118 
.2942 
.2775 
.2618 
.2470 
.2330 
.2198 
.2074 
.1956 
.1846 
.1741 
.1643 
.1550 
.1462 
.1379 


$0. 2800 
.2642 
.2492 
.2351 
.2218 
.2092 
.1974 
.1862 
.1757 
.1657 
.1564 
.1475 
.1392 
.1313 
.1238 
.1168 
.1102 
.1040 
.0981 
.0925 
.0873 
.0824 
.0777 
.0733 
.0692 
.0652 
.0615 
.0581 
.0548 
.0517 
.0487 
;  0460 
.0434 
.0409 
.0386 


$3,645,600 

3,667,751 

3,675,700 

3,670,899 

3,655,066 

3,668,047 

3,704,211 

3,724,560 

3,730,395 

3,723,998 

3,669,581 

3,674,759 

3,479,000 

3,382,017 

3,285,681 

3,158,293 

3,005,585 

2,859,780 

2,720,360 

2,588,344 

2,441,893 

2,284,698 

2, 136, 750 

1,998,634 

1,869,395 

1,652,529 

1,364,123 

1,103,368 

887,251 

654, 887 

493,330 

378,543 

271,250 

176,639 

91,897 


Total. 


700,000,000 


86,372,714 


In  this  table  the  early  stages  of  production  are  not  shown,  since  in  the  first 
rear  given  the  production  of  the  Steel  Corporation  (based  partly  on  acquisitions 
If  ore  property  subsequent  to  its  organization)  had  already  reached  13,000,000 
"ons.  The  total  production  for  each  of  the  first  two  five-year  periods  as  here 
;iven  is  very  close  to  the  actual  production  of  the  Steel  Corporation  for  those 
periods.  The  actual  yearly  figures  of  production  from  1901  to  1910,  however, 
ihow  very  marked  fiuctuations,  particularly  on  account  of  a  heavy  falling  off 
n  output  in  1904  and  1908.    Such  exceptional  movements  are  not  taken  account 
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of  in  this  table,  since  it  would  obviously  be  impossible  to  attempt  to  so  fore- 
east  years  of  depression  throughout  the  entire  period. 

In  assuming  the  production  for  the  first  ten-year  period  at  a  total  almost  as 
large  as  that  actually  recorded  by  the  Steel  Corporation,  the  Bureau  has  been 
very  liberal  to  this  assumed  original  ore  deposit  of  70C(|000,000  tons,  because,  as 
already  pointed  out,  the  aggregate  value  of  such  a  deposit  increases  with  a  high 
rate  of  exhaustion ;  that  is  to  say,  as  the  table  clearly  shows,  a  million  tons  of 
ore  production  in  the  first  year  is  worth  very  much  more  than  a  million  tons' 
production  in  the  last  year  of  the  period. 

While,  therefore,  it  should  be  clearly  understood  that  the  Bureau  is  not  assum- 
ing to  predict  what  the  actual  yearly  production  would  be  from  the  assumed 
deposit  of  700,000,000  tons,  this  table  gives  an  idea  of  the  principles  involved  in 
a  scientific  calculation  of  the  probable  duration  of  a  given  ore  deposit. 


CHAPTER  IV. 

SUMMARY  OF  EVIDENCE  OF  EXCESSIVE  ISSUE  OF  SECURITIES 
BY  UNITED  STATES  STEEL  CORPORATION  IN  1901. 

Section   1.  Comparison  of  Bureau's  valuations  with  total  outstanding 
capitalization. 

The  Bureau's  estimates  of  the  value  of  the  investment  of  the 
United  States  Steel  Corporation  at  its  organization  in  April,  1901, 
arrived  at  by  the  three  different  methods  employed — ^that  is,  by 
analysis  of  the  assets  of  the  constituent  concerns,  by  the  use  of  market 
quotations  of  securities  of  those  concerns,  and  by  departments  of  the 
business  of  the  Corporation  itself — may  now  be  summarized  and 
compared  with  the  capitalization  of  the  Corporation  at  that  time. 
Such  a  comparison  is  given  in  the  following  table : 

Table  26.— COMPARISON  OF  ESTIMATES  OF  VALUE  OF  PROPERTY  OF  UNITED  STATES 
STEEL  CORPORATION  AT  ITS  ORGANIZATION  IN  1901,  WITH  PAR  VALUE  OF  ITS 
SECURITIES. 


Excess  of  se- 
curities over 
estimates. 


Total  capitalization  in  Apr.,  1901,  including  underlying  bonds  and  pur- 
chase-money obligations 181,402,846,817 

Investment  in  tangible  property  alone,  indicated  by  liistorical  analysis 676, 000, 000 

Value  of  all  property,  tangible  and  intangible,  as  indicated  by  market 
prices  of  securities  of  constituent  concerns 793, 000, 000 

Value  of  tangible  property  as  estimated  by  departments  of  the  business. . .         682, 000, 000 


S726,846,817 

609,846,817 
720,846,817 


1  Excluding  8535,407  unacquired  stock  in  constituent  concerns  for  which  no  corresponding  deduction 
was  made  in  the  first  and  third  estimates. 

The  Bureau's  two  vahiations  of  the  tangible  property  alone  agree 
very  closely,  although  to  a  very  considerable  extent  they  were  arrived 
at  independently  of  one  another.  The  valuation  based  on  market 
prices  of  the  securities  of  the  constituent  concerns  naturally  is  higher 
than  the  other  two,  since  it  includes  intangible  considerations  as  well. 

It  will  be  seen  at  once  that  the  capitalization  of  the  Steel  Corpora- 
tion in  1901  greatly  exceeded  the  value  of  the  property  acquired  as 
indicated  by  any  one  of  the  three  methods  employed.  By  the  first 
method,  that  of  historical  analysis  of  the  organization  of  the  con- 
stituent concerns,  the  excess  of  capitalization  over  tangible  assets  was, 

239 


240  THE    STEEL  INDUSTRY. 

roughly,  $727,000,000.  Bj-  the  third  method,  which  also  considers 
tangible  assets  only,  the  excessris  $721,000,000.  Even  on  the  basis  of 
the  second  method,  which,  as  repeatedly  pointed  out,  is  the  publics 
estimate,  through  the  stock  market,  of  the  value  of  the  companies  as 
going  concerns  and  which  therefore  includes  intangible  as  well  as 
tangible  assets,  the  excess  is  nearly  $610,000,000. 

Owing  to  the  difficulty,  and,  indeed,  to  the  practical  impossibility, 
of  arriving  at  a  valuation  of  the  intangible  assets  of  the  Corporation 
which  would  not  be  influenced  by  the  element  of  combination  (see 
p.  326) ,  the  Bureau  has  confined  its  study  of  the  investment  to  tangi- 
ble property.  For  this  purpose  it  has  accepted  the  valuation  of 
$682,000,000  arrived  at  by  the  third  method,  in  the  manner  already 
described  in  the  preceding  chapter.  While,  of  course,  absolute  preci- 
sion can  not  be  claimed  for  this  figure,  it  was  reached  only  after  very 
exhaustive  analysis;  moreover,  in  every  case  the  Corporation  was 
given  the  benefit  of  reasonable  doubt,  so  that  this  result  must  be 
regarded  as  distinctly  a  liberal  valuation  of  the  tangible  property  of 
the  Corporation  in  1901.  On  this  basis,  no  less  than  $720,846,000  of 
the  total  capitalization  of  the  Corporation  was  unprotected  by  tangi- 
ble property  values;  that  is  to  say,  the  entire  issue  of,  roughlj', 
$508,000,000  of  common  stock  and  over  $212,000,000  of  the  preferred 
stock  had  no  tangible  property  back  of  it  at  the  organization  of  the 
Corporation  in  1901. 

In  this  connection  it  may  be  noted  that  in  testimony  before  the 
Ways  and  Means  Committee,  in  1908,  E.  H.  Gary,  chairman  of  the 
Steel  Corporation,  was  questioned  with  respect  to  a  valuation  of 
$1,782,187,383  for  the  properties  of  the  Steel  Corporation  at  the  close 
of  1907.  An  excerpt  from  his  testimony  before  that  committee 
follows : 

Mr.  CocKEAN.  Of  this  whole  sum  of  $1,782,000,000,  was  not 
$1,000,000,000,  at  least,  capitalized  profits  as  distinguished  from 
original  investment? 

Mr.  Gaet.  I  should  have  to  guess  at  that ;  but  I  should  guess 
yes,  including  increases  in  value. 

"\\Tiile  an  otfhand  answer  to  such  an  important  question  should  not 
be  given  too  much  weight,  the  resulting  valuation  of,  say,  $782.- 
000,000  for  the  properties  at  the  time  the  Steel  Corporation  was 
formed  is  surprisingly  in  line  with  the  valuation  of  the  Bureau 
already  given. 

The  Bureau  does  not  for  the  purposes  of  the  present  discussion  take 
up  the  question  whether  the  Steel  Corporation  should  have  issued 
securities  up  to  only  the  value  of  the  tangible  property,  as  here  esti- 
mated. As  previously  pointed  out,  opinions  concerning  the  proper 
basis  of  capitalization  are  very  diverse.  The  Bureau  is  not  con- 
cerned at  the  moment  with  the  question  of  what  would  be  the  best 
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method  of  capitalization,  but  with  the  relation  between  the  capitali- 
zation actually  determined  upon  and  the  value  of  the  investment 
represented  thereby.  The  question  of  the  principles  of  capitaliza- 
tion is  one  of  great  general  interest,  but  in  this  present  discussion  the 
Bureau  is  dealing  only  with  the  question  of  fact.  On  this  point,  as 
already  stated,  it  is  clear  that  there  was  an  excess  of  more  than 
$700,000,000  of  capitalization  over  the  actual  investment  in  tangible 
property  in  1901.  Even  granting  that  there  may  have  been  a  con- 
siderable value  in  the  intangible  considerations,  it  is  reasonably  clear 
that  at  least  the  entire  issue  of  common  stock,  setting  aside  all 
"  merger  value  "  (see  p.  326) ,  represented  nothing  but  "  water." 

Wliile,  therefore,  it  is  not  the  purpose  of  this  report  to  say  what 
should  have  been  the  capitalization  of  the  Steel  Corporation,  it  is 
obvious  that  the  company  was  heavily  overcapitalized,  judged  by  any 
method  of  valuing  its  assets. 

Section  2.  Comparison  of  par  value  of  securities  of  Steel  Corporation 
itself  with  their  market  value. 

Incidentally  it  is  well  to  consider  briefly  the  aggregate  market 
value  of  the  securities  of  the  Steel  Corporation  itself.  But  it  must 
be  clearly  recognized  that  this  is  in  no  sense  a  part  of  the  previous 
discussion  of  the  value  of  its  assets,  because  such  a  computation 
introduces  a  wholly  new  factor,  namely,  the  merger  value  given  to 
the  properties  by  the  very  act  of  combining  them  under  a  single 
great  concern,  and  other  intangible  considerations. 

The  average  price  at  which  United  States  Steel  preferred  stock 
sold  during  the  first  year  of  the  existence  of  the  Corporation — this 
average  being  based  on  an  average  of  the  means  of  the  highest  and 
lowest  quotations  daily — was  94,  and  the  corresponding  average  for 
the  common  stock  was  44.  The  average  price  of  the  5  per  cent  fifty- 
year  bonds  was  approximately  115.  The  average  price  of  the  under- 
lying bonds,  mortgages,  and  purchase-money  obligations  can  not  be 
satisfactorily  determined.  Since  transactions  in  some  of  these  were 
very  infrequent,  and  in  some  cases  there  were  no  recorded  transac- 
tions, and  since  the  total  amount  of  these  was  comparatively  small, 
they  may  be  reckoned  at  par,  as  they  have  been  in  preceding  tables 
of  this  sort. 

Applying  these  average  prices  to  the  total  outstanding  capitaliza- 
tion of  the  Steel  Corporation  (including  underlying  bonds,  mort- 
gages, and  purchase-money  obligations)  at  the  time  of  its  organiza- 
tion, the  indicated  market  valuation  of  these  securities  was  approxi- 
mately $1,133,144,631,  as  shown  by  Table  26  on  the  following  page. 
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Table  26.— COMPARISON  OF  PAK  VALUE  OF  STEEL  CORPORATION'S  SECURITIES  WITH 
MARKET  VALUE,  BASED  ON  AVERAGE  PRICES  FOR  THE  FIRST  YEAR  AFTER  ITS 
ORGANIZATION. 


Security. 


Par  value. 


Average 

price  first 

year. 


Market  value 
based  on  aver- 
age price,  first 
year. 


Excess  of  par 

value  over 

market  value. 


Preferred  stock 

Common  stock 

5  per  cent  bonds 

Underlying  bonds,  mortgages,  and  purchase- 
money  obligations 

Total 


$510,205,743 
508,227,394 
303,450,000 

80,963,680 


94 

44 

'115 


$479,693,398 
223,620,053 
348,967,500 

80, 963, 680 


$30,612,345 
284,607,341 

'4S,sir,soo 


1,402,846,817 


1,133,144,631 


269,702,186 


1  Approximately. 

2  Excess  of  market  value  over  par. 

«  Estimated.    Many  of  these  underlying  securities  were  not  on  the  market. 

The  par  value  of  the  Steel  Corporation's  securities,  therefore,  shows 
an  excess  over  the  market  valuation  of  $269,700,000.  Had  the  fifty- 
year  bonds  been  taken  at  par  instead  of  at  the  market  value  (which 
method  might  be  justified  on  the  ground  that  the  premium  was 
largely  influenced  by  the  term  of  these  bonds,  and  the  condition  of 
the  money  market  rather  than  by  property  values) ,  the  excess  would 
have  been  about  $315,000,000. 

It  should  be  unnecessary,  however,  to  argue  that  a  market  valuation 
based  upon  the  prices  of  the  securities  of  the  Steel  Corporation  itself 
is  not  a  proper  criterion  by  which  to  judge  the  real  value  of  the 
assets  of  the  Corporation  at  its  organization.  It  will  be  remembered 
that  in  Table  13,  on  page  170,  it  was  shown  that  the  market  valua- 
tion of  the  securities  of  the  constituent  concerns  acquired  by  the  Steel 
Corporation  based  upon  the  average  prices  of  1899  and  1900  (and 
including  $25,003,000  new  cash  capital  as  well  as  underlying  indebted- 
ness at  par)  was  $792,961,970.  The  market  value  of  the  securities  of 
the  Steel  Corporation  itself  based  upon  the  average  prices  recorded 
during  the  first  year  of  its  operation  (except  for  the  underlying  in- 
debtedness, which  is  taken  at  par)  is  $1,133,144,631,  or  $340,182,661 
more  than  the  market  valuation  of  the  securities  acquired  in  the  com- 
ponent concerns  in  1899  and  1900. 

It  is  apparent,  therefore,  that  the  aggregate  market  valuation  was 
greatly  increased  as  a  direct  result  of  the  merger  of  these  various 
constituent  concerns  under  a  single  control.  Undoubtedly  much  of 
this  increase  in  market  valuation  was  in  the  nature  of  an  increase 
due  to  concentrated  control  over  the  industry.  It  is  incredible  that 
there  had  been  any  such  enormous  increase  in  the  real  value  of  the 
property  in  this  short  interval.  A  part  of  the  increase  was  undoubt- 
edly a  temporary  reflection  of  current  conditions  in  the  stock  market. 
The  year  1901  was  one  of  marked  prosperity  in  the  steel  industry, 
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and  despite  the  acute  stock-market  panic  which  occurred  in  May  it 
was  a  year  of  firm  and  even  of  rising  values  for  securities  in  general. 
The  stocks  of  the  Steel  Corporation,  moreover,  undoubtedly  were 
given  support  by  large  banking  interests  during  the  greater  part  of 
the  organization  period.  In  view  of  these  facts,  and  more  especially 
the  fact  that  the  Steel  Corporation  was  a  consolidation  controlling 
a  very  substantial  proportion  of  the  steel  business  of  the  country, 
this  market  valuation  of  its  securities  of  approximately  $1,133,000,000 
obviously  exaggerates  a  fair  valuation  of  the  properties  acquired  as 
they  existed  under  separate  ownership.  Nevertheless,  even  judged  by 
this  unduly  favorable  standard,  the  capitalization  of  the  Corporation 
was  very  excessive. 

It  may  be  noted  in  this  connection  that  in  the  latter  part  of  1903 
and  the  early  part  of  1904,  during  a  sharp  reaction  in  the  steel  in- 
dustry, the  market  value  of  its  securities  was  very  greatly  reduced. 
Thus  the  preferred  stock  in  1903  sold  as  low  as  49|,  and  the  common 
stock  as  low  as  10  (the  latter  sold  somewhat  lower  in  1904).  The 
fifty-year  bonds  sold  as  low  as  102,  while  the  new  10-60  year  bonds, 
which  were  issued  in  that  year  chiefly  to  retire  preferred  stock,  sold 
as  low  as  65.^  At  these  low  prices  (including  underlying  indebted- 
ness at  par  in  the  absence  of  quotations),  the  total  market  value  of 
the  securities  of  the  Corporation  was  only  about  $751,000,000,^  or 
$382,000,000  less  than  the  aggregate  value  shown  by  the  1901  prices. 

The  Bureau  does  not  contend  that  this  valuation  at  these  low  prices 
is  a  fair  indication  of  the  real  value  of  the  property  at  that  time,  but 
this  figure  illustrates  the  danger  of  using  stock-market  quotations 
as  a  conclusive  test  of  values  unless  averaged  over  a  long  period  under 
varying  conditions.  On  the  other  hand,  such  stock-market  prices, 
when  averaged  over  long  periods,  frequently  are  an  exceedingly 
valuable  criterion. 

Section  3.  Evidence  of  overcapitalization  in  excessive  issue  of  stock  to 
underwriting  syndicate. 

Very  convincing  evidence  of  an  excessive  issue  of  securities  by  the 
Steel  Corporation  is  afforded  by  the  enormous  payment  which  it 
allowed  the  underwriting  syndicate,  so  called.  The  syndicate  agree- 
ment (a  copy  of  which  is  given  on  p.  383)  provided  that  in  addition 
to  undertaking  to  secure  at  least  51  per  cent  of  the  stocks  of  the 
various  companies  originally  to  be  acquired,  the  syndicate  should 

1  Transactions  in  tile  flfty-year  bonds  were  limited.  The  other  securities  named,  how- 
ever, were  heavily  traded  in  in  1903.  It  may  be  noted  that  if  the  low-record  prices  of  the 
common  stock  in  1904  were  combined  with  the  low-record  prices  of  the  other  securities 
reached  in  1903,  the  total  valuation  here  reached  would  be  somewhat  reduced.  It  seems 
fairer,  however,  to  take  quotations  for  all  securities  at  about  the  same  date. 

2  In  this  calculation  allowance  has,  of  course,  been  made  for  the  fact  that  $150,000,000 
of  preferred  stock  had  been  exchanged  for  a  like  amount  of  the  10-60  year  bonds,  while 
$20,000,000  of  such  bonds,  moreover,  had  been  sold  for  cash. 
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furnish  the  Steel  Corporation  with  $25,000,000  cash  capital.  In  addi- 
tion to  this  sum,  the  syndicate  incurred  expenses  of  about  $3,000,000 
attendant  upon  the  organization  of  the  Corporation,  through  fees, 
purchase  of  miscellaneous  securities,  etc.,  which  sum  should  be  added 
to  the  $25,000,000  cash  capital  provided,  in  stating  the  total  cash  con- 
sideration provided  by  the  syndicate.  For  this  total  cash  considera- 
tion of  $28,000,000  and  its  services  the  underwriting  syndicate  re- 
ceived from  the  Steel  Corporation  the  enormous  total  of  practically 
1,300,000  shares  of  its  stock  (half  preferred  and  half  common),  of  an 
aggregate  par  value  of  $130,000,000.  That  this  huge  block  of  stock 
was  actually  received  by  the  syndicate  was  explicitly  stated  in  the 
preliminary  report  of  the  Steel  Corporation,  which,  after  giving  the 
amounts  of  stock  issued  to  acquire  the  securities  of  the  constituent 
concerns,  further  stated : 

The  residue  of  the  common  and  preferred  stock  of  this  Cor- 
poration delivered  to  the  syndicate  under  the  contract  of  March 
1,  1901,  and  not  used  for  the  acquisition  by  it  of  the  stocks  of 
the  specified  companies,  being  the  shares  which,  as  stated  in  the 
syndicate  circular  of  March  2,  1901,  were  to  be  retained  by  and 
to  belong  to  the  syndicate,  amounted  to  <i49,987  shares  of  pre- 
ferred stock,  and  649,988  shares  of  common  stock.  This  residue 
of  stock  or  the  proceeds  thereof,  after  reimbursing  the  syndicate 
the  $25,000,000  in  cash  which  it  paid  to  the  Corporation,  and 
approximately  $3,000,000  for  other  syndicate  obligations  and 
expenses,  constituted  surplus  or  profit  of  the  syndicate. 

Profit  realized  froji  this  stock  by  the  syndicate. — This  enor- 
mous "'residue,"  as  it  was  termed,  yielded  a  very  large  profit  to  the 
syndicate.  At  valuations  of  44  for  the  common  stock  and  94  for  the 
preferred  stock  (the  average  prices,  respectively,  at  which  these  shares 
sold  during  the  first  year  after  the  organization  of  the  Steel  Cor- 
poration ) ,  the  total  A-alue  of  these  stocks  thus  deli^'ered  to  the  syndi- 
cate would  have  been  approximately  $89,700,000.  As  a  matter  of 
fact,  it  appears  that  the  amount  actually  realized  by  the  syndicate 
was  about  $90,500,000.  After  reimbursing  the  syndicate  for  the 
$25,000,000  cash  capital  raised  by  it,  and  also  for  the  $3,000,000 
incurred  in  expenses,  the  syndicate  managers  paid  out  in  profits  to 
syndicate  members  substantially  $50,000,000.  Before  distributing 
these  huge  profits,  however,  J.  P.  Morgan  &  Co.,  as  syndicate  man- 
agers, reserved  as  their  compensation  20  per  cent  of  the  total  profits. 
The  total  profits  consequently  were  one-fourth  greater  than  the 
amount  thus  distributed  to  syndicate  members,  or,  in  other  words, 
they  were,  roughly  speaking,  $62,500,000. 

It  may  be  noted  that  about  $4,000,000  of  this  total  was  not  in  the 
form  of  cash.  After  reimbursing  the  syndicate  for  its  cash  obligations 
of  $28,000,000,  the  syndicate  managers  paid  four  cash  dividends  of 
$10,000,000  each  (after  reserving  in  each  case  their  20  per  cent  commis- 
sion) ,  and  a  final  dividend  of  $6,000,000  in  cash  plus  $4,000,000  paid- 
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up  participation  in  a  syndicate  then  being  organized  by  J.  P.  Mor- 
gan &  Co.  to  underwrite  the  so-called  "  bond  conversion  "  scheme  of 
the  Corporation,  discussed  elsewhere  (Chap.  VIII).  There  is  some 
question  whether  this  $4,000,000  participation  in  the  second  syndicate 
realized  its  par  value  on  the  liquidation  of  that  syndicate,  but  any 
difference  between  the  amount  finally  realized  and  the  par  value 
($4,000,000)  was  undoubtedly  so  small  that  it  can  be  disregarded. 
The  profit  on  this  operation  over  and  above  all  expenses  may  there- 
fore be  fairly  stated  at  $62,500,000. 

There  can  be  no  question  that  this  huge  compensation  to  the  syndi- 
cate, or,  in  other  words,  the  enormous  block  of  stock  upon  which  this 
profit  was  realized,  was  greatly  in  excess  of  a  reasonable  compensa- 
tion. The  syndicate  was,  of  course,  properly  to  be  reimbursed  not 
only  for  the  $25,000,000  new  cash  capital  which  it  provided  the  Cor- 
poration, and  for  the  $3,000,000  of  expenses  incurred,  but  was  also 
entitled  to  some  compensation  for  the  labor  and  risk  of  raising  these 
sums.  Moreover,  the  syndicate  presumably  rendered  some  other 
services  of  value  in  facilitating  the  organization  of  the  Corporation 
and  the  flotation  of  its  securities,  for  which  it  would  reasonably 
expect  some  compensation.  However,  these  services  certainly  were 
not  worth  anything  like  the  enormous  price  which  the  Corporation 
paid.  Nor  can  this  payment  be  justified  on  the  ground  of  extraordi- 
nary risk.  The  Corporation  was  organized  at  a  time  of  pronounced 
buoyancy  in  the  stock  market  and  decided  prosperity  in  the  steel 
industry.  It  is  true  that  only  a  short  time  after  its  organization  the 
famous  Northern  Pacific  corner  and  the  resulting  stock-market  panic 
occurred.  Such  a  contingency,  however,  is  one  of  the  possibilities 
that  all  underwriting  sj'ndicates  have  to  take  account  of,  and  was 
entitled  to  no  more  weight  in  this  case  than  in  the  case  of  numerous 
other  underwriting  arrangements  which  were  made  by  other  large 
corporations  at  the  same  period. 

It  is,  moreover,  true  that  the  nominal  liability  of  the  syndicate, 
or  what  may  be  called  its  nominal  capital,  was  $200,000,000.  This, 
however,  was  the  liability  of  the  syndicate  subscribers  to  the  syndi- 
cate managers  and  not  to  the  Steel  Corporation,  to  which  its  cash 
liability,  as  just  shown,  was  only  $25,000,000  (not  including  $3,000,000 
of  expenses).  It  was  the  understanding,  tacit  or  expressed,  that  the 
syndicate  managers  did  not  expect  to  call  upon  the  syndicate  sub- 
scribers for  more  than  a  single  payment  of  12^  per  cent  of  the  total 
nominal  liability  ($200,000,000) ,  or  $25,000,000.  As  a  matter  of  fact, 
that  was  the  only  call  actually  made.  Had  a  further  call  been  made 
upon  the  syndicate  subscribers,  this  would  have  been  to  meet  tem- 
porary exigencies  accompanying  the  flotation  of  the  Steel  Corpora- 
tion's stock,  and  not  to  make  any  further  payment  to  the  Corporation 
itself.  The  large  nominal  obligation  of  the  syndicate  subscribers  to 
the  syndicate  managers  apparently  was  determined  upon  in  part  with 
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a  view  to  disarming  subsequent  criticism  of  the  enormous  compensa- 
tion which  it  received. 

A  very  important  consideration  to  point  out  is  that  while  the  syndi- 
cate was,  from  the  standpoint  of  the  prestige  and  reputation  of  the 
bankers  identiiied  with  it,  nominally  compelled  to  see  the  organization 
of  the  Steel  Corporation  successfully  through,  there  was  no  legal 
obligation  of  this  sort  whatever.  Instead,  a  circular  of  the  syndicate 
managers  to  the  stockholders  of  the  various  constituent  concerns 
which  were  to  be  acquired  stated  very  positively  that  the  syndicate 
managers  might  at  any  time  wholly  abandon  the  transaction,  in  which 
event  the  stockholders  in  the  acquired  companies  would  have  no  claim 
whatever  against  the  syndicate  managers.  This  is  shown  by  the 
fourth  paragraph  in  the  official  circular  of  J.  P.  Morgan  &  Co.,  the 
syndicate  managers,  as  follows: 

The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  their  sole  judgment  a  sufficient  amount 
of  the  stocks  of  said  companies,  or  of  any  of  them,  shall  have  been 
deposited.  They  reserve  the  right,  at  any  time,  in  their  discre- 
tion, to  icholly  abandon  the  transaction  and  to  withdraw  their 
offei  herein  contained,  as  to  all  the  depositors,  by  publication  of 
notice  of  such  withdrawal  in  two  daily  newspapers  in  the  city  of 
New  York;  and  in  that  event  all  the  deposited  shares  shall  be 
returned  Avithout  charge  upon  surrender  of  the  respective  receipts 
therefor.  In  case  of  any  such  withdrawal  of  the  offer  hereunder 
as  to  all  or  to  any  depositors,  such  depositors  shall  hare  no  claim 
agdinst  the  vndcrsigned,  and  shall  only  be  entitled  to  receive  their 
deposited  securities  upon  surrender  of  the  respective  receipts 
therefor.^ 

It  iniiy  be  objected,  as  just  suggested,  that  it  is  almost  incredible 
that  the  syndicate  managers  would  abandon  the  transaction.  Never- 
theless, this  distinct  provision  that  they  might  do  so  if  they  saw  fit, 
without  giving  any  explanation  and  without  rendering  themselves 
in  the  slightest  way  liable,  clearly  is  entitled  to  great  weight  in  judg- 
ing the  risks  assumed  by  the  syndicate.  As  a  matter  of  fact,  as  the 
sequel  showed,  the  syndicate  was  compelled  to  bear  only  a  very  moder- 
ate risk,  while  it  was  one  of  the  most  profitable  ever  organized  in  the 
United  States. 

It  is  worth  passing  notice  that  J.  P.  Morgan  &  Co.,  the  syndicate 
managers,  in  the  closing  paragraph  of  their  circular  to  the  share- 
holders, said : 

It  is  proper  to  state  that  J.  P.  Morgan  &  Co.  are  to  receive  no 
compensation  for  their  services  as  syndicate  managers  beyond  a 
share  in  any  sum  which  ultimately  may  be  realized  by  the 
syndicate. 

As  just  shown,  however,  the  share  of  J.  P.  Morgan  &  Co.  in  the 
profits   of  the  syndicate,   as   syndicate  managers   only,  was  about 
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$12,500,000,  in  addition  to  whatever  profits  they  may  have  made 
because  of  their  participation  in  the  syndicate  as  subscribers.  In 
view  of  this  profit,  it  is  hardly  remarkable  that  that  firm  received 
no  further  payment  from  the  Steel  Corporation  itself. 

In  this  connection  it  is  also  proper  to  point  out  that  the  syndicate 
managers  were  prominently  identified  with  the  management  of  several 
of  the  companies  acquired  by  the 'Steel  Corporation,  and  also  with 
the  management  of  that  Corporation  itself.  Three  partners  of  the 
firm  were  on  the  directorate  of  the  Corporation,  one  of  whom  was 
also  chairman  of  the  finance  committee.  Moreover,  several  other 
leading  interests  in  the  underwriting  syndicate  were  the  heads  of 
some  of  the  companies  acquired  and  members  of  the  first  board  of 
directors  of  the  Corporation.  In  other  words,  as  managers  of  the 
Steel  Corporation,  these  various  interests  virtually  determined  the 
compensation  for  their  services  as  underwriters. 

It  may  also  be  stated  that  in  January,  1902,  the  syndicate  managers 
proposed  that  a  formal  agreement  of  release  be  executed  between 
themselves  and  the  Steel  Corporation  concerning  this  syndicate  opera- 
tion. The  following  proposition  was  submitted  to  the  finance  com- 
mittee of  the  Steel  Corporation  by  the  syndicate  managers: 

The  magnitude  of  the  transactions,  and  the  immense  amount 
involved  under  the  contracts  of  March  1, 1901,  and  April  1,  1901, 
render  it  important,  and  it  is  our  desire,  that  all  matters  be- 
tween the  Corporation  and  ourselves,  as  syndicate  managers  or 
otherwise,  relating  in  any  way  to  the  issue  of  the  capital  stock 
of  your  Corporation  and  to  the  acquisition  of  the  stocks  of  other 
companies,  should  be  definitely  closed  and  settled  in  such  manner 
that  no  possible  question  concerning  the  same  or  the  amounts  or 
profits  involved  can  be  raised  in  the  future.  We  desire,  if  prac- 
ticable, that  such  a  final  settlement,  which  it  seems  to  us  should 
be  by  way  of  mutual  releases,  be  had  before  we  distribute  the 
profits  of  the  syndicate  among  its  members. 

Such  an  arrangement  was  entered  into  and  formally  approved  by 
the  directors  of  the  Steel  Corporation  on  February  14,  1902.  At  that 
time,  it  may  be  noted,  the  profits  of  the  syndicate  were  estimated  by 
the  syndicate  managers  at  about  $56,000,000.  This  proved  to  be  an 
underestimate,  and,  as  above  shown,  the  total  profits  actually  real- 
ized were  about  $62,500,000. 

In  addition  to  the  importance  of  this  payment  to  the  underwriting 
syndicate  itself  as  indicating  overcapitalization,  this  transaction  may 
also  fairly  be  given  weight  in  discussing  evidence  of  "excessive  issue 
of  securities  with  respect  to  the  purchase  of  properties.  A  corpora- 
tion which  issued  roughly  $130,000,000  of  its  securities  for  a  cash 
consideration  of  $25,000,000  plus  such  underwriting  and  promotion 
services  and  expenses  as  were  involved  in  this  case  may  fairly  be  re- 
garded as  disposed  to  issue  its  capital  stock  on  an  exceedingly  liberal 
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basis  for  the  acquisition  of  properties.  This  syndicate  arrangement, 
therefore,  may  properly  be  construed  as  confirming  other  evidence 
that  the  capitalization  of  the  Corporation  far  exceeded  the  true  value 
of  its  assets. 

At  the  invitation  of  the  Bureau,  the  syndicate  managers  in  1911 
submitted  a  statement  concerning  this  compensation  of  the  syndicate. 
Their  statement  on  this  point  follows : 

As  stated  in  the  first  preliminary  report  of  this  company, 
submitted  to  its  stockholders  at  the  first  annual  meeting  upon 
February  17,  1902,  and  then  and  there  unanimously  approved, 
there  was  allowed  to  the  underwriting  syndicate  as  its  compensa- 
tion 649,987  shares  of  the  preferred  stock  and  649,988  shares  of 
the  common  stock  of  the  new  corporation,  out  of  which  the  syndi- 
cate provided  the  corporation  with  $25,000,000  cash  and  dis- 
tributed approximately  $3,000,000  for  other  syndicate  obligations 
and  expenses. 

We  inclose  a  copy  of  the  printed  syndicate  agreement  of 
February  26,  1901,  under  which  the  net  profits  of  the  syndicate 
were  distributable,  and  they  were  distributed  one-fifth  to  the 
syndicate  managers  and  the  remaining  four-fifths  to  the  syndicate 
subscribers,  including  our  firm. 

Inasmuch  as  these  commissions  and  their  payment  were  unan- 
imously approved  by  the  stockholders  of  the  corporation,  we 
should  assume  that  your  view  (which  we  regret)  that  they  were 
excessive  in  amount  has  regard,  not  to  the  parties  immediately 
concerned,  but  to  what  you  may  consider  to  be  a  public  interest. 
In  this  aspect  it  would  seem  to  us  that,  if,  as  we  believe,  and  as 
we  have  above  stated,  the  properties  acquired  by  the  Steel  Corpo- 
ration were  and  are  fully  worth  the  par  of  the  entire  block  of 
securities  by  it  issued  to  the  syndicate  managers  in  payment 
therefor,  no  public  injury  could  or  would  result  from  any  sub- 
division between  the  syndicate  managers  and  their  associates  of 
the  securities  so  issued. 

We  would  suggest  further  that,  as  the  transaction  was  unique, 
not  only  in  character,  but  in  immensity,  it  is  possible  that  any 
standard  short  of  that  furnished  by  practical  experience  of 
necessity  must  be  imaginary  and  perhaps  illusory.  Contingen- 
cies and  reasons  involved  in  this  so  large  a  transaction  require 
and  justify  compensation  at  a  rate  which  in  lesser  matters  might 
seem  excessive.  No  ordinary  experience  can  supply  a  measurmg 
stick  for  either  the  purchase  price  of  the  properties  of  the  new 
corporation  or  the  payment  of  the  compensation  for  such 
acquisition. 

We  would  call  attention  also  to  the  fact  that  the  purchase  price 
of  the  properties  transferred  under  the  first  contract  of  March  1, 
1901,  covered  the  entire  compensation  received  by  the  syndicate. 
The  subsequent  acquisition  under  the  contract  of  April  1,  1901, 
of  the  so-called  Eockefeller  properties,  the  Pittsburg  Steamship 
Company,  and  the  Oliver  Iron  Mining  Company  were  made  by 
the  syndicate  managers  not  on  their  own  account  but  for  and  in 
behalf  of  the  new  company,  the  United  States  Steel  Corporation, 
and  no  commissions  or  compensation  for  this  acquisition  was 
asked  or  received  by  the  syndicate  managers. 
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The  Bureau  does  not  regard  the  above  statement  as  an  adequate 
defense  of  the  enormous  commission  obtained  by  this  underwriting 
syndicate.  Undoubtedly  the  transaction  was  exceptional  with  respect 
to  magnitude.  This  would  undoubtedly  justify  a  larger  coromission 
in  the  aggregate  than  would  be  justified  in  the  case  of  a  very  small 
underwriting  operation.  Moreover,  the  magnitude  of  the  operation 
might  justify  a  somewhat  greater  allowance  for  contingencies,  al- 
though, as  already  pointed  out,  every  underwriting  syndicate  must 
run  the  risk  of  certain  contingencies,  such,  for  instance,  as  a  violent 
disturbance  in  the  stock  market,  or,  on  the  other  hand,  a  period  of 
continued  depression.  So  far  as  the  above  explanation  of  the  syndi- 
cate payment  rests  on  the  assumption  that  the  properties  were  worth 
the  par  value  of  the  entire  amount  of  stock  issued  therefor,  it  is  ob- 
vious that  this  view  can  not  be  accepted.  As  a  matter  of  fact,  if  the 
Ijroperties  themselves  were  regarded  by  the  vendors  as  worth  par,  it 
can  not  be  conceded  that  those  vendors  would  have  been  willing:  to 
surrender  $130,000,000  of  the  entire  capital  stock  to  an  underwriting 
syndicate,  except  on  the  ground  that  they  expected  to  make  such 
extraordinary  profits  out  of  the  merger  that  they  would  thereby  be 
reimbursed.  In  any  event,  it  is  obvious  that  any  such  large  commis- 
sion to  an  underwriting  syndicate  is  a  matter  of  vital  importance 
from  a  public  standpoint. 

It  may  be  noted  that  this  statement  of  the  syndicate  managers  calls 
attention  to  the  fact  that  the  entire  conunission  was  allowed  under 
the  first  contract,  which  did  not  include  the  acquisition  of  the  Kocke- 
feller  properties  (the  Lake  Superior  Consolidated  Iron  Mines  and 
the  Bessemer  Steamship  Company) ,  the  American  Bridge  Company, 
and  the  one-sixth  interest  in  the  Oliver  Iron  Mining  Company  and  in 
the  Pittsburg  Steamship  Company,  but  that  no  compensation  was  re- 
ceiA'ed  by  the  syndicate  managers  for  these  later  acquisitions.  This 
simply  means,  however,  that  this  syndicate  commission  covered  the 
acquisition  of  only  a  part  of  the  properties  of  the  Steel  Corporation. 
It  may  be  noted  in  this  connection  that  the  second  syndicate  agree- 
ment—that of  April  1,  1901  (a  copy  of  this  agreement  appears 
on  pp.  386-390) — contained  a  provision  that  the  Steel  Corporation,  in 
addition  to  reimbursing  J.  P.  Morgan  &  Co.  for  actual  expendi- 
tures incurred  in  the  acquisition  of  these  properties  thus  subsequently 
brought  in,  should  pay  that  firm  "  fair  compensation  for  their  serv- 
ices." While,  according  to  the  above  statement,  no  such  compensa- 
tion was  received  under  this  second  contract,  this  can  hardly  be 
regarded  as  remarkable,  in  view  of  the  fact  that  the  compensation 
under  the  first  contract  netted  the  syndicate  the  enormous  sum  of 
roughly  $62,500,000,  of  which  the  syndicate  managers  received  one- 
fifth,  this  not  including  any  amount  which  they  may  have  received 
as  members  of  the  syndicate. 
4525°— 11 18 
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Section  4.  Summary  of  underwriting  commissions  in  the  organization  of 
the  Steel  Corporation  and  its  constituent  concerns. 

Another  way  of  looking  at  this  large  compensation  to  the  under- 
writing syndicate  is  that  $28,000,000  of  the  preferred  and  $28,000,000 
of  the  common  stock  were  issued  to  cover  the  $28,000,000  cash  lia- 
bility and  expenses  of  the  syndicate,  the  common  stock  being  regarded 
as  a  100  per  cent  bonus  with  the  preferred,  as  Avas  so  often  done  in 
organizing  the  constituent  concerns.  On  this  basis  there  would  be 
left  $30,998,700  of  prefeiTed  stock  and  $36,998,800  of  common  stock 
as  a  "  commission  "  in  the  strict  sense,  merely  for  the  services  of  the 
underwriting  syndicate  as  distinct  from  any  cash  consideration  or 
expense. 

This  enormous  commission  to  the  underwriting  syndicate  of  the 
Steel  Corporation,  it  will  be  recalled,  followed  other  heavy  commis- 
sions of  the  same  sort  paid  by  most  of  the  constituent  concerns  of 
the  Corporation.  The  facts  concerning  the  payments  of  such  com- 
missions by  the  subsidiary  companies  have  already  been  summarized 
in  Chapter  II.  (See  p.  179.)  It  was  there  shown  that  the  total 
amount  of  stock  issued  by  seven  of  the  constituent  concerns  (this 
not  including  the  American  Sheet  Steel  Company  or  the  Shelby  Steel 
Tube  Company)  as  commissions  to  promoters  of  underwriting  syn- 
dicates, exclusive  of  bonus  stock  issued  for  property  or  cash,  aggre- 
gated no  less  than  $63,306,811,  of  which  $62,449,612  was  common  stock 
and  $8.57,199  was  preferred. 

The  amounts  of  stock  thus  issued  as  commissions  by  the  subsidiary 
companies  received,  of  course,  the  same  terms  of  exchange  in  the 
acquisition  of  these  concerns  by  the  Steel  Corporation  as  the  other 
stocks  of  the  same  class.  As  already  shown  (see  Table  4,  p.  113), 
the  rates  of  exchange  in  most  instances  were  at  more  than  par.  By 
adding  the  amounts  of  United  States  Steel  Corporation  stock  thus 
issued  in  exchange  for  th&se  amounts  of  the  stock  of  the  constituent 
companies  which  were  originally  issued  for  commissions  to  the 
amount  of  the  Steel  Corporation's  stock  above,  which  may  be  regarded 
as  such  a  commission  in  the  strict  sense  (after  deducting  $28,000,000 
of  each  class  to  cover  the  cash  raised  or  expended  by  the  syndicate), 
a  total  is  reached  which  may  be  regarded  as  the  amount  of  the  Steel 
Corporation's  stock  issued  directly  or  indirectly  for  promotion  and 
organization  profits.  A  summary  of  such  total  commissions  is  given 
in  the  following  table : 
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Table  27.— AMOUNT  OF  STEEL  CORPORATION'S  STOCK  ISSUED  AS  A  COMMISSION  TO 
THE  UNDERWRITING  SYNDICATE,  AND  AMOUNTS  SO  ISSUED  IN  EXCHANGE  FOR 
STOCKS  OF  CONSTITUENT  CONCERNS  ISSUED  FOR  THE  SAME  PURPOSES,  EXCLUD- 
ING IN  ALL  CASES  STOCK  ISSUED  AS  A  BONUS  FOR  PROPERTY  OR  FOR  CASH. 


CompaQy.i 

Amount 
of  stocic 

issued  to 
cover  pro- 
motion 

cliarges. 

Rates  of  excliange 
into  U.  S.  Steel 
stoclc. 

Total  amount  of  U.S. 
Steel  stocifs  issued 
in  this  excliange. 

Preferred. 

Common. 

Preferred. 

Common. 

Federal  Steel  Company: 

$857,192 
3,599,619 
11,600,000 
10,000,000 
5,000,000 
5,000,000 
20,000,000 
7,250,000 

110.00 
4.00 

$942,911 
143,985 

107.60 
102.50 
125.  00 
125.00 
100.  00 
125.  00 
105.00 

83,869,690 

American  Steel  and  Wire  Company,  common 

11,890,000 
12,500,000 
6,250,000 
6, 000, 000 

20.00 

2,000,000 

National  Steel  Company,  common 

American  Steel  Hoop  Company,  common 

8.80 

1,760,008 

26,000,000 
7,612,600 

AmerinfiTi  Rridgft  CnTnpqny,  nninmnTi 

Total,  subsidiary  companies 

63,306,811 

4,846,904 
36,998,700 

72,122,090 
36,998,800 

Add  lor  U.  S.  Steel  Corporation,  after  deducting 

Grand  total  securities  of  U.  S.  Steel  Corpora- 
tion representing  commissions  to  pro- 
moters and  banlcers  for  tlie  Corporation 
and  its  constituent  concerns  combined . . . 

41,845,604 

109, 120, 890 

1  In  ttiis  table  notiiing  is  included  for  the  American  Sheet  Steel  Company,  owing  to  the  absence  of  accu- 
rate information,  although  apparently  there  was  a  large  issue  of  stoclc  to  the  promoters  of  this  concern. 
Again,  nothing  has  been  included  for  the  Shelby  Steel  Tube  Company,  because  of  the  drastic  reduction 
in  capitalization  effected  in  the  acquisition  of  this  concern. 

"  The  deduction  of  cash  expenditures  in  arriving  at  the  commission  proper  of  the  Steel  Corporation  is 
Somewhat  inconsistent  with  the  method  followed  in  the  case  of  the  other  companies,  where  the  commis- 
sions in  stock,  as  stated,  are  the  gross  amounts,  out  of  which  the  respective  syndicates  had  to  meet  some 
expenses.  In  most  cases,  however,  these  expenses  are  believed  to  have  been  small,  both  actually  and 
relatively,  and,  moreover,  the  amounts  are  not  known.  The  expenditures  in  the  case  of  the  Steel  syn- 
dicate, however,  were  definitely  stated  in  the  preliminary  report  of  the  Corporation,  and,  moreover,  were 
large  ($1,200,000  of  the  expenditures  of  $3,000,000  appears  to  have  been  used  to  acquire  securities  of  the 
Carnegie  Company).  For  these  reasons  it  seemed  fairer  to  make  an  allowance  for  these  cash  expendi- 
tures in  the  case  of  the  Steel  Corporation  syndicate. 

From  this  table  it  appears,  therefore,  that  more  than  $150,000,000 
of  the  stock  of  the  Steel  Corporation  (this  including  over  $41,000,000 
of  preferred  stock  and  $109,000,000  of  common  stock)  was  issued, 
either  directly  or  indirectly  (through  exchange),  for  mere  promotion 
or  underwriting  services.  This  total,  moreover,  as  noted,  does  not 
include  anything  for  the  American  Sheet  Steel  Company,  although 
presumably  a  large  commission,  possibly  including  some  preferred 
stock,  was  obtained  by  the  promoters  of  this  concern,  nor  is  anything 
added  in  the  case  of  the  Shelby  Steel  Tube  Company. 

It  should  be  repeated  that  this  enormous  total  of  over  $150,000,000 
does  not  include  common  stock  issued  as  a  bonus  with  preferred  for 
property  or  for  cash,  but  simply  what  may  be  termed  the  promotion 
and  organization  commissions  in  the  strict  sense.  In  other  words, 
nearly  one-seventh  of  the  total  capital  stock  of  the  Steel  Corporation 
appears  to  have  been  issued,  either  directly  or  indirectly,  to  promoters 
for  their  services. 


CHAPTEE  V. 

PRINCIPAL     ACCITJISITIONS     OF     PROPERTY     BY     THE     STEEI 
CORPORATION   SINCE    1901. 

I.   ACQUISITION   OF   COMPETING  MANUFACTURING   CONCERNS. 
Section  1.  Principal  instances  of  this  sort. 

For  some  time  after  its  organization,  the  United  States  Steel 
Corporation  apparently  made  no  effort  to  secure  control  of  any  of  the 
large  iron  and  steel  concerns  which  competed  with  it.  At  the  close  of 
1902,  however,  it  made  a  very  important  acquisition  through  the 
purchase  of  the  Union  Steel  Company,  a  merger  of  a  former  con- 
cern of  the  same  name  and  the  Sharon  Steel  Company.  In  1904  it 
secured  the  Clairton  Steel  Company,  a;  fairly  important  concern, 
while  in  1907  the  Tennessee  Coal,  Iron  and  Railroad  Company  was 
acquired.  An  idea  of  the  significance  of  these  various  acquisitions  is 
given  briefly  in  the  following  sections. 

Section  2.  Pnrchase  of  Union  Steel  Company  in  1902. 

The  acquisition  of  this  company,  which,  as  stated  above,  had  just 
absorbed  the  Sharon  Steel  Company  and  the  old  Union  Steel  Com- 
pany, is  important,  not  only  on  account  of  its  large  production,  but 
also  because  both  the  constituent  companies  had  been  organized  by 
individuals  who  had  previously  been  in  the  steel  business,  but  who 
had  sold  out  their  properties  to  one  or  the  other  of  the  various  con- 
solidations which  later  constituted  the  United  States  Steel  Corpora- 
tion. This  purchase,  moreover,  was  of  particular  interest  because  the 
Union  and  Sharon  steel  companies  were  exceptionally  aggressive 
competitors,  with  strong  financial  backing. 

Shakon  Steel  Company. — The  Sharon  Steel  Company  was  or- 
ganized in  October,  1899,  to  erect  a  steel  plant  at  Sharon,  Pa.  Ap- 
parently its  original  intention  was  to  confine  operations  chiefly  to 
the  manufacture  of  pig  iron  and  heavy  semifinished  steel  products. 
The  plans  were  soon  changed,  however,  so  as  to  include  a  rod  mill,  a 
wire  plant,  wire-nail  works,  and  auxiliary  departments.  Somewhat 
later  the  company  also  commenced  the  construction  of  a  tin-plate 
plant  of  10  mills,  the  number  of  which  was  subsequently  to  be  in- 
creased to  20;  this  department  was  handled  through  a  separate  organ- 
ization, the  Sharon  Tin  Plate  Company.  Other  enlargements  were 
made  from  time  to  time. 
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The  original  capitalization  of  the  Sharon  Steel  Company  was 
$3,000,000.  This  was  later  gradually  increased  to  $6,000,000,  and  in 
addition  the  company  had  a  small  bond  issue.  HoWever,  a  large  part 
of  the  enterprise  was  financed  through  subsidiary  concerns,  so  that 
the  capitalization  of  the  parent  company  does  not  fairly  represent  the 
investment. 

An  account  of  the  plant  published  in  July,  1901,  gave  the  capacity 
of  the  completed  blast  furnaces  at  200,000  tons,  not  including  another 
blast  furnace  then  under  construction.  The  company  also  had  several 
open-hearth  furnaces  under  way.  There  were  two  continuous  wire- 
rod  mills,  with  a  capacity  of  120,000  tons.  The  wire-nail  plant  was 
credited  with  a  capacitj'  of  1,000,000  kegs  per  year,  and  the  wire- 
dr&,wing  plant  with  about  75,000  tons  per  year.  The  construction  of 
a  wrought-steel  pipe  plant  was  also  undertaken  about  this  time,  and 
the  capacities  of  other  departments  were  increased. 

It  will  be  seen,  therefore,  that  the  company's  operations  were  of  a 
character  to  bring  it  into  sharp  competition  Avith  the  United  States 
Steel  Corporation.  It  should  be  noted,  moreover,  that  the  company 
had  taken  important  steps  toward  securing  a  supply  of  raw  materials. 
It  had  acquired  a  valuable  ore  property  on  the  Mesabi  Eange  in  the 
Lake  Superior  region,  while  it  had  long-time  contracts  with  the  Min- 
nesota Iron  Company  for  a  supply  of  ore.  It  had  also  secured  a  large 
tract  of  coking-coal  land  in  the  Connellsville  region,  while  it  had 
other  coal  lands  elsewhere;  it  also  owned  a  limestone  property  very 
close  to  its  manufacturing  plant  at  Sharon,  Pa.,  as  well  as  some 
terminal  railroad  property.  The  company  was,  therefore,  a  well- 
integrated  concern. 

Union  Steel  Company. — The  Union  Steel  Company  was  organ- 
ized in  November,  1899,  with  $1,000,000  capital  stock.  The  plant 
was  located  at  Donora,  Pa.,  on  the  Monongahela  River.  The  com- 
pany was  originally  started  for  the  purpose  of  manufacturing  wire 
rods,  wire,  and  nails.  It  commenced  operations  in  September,  1901, 
with  a  capacity  at  that  time  of  about  200,000  gross  tons  of  wire  rods, 
200,000  net  tons  of  wire,  and  1,000,000  kegs  of  nails. 

In  the  meantime  it  had  been  decided  to  construct  blast  furnaces 
and  an  open-hearth  steel  plant.  In  connection  with  this  integration 
of  its  manufacturing  operations,  the  company  acquired  a  considerable 
ore  property  through  the  Donora  Mining  Company,  a  subsidiary 
company  with  $500,000  capital  stock.  It  also  secured  large  tracts  of 
coking  and  steam  coal  in  the  Connellsville  region.  In  this  connection 
it  may  be  noted  that,  as  in  the  case  of  the  Sharon  Steel  Company, 
the  Union  Steel  Company's  extensions  were  largely  financed  through 
subsidiary  concerns,  so  that  the  capitalization  of  the  parent  company 
itself  in  no  way  represented  the  investment  in  the  property.  (See 
pp.  282-286.) 
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Among  other  influential  interests  back  of  the  concern  was  H.  C. 
Frick.  Mr.  Frick  at  this  time  was  also  a  director  in  the  United 
States  Steel  Corporation. 

Meegee  of  Union  and  Shaeon  conceens. — The  strong  backing  of 
the  Union  Steel  Company,  together  with  its  extensive  operations, 
made  it  an  important  competitor  of  the  United  States  Steel  Cor- 
poration. Its  operations  assumed  still  greater  significance  when, 
toward  the  end  of  November,  1902,  announcement  was  made  of  the 
merger  of  the  company  and  the  Sharon  Steel  Company,  under  the 
name  of  the  Union  Steel  Company,  to  be  capitalized  at  about 
$50,000,000,  thus  forming  the  largest  consolidation  in  the  steel  indus- 
try proper  which  had  been  effected  since  the  organization  of  the 
United  States  Steel  Corporation  itself.  The  two  concerns,  together, 
had  at  this  time  a  pig-iron  capacity  of  about  750,000  tons  yearly,  and 
an  ingot  capacity  of  about  850,000  tons — as  against  a  capacity  for 
the  Steel  Corporation  at  this  time  of  about  10,000,000  tons — while 
they  had  greatly  increased  their  outputs  of  finished  products.  (See 
Table  29,  p.  269.)  With  this  announcement  were  coupled  intimations 
that  plans  were  already  projected  for  the  construction  of  still  further 
important  works,  as  well  as  the  acquisition  of  one  or  two  other  con- 
cerns then  engaged  in  the  manufacture  of  rods,  wire  products,  sheets, 
and  pipe.  Moreover,  there  were  rumors  that  the  new  concern  might 
construct  a  railroad  of  its  own  from  Lake  Erie  to  the  ConnellsYiHe 
coke  region,  with  connections  to  the  company's  manufacturing  plants. 
The  impression  was  very  general  in  steel  circles  that  the  consolidated 
company  would  assume  a  position  of  rapidly  increasing  importance 
in  the  industry. 

These  plans  for  the  merger  of  the  Sharon  and  Union  companies 
had  hardly  been  completed,  however,  before  the  further  announce- 
ment was  made  (in  the  latter  part  of  November,  1902)  that  the 
United  States  Steel  Corporation  had  purchased  the  entire  property, 
pa^'ment  to  be  made  through  the  issue  of  $45,000,000  bonds  of  the 
new  Union  Steel  Company,  to  be  guaranteed  by  the  Steel  Corpora- 
tion.' The  terms  of  purchase  are  discussed  elsewhere.  (See  p.  282.) 
There  can  be  no  doubt  that  the  principal  motive  of  the  Steel  Corpo- 
ration was  to  prevent  the  competition  which  the  rapidly  extending 
operations  of  the  Union  concern  foreshadowed,  and  especially  to 
eliminate  the  rivalrj^  of  Mr.  Frick. 

Section  3.  Purchase  of  Clairton  Steel  Company. 

On  April  29,  1904,  it  was  announced  that  the  United  States  Steel 
Corporation  had  purchased  the  entire  capital  stock  of  the  Clairton 
Steel  Company ;  the  property  was  turned  over  on  the  18th  of  May. 

1 A  portion  of  this  issue  was  reserved  to  complete  improvements  to  the  properties  and 
to  retire  prior  liens. 
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The  Clairton  Steel  Company  had  been  organized  in  1901,  as  suc- 
cessor to  the  St.  Clair  Steel  Company,  to  construct  a  large  plant  for 
the  production  of  pig  iron  and  semifinished  steel  products.  A  con- 
trolling interest  in  the  concern  was  owned  by  the  Crucible  Steel 
Company,  a  consolidation  of  the  leading  crucible  steel  manufacturers 
of  the  country.  From  a  statement  later  issued  by  the  Crucible  Steel 
Company  it  appeared  that  the  Clairton  company  had  been  losing 
money,  and  that  it  required  several  millions  additional  working  capi- 
tal which  the  Crucible  Steel  Company  apparently  did  not  at  that 
time  feel  in  a  position  to  furnish;  the  Clairton  concern  was  in  the 
hands  of  receivers  at  the  time  of  its  transfer  to  the  Steel  Corporation. 

The  manufacturing  plant  of  the  Clairton  concern  included  about 
140  acres  of  mill  property  at  Clairton,  Pa.,  on  the  Monongahela 
lliver,  with  three  blast  furnaces,  twelve  50-ton  open-hearth  furnaces, 
a  rolling  mill,  with  blooming  mills  and  billet  mills,  and  auxiliary 
departments.  The  reported  capacity  of  the  plant  was  about  475,000 
tons  of  pig  iron  per  annum,  about  400,000  tons  of  ingots,  and  about 
325,000  tons  of  billets  and  slabs.^ 

The  Clairton  concern  also  had  important  ore  and  coking-coal 
properties.  One  of  its  ore  properties  was  the  St.  Clair  mine,  on  the 
Mesabi  Range,  with  an  estimated  dejDOsit  of  about  4,000,000  tons. 
It  had  a  lease  of  the  Little  &  Prindle  iron  mine,  on  the  Mesabi  Range, 
with  an  estimated  tonnage  of  3,500,000  tons.  In  addition  the  com- 
pany had  extensive  holdings  on  the  Marquette  Range,  in  Michigan, 
the  total  of  these  being  given  in  the  annual  report  of  the  United 
States  Steel  Corporation  for  1904  at  20,000  acres,  all  owned  in  fee. 

The  coal  lands  of  the  Clairton  concern  comprised  2,644  acres  of 
coking  coal  in  Fayette  County,  Pa. 

The  relative  importance  of  the  additions  to  the  manufacturing 
property  of  the  Steel  Corporation  through  the  Union  and  Clairton 
purchases  is  indicated  in  Table  29,  on  page  269.  The  cost  of  these 
acquisitions  is  discussed  in  Chapter  VI. 

Section  4.  Minor  aqquisitions  of  manufacturing  property. 

Other  manufacturing  properties  acquired  by  the  United  States 
Steel  Corporation  during  the  first  few  years  of  its  existence  were  the 
Troy  Steel  Products  Company  and  the  Trenton  Iron  Company.  Both 
of  these  were  small  concerns. 

Troy  Steel  Peodtjcts  Company. — This  concern  was  successor  to 
the  Troy  Steel  and  Iron  Company,  which  owned  steel  works  at  Troy, 
N.  Y.,  and  several  blast  furnaces  at  Breaker  Island,  N.  Y.  The  com- 
pany was  unsuccessful,  and  in  August,  1895,  was  sold  to  a  reorganiza- 

1  The  Crucible  Steel  Company,  it  may  be  noted,  in  transferring  the  property,  made  a 
ten-ypar  contract  with  the  United  States  Steel  Corporation  for  a  large  amount  of  pig  iron 
and  steel  which  it  needed  for  Its  own  business. 


256  THE   STEEL,  INDUSTRY. 

tion  committee.  In  1896  the  steel  works  were  removed  to  Breaker 
Island ;  the  capacity  of  the  plant  at  this  time  was  about  200,000  tons 
of  slabs  and  skelp  per  annum.  After  this  transfer  of  the  steel 
works,  however,  the  plant  was  operated  only  a  few  months. 

The  purchase  by  the  United  States  Steel  Corporation  was  made  in 
1902 ;  the  terms  are  discussed  elsewhere.  (See  p.  289.)  The  concern 
at  this  time  could  not  have  been  considered  a  competitor,  although 
there  had  been  some  negotiations  for  its  sale  to  interests  outside  of  the 
United  States  Steel  Corporation.  The  plant  was  never  operated  by 
the  Steel  Corporation.  The  steel  works  were  dismantled  in  1907.  The 
blooming  mill  was  removed  to  the  South  Chicago  works  of  the  Illinois 
Steel  Company,  and  the  blast  furnaces  were  left  standing  idle.  As 
noted  later,  certain  Standard  Oil  capitalists,  who  were  also  directors 
of  the  Steel  Corporation,  were  among  the  principal  owners  of  the 
Troy  concern. 

Trenton  Iron  Company. — This  concern  was  acquired  by  the  Steel 
Corporation  in  July,  1904.  The  plant,  which  was  originally  built  in 
1845,  consisted  of  a  wire-rod  mill  and  a  wire  works  for  the  manu- 
facture of  wire  rope  and  similar  products.  The  annual  capacity  of 
the  rod  mill  was  only  18,000  gross  tons.  The  acquisition,  therefore, 
was  insignificant  as  compared  with  those  of  the  Union  and  Clairtoii 
steel  companies,  previouslj^  discussed. 

Section  5.  Acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad  Company. 

In  the  latter  part  of  1907  the  United  States  Steel  Corporation 
acquired  the  Tennessee  Coal,  Iron  and  Railroad  Company.  This  wiis 
the  leading  concern  in  the  southern  iron  and  steel  district,  with  an 
outstanding  capital  stock  of  about  $30,000,000  and  a  bonded  indebted- 
ness of  $14,226,000.  The  manufacturing  properties  included  the 
Ensley  Steel  Works,  at  Ensley,  Ala.,  with  100  acres  of  mill  property, 
6  blast  furnaces,  a  Bessemer  plant,  8  open-hearth  steel  furnaces,  a 
blooming  mill,  a  rail  mill,  and  other  auxiliary  departments;  also  roll- 
ing mills  at  Bessemer,  Ala.,  with  plate  and  merchant  mills.  The 
company  had  10  other  blast  furnaces  at  various  other  points.  It 
owned  the  capital  stock  of  the  Birmingham  Southern  Eailroad  Com- 
pany, with  31  miles  of  main  and  branch  lines  and  about  70  miles  of 
yarding  and  siding.  The  equipment  of  this  road  comprised  35  loco- 
motives and  725  cars.  The  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany also  owned  the  entire  security  issues  of  various  land  companies 
adjoining  its  properties. 

The  most  important  assets  of  the  Tennessee  concern,  however,  were 
its  enormous  holdings  of  ore  and  coal,  and  there  can  be  little  doubt 
that  the  desire  to  secure  these  had  much  to  do  with  its  purchase  by 
the  Steel  Corporation. 

These  ore  and  coal  properties  were  very  extensive.  The  1904 
report  of  the  Tennessee  Coal,  Iron  and  Railroad  Company  placed 
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the  total  ore  tonnage  at  over  400,000,000  tons,  and  the  total  tonnage 
of  coal  at  over  1,600,000  tons.  The  1906  report  of  the  company, 
however,  stated  that  the  ore  reserves  were,  as  computed  by  compe- 
tent authorities,  estimated  to  be  700,000,000  tons,  and  the  coal  at 
2,000,000,000  tons. 

More  careful  estimates  were  made  subsequently  by  agents  of  the 
Steel  Corporation.  The  estimates  of  these  agents  grouped  these 
resources  in  three  classes,  namely,  "  proven,"  "  probable,"  and  "  possi- 
ble."   Their  estimate  of  the  coal  property  of  the  company  follows: 


Proven. 

Probable. 

Possible. 

Tolal. 

Coking  coal 

Tons. 

217,000,000 

68,000.000 

Tons. 

90, 000, 000 

351,800,000 

Tons. 
150,600,000 
520,000,000 

Tons. 
457,600.000 
939,800,000 

Steam  and  domestic  coal 

Total 

286,000,000 

441, 800, 000 

670,500,000 

1,397,300,000 

The  iron-ore  deposits  of  the  company  were  estimated  by  the  same 
agents  as  follows : 


Reasonably- 
assured  (in- 
cluding ton- 
nage already 
developed). 

Additional 
probable  ton- 
nage. 

Total. 

Red  ores 

176,600,000 

279,600,000 
3,150,000 
35,000,000 

455, 200, 000 

3, 150, 000 
239,000,000 

Eed  ore  of  lower  grade,  but  which  may  be  ol  future  value. 

204,000,000 

Total                                                    

379,600,000 

317,760,000 

697,360,000 

While  these  figures,  especially  those  for  coal,  are  considerably  under 
those  given  in  the  earlier  estimates  made  by  the  representatives  of  the 
Tennessee  Coal,  Iron  and  Railroad  Company,  nevertheless  they  show 
beyond  a  doubt  that  the  company's  deposits  of  these  raw  materials 
are  enormous.  The  value  per  ton  of  southern  ore,  however,  is  much 
less  than  that  of  Lake  Superior  ore ;  and  the  coking  coal  produced  in 
the  South  is  on  the  average  inferior  to  northern  coking  coal. 

The  following  table  gives  an  idea  of  the  relative  importance  of  the 
Tennessee  company  and  of  the  Steel  Corporation  from  a  producing 
standpoint,  as  indicated  by  the  production  of  each  in  the  year  1907. 
The  relative  capacity  of  the  Tennessee  company  for  steel  rails  and 
other  rolled  steel  products,  however,  was  somewhat  greater  than 
these  1907  figures  of  production  would  indicate.  (See  Table  29, 
p.  269.) 
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Table  IIS. — COilPARATITE  PRODUCTION  >  OF  UNITED  STATES  STEEL  CORPORA- 
TION  AND  TENNESSEE  COAL.  IRON  AND  RAILROAD  COMPANY  OF  ORE,  COKE, 
AND  CERTAIN  IRON  AND  STEEL  PRODICTS.  1907. 


By  U.  S. 
Steel  Cor- 
fKimnon.3 


By  Tenn. 
Coal.  Iron 
A  R.R.Co 


Oro9^  loni!.  ' 

Iron  ore 2:.  403.  SOI  I 

Coke MJ,  373.  !VW 

Pig  iron 10. 6S3. 496  | 

Ingots  ami  c:istiugs 13.099.54S 

l;.uls _ 1 .  744. 5rs 


Gro^s  tons. 

l.o7ti.:.i7 

'1.170.  Sl'li 

ii(e.&;7 

343, 444 
146.171 


>  For  a  statement  of  the  capacity  of  the  Tennessee  concern,  see  Table  2t).  ti;\i^e  Jt-i*. 
2  Annual. Statistical  Report  of  the  American  Iron  imd  Steel  Asisociation,  1907,  page  ST 
J  Net  tons. 

Events  ij:adinc  to  the  acqiisitu)N  of  the  company. — Tliis  pur- 
chase of  the  Tennessee  Coal,  Iron  and  Railroad  Coinpanj'  ooi'uned 
in  the  midst  of  the  panic  of  1907.  At  that  time  conditions  in  the 
stock  and  money  markets  were  exceedinoly  strained;  there  had  been 
a  \ery  general  suspension  of  cash  payments  throughont  the  country. 
It  was  stated  at  the  time  that  several  million  dollars  of  the  stock  of 
the  Tennessee  concern  had  been  usetl  as  collateral  for  loans  by  a  large 
banking  and  brokerage  honse  in  New  York  City,  which  had  also 
borrowed  heavil}'  on  other  securities.  It  has  been  asserted  that  this 
situation  was  taken  advantage  of  by  the  financial  interests  back  of 
the  Steel  Corporation  to  secure  the  property  at  what  has  been  termed 
a  "  bargain-counter  "  price,  or,  in  other  words,  at  virtually  a  forced 
sale.  The  Corporation,  on  the  other  hand,  has  asserted  that  it  really 
did  not  particularly  desire  the  property,  but  that  the  transfer  of  its 
control  to  the  Steel  Corporation  was  sought  by  others  cliielly  with  a 
\  iew  to  relieving  the  brokerage  house  in  question,  and  the  financial 
isituation  generally  at  the  same  time,  and  that  it  paid  a  fair  jn'ice  for 
the  stock.  The  terms  on  which  the  Corporation  obtained  control  of 
this  company  are  discussed  below.     (See  p.  'JH'.l) 

The  situation  at  this  time  was  so  unusual,  and  the  evidence  con- 
cerning this  transaction  so  extremely  conflicting,  while,  furthermore, 
the  entire  situation  has  been  so  extensively  reviewed  in  a  public  way, 
that  a  survey  of  the  circumstances  need  not  be  undertaken  at  the 
present  time. 

The  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany made  the  Steel  Corporation  the  most  important  single  factor 
in  the  southern  iron  region.  Moreover,  of  course,  it  prevented  rival 
interests  from  using  the  Tennessee  concern  as  a  nucleus  for  a  fonnida- 


UNITED   STATES   STEEL   CORPOEATION.  259 

ble  consolidation  in  the  South  which  might  oppose  the  Corporation. 
It  is  worth  noting,  in  this  connection,  that  the  acquisition  of  the  Ten- 
nessee company  by  the  Steel  Corporation  followed  efforts  at  such  a 
merger  of  the  former  concern  with  the  Sloss-SheiEeld  Steel  and  Iron 
Company  (see  p.  94),  which  had  extensive  furnace  interests,  in 
addition  to  large  reserves  of  ore  and  coal,  and  the  Republic  Iron  and 
Steel  Company,  which  had  important  investments  in  the  Alabama 
district,  in  addition  to  its  extensive  properties  in  the  North.  Plans 
for  such  a  merger  apparently  were  carried  at  one  time  far  toward 
consummation,  but  were  not  completed. 

II.  ACQUISITION    OF    ADDITIONAL    ORE    AND    COAL    PROPERTIES. 

Section  6.  Acquisitions  of  ore  property  prior  to  the  lease  of  the  Great 
Northern  holdings. 

The  United  States  Steel  Corporation  since  its  organization  has 
repeatedly  added  to  its  holdings  of  ore  property.  As  just  shown, 
very  extensive  additions  to  its  ore  reserves  were  effected  through  the 
purchase  of  the  Union-Sharon,  Clairton,  and  Tennessee  Coal,  Iron 
and  Railroad  companies.  A  very  large  amount  of  ore  property 
acquired  by  the  Corporation,  however,  has  been  picked  up  in  small 
parcels,  and,  moreover,  at  relatively  small  initial  expense,  owing  to 
the  usual  practice  of  securing  it  on  a  royalty  basis  instead  of  by  out- 
right purchase  in  fee.  No  detailed  description  of  these  miscellaneous 
additions  is  necessary  at  this  time.  Two  ore  properties  acquired  by 
the  Corporation  prior  to  1906,  however,  are  of  sufficient  importance 
to  warrant  brief  mention.  These  are  the  Chemung  and  Canisteo  hold- 
ings, both  on  the  Mesabi  Range. 

Lease  op  Chemung  iron  oee  properties. — The  holdings  of  the  Che- 
mung Iron  Company  were  secured  by  lease  in  August,  1903.  The  ore 
deposit  was  estimated  to  amount  to  as  much  as  70,000,000  tons,  mostly 
of  Bessemer  grade. 

Lease  or  Canisteo  Mining  Company. — The  ore  holdings  of  the 
Canisteo  Mining  Company,  located  in  Itasca  County,  Minn.,  were 
leased  by  the  Steel  Corporation  in  1905.  In  addition  to  the  royalty 
the  Steel  Corporation  paid  a  bonus  of  $500,000  in  cash. 

The  lease  covered  nearly  500  acres,  and  the  deposit  was  estimated 
at  over  100,000,000  tons.  On  this  basis  the  bonus  was  equivalent  to 
only  about  one-half  cent  per  ton.  The  estimates  of  this  ore  body 
have,  moreover,  since  been  considerably  increased.  The  ore  in  this 
tract,  however,  requires  concentration. 

Other  specific  acquisitions  of  mining  property  which  may  be  noted 
in  passing  were  the  fee  of  the  Wick  mine,  acquired  in  1902  for 
$165,000.  In  1904  the  Arcturus  mine  was  acquired  at  a  royalty  of 
25  cents  per  ton  plus  a  bonus  of  $100,000.    The  ore  from  this  mine 
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is  sandy  and  has  to  be  washed  before  shipment.  The  tract  was  a  large 
one,  with  an  estimated  ore  body  of  upward  of  12,000,000  tons,  so 
that  the  initial  investment  of  the  Steel  Corporation  (which  is  ex- 
pressed by  the  bonus)  was  less  than  1  cent  per  ton.  In  1905  the 
"Whiteside  mining  lease  was  acquired  at  a  bonus  of  $100,000. 

Section  7.  Lease  of  ore  properties  from  the  Great  Northern  system. 

The  various  acquisitions  of  ore  properties  in  the  Lake  Superior 
region  just  described  were,  however,  completely  overshadowed  in 
1907,  when  the  United  States  Steel  Corporation  leased  a  large  part 
of  the  most  valuable  ore  lands  of  the  Great  Northern  Railway  system. 
By  this  transaction  the  Steel  Corporation  acquired  control  of  ore 
reserves  generally  estimated  from  400,000,000  to  500,000,000  tons, 
while  more  liberal  estimates  were  nearly  double  these  figures.  Owing 
to  the  great  importance  of  this  transaction  and  its  many  distinguish- 
ing features,  a  brief  account  of  it  is  desirable. 

The  nucleus  of  the  ore  holdings  of  the  Great  Northern  system  \Tas 
the  so-called  Wright  &  Davis  ore  property  in  St.  Louis  and  Itasca 
counties,  ]\Iinn.  This  included  also  a  lumber  railroad — ^the  Duluth, 
Mississippi  and  Northern — which  had  extensions  to  the  mining  prop- 
erties discovered  on  this  tract. 

This  entire  Wright  &  Davis  property,  including  the  railroad  and 
certain  timber  and  timber  contracts,  was  sold  early  in  1899  to  the 
Eastern  Eailway  of  Minnesota,  a  subsidiary  of  the  Great  Northern. 
The  total  consideration,  as  given  in  trade  journals  at  the  time,  and 
apparently  on  reliable  authority,  was  about  $4,300,000.  This  was 
generally  conceded  to  be  a  conservative  valuation. 

These  Great  Northern  ore  lands  apparently  were  not  taken  into 
consideration  at  the  formation  of  the  United  States  Steel  Corporation 
in  April,  1901.  Not  long  after  this,  however,  rumors  became  current 
that  the  Steel  Corporation  desired  to  secure  this  ore  property.  As 
early  as  1903  the  trade  journals  were  talking  of  the  probable  consum- 
mation of  negotiations  between  J.  J.  Hill  and  the  Steel  Corporation 
for  a  lease  of  these  ore  lands.  It  was  reported  at  the  time  that  Mr. 
Hill  was  demanding  a  guaranty  that  the  Cireat  Northern  should  re- 
ceive $1.80  per  ton  of  ore  delivered  at  Lake  Superior,  this  covering 
80  cents  for  freight  and  $1  for  the  royalty.  The  deal,  however,  was 
not  consummated  at  this  time. 

Mr.  Hill,  acting  for  the  Great  Northern  system,  continued  to  pick 
up  parcels  of  ore  property  in  the  Mesabi  region  until  by  1906  he  had 
acquired  in  all  more  than  65,000  acres,  containing  hundreds  of  mil- 
lions of  tons  of  ore. 

On  January  2,  1907.  39,296  acres  of  these  Great  Northern  ore  lands 
were  leased  to  the  Great  AA^'estern  Mining  Company,  a  subsidiary  of 
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the  United  States  Steel  Corporation,  the  performance  of  the  stipula- 
tions of  the  lease  being  guaranteed  by  the  Steel  Corporation.^ 

The  Great  Northern  interests  had  also  leased  to  various  parties 
prior  to  December  7,  1906,  1,597  acres,  leaving,  after  taking  into 
account  this  lease  to  the  Great  Western  Mining  Company,  a  balance 
of  24,200  acres,  which  were  not  leased  by  the  Great  Northern  to  any- 
one. It  will  be  noted,  therefore,  that  the  United  States  Steel  Cor- 
poration's leasehold  interest  covered  only  about  60  per  cent  of  the 
total  ore  lands  of  the  Great  Northern  interests. 

Terms  of  the  lease. — The  lease  provides  that  the  Great  Western 
Mining  Company  (Steel  Corporation)  shall  mine,  and  ship  via  the 
Great  Northern,  a  certain  minimum  tonnage  yearly,  this  minimum 
increasing  from  760,000  tons  in  1907  to  8,250,000  ton.s  in  1917,  after 
which  it  is  to  remain  fixed  at  that  figure  until  the  expiration  of  the 
lease,  as  follows: 

Tons.  Tons. 


1907 750,000 

1908 1,500,000 

1909 •-.-  2,250,000 

1910 3,000,000 

1911 3,750,000 

1912 4,500,000 


1913 5, 250,  000 

1914 '.  6,000,000 

1915 6, 750, 000 

1916 7, 500, 000 

1917^ 8,250,000 


In  the  event  of  the  Great  AVestern  Mining  Company  failing  to  mine 
and  ship  the  required  minimum  quantity  in  any  year,  it  nevertheless 
is  to  make  payment  for  the  full  amount  of  the  stipulated  minimum. 
On  the  other  hand,  the  Mining  company  is  to  be  allowed  certain 
credits  in  case  its  shipments  in  other  years  exceed  the  minimum ;  also, 
should  it  be  found  impossible  economically  to  produce  750,000  tons 
of  ore  during  the  year  1907,  the  Mining  company  was  to  be  relieved 
of  that  portion  of  the  minimum  represented  by  this  deficiency,  a  cor- 
responding addition,  however,  to  be  made  to  the  stipulated  amounts 
to  be  mined  during  the  years  from  1908  to  1916.^ 

iThe  character  of  ownership  or  control  by  the  Hill  interest  ot  .this  39,296  acres  was  as 

follows : 

Acres. 

Owned   in  fee 19,934 

Owned   in  fee,  jointly  with  other  parties    (of  which  the  Great  North- 
ern's interest  was  7,915  acres) 15,972 

Held  by  lease 3,  390 


Total 39,  296 

2  And  each  year  thereafter. 

3  Of  the  stipulated  minimum  of  750,000  tons  for  1907,  only  137,000  tons  were  actually 
mined.  This  tonnage,  moreover,  was  produced  by  the  Hill  interests,  who  turned  the 
profits  over  to  the  Steel  Corporation  in  return  for  the  payment  by  them  of  the  stipulated 
royalty.  There  was  a  provision  in  the  lease  for  deferring  payment  of  the  royalties  for 
the  year  1907  to  any  date  prior  to  January  1,  1917,  which  the  Steel  Corporation  might  find 
convenient,  but  in  the  case  of  such  delay  the  Steel  Corporation  was  to  pay  the  royalty 
stipulated  in  the  lease  for  the  year  in  which  payment  was  made ;  that  is,  if  payment  were 
made  in  1908  there  would  be  an  increase  of  3.4  cents  per  ton,  and  a  corresponding  in- 
crease if  payment  were  made  in  a  subsequent  year.     (See  p.  262.) 
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The  Great  Western  Mining  Company  mines  the  ore  and  delivers  it 
to  the  Great  Northern  Railway  at  the  nearest  convenient  point  for 
transportation  to  Superior,  Wis.,  where  it  is  delivered  to  the  lessees 
on  board  ships  at  the  docks. 

The  lease  as  to  the  lands  owned  in  fee  by  the  Great  Northern  (see 
note,  p.  261)  is  to  continue  until  the  Great  Western  Mining  Company 
(Steel  Corporation)  has  mined  all  ore  containing  49  per  cent  or  over 
of  metallic  iron,  and  upon  the  exhaustion  of  ore  of  such  grade  the 
lease  is  to  be  extended  so  long  as  the  Steel  Corporation  desires  to  mine 
such  ore  as  remains.  As  to  the  leasehold  properties  (subleased  to  the 
Great  AVestern  Mining  Company  by  the  Hill  interests),  the  term  of 
the  sublease  in  each  case  was  to  be  the  same  as  that  in  the  original 
leases,  less  a  j^eriod  of  three  months. 

It  should  be  noted  that  the  Steel  Corporation  has  the  privilege  of 
relinquishing  the  entire  lease  on  January  1,  1915,  on  giving  two  years' 
written  notice  of  such  intention. 

Dried  ore  containing  59  per  cent  of  metallic  iron  is  the  standard 
on  which  royalties  are  computed.  For  ore  of  this  grade  delivered  at 
the  dock  at  Superior,  Wis.,  the  royalty  and  transportation  charges 
combined  were  fixed  for  the  year  1907  at  $1.65  per  ton.  A  differential 
of  l.S;>  cents  per  ton  on  or  off  this  base  price  was  established  for  each 
increase  or  decrease  of  1  per  cent  in  the  amount  of  metallic  iron  in 
the  ore  (from  ore  of  from  49  to  66  per  cent,  inclusive),  as  follows: 


Iron  con- 
tent. 

Combined 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Iron  con- 
tent. 

Combined 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Iron  con- 
tent. 

Combined 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Per  cent. 
49 
50 
61 
62 
53 
54 

$1. 1680 
1.2162 
1. 2644 
1.3126 
1.3608 
1.  4090 

Pa  cent. 
65 
56 
67 
58 
159 
60 

$1. 4672 
1.5054 
1.5536 
1.  6018 

>  t.OBOO 
1.  6982 

Per  cent. 
61 
62 
63 
64 
66 
66 

SI.  7464 
1. 7946 
1.  8428 
1.  8010 
1.9392 
1.9874 

Should  the  Mining  company  desire  to  mine  and  ship  ore  running 
less  than  49  per  cent  in  iron  content,  the  total  consideration  is  to  be 
$1.10  per  ton,  this  covering  the  delivery  at  dock  at  Superior,  Wis. 

The  lease  further  provides  that  the  royalty  on  the  different  grades 
of  ore  from  49  per  cent  and  upward  shall  increase  by  3.4  cents  per 
ton  each  year  during  the  life  of  the  lease. 

The  freight  rate  for  ore  on  this  railroad  from  the  mines  to  Lake 
Superior  has  always  been  at  a  flat  rate  of  80  cents  per  gross  ton. 
Therefore,  of  the  total  consideration — $1.65  per  gross  ton — for  59  per 
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cent  ore  in  1907  stipulated  in  this  lease,  85  cents  represents  the  mining 
royally  proper.  The  increase  of  3.4  cents  per  ton  in  each  succeeding 
year,  it  will  be  seen,  is  exactly  4  per  cent  of  85  cents.  For  ore  of 
the  other  grades  specified  the  annual  increase  in  the  royalty  is  the 
same,  namely,  3.4  cents  per  ton;  consequently,  the  percentage  of  in- 
crease for  the  lower  grades  is  more  than  4  per  cent  and  that  for 
the  higher  grades  less. 

Mr.  Hill,  of  the  Great  Northern,  has  been  quoted  as  saying  of  the 
quantity  of  ore  covered  by  the  lease,  "experts  have  figured  it  from 
400,000,000  to  600,000,000  tons,  but  it  would  not  be  surprising  if 
operations  would  uncover  1,000,000,000  tons." 

The  unusual  character  of  this  lease  and  the  apparent  reasons  why 
it  was  entered  into  are  discussed  elsewhere.     (See  Chap.  VI,  p.  318.) 

Sectio^  8.  Acquisitions  of  coal  and  coke  property  since  1901. 

Lease  of.Poc^ahontas  coal  and  coke  pkopertibs. — Since  its  organi- 
zation the  Steel  Corporation  has  made  very  substantial  additions  to 
its  holdings  of  coal  and  coke  property.  In  December,  1901,  it  se- 
cured a  lease  of  50,000  acres  of  desirable  coking-coal  and  fuel-coal 
property  in  the  Pocahontas  coal  region.  The  preliminary  report 
of  the  Steel  Corporation  for  that  year  stated  that  with  this  acquisi- 
tion it  was  estimated  that  there  was  controlled  by  the  subsidiary 
companies  "  a  sufficient  quantity  of  the  best  and  cheapest  coking  coal 
to  provide,  on  the  basis  of  present  consumption,  for  the  necessities 
of  all  the  furnaces  of  these  companies  during  the  next  sixty  years." 
The  royalty  was  at  the  rate  of  10  cents  per  gross  ton  of  coal,  or 
15  cents  per  gross  ton  of  coke.  These  were  the  usual  rates  of  royalty 
in  leases  of  coal  lands  in  the  Pocahontas  district.  The  charge  of  15 
cents  per  gross  ton  of  coke  is  equivalent  to  13.4  cents  per  net  ton,  the 
imit  commonly  used  in  stating  coke  tonnages.  The  lease  provided  for 
the  erection  by  the  lessee  of  1,000  coke  ovens  in  the  year  1902  and  an 
additional  1,000  ovens  in  the  years  1903  and  1904.  The  property  is 
operated  by  the  United  States  Coal  and  Coke  Company,  a  subsidiary 
concern  of  the  Illinois  Steel  Company. 

Other  important  acquisitions  of  coal  and  coice  property. — In 
1902,  as  already  showji,  the  Steel  Corporation  acquired  a  considerable 
amount  of  Aaluable  coal  and  coke  property  through  its  purchase  of 
the  Union  Steel  Company  (already  described  in  sec.  2).  The  pur- 
chase of  the  Clairton  Steel  Company,  in  1904,  included  approximately 
2,650  acres  of  coal  lands  in  Fayette  County,  Pa. 

In  April,  1905,  an  important  addition  to  the  Corporation's  coal 
and  coke  property  was  made  through  the  purchase  by  the  H.  C.  Frick 
Coke  Company  of  the  Hecla  Coke  Company,  which  had  1,072  beehive 
ovens,  and  which  held  a  lease  on  about  1,200  acres  of  desirable  coking- 
coal  land  in  the  Connellsville  region.    In  the  same  year  the  H.  C. 
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Frick  Coke  Company  also  acquired  a  tract  of  1,126  acres  of  coking- 
coal  land  in  the  same  region  at  about  $800  per  acre. 

A  tract  of  about  640  acres  of  coking-coal  land  in  the  Connellsville 
region  was  acquired  in  1906.  In  1907  an  enormous  addition  to  the 
coal  property  of  the  Corporation  and  a  very  important  addition  to 
its  coke  property  were  made  through  the  acquisition  of  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  already  described  in  detail  in 
section  6.  In  the  same  year  an  additional  interest  of  36.4  per  cent  of 
the  Hostetter-Connellsville  Coke  Company,  of  which  the  Steel  Cor- 
poration had  previously  owned  one-half,  was  secured.  The  Hostet- 
ter-Connellsville coke  property  included  700  coke  ovens  and  approxi- 
mately 1,000  acres  of  coal  lands  in  the  Connellsville  region. 

In  1909  and  1910  the  Corporation  acquired  very  extensive  coal 
properties  in  Illinois  and  Indiana. 

An  exceptionally  important  addition  to  the  Corporation's  coal 
property  was  made  in  June,  1911,  through  the  purchase  from  the 
Pittsburgh  Coal  Company  of  about  7,000  acres  of  coking-coal  prop- 
erty, known  as  the  Colonial  Coke  Company  tract,  this  being  improved 
property;  also  about  9,000  acres  of  virgin  or  unimproved  tracts  of 
coal  rights  owned  by  the  Monongahela  River  Consolidated  Coal  and 
Coke  Company,  the  control  of  which  is  held  by  the  Pittsburgh  Coal 
Company.  The  total  consideration  Was  reported  at  approximately 
$17,800,000,  in  the  form  of  5  per  cent  thirty-five-year  guaranteed 
bonds.  According  to  a  statement  issued  by  the  Pittsburgh  Coal  Com- 
pany interests,  the  developed  coking-coal  lands,  which  included  about 
1,000  coke  ovens,  were  transferred  at  an  average  consideration  of 
$1,450  per  acre,  and  the  rights  to  the  undeveloped  coal  property  at 
$850  per  acre. 

III.   ADDITIONS   TO    STEEL   CORPORATION'S    PROPERTY    THROUGH 
NEW   CONSTRUCTION. 

Section  9.  The  Gary,  Ind.,  plant. 

Very  important  additions  to  the  physical  properties  of  the  Steel 
Corporation  have  been  made  through  new  construction.  The  organ- 
ization of  the  company  had  hardly  been  perfected  when  important 
plans  were  made  for  the  extension  and  modernization  of  its  manu- 
facturing plants.  A  formal  announcement  in  April,  1902,  stated  that 
the  aggregate  of  such  contemplated  expenditures  was  in  the  neighbor- 
hood of  $50,000,000,  which  it  was  proposed  to  secure  through  a  bond 
issue  in  connection  with  the  conversion  of  a  portion  of  the  preferred 
stock  into  funded  debt.  This  plan,  which  is  discussed  elsewhere  (see 
Chap.  VIII) ,  was  delayed  by  litigation  and  was  never  carried  out  in 
its  entirety.  Nevertheless,  the  Corporation's  earnings  permitted  the 
expenditure  of  large  sums  for  construction. 


UNITED    STATES   STEEL    COEPOKATION.  265 

The  most  important  single  piece  of  new  construction  ^Yas  the  erec- 
tion of  a  new  plant  at  Gary,  Ind.,  through  the  Indiana  Steel  Com- 
pany, a  subsidiary  concern  of  the  Federal  Steel  Company. 

The  annual  report  of  the  Steel  Corporation  for  1905  contained  the 
following  reference  to  this  plant : 

Although  the  capacity  of  the  producing  furnaces  and  mills 
located  at  Chicago  and  vicinity  has  been  materially  increased 
from  time  to  time,  it  has  not  kept  pace  with  the  increased,  and 
rapidly  increasing,  consumption  tributary  to  this  location;  and 
therefore  a  large  percentage  of  this  tonnage  is  now  supplied  from 
eastern  mills.  In  consequence  of  these  conditions  it  has  been 
decided  to  construct  and  put  into,  operation  a  new  plant  to  be 
located  on  the  south  shore  of  Lake  Michigan,  in  Calumet  Town- 
ship, Lake  County,  Ind.,  and  a  large  acreage  of  land  has  been 
purchased  for  that  purpose. 

The  annual  report  for  1906  stated  that  about  7,500  acres  of  land 
had  been  acquired  for  the  plant,  for  the  city  of  Gary,  and  for  rail- 
road terminals.  At  that  time  the  appropriations  comprehended  a 
plant  of  8  blast  furnaces,  with  the  most  modern  equipment  for  un- 
loading and  handling  ore,  56  open-hearth  furnaces,  blooming  mill, 
rail  mill,  various  finishing  mills  and  auxiliary  plants,  as  well  as  a 
harbor  and  docks.  The  expenditure  contemplated  for  the  work 
definitely  decided  upon  up  to  that  time  was  $40,000,000,  not  including 
nearly  $5,000,000  which  had  already  been  expended  in  1906.  It  was 
stated  that  the  plant  would  ultimately  have  an  annual  capacity  of 
1,750,000  tons  of  finished  steel. 

The  annual  report  of  the  Steel  Corporation  for  1910  showed  that 
almost  $70,000,000  had  been  expended  on  this  Gary  plant  up  to  the 
close  of  that  year,  as  follows : 

For  real  estate  and  for  development  and  construc- 
tion work  in  the  city  of  Gary,  less  credits  for 

lands,  lots,  and  houses  sold $10,509,325.07 

For  construction  of  the  manufacturing  plants 53,  785,  876.  83 

For  terminal  railroad  work 5,  683,  493.  25 

Total 69,  978,  695. 15 

The  same  report  of  the  Corporation,  in  describing  the  progress  of 
the  work  on  the  Gary  plant,  contained  the  following : 

The  construction  and  development  work  at  Gary,  Ind.,  pro- 
gressed continuously  and  satisfactorily  during  the  year  1910. 
At  the  steel  plant  of  the  Indiana  Steel  Company  6  of  the  8  blast 
furnaces  constructed  have  been  satisfactorily  operated.  Of  the 
three  units  constructed,  each  comprising  fourteen  65-tan  open- 
hearth  furnaces,  two  units  have  been  in  operation.  The  rail  mill 
has  been  in  operation  since  February  17,  1909;  the  billet  mill 
since  August  16,  1909 ;  the  18-inch  merchant  bar  mill  since  De- 
cember 16,  1909,  and  the  14-inch  merchant  mill  since  April  1, 
4525°— 11 19 
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1910.  The  axle  plant  is  completed;  the  160- inch  plate  mill  will 
be  ready  for  operation  by  April  1,  1911,  and  the  three  remaining 
merchant  bar  mills  by  May  1, 1911.  Since  the  publication  of  the 
last  annual  report  the  construction  of  a  continuous  sheet  bar  mill 
was  started.  This  mill  will  supply  sheet  bars  for  the  sheet  plant 
being  constructed  at  Gary  by  the  American  Sheet  and  Tiii  Plate 
Company,  a  subsidiary  of  this  Corporation.  The  new  bar  mill 
will  be  ready  for  operation  by  July  1, 1911.  The  by-product  coke 
plant,  construction  of  which  was  begun  in  June,  1909,  is  rapidly 
nearing  completion,  and  it  is  expected  the  first  battery  of  ovens 
will  be  placed  in  operation  on  or  before  April  1,  1911.  This 
plant  will  have  a  total  of  560  ovens  of  the  Koppers  type,  and  an 
annual  capacity  of  about  2,500,000  tons.  A  gas-distributing 
system  is  being  installed,  by  which  all  of  the  excess  gas  from  the 
coke-oven  plant  will  be  utilized  in  the  mill  operations. 

The  output  of  the  Gary  steel  plant,  of  the  Indiana  Steel  Com- 
pany, in  1910,  was  as  follows :  729,072  tons  of  pig  iron,  1,006,252 
tons  open-hearth  ingots,  435,142  tons  open-hearth  steel  rails,  and 
340,993  tons  of  shapes,  merchant  bars,  and  miscellaneous  steel 
products. 

The  construction  of  this  great  plant  at  Gary  is  of  especial  interest 
because  it  was  entirely  new  and  built  as  a  model  plant  with  the  most 
modern  equipment.  A  special  feature  of  the  plant  is  the  large  num- 
ber of  departments  for  the  production  of  finished  materials,  such  de- 
partments, as  the  foregoing  excerpt  indicates,  being  operated  by  the 
respective  subsidiary  concerns  of  the  Steel  Corporation.  Two  other 
noteworthy  features  of  this  Gary  plant  are  the  use  of  gas  engines  for 
the  blast  furnaces  and  the  exclusive  use  of  open-hearth  furnaces  for 
the  production  of  steel. 

Section  10.  Other  important  additions  to  plants  through  new  construction. 

Other  additions  to  the  plants  of  the  Steel  Corporation  through 
direct  construction,  as  distinct  from  purchase,  which  are  worthy 
of  special  mention,  were  the  erection  of  two  new  blast  furnaces  and  of 
mills  for  the  manufacture  of  skelp  and  tubes  by  the  Lorain  Steel 
Companj',  at  Lorain,  Ohio;  the  construction  of  a  new  bridge  plant 
by  the  American  Bridge  Company,  at  Ambridge,  Pa. ;  the  virtual  re- 
construction of  the  extensive  McKeesport  works  of  the  National  Tube 
Company- ;  the  construction  of  a  steel  plant  at  Duluth,  Minn.,  and  the 
addition  of  very  important  cement  works  under  the  control  of  a 
subsidiary  concern,  the  Universal  Portland  Cement  Company. 

The  Lorain  tube  plant  involved  a  large  expenditure.  In  1904  more 
than  $5,500,000  was  expended  on  blast  furnaces,  with  ore-handling 
machinery,  skelp  mills,  and  pipe  and  tube  mills  for  this  plant,  while 
nearly  $2,000,000  additional  was  later  expended  in  completing  it. 

The  reconstruction  of  the  McKeesport  works  of  the  National  Tube 
Company  involved  an  expenditure  of  several  millions  of  dollars. 
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This  is  of  some  interest  in  view  of  the  fact  that  it  had  been  supposed 
that  the  plant  was  in  first-class  shape.  The  National  Tube  Company, 
it  will  be  recalled,  was  one  of  the  most  prosperous  of  the  various 
steel  consolidations  operating  in  the  period  just  preceding  the  organi- 
zation of  the  Steel  Corporation.     (See  p.  143.) 

DuLUTH  STEEL  PLANT. — The  auuual  report  of  the  Steel  Corporation 
for  1910,  in  referring  to  this  plant,  said : 

Reference  was  made  in  the  annual  report  for  1907  to  the 
acquirement  of  a  site  for  and  the  proposed  construction  of  a 
moderate-sized  steel  plant  at  Duluth,  Minn.  During  1908  and 
1909  the  work  done  in  connection  with  this  proposition  consisted 
only  of  preparing  the  site  for  the  steel  plant,  the  acquirement  of 
right  of  way  for  and  some  .construction  work  on  the  terminal 
railroad  connecting  the  proposed  steel  plant  with  all  trunk  lines 
entering  Duluth.  In  the  early  part  of  1910  construction  work 
was  actively  undertaken  on  both  the  steel  plant  and  railroad. 
During  the  year  1910  a  total  of  $1,715,617.70  was  expended  .on 
these  properties.  It  is  expected  that  further  construction  will  be 
prosecuted  during  1911.  The  plant  as  proposed  will  include  the 
following  producing  departments:  Two  blast  furnaces,  7  open- 
hearth  steel  furnaces,  one  40-inch  blooming  mill,  one  28-inch 
and  18-inch  rail  and  bar  mill,  16-inch,  12-inch,  and  8-inch  mer- 
chant mill,  and  by-product  coke  plant  of  90  ovens,  together  with 
the  necessary  complement  of  auxiliary  departments,  such  as 
power  plants,  pumping  stations,  machine  and  other  shops,  etc. 

This  Duluth  steel  plant  is  owned  by  a  subsidiary  corporation 
formed  for  the  purpose,  the  Minnesota  Steel  Company,  with  an 
authorized  capital  stock  of  $1,000,000  owned  by  the  Federal  Steel 
Company. 

Portland  ceiment  business. — The  Portland  cement  business  of 
the  Steel  Corporation  has  been  very  greatly  extended.  The  manu- 
facture of  Portland  cement  as  a  by-product  from  blast-furnace  slag 
had  been  prosecuted  in  a  modest  way  by  the  Illinois  Steel  Company 
by  the  time  the  Steel  Corporation  was  organized.  The  company's 
production  rapidly  increased,  exceeding  1,700,000  barrels  in  1905  as 
against  260,000  barrels  in  1901. 

This  development  of  the  cement  business  led  to  the  organization 
on  October  1,  1906,  of  a  new  subsidiary  company,  the  Universal  Port- 
land Cement  Company,  which  took  over  the  plants  previously  owned 
by  the  Illinois  Steel  Company,  including  a  new  plant  at  BufSngton, 
Ind.,  and  which  also  commenced  the  construction  of  additional  works 
at  Universal,  Pa.,  and  elsewhere,  with  the  result  that  in  1910  the 
Corporation's  output  had  increased  to  over  7,000,000  barrels.  The 
capacity  at  the  close  of  1910,  including  that  of  new  works  under  way, 
was  given  in  the  annual  report  of  the  Corporation  for  that  year  at 
12,000,000  barrels  yearly. 
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It  may  be  noted  that  this  development  of  the  cement  business  was 
a  logical  accompaniment  of  the  steel  business,  since,  on  account  of  the 
increasing  use  of  concrete  construction,  there  was  a  very  great  de- 
mand for  cement  in  the  erection  of  buildings  and  for  various  other 
construction  operations  which  also  required  large  quantities  of 
structural  steel  and  merchant  bars. 

In  addition  to  these  conspicuous  instances  of  new  construction,  the 
Steel  Corporation,  of  course,  made  a  very  great  number  of  extensions 
and  enlargements  at  different  points.  Indeed,  these  scattered  in- 
stances of  enlargement  were  in  tlie  aggregate  probably  much  more 
important  than  the  few  exceptional  instances  specifically  mentioned 
here. 

Additions  to  other  property. — The  company  made  large  addi- 
tional investments  in  its  transportation  properties.  As  a  rule  these 
comprised  normal  extensions  and  improvements  rather  than  new 
undertakings  of  exceptional  interest.  jMention  may,  however,  be 
made  of  the  construction  of  a  branch  line  by  the  Duluth,  jMissabe 
and  Northern  from  Alborn  to  Coleraine,  Minn.,  a  distance  of  53 
miles,  connecting  with  the  Canisteo  and  other  mines  developed  on  the 
western  end  of  the  Mesabi  Range;  the  construction  of  the  Connells- 
ville  Central  line  in  the  coal  regions,  the  name  of  which  was  after- 
wards changed  to  Connellsville  and  Monongahela  Railway;  and  the 
construction  of  the  Xewburg  and  South  Shore  Railway,  a  com- 
paratively short  line,  at  Cleveland.  Considerable  additions  were 
made  to  the  equipment  of  the  Steel  Corporation's  various  railroads, 
and  also  to  its  dock  facilities  at  various  points  on  the  Lakes.  The 
steamship  property  of  the  Corporation  also  has  been  greatly  added 
to,  not  so  much  in  the  number  of  vessels  as  in  the  substitution  of  new 
vessels  of  large  capacity  and  most  modern  equipment  for  older  and 
smaller  vessels  acquired  in  1901. 

Section  11.  Plant  capacity  of  United  States  Steel  Corporation. 

Increases  by  acxjuisitions  and  by  new  construction  down  to 
THE  close  of  1910. — An  idea  of  the  relative  importance  of  the  addi- 
tions to  the  manufacturing  capacity  of  the  iron  and  steel  plants  of 
the  Steel  Corporation  by  the  various  acquisitions  described  in  this 
chapter,  and  new  construction,  down  to  the  close  of  1910  is  afforded 
by  the  following  table,  compiled  from  official  figures : 
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Table  29— ADDITIONS  TO  MANUFACTURING  CAPACITY  OF  STEEL  CORPORATION  BY 
PURCHASE  OF  COMPETING  CONCERNS  AND  BY  NEW  CONSTRUCTION,  APRIL  1,  1901, 
TO  JANUARY  1, 1911. 

[Note. — The  capacity  figures  below  are  based  on  the  assumption  tliat  every  department  will  be  operated 
to  its  maximum  capacity  during  the  entire  year,  subject  only  to  normal  shutdowns  for  ordinary  repairs 
and  overhauling.  All  tonnage  figures  shown  are  gross  tons.  Percentages  which  are  based  on  original 
capacity  in  1901,  were  computed  by  Bureau.] 


Product. 


Blast-fur  n  ac  e 
products 

Steel  ingots' 

Rolled  and  other 
steel  and  iron 
products  for  sale.. 

Universal  Portland 
cement 


Capac- 
ity, 

Apr.  1, 
1901. 


By  purchase  of 

Union,  Clair- 

ton,  and  Shelby 

Steel  Tube 

companies. 


Tons. 
7,440,232 
9,425,408 


7,719,022 

Barrels. 

450,000 


Additions. 


Tons. 
1,228,000 
1,258,400 


1,105,429 


P.ct. 
16.5 
13.3 


By  purchase  of 

T.  C,  I.  and 

R.  R.  Co. 


Tons. 
1,000,000 
500,000 


400,000 


By  new  con- 
struction and 
improvements. 


P.  ct.      Tons. 
13.4  6,572,468 
5.3  6,855,192 


69.0 


5,322,885 
Barrels. 
7, 600, 000' 1,688. 9 

I 


P.ct. 
88.3 
72.7 


Total  additions. 


Tons. 
,800,468 
,613,592 


6,828,314 
Barrels. 
7,600,000 


P.ct. 
118.3 
91.3 


Capacity 
Jan.  1, 
1911. 


Tons. 
16,240,700 
18,039,000 


14,547,336 

Barrels. 

8,050,000 


'  Also  includes  the  small  capacity  added  through  purchase  of  Troy  Steel  Products  and  Trenton  Iron 
companies.  It  may  be  noted  that  while  the  Shelby  Steel  Tube  Company  has  elsewhere  been  considered 
as  one  of  the  constituent  concerns,  it  is  here  treated  for  convenience  as  a  subsequent  acquisition. 

This  table  shows  at  a  glance  that  the  additions  to  plant  capacity 
through  the  purchase  of  competing  concerns  have  been  greatly  over- 
shadowed by  those  effected  through  new  construction.  Thus,  the 
total  addition  to  blast-furnace  capacity  by  the  Union,  Clairton, 
Shelby,  and  Tennessee  concerns  combined  was  a  little  less  than  30  per 
cent  of  the  Corporation's  original  capacity  in  April,  1901,  whereas 
the  additions  through  new  construction  during  this  period  exceeded 
88  per  cent.  Similarly,  the  additions  to  steel-ingot  capacity  (this 
covering  three  concerns,  the  Shelby  concern  having  no  steel  works) 
aggregated  less  than  19  per  cent  as  against  an  addition  of  nearly 
73  per  cent  through  new  construction.  The  increase  in  capacity  of 
the  rolling  mills  by  these  three  acquisitions  was  nearly  20  per  cent, 
whereas  the  increase  due  to  new  construction  was  69  per  cent. 

In  addition  to  these  increases  in  the  capacities  of  iron  and  steel 
works  proper  down  to  the  close  of  1910,  the  Corporation  had  in- 
creased its  capacity  for  the  production  of  cement  from  450,000  barrels 
to  over  8,000,000  barrels  (not  including  the  capacity  of  neAV  works 
under  construction). 

Section  12.    Production  and  volume  of  business  of  the  Steel  Corpora- 
tion, 1901-1910. 

The  actual  production  of  the  Steel  Corporation,  as  distinct  from  its 
capacity,  for  the  entire  period  1901-1910,  is  given  in  Table  30.^ 

1  The  relation  of  the  Corporation's  production  to  the  country's  total  is  discussed  In 
Chapter  IX. 
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It  is  apparent,  therefore,  that  there  has  been  a  very  great  expansion 
of  the  production  of  the  Steel  Corporation  in  practically  every  im- 
portant department.  Thus,  in  the  case  of  ore  the  total  production 
increased  from  13,023,755  tons  in  1901  to  25,245,816  tons  in  1910,  the 
highest  for  any  year. 

The  increase  in  colte  production  was  from  8,967,969  tons  in  1901  to 
13,649,578  tons  in  1910,  the  production  of  the  latter  year,  as  in  the 
case  of  ore,  being  the  high-record  figure. 

The  production  of  pig  iron  (not  including  Spiegel,  ferroman- 
ganese,  etc.)  increased  from  6,662,862  tons  to  11,645,510  tons,  the  1910 
figures  again  being  the  highest  yet  recorded,  although  in  1906  and 

1909  the  production  exceeded  11,000,000  tons. 

The  production  of  steel  ingots  increased  from  8,854,820  tons  in 
1901  to  14,179,369  tons  in  1910,  the  production  of  the  latter  year  being 
well  in  excess  of  the  previous  high-record  figure  (reached  in  1906). 
It  is  important  to  call  attention  in  this  connection  to  the  very  great 
increase  in  the  production  of  open-hearth  steel,  which  rose  from 
slightly  less  than  2,750,000  tons  in  1901  to  over  8,380,000  tons  in 
1910.  The  production  of  Bessemer  steel,  on  the  other  hand,  shows 
an  absolute  decrease  during  this  period,  from  6,109,306,  in  1901,  to 
5,796,223  tons  in  1910.  These  figures  well  illustrate  the  transition 
that  took  place  in  the  steel  industry  in  this  respect. 

The  percentage  increases  in  the  Corporation's  production  of  the 
raw  materials  and  in  the  primary  products  for  the  period  1901-1910, 
given  in  Table  30,  compare  as  follows : 

Iron   ore 93.8  I  Pig  iron    74.  S 

Colie 52.2  I  Ingots 60.1 

With  respect  to  finished  rolled  products  for  sale  the  increase  in 
production  has  been  much  less  marked,  the  actual  increase  being  from 
7,426,480  tons  in  1901  to  10,733,995  tons  in  1910,  a  gain  of  3,307,515 
tons,  or  44.5  per  cent. 

Taking  up  these  finished  products  in  detail  it  will  be  seen  that 
the  output  of  steel  rails  in  1910  exceeded  2,100,000  tons  as  against  a 
previous  high-record  figure  (in  1906)  of  1,982,000  tons.  The  1910 
figures  include  the  production  of  both  the  new  Gary  plant  and  of  the 
Tennessee  Coal,  Iron  and  Railroad  Company. 

It  will  be  noted  that  the  Corporation's  output  of  tubing  and  pipe 
in  1910  was  considerably  smaller  than  the  output  of  several  preceding 
years.     There  was  also  some  reduction  in  wire  and  wire  products  in 

1910  as  compared  with  the  output  in  1909.  These  decreases  are  ap- 
parently in  part  attributable  to  the  increase  in  competition  in  these 
departments. 

The  great  increase  in  the  production  of  Portland  cement  has 
already  been  commented  upon.  It  may  be  noted  again  that  the 
production  of  1910  of  7,000,000  barrels  was  very  much  less  than  the 
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capacity  of  the  Corporation's  plants  for  this  product,  including  new 
construction  in  progress  at  the  close  of  1910. 

The  ten-year  period  1901-1910,  while  on  the  whole  a  distinctly 
prosperous  one,  included  two  years  of  marked  depression,  namely, 
1904  and  1908.  In  these  years  there  were  pronounced  declines  in  the 
Steel  Corporation's  output.  The  reaction  of  1904  was  especially 
reflected  in  the  production  of  ore  and  finished  steel;  the  production 
of  pig  iron  in  that  year,  on  the  other  hand,  showed  a  slight  increase. 
The  depression  of  1908  was  reflected  in  the  figures  of  output  in  prac- 
tically every  important  product  except  cement.  Thus,  the  output  of 
ore  decreased  over  5,700,000  tons;  that  of  coke  over  5,300,000  tons, 
while  the  pig-iron  output  fell  off  3,800,000  tons;  that  of  steel  ingots 
by  more  than  5,200,000  tons,  and  finished  steel  production  by  more 
than  4,100,000  tons;  moreover,  these  large  decreases  were  shown  in 
spite  of  the  fact  that  the  considerable  production  of  the  Tennessee 
Coal,  Iron  and  Railroad  Company  was  included  in  1908  for  the  first 
time.  The  year  1909,  it  may  be  noted,  however,  brought  a  recovery 
in  all  the  raw  and  crude  products  above  the  large  production  of  1907. 
The  output  of  finished  rolled  products  in  1909,  however,  was  some- 
what under  the  1907  figures. 

These  comparisons  illustrate  the  abrupt  changes  which  charac- 
terize the  iron  and  steel  industry. 

IV.   PRESENT   ORGANIZATION   OP   STEEL   CORPORATION. 

Section  13.  Reorganization  and  coordination  of  the  various  constituent 
properties. 

In  connection  with  the  various  acquisitions  and  extensions  described 
in  this  chapter,  the  Steel  Corporation  undertook  a  rather  compre- 
hensive rearrangement  of  its  principal  subsidiary  concerns  so  as  to 
place  those  plants  manufacturing  similar  products,  or  those  com- 
panies owning  the  same  kind  of  property,  under  the  control  of  cer- 
tain principal  constituent  concerns.  This  rearrangement  obviously 
tended  to  facilitate  a  more  efficient  and  economical  operation  of  these 
properties.  A  particular  advantage  was  the  reduction  in  the  number 
of  high-salaried  officials.  As  this  rearrangement  was  generally  ac- 
companied by  a  considerable  reduction  in  the  capitalization  of  the 
subsidiary  concerns,  there  was  also  some  saving  in  taxes  on  capital 
stock. 

Merger  or  old  Carnegie,  National  Steel,  and  American  Steel 
Hoop  companies. — One  of  the  most  important  of  these  rearrange- 
ments was  the  merger,  on  April  1,  1903,  of  the  Carnegie  Company  of 
New  Jersey,  the  National  Steel  Company,  and  the  American  Steel 
Hoop  Company  under  the  New  Jersey  charter  of  the  National  Steel 
Company,  the  name  being  changed,  however,  to  Carnegie   Steel 
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Company.    The  capital  stocks  of  the  three  older  concerns  aggregated 
$252,000,000,  as  follows: 

Carnegie  Company $160,000,000 

National    Steel    Company 59,000,000 

American  Steel  Hoop  Company 33,000,000 

.Total  252,000,000 

The  capital  stock  of  the  new  Carnegie  Steel  Companj',  however, 
was  fixed  at  $63,000,000,  or  exactly  one-quarter  the  total  for  the  three 
older  concerns  combined.  Apparently  this  capitalization  was  de- 
termined upon  without  reference  to  the  value  of  the  properties,  but 
with  a  view  to  having  a  convenient  basis  for  the  exchange  of  the 
stocks  of- the  three  constituent  companies.  The  reduction  in  capitali- 
zation permitted  a  considerable  saving  in  annual  taxes  and  in 
fees.  The  principal  object  of  the  consolidation,  however,  was  to 
secure  economies  of  management  by  reducing  the  number  of  high- 
salaried  officials  and  by  the  simplification  of  accounts.  Moreover, 
as  above  suggested,  there  was  a  practical  advantage  in  having  all  of 
these  concerns  directed  from  a  single  source.  The  Carnegie  Company 
and  the  National  Steel  Company,  as  already  shown  in  this  report, 
were  large  producers  of  pig  iron  and  steel  billets  and  other  heavy  steel 
]ii-oducts.  The  Carnegie  Company,  moreover,  produced  merchant 
bars  and  other  products  similar  to  those  made  by  the  American  Steel 
Hoop  Company.  Most  of  the  plants  of  the  Steel  Hoop  company,  it 
may  be  noted,  were  conveniently  located  in  relation  to  the  plants 
of  the  National  Steel  Company  and  the  Carnegie  concern,  so  that 
the  consolidation  resulted  in  very  substantial  advantages  from  an 
operating  standpoint,. 

The  plants  of  the  old  National  Steel  and  American  Steel  Hoop 
companies  are  owned  in  fee  by  the  Carnegie  Steel  Company  of  New 
Jersey.  The  old  Carnegie  plants  are  owned  by  the  Carnegie  Steel 
Company  of  Pennsylvania.     (See  Exhibit  7,  p.  407.) 

Merger  or  coke  properties. — On  the  same  date  (April  1,  1903) 
the  coke  properties  of  the  various  subsidiary  concerns  of  the  Corpo- 
ration were  transferred  to  the  H.  C.  Frick  Coke  Company,  the  capital 
stock  of  which  was  increased  from  $10,000,000  to  $20,000,000.  There 
had  previously  been  some  unification  of  the  coke  properties,  but  prior 
to  this  date  the  Steel  Corporation  had  maintained  several  other  sub- 
sidiary coke  concerns,  namely,  the  Southwest  Connellsville  Coke  Com- 
pany, which  held  the  coke  property  of  the  Federal  Steel  Company; 
the  American  Coke  Company,  the  coke  concern  of  the  American  Steel 
and  Wire  Company ;  the  Continental  Coke  Company,  owning  the 
similar  properties  of  the  National  Steel  Company;  and  the  United 
Coal  and  Coke  Company  and  the  McClure  Coke  Company.  These 
subsidiaries  had  virtually  been  managed  through  the  H.  C.  Frick 
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Coke  Company,  but  their  formal  transfer  to  that  concern  resulted  in 
distinct  advantages  from  an  operating  standpoint. 

Merger  of  Sheet  Steel  and  Tin  Plate  companies. — On  December 
31,  1903,  a  further  intercompany  consolidation  was  effected  through 
the  purchase  by  the  American  Sheet  Steel  Company  of  all  the  prop- 
erty of  the  American  Tin  Plate  Company.  The  name  of  the  Sheet 
Steel  company  was  changed  to  the  American  Sheet  and  Tin  Plate 
Company.  The  capitalization  of  the  Sheet  Steel  company  was  re- 
tained unchanged,  but  that  of  the  American  Tin  Plate  Company  was 
reduced  from  $46,325,000  to  the  nominal  figure  of  $25,000.  The  con- 
solidation of  these  companies  permitted  much  better  coordination  of 
sheet  and  tin-plate  mills  than  was  possible  under  their  separate 
operation. 

Consolidation  or  tube  works. — Another  similar  instance  of  inter- 
company rearrangements  was  the  placing  of  the  plants  of  the  Lorain 
Steel  Company  (at  Lorain,  Ohio,  where  a  large  tube  plant  was 
added)  under  the  control  of  the  National  Tube  Company. 

Merger  of  ore  properties. — In  1904  all  the  various  ore  properties 
of  the  Steel  Corporation  were  placed  under  the  active  control. of  the 
Oliver  Iron  Mining  Company. 

Lease  of  Union  Steel  properties. — Another  intercompany  re- 
arrangement was  the.  lease  of  the  various  properties  of  the  Union 
Steel  Company  to  other  subsidiary  concerns  of  the  Corporation.  Thus, 
the  blast  furnaces  and  the  steel  works  were  leased  to  the  Carnegie 
Steel  Company ;  the  wire  plants  to  the  American  Steel  and  Wire  Com- 
pany. The  organization  of  the  Union  Steel  Company  was  preserved, 
however,  and  the  revenue  from  these  leases  went  into  its  treasury. 
The  arrangement,  however,  relieved  the  Union  Steel  Company  from 
the  direct  operation  of  these  plants,  and  thus  effected  a  substantial 
saving  in  salaries  and  other  expenses,  while  further  contributing  to 
the  systematization  of  the  operation  of  the  various  properties. 

Organization  of  export  department  by  the  Steel  Corporation. — 
For  some  time  after  the  organization  of  the  Steel  Corporation,  each 
subsidiary  company  which  had  occasion  to  engage  in  export  trade 
conducted  its  sales  independently  of  the  others.  In  the  latter  part 
of  September,  1903,  however,  the  United  States  Steel  Products  Ex- 
port Company^  was  formed  to  look  after  the  foreign  trade  of  all 
the  various  subsidiary  companies  of  the  Steel  Corporation.  The 
new  company  acts  as  selling  agent  in  the  foreign  trade  for  all  the 
subsidiary  concerns  of  the  Steel  Corporation.  This  organization 
of  a  special  company  was  the  result  of  an  intention  on  the  part 
of  the  Steel  Corporation  to  develop  the  export  trade  more  thoroughly. 
As  a  matter  of  fact,  there  was  a  marked  increase  in  export  business 
in  1904;   this,  however,  was  partly  attributable  to  the  depressed 

1  The  name  was  in  1910  changed  to  United  States  Steel  Products  Company.     The  com- 
pany has  a  capital  stock  of  $1,000,000  and  is  a  subsidiary  of  the  Federal  Steel  Company. 
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condition  of  the  domestic  market  in  that  year,  which  naturally  led  to 
a  more  serious  consideration  of  the  possibilities  of  foreign  markets. 
With  the  return  of  greater  prosperity  in  the  home  market,  the  export 
business  fell  off  somewhat. 

Creation  of  new  subsidiaries. — As  already  pointed  out,  in  the 
construction  of  its  great  plant  at  Gary  the  Steel  Corporation  organ- 
ized a  new  subsidiary  concern,  the  Indiana  Steel  Company,  and  simi- 
larly, in  the  case  of  its  works  at  Duluth,  it  formed  a  local  corporation, 
the  jMinnesota  Steel  Company.  It  also  organized  in  1907  the  Great 
Western  ^Mining  Company  to  manage  the  ore  properties  controlled 
under  the  Hill  lease.  (See  p.  260.)  The  incorporation  of  the  Uni- 
versal Portland  Cement  Company  may  also  be  mentioned  in  this 
connection.  This  creation  of  new  subsidiary  concerns  is  in  line  with 
the  character  of  the  Steel  Corporation  as  a  holding  company.^ 

Section  14.  Constituent  concerns  of  Steel  Corporation  on  July  1,  1911. 

As  a  result  of  these  various  rearrangements  and  new  acquisitions, 
the  list  of  principal  constituent  concerns  of  the  Corporation,  the 
stocks  of  which  were  directly  held  by  it  on  July  1,  1911,  was  as 
follows : 


Table  31. 


-CONSTITUENT  CONCERNS  OF  THE  UNITED  STATES  STEEL  CORPORATION 
WHOSE  STOCKS  WERE  DIRECTLY  HELD  BY  IT  JULY  1,  1911. 


Company. 


Carnegie  Steel  Company  of  New  Jersey. 
Federal  Steel  Company 


American  Steel  and  Wire  Company  of  New  Jersey  . 

National  Tube  Company 

American  Sheet  and  Tin  Plate  Company 


American  Bridge  Company,  New  Jersey. 
Shelby  Steel  Tube  Company 


Lake  Superior  Consolidated  Iron  Mines 

Pittsburg  Steamship  Company 

Union  Steel  Company 

Clairton  St€el  Company 

Tennessee  Coal,  Iron  and  Railroad  Company. 


Class  of  stock. 


Common.. 
Preferred.. 
Common . . 
Preferred.. 
Common.. 
Preferred., 
Common.. 
Preferred.. 


Common.. 
Preferred.. 


Conmion 

Preferred 

Guaranteed    pre- 
ferred. 


Total  out- 
standing capi- 
tal stock. 


165,250, 
46, 484 
53,260: 
50,000, 
40,000, 
40,000, 
40,000, 
24,500, 
24,600, 
10, 000, 

8,151 

5,000, 
29,887, 

7,880, 
20,000, 

3,500, 

32,529, 

124, 

178, 


000.00 
300.00 
900.00 
000.  GO 
000. 00 
000. 00 
000. 00 
000.00 
000.00 
000.  00 
600.  00 

000. 00 

448.97 
000.00 
000.00 
000.00 
997. 60 
500. 00 
600.00 


Amount  owned 
by  United 
States  Steel 
Corporation. 


$66,250,000.00 
46,484,300.00 
63,260,900,00 
49,989,400.00 
39,999,000.00 
40,000,000.00 
40,000,000.00 
24,499,600.00 
34,499,600.00 
10,000,000.00 

8,151,500.00 

5,000,000.00 
29,887,41S.97 

1221,700.00 
20,000,000.00 

3,500.000.00 
32,442,795.00 


1  The  balance  of  the  capital  stock  of  Pittsburg  Steamship  Company  ($7,658,300)  is  owned  by  Carnegie 
steel  Company. 

It  should  be  understood  that  the  companies  given  in  this  list  are 
simply  the  constituent  concerns  whose  stocks  are  directly  held  by  the 

1  The  stocks  of  all  these  new  subsidiaries  are  owned  by  some  of  the  constituent  com- 
panies of  the  Corporation  and  not  by  the  Corporation  itself. 
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Steel  Corporation,  and  that  these  constituent  concerns,  in  turn,  have 
a  large  number  of  subsidiary  corporations,  in  addition  to  fee  prop- 
erties. A  statement  of  the  subsidiary  companies  of  these  constituent 
concerns  is  gi^en  in  Exhibit  7,  on  page  407. 

Several  of  these  constituent  companies,  as  well  as  many  of  their 
subsidiaries,  had  a  large  amount  of  indebtedness  which  is  not  here 
shown.  A  considerable  part  of  this  indebtedness  was  owned  within 
the  organization. 

The  Carnegie  Steel  Company,  as  already  shown,  was  a  merger  of 
the  old  Carnegie  Compan}^  of  New  Jersey,  the  National  Steel  Com- 
pany, and  the  American  Steel  Hoop  Company.  The  aggregate  capital 
stock  of  these  companies  at  that  time  was  $252,000,000,  whereas  in 
the  merger  the  capital  stock  was  first  fixed  at  $63,000,000.  As  a  result 
of  this  reduction,  the  consolidated  company  entered  surplus  on  its 
books  to  the  amount  of  the  capital  stock  thus  extinguished,  or 
$189,000,000. 

The  Carnegie  Steel  Company  (the  present  company)  subsequently 
increased  its  capital  stock  by  $2,250,000,  or,  as  the  above  table  shows, 
to  $65,250,000. 

In  the  merger  of  the  American  Sheet  Steel  Company  and  American 
Tin  Plate  Company,  as  above  shown,  the  capitalization  of  the  old 
American  Sheet  Steel  Company  was  continued  unchanged,  and  that 
company  entered  on  its  books  a  surplus  of  $46,325,000,  this  being 
equal  to  the  entire  outstanding  stock  of  the  American  Tin  Plate 
Company. 

The  table  shows  that  the  present  capitalization  of  the  American 
Bridge  Company  of  New  Jersey  is  $10,000,000.  This  is  a  reduction 
of  $52,324,600  from  the  previous  capitalization.  This  amount,  there- 
fore, as  in  the  case  of  the  American  Tin  Plate  and  Carnegie  com- 
panies, was  written  into  the  surplus  account  of  the  company. 

These  are  the  only  instances  of  reductions  in  capital  stock.  It  may 
be  noted  that  the  Union  Steel  Company's  stock  is  $20,000,000.  Most 
of  the  properties  of  this  concern,  as  already  stated,  are  operated  by 
constituent  or  subsidiary  companies  of  the  Corporation.  The  stock 
of  the  Lake  Superior  Consolidated  Iron  Mines  has  been  increased  by 
$462,508  since  the  Steel  Corporation  was  organized,  this  amount  rep- 
resenting the  treasury  stock  issued  since  the  acquisition  of  the  com- 
pany by  the  Steel  Corporation.  The  issued  stock  of  the  Pittsburg 
Steamship  Company,  which  in  1901  was  $1,330,000,  has  been  increased 
to  $7,880,000. 

The  one-sixth  interest  in  the  stock  of  the  Oliver  Iron  Mining  Com- 
pany, which  was  subsequently  acquired  in  1901  (see  p.  106),  does 
not  appear  in  this  list  for  the  reason  that  this  fraction  was  transferred 
to  the  Carnegie  Steel  Company,  which,  therefore,  now  owns  the  entire 
stock  of  the  Oliver  concern. 


CHAPTER  VI. 

ADDITIONS  TO  INVESTMENT  OF  UNITED  STATES  STEEL  CORPORA- 
TION SINCE  1901. 

Section  1.  Introductory. 

The  valuation  of  $682,000,000  for  the  tangible  property  of  the  Steel 
Corporation  at  its  organization  in  1901,  as  computed  in  Chapter  III, 
may  fairly  be  regarded  as  substantially  the  investment  in  such  tangi- 
ble property  of  the  Corporation  at  that  time,  reduced  to  a  cash  basis. 
In  order  to  obtain  an  estimate  of  the  investment  in  such  tangible 
property  of  the  Corporation  at  the  present  time,  it  is  necessary  to 
ascertain  the  actual  cost  of  the  net  additions  since  the  company's  or- 
ganization. These  additions,  as  shown  in  the  preceding  chapter,  have 
been  made  in  two  ways — first,  through  new  construction  and  through 
other  additions  directly  from  earnings  or  from  capital  otherwise  pro- 
vided; and,  second,  through  the  acquisition  of  competing  concerns. 
By  combining  the  cost  of  these  various  additions  to  the  property 
(after  certain  allowances  for  depreciation;  see  pp.  292—309)  with  the 
original  investment  in  the  property  in  1901,  as  already  computed,  an 
approximate  total  of  the  actual  inrestment  in  the  physical  property 
of  the  Corporation  at  the  present  time  is  obtained.  The  value  of  such 
property,  and  especiallj'  of  the'  natural  resources,  is  referred  to  later. 
For  the  purposes  of  the  present  discussion,  however,  and  of  judging 
the  reasonableness  of  the  profits  of  the  Corporation,  which  are  dis- 
cussed in  Chapter  VII,  a  statement  of  the  actual  investment  in,  rather 
than  the  value  of,  its  property  is  essential. 

It  should  be  pointed  out  that  in  addition  to  the  tangible  properties 
of  the  Steel  Corporation,  its  intangible  assets  have  a  value.  Indeed, 
the  very  merging  and  coordinating  of  the  various  tangible  properties 
of  the  Corporation  imparts  to  them  collectively  a  value  somewhat  in 
excess  of  the  sum  of  the  values  of  their  tangible  assets  alone.  The 
Corporation,  in  fact,  contends  that  this  "  merger  value,"  as  it  may  be 
termed,  is  a  very  important  factor  in  its  total  assets.  Since,  however, 
this  merger  value  must  be  partly  due  to  the  restriction  or  elimination 
of  competition,  and  since  the  portion  thus  created  can  not  be  segre- 
gated from  that  due  to  the  introduction  of  economies,  it  is  imprac- 
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ticable  in  this  discussion  to  make  any  quantitative  allowance  for 
merger  value  of  any  sort  whatever.  A  brief  consideration  of  this  and 
similar  factors  is,  however,  taken  up  later.     (See  p.  326.) 

There  will  first  be  considered  here  the  additions  directly  made  from 
earnings,  or  from  new  capital,  and  then  the  cost  of  additions  made 
through  acquisitions  of  other  concerns. 

Section  2.  Cost  of  additions  to  Steel  Corporation's  property  other  than  by 
purchase  of  competing  concerns,  1901  to  1910,  by  classes. 

The  Steel  Corporation  in  its  annual  reports  gives  a  summary  of 
those  direct  additions  to  fixed  property  for  each  year  which  are 
charged  to  capital  account.  This  summary  classifies  such  expendi- 
tures by  the  following  kinds  of  property:  Manufacturing,  ore,  coal 
and  coke,  transportation,  miscellaneous. 

In  order  to  arrive  at  a  statement  of  the  total  additions  to  the  assets 
of  the  Corporation,  account  must,  of  course,  be  taken  of  the  increase 
in  other  assets  as  well.  These  remaining  assets  are  grouped  in  the 
balance  sheets  of  the  Corporation  under  the  following  heads:  (1) 
Deferred  charges  to  operations,  representing  chiefly  advanced  mining 
royalties;  (2)  investments;  (3)  sinking  and  reserve  fund  assets;  (4) 
current  assets,  this  including,  in  addition  to  the  ordinary  quick  assets 
and  inventories,  sundry  securities. 

In  the  following  table  are  given  the  yearly  additions  to  the  fixed 
property  of  the  Corporation  ^  (other  than  the  original  cost  of  the 
Union  Steel  Company,  the  Clairton  Steel  Company,  and  the 
Tennessee  Coal,  Iron  and  Railroad  Company),  together  with  the 
annual  increases  in  its  other  assets,  for  the  period  from  April  1,  1901, 
to  December  31,  1910.  For  convenience  in  later  discussion  (see  pp. 
313-323)  the  total  additions  for  the  period  1901-1907  are  also  given. 

It  should  be  kept  in  mind  that  the  additions  to  fixed  property  given 
in  this  table  are  gross  amounts.  Account  must  also  be  taken  of  the 
depreciation  and  exhaustion  of  the  Corporation's  properties  during 
this  interval.  This  matter  is  one  of  considerable  intricacy.  It  is 
taken  up  in  sections  5  and  6  of  this  chapter. 

1  The  additions  to  fixed  property  given  in  Table  32  are  substantially  identical  with  the 
lifures  given  in  the  published  reports  of  the  Corporation.  In  a  few  cases,  however,  they 
differ,  either  as  to  the  distribution  of  certain  items  which  in  the  annua]  reports  are  given 
in  :i  lump  sum,  or  because  of  certain  revisions  made  subsequent  to  their  original  publica- 
tion. 
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Section  3.  Cost  of  properties  acquired  through  purchase  of  competing 
concerns. 

The  additions  to  fixed  property,  as  above  stated,  do  not  include  the 
original  cost  of  the  fixed  properties  of  the  Union,  Clairton,  and 
Tennessee  Coal,  Iron  and  Railroad  companies,  although  they  do 
include  the  subsequent  capital  expenditures  upon  these  properties. 
In  order  to  obtain  a  grand  total  of  the  additions  to  the  property 
account  of  the  Steel  Corporation  since  its  organization,  therefore,  it 
is  necessary  to  add  to  these  classified  totals  shown  in  the  preceding 
table  the  original  investment  of  the  Corporation  in  the  fixed  prop- 
ei-ties  of  the  three  concerns  named.  The  current  assets  of  these  con- 
cerns are  included  in  the  totals  already  given,  since  the  Bureaai's 
statement  of  such  assets  is  made  up  directly  from  balance  sheets  of  the 
Steel  Corporation. 

The  Steel  Corporation  acquired  a  few  other  small  concerns,  such  as 
the  Troy  Steel  Products  Compan}^  and  the  Trenton  Iron  Company. 
The  cost  of  these  acquisitions,  however,  is  included  in  the  yearly 
totals  of  capital  expenditures  given  in  Table  32,  so  that  these  minor 
purchases  need  not  be  considered  separately. 

In  the  case  of  the  Union  and  Clairton  steel  companies,  a  distribu- 
tion of  the  original  cost  by  the  principal  classes  of  property  was  made 
by  the  Steel  Corporation  itself,  as  noted  below.  No  such  distribution, 
however,  was  made  in  the  case  of  the  Tennessee  Coal,  Iron  and  Rail- 
road Company,  and  no  classification  need  be  made  at  the  moment, 
since  in  the  official  estimate  by  the  Steel  Corporation  of  the  value  of 
its  property  at  the  close  of  1907,  already  referred  to,  the  property  of 
tlie  Tennessee  concern  is  not  so  classified. 

The  cost  of  these  three  concerns  may  now  be  briefly  analyzed. 

Cost  or  Union-Sharon  f^-mvA.  properties. — In  payment  for  the 
Union  Steel  Company  (which,  it  will  be  recalled,  had  just  absorbed 
the  Sliaron  Steel  Company:  see  p.  i!5ii),  the  United  States  Steel  Cor- 
poration guaranteed  an  issue  of  $-15,000,000  of  Union  Steel  Com- 
pany bonds.  Of  this  total.  $29,113,500  were  issued  at  the  time  for 
the  iiroperty,  $8,512,500  were  sold  to  the  vendors  to  be  paid  for  in 
cash  at  par  under  the  agreement,  while  $3,500,000  were  reserved  to 
retire  bonds  outstanding  against  the  Sharon  properties,  and  $3,874,000 
were  reserved  for  future  construction  and  improvements. 

The  aggregate  cost  of  the  fixed  properties  was  stated  by  the  Cor- 
poration at  $30,860,501.    Payment  was  made  in  the  following  manner. 
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Bonds  of  the  Union  Steel  Company  (guaranteed  by  the 

United  States  Steel  Corporation) $29,113,500 

Underlying  bonds  assumed 3,591,000 

Cash -  497,  990 

Total 33,  202,  490 

Less  liquid  assets  acquired 2,  341,  989 

Total  cost  fixed  properties '30,860,501 

This  total  was  allotted  by  the  Corporation  among  the  different 

classes  of  property  acquired,  as  follows : 

Manufacturing  ijroperties $14,832,875 

Coal  and  coke 6,104,207 

Ore 8,  550,  607 

Transportation 1.  004, 463 

Miscellaneous 368,  349 

Total 30,  860',  501 

The  following  is  an  excerpt  from  an  official  statement  of  the  Cor- 
poration regarding  the  transaction: 

The  Steel  Corporation  pay  the  exact  cost  of  the  manufacturing 
plants,  to  be  determined  by  auditors  appointed  for  that  purpose. 
For  the  real  estate,  ore  properties,  and  the  coal  lands  they  will 
pay  something  more  than  the  cost  value,  but  not  to  exceed  the 
present  market  value.  The  stockholders  of  the  Union  and 
Sharon  plants  agree  to  furnish  about  $10,000,000  new  cash,  to  be 
expended  In  the  completion  of  improvements  and  further  devel- 
opment of  the  properties  in  such  manner  as  the  Steel  Corpora- 
tion may  determine. 

The  manner  of  paying  for  the  property  will  be  by  a  bond  issue 
of  $45,000,000,  secured  on  the  property  and  the  principal  and 
interest  guaranteed  by  the  Steel  Corporation.  For  the  actual 
money  put  into  the  manufacturing  property  the  stockholders 
will  receive  these  bonds  at  par.  For  the  value  of  real  estate,  ore, 
and  coal  they  will  receive  Tjonds  at  par,  and  for  the  $10,000,000 
of  new  cash  they  will  receive  bonds  at  par.  The  remainder  of 
the  bonds  will  be  kept  in  the  treasury  for  use  at  some  future 
time  in  such  further  development  of  the  property  as  may  be 
decided  on  by  the  Steel  Corporation. 

The  sellers'  profit  in  the  transaction  arises  solely  from  their 
profit  in  operating  their  plants  to  date,  and  in  the  increased  value 
of  their  ore,  coal,  and  real  estate,  which  were  purchased  some 
time  ago. 
There  appears  to  be  no  reason  to  doubt  the  accuracy  of  the  state- 
ment with  respect  to  the  manufacturing  properties.     It  seems  prob- 
able that  the  investment  in  these  manufacturing  plants  reached  the 

1  This  total  Includes  the  cost  of  a  minority  interest  in  a  subsidiary  concern  of  the  Sharon 
steel  Company.  This  parcel  was  purchased  in  1903  and  the  cost  is  included  in  the  addi- 
tions for  that  year  in  Table  32.  It  is  included  here  for  convenience  in  discussion,  but  is 
not  duplicated  in  the  final  computation.      (See  Table  33.) 
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total  of,  roughly,  $14,800,000,  above  stated.  As  previously  shown  in 
the  discussion  of  the  purchase  of  this  concern,  these  properties  were 
extensive.  The  combined  blast-furnace  capacity  was  about  2,500  tons 
daily,  and  the  open-hearth  furnace  capacity  was  almost  as  large, 
while  there  was  a  large  variety  of  finishing  departments. 

This  figure  for  the  manufacturing  plants  includes  the  organization 
and  capitalization  expenses  of  the  company,  together  with  a  little 
miscellaneous  real  estate.  These  items,  however,  were  comparatively 
unimportant. 

The  value  assigned  to  transportation  property,  roughly,  $1,000,000, 
does  not  appear  to  be  unreasonable.  It  covered  the  Mercer  Valley 
Railroad,  with  3  miles  of  main  line  and  30  miles  of  sidings  about  the 
works,  and  2  steamers  of  7,000  tons  capacity  each. 

The  miscellaneous  property  included  some  gas  property  and  scat- 
tered real  estate  and  tenements.  The  total  amount  assigned  these 
properties  is  so  small  that  it  need  not  be  analyzed. 

Therefore,  except  for  the  values  assigned  ore,  coal,  and  coke  prop- 
erty, it  appears  that  these  figures  of  cost,  may  be  accepted  as  a  fairly 
accurate  measure  of  the  value  of  these  Union  Steel  properties  at  the 
time  of  the  transfer. 

As  shown  above,  the  coal  and  coke  property  went  in  at  a  total  con- 
sideration of  $6,104,207,  and  the  ore  property  at  $8,550,607.  There 
can  be  no  doubt  that  these  valuations  were  excessive. 

The  coal  properties,  with  the  price  paid  by  the  Steel  Corporation 
for  each  principal  parcel  were  as  follows : 

Sharon  Coke  Company :  1,448  acres  of  (?oal  land  and  about  300 
acres  of  surface  fronting  on  the  Monongahela  River  west  of 
I^ecrone $1,  388, 964. 66 

Republic  Coal  Company :  Tract  between  BufBngton  and  Browns- 
ville, containing  3,222  acres  of  coal  and  511  acres  of  surface 
land 2,880,000.00 

River  Coal  Company :  1,524  acres  of  coal  and  179  acres  of  surface 
land  near  the  Monongahela  River,  above  Brownsville 720,000.00 

Total 4, 988, 964. 66 

The  difference  between  the  amount  paid  for  these  coal  lands  and 
the  total  consideration  given  on  page  283  represented  the  value  of 
coke  ovens,  equipment,  etc. 

If  the  surface  holdings  alone  are  taken  at  an  average  of  $80  per 
acre,  which  appears  to  be  sufficient,  the  value  of  the  coal,  per  acre, 
in  these  three  tracts  would  be,  respectively,  about  $943,  $881,  and 
$163.  or  an  average  of  $703  for  the  6,194  acres  contained  in  all.  The 
river  coal  is  spoken  of  as  steam  coal,  but  there  was  a  possibility  of 
coking  it ;  the  other  is  coking  coal  and  probably  the  best  which  was 
obtainable  at  the  time  it  was  purchased  by  the  Union  and  Sharon 
interests,  but  does  not  rank  so  high  as  that  in  the  Connellsville  basin 
proper. 


UNITED   STATES   STEEL   CORPORATION.  285 

The  highest  ascertained  price  for  coking-coal  land  in  this  general 
territory  up  to  that  time  was  $500  per  acre  for  3,000  acres  purchased 
by  the  Clairton  Steel  interests  in  November,  1902.  The  average 
price  in  this  and  two  other  fairly  large  purchases  about  this  time 
was  almost  exactly  $560  per  acre,  or  $233  per  acre  less  than  the 
average  price  paid  by  the  Steel  Corporation  for  the  three  parcels 
above  described.  As  these  latter  comprised,  altogether,  practically 
G,200  acres,  the  excess  paid  by  the  Steel  Corporation  over  the  aver- 
age price  paid  in  the  three  other  transactions  mentioned  amounted, 
in  round  numbers,  to  $1,450,000.  This  amount  may  be  considered 
as  indicating,  in  a  rough  way,  the  excessive  valuation  placed  on  these 
properties  in  this  transaction,  since  the  other  purchases  above  noted 
were  made  at  just  about  the  same  time.  This  amount,  however, 
would  not  represent  the  entire  profit  of  the  Union-Sharon  interests 
on  this  coal  property,  since  they  probablj  acquired  most  of  it  at  much 
less  than  $560  per  acre. 

The  total  consideration  of  $8,550,607  for  the  ore  property  was 
allotted  as  follows : 

Sharon  mine  and  equipment .$4,  400,  040 

Property  of  Donora  Mining  Company 4, 150,  567 

Total 8,  550,  607 

There  can  be  little  doubt  that  these  valuations  were  very  liberal. 
Allowing  $550,607  to  cover  improvements  and  equipment — which 
amount  probably  is  about  correct — it  may  be  considered  that  the  ore 
itself  (subject,  in  the  case  of  some  of  the  mines  of  the  Donora  Min- 
ing Company,  to  a  royalty)  cost  $4,000,000  for  each  parcel.  In  the 
annual  report  of  the  Steel  Corporation  for  1902  the  total  tonnage  of 
ore  covered  by  this  purchase  was  given  at  approximately  40,000,000 
tons.  This  (see  p.  214)  agreed  substantially  with  estimates  current 
in  the  trade  which  placed  the  tonnage  of  the  Sharon  mine  at 
21,000,000  tons,  and  that  of  the  Donora  mining  properties  at  about 
20,000,000  tons.  The  Sharon  mine  was  purchased  in  fee.  On  an 
estimate  of,  say,  20,000,000  tons  for  this  mine  the  cost  of  the  ore 
would  have  been  20  cents  a  ton.^  Such  a  price,  in  cash,  for  a  fee, 
Avas  far  greater  than  the  average  of  fee  prices  for  such  properties. 
As  already  shown  on  page  208,  a  committee  of  mining  interests 
stated  in  a  brief  to  the  Minnesota  legislature  as  late  as  1908  that  the 
highest  price  which  they  had  known  to  have  been  paid  for  ore  in 
fee  was  15  cents  a  ton. 

If  all  of  the  estimated  tonnage  of  the  Donora  Mining  Company 
properties  (20,000,000  tons)  had  been  owned  in  fee,  the  price  paid 

1  The  slight  differen-e  between  these  averages  and  those  given  en  page  214  is  due  to 
the  fact  that  the  former  Included  improvements. 
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for  these  would  have  been  almost  exactly  the  same  per  ton  as  in  the 
case  of  the  Sharon  mine.  Two  important  mines  of  the  Donora  Min- 
ing Company,  however,  were  leaseholds,  and  the  equity  of  the  lessee 
in  such  ore  holdings  was  worth  much  less  than  the  interest  of  the 
owner  of  the  fee.  This  gives  added  force  to  the  other  indicjitions  of 
overvaluation. 

It  will  be  recalled  that  the  official  announcement  issued  by  the 
Sleel  Corporation  stated  that  while  the  manufacturing  properties  had 
been  taken  over  at  their  actual  cost,  the  ore  properties,  coal  lands,  and 
real  estate  had  been  taken  over  at  above  the  cost,  but,  it  was  claimed, 
at  not  more  than  the  current  market  value.  The  price  paid  for  these 
properties  was  very  greatly  in  excess  of  the  original  cost  to  the  Union 
iSteel  interests.  Thus,  the  Sharon  mine,  for  which  the  Steel  Corpora- 
tion paid  approximately  $4,000,000,  exclusive  of  improvements,  origi- 
nally cost  the  Sharon  Steel  Company,  according  to  reliable  trade 
reports,  only  $150,000.  Undoubtedly,  at  the  time  of  its  transfer  to 
the  Steel  Corporation  it  was  worth  a  very  much  greater  sum,  since 
the  amount  of  ore  in  the  mine  proved  to  be  very  much  larger  than 
Ihat  originally  estimated.  The  original  cost  of  the  properties  of  the 
Donora  Mining  Company  is  not  definitely  known,  but  it  was  un- 
doubtedly but  a  small  fraction  of  the  price  which  was  later  paid  by 
the  Steel  Corporation. 

There  can  be  no  question  that  the  prices  paid  by  the  Steel  Corpo- 
ration for  both  the  coal  and  the  iron-ore  properties  were  considerably 
in  excess  of  a  fair  valuation  at  the  time  of  the  transfer.  The  real 
significance  of  the  transaction  seems  to  be  that  the  Steel  Corporation 
desired  to  eliminate  the  competition  of  certain  influential  interests 
back  of  the  Union  concern,  particularly  that  of  Mr.  Frick,  and  that 
the  amount  necessary  to  induce  these  owners  to  retire  from  such  com- 
petition was,  in  effect,  charged  against  the  ore  and  coal.  Nevertheless, 
the  amount  of  this  overvaluation,  when  compared  with  the  enormous 
value  of  the  assets  of  the  Steel  Corporation  as  a  whole  is  not  impor- 
tant, and  the  Bureau  has  entered  these  properties  in  its  computation 
at  the  actual  cost  to  the  Corporation. 

Claiktox  Steel  purchase. — The  properties  acquired  through  the 
purchase  of  the  Clairton  Steel  Company  have  already  been  described 
in  Chapter  V.  (See  pp.  2.J-1-255.)  The  terms  of  this  purchase  were 
given  in  the  annual  report  of  the  Steel  Corporation  for  1904,  where 
it  was  stated  that  the  Corporation  paid  to  the  vendors  $1,000,000, 
par  value,  in  the  Corporation's  10-60  year  5  per  cent  bonds,  which 
had  been  acquired  by  it  for  this  purpose  in  the  open  market  at 
$813,850,  and  that  in  addition  the  Corporation  guaranteed  the  out- 
standing bonded  indebtedness  of  the  Clairton  concern  to  the  extent 
of  $10,230,000,  as  follows: 
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Clairton  Steel  Company  5  per  cent  mortgage  bonds $5,000,000 

St.  Clair  Furnace  Company  first-mortgage  bonds 2,  980, 000 

St.  Clair  Steel  Company  first-mortgage  bonds 2,  250,  000 

Total , 10,  230, 000 

In  addition  to  these  there  were  outstanding  against  tlie  properties 
of  the  Clairton  Steel  Company  and  its  subsidiary  companies  the  fol- 
lowing bonds  and  mortgages : 

St.  Clair  Tennlnal  Railroad  Company  first-mortgage  bonds $1,  000,  000 

Keal-e.stnte   mortgages 1,666,715 

Total 2,  666,  715 

AVliile  the.se  latter  lionds  and  mortgages  were  not  guaranteed  by 
the  Steel  Corporation,  they  were  a  lien  against  important  parts  of 
the  property  acquired  by  it,  and  therefore  they  practically  represented 
an  addition  to  the  cost  of  the  acquisition. 

In  ad(ilition  to  the  fixed  property,  the  Corporation  acquired  with 
the  plants  working  assets  at  par  to  the  amount  of  $2,951,005,  making 
the  indicated  cost  of  the  fixed  properties  $10,759,560,  as  follows: 

Steel  Corporation  5  per  cent  bonds  ($1,000,000)  at  cost $813,850 

Bonds  of  the  Clairton  Steel  Company,  St.  Clair  Furnace  Company, 

St.  Clair  Steel  Company,  guaranteed 10,230,000 

St.  Clair  Terminal  Railroad  Company  bonds  and  real-estate  mort- 
gages, not  guaranteed 2,  666,  715 

Total 13,  710,  565 

Net  working  assets 2,951,005 

Cost  of  fixed  properties  to  Steel  Corporation 10,  759,  560 

This  total  cost  of  the  fixed  property  was  distributed  by  the  Cor- 
poration as  follows : 

Manufacturing $6,  915, 196.  94 

Iron  ore 1,176,797.81 

Coal  and  coke 1,365,557.95 

Transportation 1,  093, 163.  61 

Miscellaneous  (limestone  and  town  site) 208,844.11 

Total  cost  of  fixed  property 10,759,560.42 

The  Bureau  has  accepted  this  cost  as  representing  an  equivalent 
addition  to  the  investment  of  the  Steel  Corporation.  The  plants  of 
-the  Clairton  concern  had  a  capacity  of  about  475,000  tons  of  pig  iron 
annually  and  about  400,000  tons  of  steel.  The  company  had  extensive 
ore  properties,  over  2,600  acres  of  desirable  coking-coal  land,  and 
considerable  terminal  railroad  property.  These  facts  and  the  further 
fact  that  the  company  was  in  the  hands  of  receivers  at  the  time  of 
its  acquisition  suggest  that  the  price  paid  was  not  unreasonable.    As 
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in  the  case  of  the  Union  properties,  the  price  was  in  the  form  of 
bonds.^ 

Total  cost  of  fixed  propeety  of  Union  and  Clairton  com- 
panies.—In  the  following  table  the  cost  of  the  fixed  properties  of  the 
Union  Steel  Company  and  the  Clairton  Steel  Company  are  com- 
bined. The  current  assets  are  not  included  in  this  table,  for  the 
reason  that  they  have  already  been  included  in  Table  32,  since  such 
total  current  assets  were  arrived  at  by  comparing  the  balance  sheets 
of  the  Steel  Corporation  from  year  to  year. 


Table 


-rosT  OP  rixKu  properties  of  dxion  and  clairton  steel 
companies  to  the  steel  corporation. 


Description. 


Manufacturing . 
Ore 

Coal  and  coiie.. 
Transportation 
Miscellaneous. . 

Total. . . . 


Union  Steel 
Co.i 


Clairton  Steel 
Co. 


$14,335,838 

8,467,776 

6,104,207 

1,004,462 

368,349 


30,280,632 


$6,915,197 

1,176,798 

1,365,558 

1,093,163 

208,844 


10,759,660 


$21,251,035 

9,644,574 

7,469,765 

2,097,625 

577, 193 


41,040,192 


1  The  cost  of  tb.e  Union  Steel  Company  property  here  given  excludes  an  item  of  $579,869  for  a  minority 
interest  in  a  subsidiary  concern,  that  interest  not  having  been  acquired  until  1903  and  being  included  in 
the  capital  expenditures  of  that  year  given  in  Table  32,  page  280.  This  explains  the  difference  between 
the  amounts  here  given  for  the  manufacturing  properties  and  the  ore  and  those  stated  on  page  283. 


Purchase  of  Troy  Steel  Products  Company  and  other  small 
CONCERNS. — Eeference  has  already  been  made  in  Chapter  V  to  the  ac- 
quisition by  the  Steel  Corporation  of  the  Troy  Steel  Products  Com- 
pany and  the  Trenton  Iron  Company.  These  acquisitions  have  been 
taken  account  of  on  the  books  of  the  Steel  Corporation  through  the 
additions  to  fixed  property  given  in  Table  32.    Since  these  purchases 

1  It  ma.v  be  noted  that  the  actual  investment  made  in  those  Clairton  properties  by  the 
original  owners  at  the  time  of  the  transfer,  as  computed  by  the  Steel  Corporation,  was 
$17,0W:'.,L!,XT.09,  distributed  as  follows  : 

Manufacturing  plant $10,  294,  774.  06 

Railroad 1,  093,  183.  61 

Coal 1,  365,  557.  95 

Iron  ore ],  749,  942.  47 

Limestone   (crediti 1,891.41 

Town   site 210,735.52 

Total 14,  712,  282.  20 

Net  working  assets 2,951,004.89 

Grand  total 17,  663,  287.  09 

While  this  apparently  expresses  the  actual  Investment  in  the  Clairton  properties  by 
the  former  owners  (this  amount  including  additions  made  only  by  incurring  certain 
indebtedness,  which,  however,  was  assumed  by  those  interests),  the  Bureau  has  deemed 
it  proper  to  consider  the  value  of  the  investment  at  the  time  of  transfer  as  fully  repre- 
sented by  the  cost  to  the  Steel  Corporation. 
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were  made  on  a  cash  basis  and  since  they  were  relatively  unimportant, 
they  do  not  call  for  detailed  analysis  or  criticism,  and  both  the  total 
cost  and  the  distribution  as  made  by  the  Steel  Corporation  have  been 
accepted  by  the  Bureau. 

It  is  worth  while,  however,  to  make  passing  reference  to  certain  cir- 
cumstances connected  with  the  acquisition  of  the  Troy  Steel  Products 
Company,  noted  on  page  25G.  The  price  paid  for  this  concern  was 
$1,100,000.  The  company  had  been  unsuccessful,  and,  in  fact,  had 
been  sold  under  reorganization  in  August,  1895.  John  D.  Rockefeller 
and  H.  H.  Rogers,  both  of  whom  were  at  that  time  directors  in  the 
United  States  Steel  Corporation,  were  interested  in  the  Troy  Steel 
Products  Company.  It  is  impossible  to  say  whether  their  connection 
with  the  two  concerns  had  any  influence  upon  the  purchase  or  on  the 
price  paid,  but  it  is  proper  to  repeat  that  the  plant  had  been  idle  for 
several  years  prior  to  this  transfer,  and  that  it  was  never  operated  by 
the  Steel  Corporation.  It  should  be  stated,  however,  that  the  stock- 
holders of  the  Steel  Corporation  were  specifically  advised  of  the  con- 
nection of  these  directors  with  the  Troy  concern  in  a  notice  of  a  meet- 
ing at  which  this  transaction  was  submitted  to  them,  and  that  they 
approved  the  purchase. 

The  acquisition  of  the  Trenton  Iron  Company  was  such  a  small 
matter  that  it  need  not  be  discussed  in  detail. 

Cost  of  Tennessee  Coal,  Iron  and  Raii^oad  Company's  plants. — 
As  previously  stated,  the  Steel  Corporation  in  its  reports  has  not  dis- 
tributed the  cost  of  the  Tennessee  Coal,  Iron  and  Railroad  Company 
by  the  principal  classes  of  property.  Furthermore,  in  the  official 
estimate  of  the  value  of  the  different  kinds  of  property  by  the  Steel 
Corporation  as  of  January  1,  1908,  given  on  page  314,  the  property 
of  this  concern  is  not  distributed.  No  apportionment  of  this  price, 
therefore,  need  be  made  in  this  discussion.  At  the  moment  it  may 
simply  be  repeated,  as  shown  in  Chapter  V,  that  the  total  cost 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company's  fixed  property 
at  the  date  of  acquisition  on  November  1,  1907,  as  entered  in  the 
Steel  Corporation's  balance  sheet  of  December  31,  1907,  was  $48,- 
961,208.83.  There  was  expended  during  the  months  of  November  and 
December,  1907,  on  construction  work  on  the  Tennessee  company's 
properties,  $984,886.74,  thus  making  the  total  cost  of  the  fixed  prop- 
erty up  to  the  close  of  December,  1907,  as  carried  on  the  Steel  Cor- 
poration's balance  sheet,  $49,946,095.57. 

The  value  of  this  Tennessee  company's  property  has  been  the  sub- 
ject of  much  dispute.  It  has  been  argued,  on  the  one  hand,  that  the 
property  was  worth  much  less  than  it  cost,  and,  on  the  other,  that  the 
Steel  Corporation  acquired  this  property  at  what  was  virtually  a 
forced   sale.     The  stated  cost  of  the  fixed  property  to  the   Steel 
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Corporation  on  November  1,  1907,  of  $48,961,208.83,  was  arrived  at 
by  the  Corporation  as  follows: 

Table  :U.— ANALYSIS  OF  COST  OF  FIXED  PROPERTY  OF  TENNESSEE  COAL. 
IRON  AND  RAILROAD  COMPANY  TO  UNITED  STATES  STEEL  CORPORATION  AS 
OF  NOVEMBER  1.  1007. 


Par  value  of 

T.  C,  I.  and 

R.  R.  Co. 

common  stock 

acquired. 


10-60  bonds  at 

par  delivered 

in  payment 

thereof. 


Par  value  of 
bonds  directly- 
issued,  and  cost 
of  bonds  pur- 
chased, for  de- 
livery per  pre- 

cedmg;  also 
amount  of  cash 
payment  made. 


For  full-paid  common-stock  cp.rtificates 

For  common  stock  subscription  receipts,  20  per  cent  paid 


$29,109,515.00 
632,655.00 


S.34,654,000.00 
753,000.00 


833,949,282.48 
735,695.16 


Total  paid  for  with  bonds 

For  20  per  cent  installment  paid  Dec.  15,  1907,  on  sub- 
scription receipts 


29,  742, 170.  00 
632,655.00 


35,407,000.00 


.34,684,977  04 


'632.665.00 


Total  acquired  and  cost  of  the  same. 
Less,  par  of  stock  acquired 


30,374,825.00 


35,407,000.00 


35,317,632.64 
30,374,825.00 


Excess  cost  of  stock  over  par  as  computed  by 

-  Steel  Corporation 

Fixed  property  investment  per  books  of  Tennes.see  Coal, 
Iron  and  Railroad  as  of  Oct.  31 ,  1907,  after  adjustments 
and  write-offs  of  Sl,181,084.84 1  ly  the  Steel  Corporation. 


4,942,807.64 


44,037,139.65 


Total 

Less,  balance  of  undivided  surplus  of  Tennessee  Coal, 
Iron  and  Railroad  on  Oct.  31 ,  1907,  remaining  after  the 
adjustments  made  by  the  Steel  Corporation 


48,979,947.29 


18,738.48 


Total  cost  as  per  United  States  Steel  Corporation's 
annual  report,  1907 


48,961,208.83 


iCash. 

In  explanation  of  this  table  it  may  be  noted  that  the  total  cost  of 
$4S.001,208.83  is  the  book  cost  of  the  Tennessee  Coal,  Iron  and  Kail- 
road  fixed  properties,  after  certain  adjustments  made  by  the  Steel 
Corporation,  plus  the  excess  ($4,042,807.64)  paid  for  the  stock  of  that 
company  by  the  Steel  Corporation  over  its  par  value.  This  cost 
applies  only  to  fixed  properties.  The  excess  of  $4,942,807.64  is 
arrived  at  by  counting  $30,000,000  of  United  States  Steel  bonds 
directly  issued  from  the  Corporation's  treasury  at  their  par  value, 
but  counting  the  remaining  $5,407,000  delivered  in  part  payment 
at  the  actual  cost  to  the  Steel  Corporation  in  the  open  market, 
namely.  $4,684,977.64;  a  small  amount  of  cash  ($632,655)  was  also 
paid  a.s  part  of  the  total  consideration.  It  should  be  understood, 
therefore,  that  the  total  cost  of  $35,317,632.64  for  the  Tennessee  com- 
pany "s  stock,  as  giA'en  in  this  table,  is  not  a  cash  equivalent  price, 
since  the  market  value  of  the  total  bonds  delivered  in  payment  for 
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(he  stock  would  have  been  considerably  less  than  $35,317,632.64,  the 
amount  here  entered,  as  these  bonds  at  that  time  were  selling  at 
only  about  86  per  cent  of  their  par  value.  In  fact,  at  the  market 
value  of  the  bonds  issued,  the  total  consideration  was  almost  exactly 
equal  to  the  par  value  of  the  Tennessee  company's  stock  purchased. 

The  valuation  of  the  fixed  property,  as  per  the  books  of  the  Ten- 
nessee Coal,  Iron  and  Railroad  Company,  after  the  adjustments  made 
by  the  Steel  Corporation,  was  made  up  as  follows: 

Plants  and  equipment $15,382,233.71 

Real    estate 20,525,143.93 

Birmingliam  Southern  Railroad 1,442,698.11 

Land  and  town-site  companie.s 289, 063.  90 

Potter  Ore  Company 398,  000. 00 

Total "44,037,139.65 

This  book  valuation  of  $15,382,234  for  the  plants,  which  does  not 
include  the  sites,  seems  rather  liberal,  and  likewise  that  of  $26,525,144 
for  the  real  estate,  which  also  covers  the  extensive  mineral  lands  of 
the  company  (except  for  the  Potter  Ore  Company),  seems  high.  It 
is  true  that  the  mineral  resources  of  the  company  were  enormous, 
both  with  respect  to  ore  and  coal.  However,  the  vast  amount  of  such 
resources  in  this  region  and  the  somewhat  restricted  market  demand 
therefor  resulted  in  a  very  low  market  value  for  them,  and  it  is  a 
very  fair  question  whether  these  mineral  properties  and  detached 
real  estate  of  the  Tennessee  company  could  have  been  readily  sold 
for  cash  for  $26,500,000. 

The  price  paid  for  the  stock,  as  above  given,  namely,  $35,317,633 
(chiefly  in  bonds),  indicates  an  average  price  of  $116  per  share.  The 
book  value  of  this  stocJc,  as  indicated  by  the  balance  sheet  of  October 
31,  1907,  before  the  adjustments  made  by  the  Steel  Corporation,  was 
104  per  cent  of  its  par  value.  The  stock  had  sold  on  the  New  York 
Stock  Exchange  for  some  years  at  very  considerably  above  these  fig- 
ures. For  the  two  j'ears  prior  to  its  sale  to  the  Steel  Corporation  the 
average  price  was  about  $146  per  share.  The  stock  was,  however,  a 
very  speculative  security,  so  that  the  market  quotations  are  not  a  very 
satisfactory  guide.  Moreover,  the  price  of  the  stock  would,  of  course, 
be  influenced  by  intangible  considerations  which  are  not  taken  ac- 
count of  by  the  Bureau.  Nevertheless,  it  is  fair  to  consider  these 
market  quotations  in  connection  with  the  discussion  of  the  tangible 
assets.  It  appears  also  that  certain  of  the  chief  holders  of  this  stock 
who  made  the  arrangements  for  exchanging  it  for  Steel  Corporation 
bonds  stipulated  that  all  the  holders  of  this  stock  .should  have  the 
privilege  of  exchanging  on  the  same  terms ;  and  it  also  appears  that 
practically  all  holders  of  this  stock  availed  themselves  of  these  terms, 

'  It  should  be  observed  that  this  is  not  the  cost  to  the  Steel  Corporation. 
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although  some,  at  least,  were  under  no  financial  necessity  of  doing  so. 
It  should  be  kept  in  mind  that  the  Steel  Corporation,  by  this  ac- 
quisition, eliminated  a  competitor  of  growing  importance,  and  that 
the  price  paid  may  have  been  swelled  on  this  account. 

Taking  all  the  evidence  together,  it  seems  probable  that  while  the 
lirice  paid  may  have  somewhat  exceeded  a  fair  valuation  of  the  prop- 
erty the  discrei3ancy  would  not  be  of  sufficient  importance  to  call  for 
a  detailed  analysis. 

Section  4.  Total  gross  additions  to  the  investment  of  the  Steel  Corpora- 
tion, 1901-1910. 

The  original  cost  of  the  fixed  properties  of  the  three  concerns 
above  discussed  and  of  the  additions  made  directly,  as  per  Table  '.Vl, 
page  'ibiO,  are  summarized  below. 

Table  35.— TOTAL  GROSS  ADDITIONS  TO  PROPERTY  OF  THE  STEEL  CORPORATION 
APRIL  1,  1901,  TO  DECEMBER  31,  1910. 


CUIS.S  of  property'. 


Fixed  property  (exclusive  ol  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property — 

Otner  assets: 

Deterred  charges 

Investments 

Sinking  funds 

Net  current  assets 


Total 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad  Company  2. 
Sundry  adjustmenls  3 


Additions 
directly  made, 
a.s  per  Table  32 

(p.  L'SO). 


Grand  total. 


$i:w,229.414 

52,449.:)57 

26,642,538 

72,443,404 

4.971,363 

13,243,678 

2, 128, 364 

16,067,660 

101,683,544 


419,859,328 
69,978,695 
60,468,518 
3,063,594 


653,370,135 


Cost  of  Union 
and  Clairton 

companies,  as 

per  Table  33 

(p.  288). 


S21,251,035 

9, 644,  .';71 

7,469,7(i5 

2.097,625 

577, 193 


41,040,192 


41,040,192 


Total  before 
allowing  for 
depreciation. 


J151,480,449 
UL',09.i,931 
34,112,303 
74,541,029 
5,548,666 

13,243,678 

2,128,364 

16,087,666 

101,683,644 


460,899,620 
69,978,696 
60,468,518 
3,063,594 


594,410,327 


1  Includes  city  of  Gary  and  railroad  property.    This  is  the  boolc  cost. 

2  Original  cost  to  Steel  Corporation  of  fixed  property  plus  subsequent  additions. 

3  Sundry  adjustments  not  distributed  by  classes  of  property. 

Section  5.  Depreciation  allowances  of  the  Steel  Corporation. 

As  already  made  clear,  the  additions  to  the  fixed  property  of  the 
Steel  Corporation  above  given  are  gross;  that  is,  they  do  not  allow 
for  depreciation  (including  exhaustion  and  obsolescence).  In  order 
to  arrive  at  the  net  investment  at  any  given  time,  therefore,  it  is 
necessary  to  consider  this  question  of  depreciation.  This  is  a  matter 
of  considerable  importance  and  one  which  is  not  readily  intelligible 
from  the  annual  reports. 
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The  Steel  Corporation  has  written  off  very  large  amounts  from 
the  book  value  of  its  fixed  propert}'.  Thus,  whereas  the  total  capital 
expenditures  on  its  fixed  property  down  to  the  close  of  1910  (ex- 
clusive of  the  original  cost  of  the  Union,  Clairton,  and  Tennessee 
Coal,  Iron  and  Railroad  purchases)  was  $371,285,674,  the-  company 
wrote  off  from  such  property  no  less  than  $329,892,199,  or  nearly  90 
per  cent  of  the  additions. 

These  large  amounts  thus  written  off,  however,  do  not  represent 
exclusively  true  depreciation  of  the  physical  properties  of  the  Steel 
Cor]3oration.  Instead,  a  large  part  of  these  amounts  really  represent 
arbitrary  deductions  intended  to  offset  the  inflated  valuations  at 
which  the  property  is  carried  on  the  Steel  Corporation's  books. 
(See  p.  295.) 

In  fact,  the  Corporation  itself  has  stated  that  the  amounts  written 
off  its  property  account  on  the  balance  sheet  afford  no  real  indication 
of  the  actual  depreciation  of  its  physical  properties.  The  Bureau, 
therefore,  made  a  careful  study  of  this  question  of  depreciation  with 
officials  of  the  CorjDoration. 

Ge>.'eral  principle  (IN  WHICH  DEPRECIATION  IS  COMPUTED. — Before 
discussing  the  problem  in  detail  it  is  desirable  to  make  clear  the 
general  principle  which  governs  the  depreciation  charges  of  the 
Steel  Corporation  and  its  subsidiai-y  concerns. 

In  the  first  place,  the  depreciation  and  exhaustion  charges  proper 
are  based  upon  the  original  investment  in  the  physical  properties  by 
the  constituent  concerns,  and  not  upon  their  replacement  cost.  This 
is  a  fundamentally  correct  method.  In  the  second  place,  a  distinc- 
tion is  made  between  true  depreciation  as  computed  by  the  subsidiary 
companies  on  their  book  investment  in  the  various  physical  proper- 
ties and  the  so-called  depreciation  written  off'  by  the  Corporation 
itself  from  its  own  books  because  of  the  higher  values  assigned  some 
of  these  properties  on  such  books  to  offset  its  own  inflated  capitali- 
zation. For  example,  suppose  a  subsidiary  company  was  capitalized 
at  $25,000,000  but  that  the  Steel  Corporation  had  issued  its  stock 
for  this  subsidiary  company  to  the  amount  of  $50,000,000.  Under 
these  circumstances  the  property  account  of  the  subsidiary  company 
Avould  have  to  be  increased  on  the  books  of  the  Steel  Corporation 
in  order  to  balance  the  larger  amount  of  securities  issued  by  the  latter. 
The  subsidiary  company  would  arrive  at  its  depreciation  provisions 
on  the  basis  of  its  investment  figure  at  $25,000,000.  However,  these 
provisions  would  be  an  entirely  inadequate  allowance  for  the  Steel 
Corporation  in  respect  to  this  particular  property  because  of  the 
higher  valuation  at  which  it  carried  the  same  property.  Therefore, 
the  Steel  Corporation  must  and  does  write  off  from  its  books  further , 
sums  in  addition  to  those  provided  by  the  subsidiaries;  otherwise 
it  would  not  be  conser\ing  its  oAvn  capital  (or  what  it  considers  to 
be  its  own  capital). 
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These  further  sums,  however,  assuming  that  the  provisions  of  the 
subsidiary  companies  were  properly  arrived  at,  do  not  represent  true 
depreciation  or  exhaustion  of  physical  property,  but,  instead,  are 
simply  bookkeeping  provisions  necessary  to  maintain  the  nominal 
investment  of  the  Steel  Corporation  intact.  In  other  words,  they 
amount  to  writing  down  water  in  the  Steel  Corporation's  capitali- 
zation. While  this  procedure  is  eminently  proper,  and  in  fact  de- 
sirable from  the  Steel  Corporation's  standpoint,  accepting  its  organi- 
zation on  the  basis  actually  followed,  these  further  sums  should  be 
disregarded  in  the  Bureau's  calculation,  which  is  expressly  aimed  to 
establish  an  investment  which  would  exclude  the  water  as  well  as 
intangible  considerations.  A  part  of  these  further  provisions  is  in 
the  form  of  sinking  funds  of  the  Steel  Corporation's  own  bonds,  but 
a  considerable  part  is  written  off  the  property  account  from  surplus. 

So  far  as  the  amounts  written  off  for  bond  sinking  funds  are  con- 
cerned, it  is  apparent  that  these  ha\e  no  necessary  correspondence 
to  depreciation  requirements,  since  they  are  usually  governed  by  the 
terms  of  the  indentures  and  can  be  considered  as  representing  depre- 
ciation only  on  the  ground  that  the  amounts  otherwise  provided  are 
not  sufficient.  The  Steel  Corporation's  sinking-fund  provisions  are 
admittedly  not  necessary  to  provide  for  depreciation  in  the  value  of 
tlie  physical  property.  The  sinking-fund  provisions  of  some  of  the 
subsidiary  companies,  however,  may  for  convenience  be  treated  as 
the  ecjuivalent  of  depreciation,  although  not  necessarily  such  in 
principle. 

The  book  value  of  the  various  properties  in  the  Steel  Corporation's 
accounts  is  not  itemized  in  such  a  way  as  to  show  the  valuations  as- 
signed particular  properties  or  classes  of  property;  therefore,  the 
])roiDerty  account  of  the  Steel  Corporation  can  not  be  compared  in 
detail  with  the  property  accounts  of  the  several  constituent  concerns. 
However,  practically  the  entire  excessive  or  increased  valuation  of 
the  property  as  entered  on  the  Steel  Corporation's  books  to  balance 
its  capitalization  may  be  regarded  as  applicable  to  natural  resources, 
particularly  ore  and  coal.  This  is.  indeed,  admitted  by  the  Steel 
Corporation  itself.  Moreover,  this  is  indicated  by  the  valuations  of 
the  various  properties  as  shown  in  the  Hodge  suit,  and  also  in  the 
Corporation's  li)07  appraisal,  discussed  subsequently.  That  is  to  say, 
tlie  properties  other  than  natural  resources  are  carried  on  the  Steel 
Corporation's  books  at  approximately  correct  valuations  and,  there- 
fore, the  depreciation  provisions  of  the  subsidiary  companies  for 
these  classes  of  property  do  not  have  to  be  increased  by  the  Steel 
Corporation  itself,  but,  in  the  case  of  the  natural  resources,  the  Steel 
Corporation  must,  because  of  the  inflated  valuations  at  which  it  car- 
ries these  properties,  write  off  further  so-called  depreciation  allow- 
ances in  addition  to  those  made  by  the  subsidiary  concerns.    Fol- 
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lowing  is  a  statement  by  an  official  of  the  Steel  Corporation  on  this 
point: 

The  several  subsidiary  companies  have,  except  as  to  iron  ore 
and  fuel,  been  charging  out  depreciation  in  their  own  accounts 
on  basis  of  the  values  placed  upon  all  of  the  various  classes  of 
property  as  listed  in  the  Corporation's  appraisal  of  January  1, 
1908.  These  valuations  are  in  all  cases  the  original  construction 
cost  (estimated  if  actual  not  known)  of  the  improvements  or 
other  property  subject  to  depreciation.  In  respect  of  iron  ore 
and  fuel,  the  subsidiaries  have  charged  depreciation  on  basis 
only  of  their  own  respective  investments  in  those  properties. 

On  the  foregoing  basis,  therefore,  the  subsidiary  companies 
have  been  charging  sufficient  depreciation  to  cover  the  exhaustion 
transpiring  in  the  capital  investment  as  represented  in  the  Steel 
Corporation's  appraisal  of  1908,  except  as  to  the  two  classes  of 
property  named,  viz,  iron  ore  and  fuel.  Now,  this  difference, 
i.  e.,  the  difference  between  the  depreciation  charged  out  by  the 
subsidiaries,  and  the  pro  rata  depreciation  which  should  be 
charged  out  on  basis  of  the  investment  as  represented  by  the  par 
of  Steel  Corporation  stock  and  bonds,  is  covered  by  the  charge 
for  bond  sinking  fund  on  United  States  Steel  Corporation 
bonds  made  by  the  latter  company  in  its  own  accounts.  As  the 
depreciation  charges  made  by  the  subsidiaries  are  based  upon 
investment  valuations  for  all  properties  as  represented  in  Steel 
Corporation's  appraisal,  except  as  to  ore  and  fuel,  it  follows 
that  the  depreciation  allowances  made  by  United  States  Steel 
Corporation  proper  in  its  own  accounts  through  bond  sinking 
fund  charges,  must  cover  the  depreciation  taking  place,  through 
exhaustion,  in  the  appreciated  values  for  ore  and  fuel  as  repre- 
sented by  the  difference  between  the  investment  in  those  classes 
of  property  per  the  books  of  the  subsidiary  companies  and  the 
value  thereof  as  represented  in  United  States  Steel  Corporation 
securities. 

Since,  however,  as  just  stated,  the  Bureau  is  considering  the  actual 
investment  and  not  the  inflated  investment  shown  on  the  books  of  the 
Steel  Corporation,  no  further  attention  need  be  paid  to  these  so- 
called  additional  depreciation  provisions  made  by -the  Steel  Corpora- 
tion itself,  which,  as  just  stated,  are  practically  equivalent  to  writing 
down  the  water  in  its  capitalization.  The  provisions  made  by  the 
subsidiary  companies  themselves  may  now  be  taken  up.  In  doing 
this  it  will  be  convenient  to  discuss  briefly  the  provisions  for  the 
maintenance  and  improvement  of  the  Corporation's  properties  as  a 
whole.  These  provisions  fall  under  four  general  classes — -(1)  ordi- 
nary maintenance  and  repairs;  (2)  extraordinary  replacements;  (3) 
depreciation  and  exhaustion  allowances;  (4)  new  construction  and 
capital  expenditures. 

Oedinaey  maintenance  and  repairs. — The  expenditures  for  ordi- 
nary maintenance  and  repairs  were  defined  by  the  Corporation  as 
follows: 

Charges  to  "repairs"  comprehend  expenditures  incurred  in 
keeping  in  repair  all  operating  machinery  and  equipment;  also 
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cost  of  replacing  broken  and  worn-out  parts.  In  the  case  of  a 
billet  mill,  it  would  include  repairs  to  heating  furnaces,  soaking 
pits,  charging  and  drawing  cranes  and  machinery;  engines,  roll 
trains  and  roll  tables,  ingot  buggies,  shears,  shear  tables,  mill 
cranes,  and  hydraulic  machinery;  motors  and  electrical  ma- 
chinery; scales,  scrap  conveyers,  etc.;  in  short,  all  cost  of  re- 
pairing and  maintaining  the  so-called  "  active  "  portion  of  the 
manufacturing  equipment. 

Charges  to  "  maintenance,"  on  the  other  hand,  are  restricted 
to  the  parts  of  a  mill  which  are  less  directly  involved  in  the 
product  of  a  mill,  or  at  least  are  not  influenced  to  the  same 
extent  by  the  output.  Maintenance  charges  might  be  high  in  a 
month  when  but  little  product  is  made.  The  account  includes 
cost  of  repairing  and  maintaining  mill  buildings  and  roofs, 
trestles,  tracks,  track  scales,  fences,  sidewalks,  cleaning  and 
keeping  yards  and  roadways ;  repairs  and  maintenance  of  sewers 
and  gas  mains,  subways  and  viaducts.  It  also  includes  all  cost 
of  appliances  for  fire  protection  and  the  cost  of  operating  these. 
There  is  also  this  difference  between  the  "  repair  "  and  "  main- 
tenance "  account,  namely,  that  the  latter  includes  charges  in 
the  nature  of  maintaining  yards,  fences,  roadways,  buildings, 
etc.,  which  are  general  to  the  entire  plant,  while  "  repairs  "  are 
always  specii5c;  in  fact,  for  short,  we  frequently  distinguish  the 
one  as  "  product  repairs  "  and  the  other  as  "  general  repairs." 

From  this  statement  it  would  appear  that  the  ordinary  maintenance 
and  repair  expenditures  alone  go  far  toward  maintaining  the  prop- 
erty in  a  state  of  efficiency.  ■  This  is,  moreover,  indicated  by  the  size 
of  these  expenditures,  which  for  the  ten-year  period  aggregate, 
roughly,  $259,000,000  (1901  figures  being  estimated,  at  $14,000,000, 
because  exact  data  have  never  been  compiled),  as  follows: 

Table  :;u.— -ANNUAL  EXPENDITURES  0I-'  UNITED  STATES  STEEL  CORPORATION 
FOR  ORDINARY  MAINTENANCE  AND  REPAIRS,  BY  CLASSES  OF  PROPERTY, 
1901-1910. 


Year. 

Manufactur- 
ing prop- 
erties. 

Iron-ore 
properties. 

Coal  and 
CO  Ire  prop- 
erties. 

Railroads. 

Steamships 
and  docks. 

Miscella- 
neous fixed 
properties. 

Total  all 
properties. 

1901 

'114,000,000.00 
21,230,218.13 

1902 

S16,099,217.94 

J355,220.12 
299,204.79 
209,475.11 
274,443.75 
292,086.71 
438, 110. 56 
572,405.87 
716,816.92 
896,723.29 

S881.S04.77 
967,706.49 
983,389.61 
1,472,450.57 
1,453,759.13 
1,527,645.74 
1,740,563.61 
2,238,858.40 
2,408,665.74 

$3,544,654.27 
3,989,669.49 
3, 679. 735. 90 
4,898,956.24 
6,137,244.71 
7,863,446.76 
6,049,276.69 
7,591,806.24 
9,337,663.23 

•?313,801.37 
389,368.61 
291,103.24 
632,412.13 
640,063.34 
740,468.53 
628,927.20 
633,221.36 
690,526.07 

S36,519.66 
163,190.00 
134,056.75 
136,423.20 
145, 543.  .36 
196,340.39 
168,861.13 
216,490.87 
291,967.89 

1903 

16,046,275.00 
12.857,738.82 
16,661,943.49 
20,648,213.19 
23,256,791.26 
15.991,141.20 
21,504,281.07 
25,147,444.00 

21,845,413.38 

1904 

1905 

18,155,498.-13 
23, 976, 629. 38 

1906..    .. 

29,316,910.44 

1907 

34,021,693.24 

1908 

25,151,164.70 

1909 

32,801,474.86 
38  772,880.22 

1910 

1901-1910.... 
1901-1907.... 

168,213,045.97 
105,670,179.70 

4,054,487.1213,674,743.06 
1,868,541.04  7,286,665.31 

53,092,352.53 
30,113,707.37 

4,759,881.86 
2,907,207.22 

1,477,372.25 
800,072.36 

269,271,882.78 
162,546,363.00 

'  Figures  for  1901  liave  never  been  compiled,  but  have  been  estimated  at  $14,000,000  for 
all  classes  of  property. 
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The  expenditures  for  ordinary  maintenance  and  repairs  on  the 
Tennessee  Coal,  Iron  and  Railroad  properties  during  the  three  years 
1908-1910,  which  are  included  in  the  above,  were  as  follows : 

Manufacturing $3,  560,  984 

Iron  ore 825,367 

Coal  and  coke 1,  656,  935 

Railroad 745,881 

Miscellaneous 74,  688 

Total 6,  863,  805 

Extraordinary  replacements. — The  nature  of  the  extraordinary 
replacement  and  renewal  funds  is  indicated  by  the  following  state- 
ment taken  from  the  Corporation's  annual  report  for  1904,  regarding 
the  funds  maintained  for  such  expenditures : 

These  funds  are  used  to  improve,  modernize,  and  strengthen 
the  properties.  They  are  not  used  for  ordinary  maintenance, 
repairs,  and  renewals  (such  expenses  are  included  in  current 
operating  costs),  but  for  the  rehabilitation  of  departments  and 
plants  through  entire  rebuilding  or  rearrangement,  the  instal- 
lation of  labor-saving  devices,  and  the  substitution  of  improved 
and  modem  machinery,  equipment,  facilities,  etc.,  for  obsolete 
types,  etc.  They  are  designed  to  provide  for  the  current  depre- 
ciation and  obsolescence  which  is  constantly  taking  place  in  the 
physical  condition  of  a  property,  but  can  not  be  definitely  cared 
for  by  replacement  or  substitution  from  year  to  year. 

The  expenditures  for  extraordinary  replacements  are  essentially 
depreciation  charges.  They  are  not,  however,  exclusively  so,  be- 
cause in  some  instances  a  portion  of  the  amount  so  expended  repre- 
sented net  capital  additions  to  the  property.  The  expenditures  for 
blast-furnace  relining,  which  are  charged  directly  into  the  cost  of 
operation  through  a  stated  allowance  per  ton  for  every  ton  of  pig 
iron  produced,  may  also  be  considered  in  the  nature  of  depreciation. 

Depreciation  and  extinguishment  fund. — A  further  part  of  the 
provisions  for  depreciation  and  exhaustion  (more  especially  the 
latter)  is  made  through  what  is  known  as  the  "-depreciation  and 
extinguishment  fund."  Certain  amounts  are  set  aside  from  the  earn- 
ings to  this  fund  each  year.  Such  provisions  are  intended  chiefly  to 
represent  the  exhaustion  of  natural  resources,  like  ore,  coal,  and  nat- 
ural gas.  A  very  small  part  may  represent  depreciation  of  other 
property.  The  expenditures  from  this  fund  are  not,  however,  neces- 
sarily applied  to  the  replacement  of  such  properties,  but  may  be 
used  for  any  purpose  to  which  the  Corporation  sees  fit  to  apply  them. 

Other  depreciation  provisions. — In  addition  to  these  provisions 

for  extraordinary  replacements,  the  Steel  Corporation  provides  for 

a  certain  amount  of  depreciation  through  the  bond  sinking  funds  of 

subsidiary  companies.     While,  as  already  stated,  the  retirement  of 
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bonded  debt  through  sinking  funds  does  not  necessarily  have  any 
relation  to  the  depreciation  of  property,  for  convenience  it  may  be 
assumed  that,  in  the  absence  of  sufficient  depreciation  charges  through 
other  means,  amounts  so  set  aside  for  the  redemption  of  bonds  are 
equivalent  to  allowances  for  depreciation.  This  is  the  vievr  taken  by 
the  Steel  Corporation  with  respect  to  the  sinking-fund  operations  of 
several  of  its  subsidiary  companies,  and  it  has  been  accepted  by  the 
Bureau,  in  the  main,  so  far  as  these  companies  are  concerned,  for  the 
practical  reason  of  convenience.  It  should  be  emphasized,  however, 
that  the  Bureau  is  not  indorsing  the  principle  that  the  redemption  of 
bonds  through  sinking  funds  aifords  any  real  measure  of  the  true 
depreciation  of  the  property. 

The  expenditures  for  ordinary  maintenance  and  repairs  are  charged 
directly  into  the  cost  of  production.  This,  as  just  stated,  is  also  true 
of  the  provisions  for  blast-furnace  relining.  The  provisions  for 
extraordinary  replacements  and  renewals  likewise  are  charged  by  the 
Corporation  to  earnings  and  are  not  capitalized. - 

The  capital  expenditures  by  the  Corporation,  which  are  designated 
as  "  construction  expenditures,"  are  over  and  above  these  other  charges. 

Section  6.  Analysis  of  the  depreciation  allowances  of  the  Corporation. 

The  total  provisions  for  depreciation,  exhaustion,  and  obsolescence 
made  by  the  Steel  Corporation's  subsidiary  companies  during  the 
period  1901-1910 — this  not  including,  for  reasons  already  explained, 
the  arbitrary  amounts  written  off  by  the  Steel  Corporation  itself, 
nor  the  provisions  for  sinking  funds  for  the  Corporation's  own 
bonds — were  $241,295,477  ^ ;  this  includes  blast-furnace  relining  pro- 
visions of  $19,669,636.  The  great  bulk  of  the  total  represents 
amounts  set  aside  from  earnings  to  the  various  funds  above  discussed, 
particularly  the  extraordinary  replacement  fund,  the  depreciation 
and  extinguishment  fund,  and  the  bond  sinking  funds  of  subsidiary 
companies;  in  a  few  instances  there  were  special  provisions  in  addi- 
tion to  these. 

The  amounts  thus  provided  by  even  the  subsidiary  companies  them- 
selves, however,  exceeded  in  some  cases  the  necessary  allowance  for 
depreciation  and  exhaustion  of  the  physical  properties.  This  is  ad- 
mitted by  the  Steel  Corporation  itself.  In  the  aggregate,  it  was 
decided  after  discussion  with  the  Corporation  that  substantially 
$38,285,000  of  the  amounts  thus  provisionally  set  aside  was  unneces- 
sary.    In  order  to  arrive  at  a  corrected  or  true  total  of  the  estimated 

1  In  one  or  two  instances,  certain  amounts  expended  from  the  extraordinary  replacement 
funds  have  been  devoted  to  new  construction.  Such  Instances  have  been  duly  taken 
account  of  by  the  Bureau. 

-The  total  does  not  include  an  item  of  $385,181  representing  Interest  on  various  depre- 
ciation funds. 
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physical  depreciation,  exhaustion,  and  obsolescence  of  the  physical 
properties  it  is  necessary  therefore  to  deduct  this  excess  from  the 
total  of  $241,295,477  above  given.  This  is  done  in  the  following 
table,  which  gives  the  total  provisions  from  all  sources  for  deprecia- 
tion, exhaustion,  and  obsolescence  by  classes  of  property,  aiid  also  the 
blast-furnace  relining  provisions  and  expenditures.  In  the  second 
column  are  given  those  portions  of  the  amounts  thus  provisionally 
set  aside  which  have  been  designated  as  unnecessary  and  excessive. 
The  third  column  (which  represents  the  difference  between  the  pro- 
visional amounts  as  stated  in  the  first  column  and  the  excessive 
amounts  given  in  the  second  column)  shows,  therefore,  the  approxi- 
mate true  depreciation  and  obsolescence  of  the  various  classes  of 
property.  The  fourth  column  shows  the  amounts  actually  expended 
on  these  properties  during  this  interval  to  make  up  such  depreciation 
and  exhaustion,  and  the  fifth  column  shows  the  unrestored  balance, 
which,  therefore,  represents  what  may  be  termed  the  "  net  accrued," 
or  net  outstanding,  depreciation  at  the  close  of  the  ten-year  period. 

TABLE  37.— ItEVISION  OF  DEPRECIATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
1910. 

[These  figures  do  not  include  certain  provisions  by  the  Steel  Corporation  itself  for  so-called 
depreciation,  but  which  really  are  not  depreciation.     See  text.] 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ex- 
cluded as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitaUzed. 

Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 

A.  PEOPEBTIES  OTHER  THAN  THOSE 
OF  THE  TENNESSEE   COAL,   IRON 
AND  EAn,ROAD  COMPANY. 

Manufacturing  properties: 
1901  (9  months) . .   . . 

84,025,950 

15,215,425 

7,320,581 

5,871,265 

8, 725, 667 

16,066,067 

14,171,770 

8,426,136 

12,485,593 

12,697,193 

'tl, 600,000 
7,000,000 
'850,000 
'900,000 

$6,525,950 

8,215,426 

8,170,581 

6,771,265 

8, 726, 667 

10,066,067 

10,321,770 

7, 726, 136 

11,796,693 

12, 107, 193 

83,364,107 
6,730,370 
7,816,197 
5,289,082 
7,372,244 
11,916,165 
14,844,162 
8,169,048 
4,988,293 
4,819,676 

82,171,843 

2,485,055 

354,384 

1,482,173 

1,353,413 

'1,850,098 

U,5BS,S9^ 

'U^,91B 

6,807,300 

7,287,617 

1902 

1003 

1904 

1905 

1906 

1907 

6,000,000 

3,860,000 

700,000 

690,000 

690,000 

1908 

1909 

1910 

Total 

105,006,627 

15,680,000 

89, 426, 627 

74,299,244 

15,126,383 

'  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  operating  efBciency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

'  Amount  added  to  cover  estimated  deflciency  for  each  year  in  original  provisions. 

sNet  additions  not  capitalized  over  and  above  true  depreciation. 
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Table  37.— REVISION  OF  DEPRECIATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
1910 — Continued. 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ex- 
cluded as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 

A.  PEOPEBTIES  OTHEE  THAN  THOSE 
OF  THE  TENNESSEE    COAL,  IRON 
AND  EAILEOAD  COMPANY— COn. 

Manufacturing  properties— Con. 
Blast-furnace  relining— 
1901  (9  month,s) 

J800,000 
1,247,363 
3,439,471 
1,270,959 
2,016,744 
2,345,688 
2,267,212 
1,347,626 
2,314,331 
2,085,236 

'tl20,000 
^180,000 

2,000,000 
i  100,000 

$920,000 
1,427,383 
1,439,471 
1,470,959 
2,018,744 
2,346,686 
2,267,212 
1,347,626 
2,314,331 
2,085,235 

1743,000 
1,245,683 
2,672,058 
1,413,022 
801,902 
1,177,017 
1,480,310 
2,127,910 
1,028,108 
1,930,365 

$177,000 

1902 

181, 780 

1903 

'1,SSS,SS7 

1904 

57, 937 

1905 

1,214,842 

1,168,569 

786,902 

'780,386 

1906 

1907 

1908 

1909 

1,286,223 
164  880 

1910 

Total  relining 

19,134,426 

1.500,000 

17,834,426 

14,619,265 

3,016,161 

Total  manufacturing 

124, 140, 063 

17, 080, 000 

107,060,053 

88,918,509 

18,141,644 

Iron-ore  and  timber  properties: 
1901  (9  months) 

1,624,236 
3,117,296 
2, 669, 994 
1,938,914 
3,271,266 
3,410,383 
4,750,147 
2,790,113 
3, 729, 714 
3,691,444 

1,624,236 
2,617,296 
2,669,994 
1,938,914 
3,271,266 
3,410,383 
4,750,147 
2, 790, 113 
3,729,714 
3,691,444 

1,524,236 
2,517,296 
2,457,974 
1,786,086 
2,954,854 
3,098,345 
4,322,005 
2,410,293 
3,512,894 
3,364,498 

1902 

600,000 

1903 

212,020 
152,828 
316,402 
312,038 
428,142 
379,820 
216,820 
326,946 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

Total 

30,893,497 

600,000 

30,293,497 

2,345,018 

27,948,481 

Coa!  and  coke  properties: 

1901  (9  months) 

874,516 
1,866,692 
1,515,451 
2, 120, 942 
3,418,181 
3,138,998 
2,914,052 
1,712,785 
2,682,180 
2,678,289 

874,518 
1.686,592 
1,565,461 
2,020,942 
2,618,181 
2,838,998 
2,664,062 
1,712,785 
2, 682, 180 
2,678,289 

874,516 
1,568,661 
1,371,319 
1,344,857 
1,313,502 
1,667,576 
1,890,502 
1,119,156 
2,297,065 
2,239,177 

1902 

200,000 
'60,000 
100,000 
800,000 
300,000 
250,000 

96,041 
194,132 
676,085 
1,304,679 
1,171,422 
773,550 
693,629 
386,115 
339,112 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

Total 

22,820,986 

1,600,000 

21,220,986 

6,534,685 

15,686,321 

'  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  operating  efBciency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

'  Amount  added  to  cover  estimated  deflciency  for  each  year  in  original  provisions. 

•Net  additions  not  capitalized  over  and  above  true  depreciation. 
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Table  37.— REVISION  OF  DEPRECIATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
1910— Continued. 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ex- 
cluded as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 

A.  PBOPEKTIES  OTHER  THAN  THOSE 
OF    THE    TENNESSEE  COAL,  IRON 
AND  RAILROAD  COMPANY — Con. 

Railroads: 

1901  (9  montlis) 

»2, 031, 257 
2,206,246 
2,466,873 
2,402,210 
4,904,126 
4,665,610 
5, 654, 881 
3,894,288 
4,337,802 
5,421,371 

* 

$100,000 

347,272 

677,792 

463,835 

2,460,088 

1,791,388 

2,436,572 

1,088,543 

1,266,460 

716,348 

$1,931,257 
1,858,974 
1,789,081 
1,948,375 
2,444,038 
2,864,122 
3,218,309 
2,805,745 
3,071,342 
4,705,023 

$96,603 

360,696 

972,169 

76,119 

1,854,027 
707,321 

1,658,082 

81,951 

969,821 

886,789 

$1,834,654 

1902 

1,498,279 

1903 

816, 912 

1904 

1,872,256 

1905 

590,  Oil 

1906 

2,166,801 

1907.                                         .   . 

1,560,227 

1908 

2, 723, 794 

1909 

2,101,521 

1910.    ...                       

3, 818, 234 

Total                           

37,974,564 

=  11,338,298 

26,636,266 

7,663,577 

118,972,689 

Steamships: 

1901  (9  montlis) 

451, 161 

919,976 

574, 687 

749,901 

1,907,567 

1,069,720 

830,562 

743,401 

1,364,584 

1,085,789 

>  175,000 
175,000 

626,161 

744,976 

574,687 

749,901 

1,907,567 

1,069,720 

830,662 

743,401 

1,364,684 

1,085,789 

76,756 
192,318 
481,672 
197,982 
784,044 
1,631,510 
190,565 
299,038 
554,619 
706,619 

.549,405 

552,668 

93,015 

551,919 

1,123,523 

6  S61  790 

1902 

1903 

1904 

1906 

1906 

1907 

639,997 
444,363 

1908 

1909 

1910 

379,170 

Total 

« 9, 697, 348 

9,697,348 

6,115,123 

4,682,225 

1901  (9  months) 

74,248 
386,186 
338,882 
482,525 
974,440 
1,168,799 

*  70,000 

*  80,000 
<  90,000 
t  86,000 
220,000 
125,000 

144,248 
466,186 
428,882 
567,625 
764,440 
1,043,799 

144,248 
412,574 
416,144 
631,938 
626,676 
161,761 

1902 

63,612 

13,738 

35,587 

228,764 

892,048 

1903                    

1904 

1905 

1906 

I  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  operating  efficiency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

"  Of  this  total  of  $11,338,298  the  sum  of  $4,148,965  is  the  estimated  excess  allowance  for  amortization  of 
hivestment  account  Duluth,  Missabe  &  Northern,  Duluth  &  Iron  Range  Railroad,  and  St.  Clair  Terminal 
Railroad  Co.;  the  balance  represents  allowances  made  for  additions  and  betterments. 

3  This  balance  of  $18,972,689  includes  $6,712,612  of  allowances  for  amortization  account  investment  in 
Duluth,  Missabe  &  Northern  and  Duluth  &  Iron  Range  RaUroad;  the  corporation  contends  that  no  actual 
diminution  of  property  values  to  this  extent  has  thus  far  taken  place. 

'  Amomit  added  to  cover  estimated  deficiency  for  each  year  in  original  provisions. 

5  Net  additions  not  capitalized  over  and  above  true  depreciation. 

« This  total  includes  $1,844,414  of  credits  for  receipts  from  sale  of  boats  and  allowances  for  values  of  boats 
lost. 

'  Includes  miscellaneous  docks;  in  Table  38  such  docks  are  included  under  transportation. 
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Table  37.— REVISION  OF  DEPRECIATION  AND  OBSOLESCENCE  CH.\HGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
1910 — Continued. 


Total  amouni 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ex- 
cluded as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 

A.  PEOPEETIES  OTHER  THAN  THOSE 
or  THE  TENNESSEE  COAL,  IRON 
AND  RAILROAD  COMPANY — COn. 

Miscellaneous  fixed  properties — 
Continued. 
1907... 

$934,291 
180,892 
344, 821 
360,883 

• 

$80,000 

'100,000 

26,000 

'25,000 

$864,291 
280,892 
319,821 
385,883 

$555,877 

57, 620 

88,072 

193,396 

1298,414 
223,273 
231,749 
192,488 

1908 

1909 

1910 

Total 

5,245,967 

5,245,967 

2,118,713 

3,127,254 

Summary,   exclusive  of   Tennessee 
Coal,  Iron  and   Railroad   prop- 
erties. 

105,005,627 
19,134,426 

16,580,000 
1,500,000 

89,425,627 
17,634,426 

74,299,244 
14,619,265 

15,120,383 
3,015,161 

124,140,053 
30,893,497 
22,820,986 
37,974,564 
i>  9,697,348 
5,245,967 

7,667,059 

17,080,000 

600,000 

1,600,000 

'11,338,298 

107,060,053 

30,293,497 

21,220,986 

26,636,266 

9,697,348 

6,245,967 

88,918,609 
2,345,016 
5,634,665 
7,663,577 
5,115,123 
2,118,713 

18,141,544 
27,948,481 
15,686,321 
MS,  972, 689 
4,582,226 
3,127,264 

Iron  ore  and  timber  properties 

Railroads 

Steamships 

Miscellaneous  fixed  properties 

Special  aIlow9nce  in  1903  used  to 

7,667,059 

238,439,474 

38,285,367 

200,154,117 

111,696,603 

88,458,514 

B.  TENNESSEE  COAL,  IRON  AND 
RAILROAD  COMPANY. 

Manufacturing  properties: 

1907  (2  months,  November  and 

47,996 
232,688 
360,263 
490,126 

47,995 
232,688 
360,263 
490, 126 

32,174 
348,077 
411,382 
261,372 

16,821 

"115,389 

'61,119 

228,754 

1908 

1909 

1910 

■ 

Total 

1,131,072 

1,131,072 

1,053,005 

78,067 

1  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  operating  efficiency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

2  Amount  added  to  cover  estimated  deficiency  for  each  year  in  original  provisions. 

3  Of  this  total  of  $11,338,298  the  sum  of  $4,148,965  is  the  estimated  excess  allowance  for  amortization  of 
investment  account  Duluth,  Missabe  &  Northern,  Duluth  &  Iron  Range  Raihoad,  and  St.  Clair  Terminal 
Raihoad  Co.;  the  balance  represents  allowances  made  for  additions  and  betterments. 

<  This  balance  of  $18,972,689  includes  $6,712,612  of  allowances  for  amortization  account  Investment  in 
Duluth,  Missabe  &  Northern  and  Duluth  &  Iron  Range  Railroad ;  the  corporation  contends  that  no  actual 
diminution  of  property  values  to  this  extent  has  thus  far  taken  place. 

'This  total  includes  $1,844,414  of  credits  for  receipts  from  sale  of  boats  and  allowances  for  values  of  boats 
lost. 

6  Net  additions  not  capitalized  over  and  above  true  depreciation. 
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Table  37.— REVISION  OF  DEPRECIATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
1910 — Continued. 


Total  amouni 
provided 
from  all 
sources  lor 
depreciation 
and  obsoles- 
cence. 

Amounts  ex 
eluded  as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 

B.     TENNESSEE     COAL,    IRON     AND 
EAILKOAD  COMPANY— con. 

Manufacturing  properties— Con. 
Blast-furnace  relining — 
1907  (2  months,  November  and 
December) 

115,929 
111,690 
139,289 
168,302 

$15,929 
111,690 
139,289 
168,302 

$1,665 
49,881 
172,807 
115,664 

$14,264 
61,809 

1908 

1909 

1910.. 

52,638 

Total 

435,210 

435,210 

340,017 

95  193 

Total  manufacturing 

1,566,282 

1,566,282 

1,393,022 

173,260 

Iron  ore: 

1907  (2  months,  November  and 

13,039 
93,700 
109,493 
79,252 

13,039 

93,700 

109,493 

79,252 

4,583 

5,084 

10,443 

26,241 

1908 

88,616 

1909 

1910...  . 

53,011 

Total 

295,484 

295,484 

46,351 

249,133 

Coal  and  coke: 

1907  (2  months,  November  and 
December) 

44,030 
213,584 
236, 192 
216,571 

44,030 
213,584 
236,192 
216,571 

6,031 
20,541 
123,027 
160,403 

37,979 
193,043 
113,165 

56,168 

1908 

1909 

1910 

Total 

710,377 

710,377 

310,022 

400,355 

Railroad: 

25,143 
63,416 
79,673 
60,628 

25,143 
53,416 
79, 673 
60,628 

375 

701 

71,132 

11,240 

24,768 
52,715 
8,641 
49,  .388 

1908 

1909 

1910 

Total. 

218, 860 

218,860 

83,448 

135,412 

Miscellaneous  fixed  properties: 
1907  (2  months,  November  and 
December) 

2,512 
12,521 
16,508 
33,459 

2,512 
12,521 
16,508 
33,459 

2,512 
12,621 
16,508 
33,469 

1908 

1909 

1910 

Total 

65,000 

65,000 

65,000 

Total  Tennessee  Coal,  Iron 
and  Railroad  properties. . . 

2,856,003 

2,856,003 

1,832,843 

1,023,160 

Grand  total,  all  properties, 

"241,295,477 

538,285,357 

3  203,010,120 

113,528,446 

•89,481,674 

1  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  operating  efSciency .  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

2  Net  additions  not  capitalized  over  and  above  true  depreciation. 

3  Does  not  include  an  item  of  $385,181  (representing  interest  accumulations  on  sundry  depreciation  funds) 
which  could  not  be  distributed. 
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From  this  table,  therefore,  it  will  be  seen  that  the  estimated 
deterioration  or  exhaustion  of  the  physical  properties  of  the  Steel 
Corporation  during  the  entire  period  from  April  1, 1901,  to  December 
31,  1910,  including  an  allowance  for  obsolescence,  and  also  including 
blast-furnace  relining,  amounted  to  $203,000,000,  this  being  the 
amount  after  excluding  that  portion  of  the  provisional  allowances 
which  was  regarded  as  unnecessary.  Of  this  total  a  little  over 
$113,500,000  had  actually  been  made  good  by  expenditures  upon  these 
various  properties,  leaving  a  balance  of  about  $89,500,000,  which  may 
be  termed  the  net  accrued  or  net  outstanding  depreciation  on  Decem- 
ber 31,  1910.  This  latter  figure,  it  should  be  kept  in  mind,  includes 
an  allowance  for  obsolescence.  This  obsolescence  is  not  always  ap- 
parent in  the  jDhysical  condition  of  the  property  but  must  nevertheless 
be  allowed  for  in  order  to  avoid  unduly  large  depreciation  charges 
at  some  future  period. 

By  deducting  the  amounts  which  represent  the  net  accrued  or  net 
outstanding  depreciation  from  the  sum  of  the  original  investment 
plus  subsequent  capital  expenditures,  the  total  net  investment  in  the 
fixed  properties  of  the  Steel  Corporation  at  the  end  of  1910  may  be 
established.  It  will  be  understood,  of  course,  that  in  so  far  as  the 
estimated  depreciation  or  deterioration  of  the  property  is  made  good 
by  actual  expenditures  thereon,  to  this  extent  the  assumed  reduction 
in  the  value  of  the  j^roperty  has  been  restored ;  therefore,  to  arrive  at 
the  actual  condition  of  the  property  at  the  end  of  1910,  obviously 
there  should  not  be  deducted  from  the  gross  investment  the  full 
amount  of  the  estimated  depreciation,  but  simply  the  balance  not 
made  good,  or,  as  it  is  here  called,  the  net  outstanding  depreciation. 
(See  p.  299.) 

Before  doing  this,  however,  it  is  worth  while  to  analyze  the  figures 
of  adjusted  or  true  depreciation  given  in  the  preceding  table  by 
classes  of  property,  with  a  view  to  determining  whether  or  not  these 
amounts  are  reasonable  and  proper. 

Manufactuking  properties. — The  total  estimated  true  deprecia- 
tion of  the  manufacturing  properties,  including  blast-furnace  relining 
(but  excluding  the  Tennessee  Coal,  Iron  and  Railroad  Company),  is 
$107,060,053,  or  an  average  of  $10,980,518  per  year  for  the  entire 
period.  The  original  investment  in  these  manufacturing  prop- 
erties, as  shown  on  page  188,  has  been  placed  at  $250,000,000,  and 
the  subsequent  additions,  including  the  original  cost  of  the  Union 
and  Clairton  companies,  as  well  as  the  cost  of  the  Gary  property,  for 
the  entire  period  were  $221,459,144.^  The  average  investment  in  these 
manufacturing  properties  (exclusive  of  the  Tennessee  concern)  has 

1  There  is  Included  in  tliis  total  the  investment  of  the  Gary  plant  in  terminal  railroad 
property,  but  the  amount  of  this  is  not  large  enough  to  affect  the  calculations  here  made  t« 
a  significant  extent. 
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been  approximately  $359,000,000.  Of  this  amount,  however,  probably 
not  less  than  $50,000,000,  on  the  average,  represents  the  value  of  land 
on  which,  taken  as  a  whole,  there  has  been  no  depreciation,  but  in- 
stead a  rather  marked  appreciation.  Deducting  this  j&gure  gives  an 
average  of  $309,000,000  for  the  average  investment  in  manufacturing 
plants  (steel  works,  blast  furnaces,  etc.).  The  average  annual. true 
depreciation  of  $10,980,518,  above  given,  is  equivalent  to  3.6  per  cent 
on  this  estimated  average  investment  (excluding land).  This,  at  first 
sight,  may  seem  rather  low.  However,  during  this  period  the  expen- 
ditures for  ordinary  maintenance  and  repairs  upon  these  manufac- 
turing properties,  again  excluding  the  Tennessee  Coal,  Iron  and 
Railroad  properties,  aggregated  approximately  $176,500,000  (the 
expenditures  in  1901,  which  have  never  been  compiled,  being  esti- 
mated) .  Adding  this  figure  to  the  total  depreciation  of  $107,060,053, 
above  given,  gives  a  total  for  maintenance,  repairs,  depreciation,  and 
obsolescence  combined,  of  $283,560,053,  and  an  average  of  about 
$29,000,000  per  year,  which  is  equivalent  to  9.4  per  cent  on  the  aver- 
age indicated  investment  of  $309,000,000.  The  Bureau  is  of  the 
opinion  that  this  is  sufficient  to  fully  maintain  the  property  and  allow 
for  all  actual  depreciation  and  obsolescence. 

It  will  be  recalled  (see  Table  29,  p.  269)  that  the  total  pig-iron 
capacity  of  the  Steel  Corporation,  other  than  that  acquired  through 
the  Tennessee  Coal,  Iron  and  Eailroad  purchase,  was  increased  dur- 
ing the  period  from  April  1,  1901,  to  December  31,  1910,  by  about 
105  per  cent,  and  its  steel-ingot  capacity  was  increased  by  86  per  cent, 
while  its  capacity  for  finished  steel  products  was  increased  by  over 
83  per  cent.  Besides  this,  as  already  shown,  there  was  an  enormous 
increase  in  the  capacity  of  the  Corporation's  cement  works.  The  total 
gross  expenditures  upon  its  manufacturing  properties  during  this 
period  (including  the  original  cost  of  the  manufacturing  properties 
of  the  Union  and  Clairton  concerns,  as  given  in  Table  35,  p.  292) 
was  about  $221,450,000.  This,  it  will  be  seen,  is,  roughly,  88J  per  cent 
of  the  total  estimated  value  of  $250,000,000  for  its  manufacturing 
properties  in  1901  as  computed  by  the  Bureau.  In  other  words,  an 
addition  of  88^  per  cent  to  its  investment  in  these  manufacturing 
properties  resulted  in  an  increase  of,  roughly,  from  83  to  105  per  cent 
in  their  capacity,  this  not  including  the  great  increase  in  its  cement 
department.  These  figures  do  not  fairly  state  the  case,  since,  in 
addition  to  this  great  increase  in  capacity,  there  has  been  extensive 
modernization  of  plants,  which  greatly  increased  their  efficiency.^ 

1  It  should  be  pointed  out  that  the  figures  of  Increase  in  capacity  here  given  Include  the 
Shelby  Steel  Tube  Company,  while  the  increase  in  investment  does  not,  since  that  concern 
has  been  treated  as  one  of  the  original  constituent  companies.  The  capacity  of  that  con- 
cern was  so  small,  however,  that  this  method  of  treatment  does  not  appreciably  affect 
the  comparison  here  made. 
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These  figures  show,  therefore,  that  the  increase  in  capacity  has  been 
rather  more  rapid  than  the  increase  in  capital  investment.  In  view 
of  this  fact  and  of  the  other  evidence  presented,  it  appears  certain 
that  the  adjusted  or  so-called  true  depreciation  allowances  of  $107,- 
060,053  for  these  manufacturing  properties,  as  shown  in  Table  37,  are 
quite  sufficient. 

Iron-ore  PROPERTiES.^The  estimated  exhaustion  and  depreciation 
of  the  iron-ore  and  timber  properties,  after  adjustments  (again  ex- 
cluding the  Tennessee  property),  as  shown  in  Table  37,  was  $30,- 
293,497.  This  is  over  and  above  ordinary  maintenance  and  repair 
expenditures  on  the  same  properties  of  approximately  $3,200,000. 

A  part  of  this  item  of  $30,293,497  represents  depreciation  of  mining 
improvements  and  mining  equipment,  and  a  small  part  the  exhaus- 
tion of  timber  property.  The  great  bulk  of  it,  however,  nominally 
represents  the  exhaustion  of  the  ore  itself.  During  the  period  from 
1901-1910,  inclusive,  the  Steel  Corporation's  production  of  Northern 
(Lake)  ore  was  176,500,000  tons.  Had  all  of  this  item  of  $30,293,497 
represented  exhaustion,  therefore,  it  would  have  been  equivalent  to 
about  17  cents  per  ton.  Even  allowing  for  the  other  considerations 
just  noted,  this  allowance  appears  to  be  excessive  on  the  basis  of 
valuation  arrived  at  by  the  Bureau.  It  will  be  recalled  that  in 
Chapter  III  the  value  of  the  ore  property  of  the  Corporation 
in  1901  was  placed  at  $100,000,000.  This  included  the  improve- 
ments, the  book  investment  in  which  at  that  time  was  approximately 
$9,000,000.  Deducting  this  amount  leaves  a  total  of  $91,000,000  for 
the  ore  itself  (taking  fee  ore  and  leaseholds  collectively),  which,  on 
(he  accepted  basis  of  a  deposit  of  700,000,000  tons,  would  be  equiva- 
lent to  13  cents  per  ton.  This,  however,  takes  the  fee  ore  and  the 
leaseholds  collectively.  So  far  as  the  fee  ore  is  concerned,  it  has 
been  shown  that  a  fair  valuation  in  1901  would  be  somewhat  less 
than  15  cents  per  ton,  and  it  is  not  likely  that  the  subsequent  pur- 
chases of  fee  ore  by  the  Corporation  would  bring  the  average  of  all 
its  fee  holdings  above  that  figure.  So  far  as  the  leaseholds  are 
concerned,  any  such  average  would  be  greatly  excessive,  since,  as 
pointed  out  in  Chapter  III,  the  value  of  the  equity  in  these  lease- 
holds held  in  1901  can  not  be  considered  as  worth  more  than  6  cents 
per  ton.  The  average  investment  in  the  leaseholds  subsequently  se- 
cured was  somewhat  higher,  but  the  average  investment,  in  all  the 
leased  mines  Avhich  the  Corporation  operated,  during  this  period 
would  undoubtedly  be  much  less  than  10  cents  per  ton. 

It  is  important  to  point  out  that  the  great  bulk  of  the  production 
of  the  Steel  Corporation's  ore  thus  far  has  been  from  leased  mines 
and  not  from  fee  properties.  In  the  case  of  leaseholds  secured  with- 
out the  payment  of  a  bonus  the  Steel  Corporation  does  not  have  to 
provide  for  the  exhaustion  of  the  ore  itself  (which  is  a  matter  that 
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concerns  the  owner  of  the  mines,  the  lessor) ,  but  simply  has  to  pro- 
vide for  the  depreciation  of  its  mining  improvements  and  equipment. 
Where  a  bonus  was  paid,  the  Corporation  properly  should  provide 
for  its  extinguishment  as  well  as  for  the  improvements  subsequently 
made.  Granting  that  bonus  payments  in  later  years  were  somewhat 
higher  than  those  prevailing  in  1901,  the  average  investment  in  all 
leasehold  properties  of  the  Corporation  operated  during  the  entire 
period  covered  would  be  verj'  small. 

Therefore,  since  most  of  the  production  thus  far  has  been  from 
leased  mines,  it  is  certain  that  if  exact  data  were  readily  available 
the  allowance  made  by  the  Steel  Corporation  for  exhaustion  of  its 
ore  might  be  substantijilly  cut  down.  However,  the  amount  of  the 
reduction,  while  considerable  in  itself,  would  be  relatively  unim- 
portant as  compared  with  the  total  investment  in  the  ore  property, 
and,  moreover,  such  an  analysis  would  require  a  vast  amount  of 
detailed  information.  For  these  reasons  it  was  deemed  better  to  allow 
the  estimated  depreciation  and  exhaustion  of  the  ore  property  to 
stand  instead  of  revising  it. 

Coal  and  coke  properties. — The  estimated  true  depreciation  and 
exhaustion  of  (he  Corporation's  coal  and  coke  property,  exclusive  of 
Southern  coal  and  coke  property,  during  the  period  from  April 
1,  1901,  to  December  31,  1910,  as  will  be  seen  from  Table  37,  was 
$21,220,980.  This  was  over  and  above  expenditures  of  something  in 
excess  of  $12,000,000  on  the  same  properties  for  ordinary  maintenance 
and  repairs.  The  great  bulk  of  this  item  of  $21,220,986  represents 
the  exhaustion  of  coal  in  the  ground,  although  a  portion  of  it  repre- 
sents depreciation  of  coke  ovens  and  other  equipment.  The  amount 
which  may  be  regarded  as  the  exhaustion  proper,  is  equivalent  to 
about  10  cents  per  ton  for  coking  coal  in  the  ground ;  the  depreciation 
of  coke  ovens  and  other  equipment,  and  the  exhaustion  of  other  coal 
make  up  the  remainder.  Taking  good  Connellsville  coal  land  at  an 
average  cost  of  $1,200  per  acre,  and  assuming  an  average  yield  per 
acre  of  10,000  tons,  the  value  in  the  ground  would  be  about  12  cents 
per  ton.  This  average,  however,  is  undoubtedly  somewhat  in  excess 
of  the  true  cost  of  the  Corporation's  Connellsville  coal ;  therefore  an 
allowance  equivalent  to  10  cents  per  ton  for  exhaustion  of  such  coal 
seems  sufficient. 

Kailroad  properties. — The  estimated  depreciation  of  the  railroad 
property,  as  given  in  Table  37,  after  revision,  was  $26,636,266.  This 
includes  an  allowance  of  $6,712,612  for  obsolescence.  The  estimated 
depreciation  seems  too  high  in  view  of  the  very  liberal  expenditures 
for  ordinary  maintenance  and  repairs,  which,,  for  the  ten-year  period, 
were,  roughly,  $54,000,000  (estimating  the  1901  expenditures  at 
$2,000,000  and  excluding  the  Tennessee  property  in  both  instances). 
It  is  a  fair  question,  in  view  of  the  large  expenditures  for  maintenance 
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and  repairs,  whether  anything  should  be  allowed  for  depreciation  of 
this  property.  However,  since  there  is  a  reasonable  doubt  on  this 
point,  the  Bureau  has  allowed  the  adjusted  amount  in  its  calcula- 
tions. 

This  estimated  depreciation  of  $26,636,266  and,  likewise,  the  net 
outstanding  depreciation  of  $18,972,689  include  the  above-mentioned 
allowance  of  $6,712,612  for  obsolescence,  as  distinct  from  depreciation 
proper.  Ordinarily,  it  has  not  been  possible  to  show  what  has  been 
allowed  for  obsolescence  specifically,  but  the  records  of  certain  rail- 
roads were  kept  in  such  a  way  as  to  permit  this.  It  is  probable  that 
the  Corporation  is  justified  in  the  case  of  certain  of  its  railroads  in 
making  some  allowance  for  obsolescence.  With  respect  to  its  Lake 
ore  railroads  in  particular,  it  is  the  opinion  of  the  Corporation's  ex- 
perts that  when  the  ore  is  eventually  exhausted  there  will  be  very 
little  business  for  these  railroads  and  that  they  will  lose  the^ great 
bulk  of  their  value.  This  is  a  debatable  question,  and,  moreover,  the 
probable  life  of  the  ore  deposits  extends  so  far  into  the  future  as  to 
call  for  only  a  very  small  amount  of  obsolescence  per  annum  at  best. 
While,  however,  the  allowance  actually  made  seems  somewhat  exces- 
sive, nevertheless  the  Bureau  has  not  reduced  it. 

The  Steel  Corporation  takes  the  position  that  while  it  is  justified 
in  deducting  this  estimated  obsolescence  from  its  earnings,  no  de- 
duction should  be  made  from  the  investment  so  long  as  these  rail- 
roads are  in  active  operation.  In  other  words,  the  Corporation  con- 
tends that  the  provisions  for  obsolescence,  while  deducted  annually 
from  the  earnings,  should  not  be  deducted  from  the  investment  until 
a  distant  date  when  the  so-called  estimated,  or  expected,  obsolescence 
becomes  an  accomplished  fact. 

The  Bureau  has  not  accepted  this  view  of  the  Corporation,  although 
admitting  that  the  question  is  a  debatable  one,  but  instead  has  de- 
ducted this  amount  from  the  investment  as  well  as  from  the  earnings. 
(See  p.  340.) 

Steamship  propeettes. — The  estimated  true  depreciation  of  the 
steamship  properties,  it  will  be  seen,  was  $9,697,348,  or  at  the  rate  of 
almost  exactly  $1,000,000  a  year  for  the  nine  and  three-fourths  year 
period.  During  this  interval,  moreover,  several  millions  of  dollars 
were  expended  upon  these  properties  in  ordinary  maintenance  and 
repairs. 

It  will  be  recalled  that  the  value  of  the  steamship  property  of  the 
Corporation  at  its  organization  in  1901  was  placed  at  $20,000,000. 
On  this  basis,  without  allowing  for  subsequent  additions,  the  depreci- 
ation allowance  here  giv^n  would  amount  to  almost  exactly  6  per  cent 
per  annum.  This  does  not  appear  excessive.  On  the  other  hand,  in 
view  of  the  fact  that  the  ordinary  maintenance  and  repair  expendi- 
tures cover  a  good  many  items  which  might  possibly  come  under  the 
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head  of  depreciation,  it  has  been  accepted  as  sufficient.  Of  this  total 
estimated  true  depreciation  of  $9,697,348,  only  $5,115,123  had  been 
_  made  good,  leaving  a  net  outstanding  depreciation  of  $4,582,225. 

Miscellaneous  fixed  properties. — The  estimated  depreciation  of 
these  miscellaneous  properties  (chiefly  detached  dock  property, 
natural  gas,  and  limestone) ,  aggregating  $5,245,967,  appears  reason- 
able and  may  be  accepted  without  discussion. 

Tennessee  Coal,  Iron  and  Railroad  Company's  properties. — In 
the  case  of  these  properties,  the  total  provisions  for  depreciation  were 
allowed  to  stand  without  deduction. 

Summary. — It  would  appear,  therefore,  that  the  revised  allowances 
for  true  depreciation  of  the  various  properties,  while  liberal,  are  in 
the  main  reasonable,  and  they  have  been  used  by  the  Bureau.  As 
already  shown,  a  considerable  part  of  this  estimated  depreciation, 
exhaustion,  and  obsolescence  had  been  made  good  by  actual  expendi- 
tures on  the  property.  Therefore,  in  order  to  ascertain  the  true 
investment  in  the  properties  at  the  close  of  1910,  there  should  be 
deducted,  not  the  total  amount  of  the  true  depreciation  as  thus  esti- 
mated, but  only  that  portion  of  such  amount  which  had  not  actually 
been  made  good  up  to  that  date;  in  other  words,  the  so-called  un- 
restored  balance,  or  net  outstanding  depreciation.  The  total  of  this 
amount  for  all  properties,  as  already  stated  (including  blast-furnace 
relining) ,  was  $89,481,674. 

Section  7.  Net  additions  to  the  tangible  property  of  the  Steel  Corporation, 
1901-1910. 

Fixed  properties. — The  net  outstanding  depreciation  above  ar- 
rived at  covered  not  only  the  original  property  of  the  Steel  Cor- 
poration but  also  the  additions  thereto  up  to  the  close  of  1910.  For 
convenience,  however,  this  outstanding  depreciation  may  be  set 
against  the  capital  additions  to  the  fixed  properties  of  the  Corpora- 
tion, as  given  in  Table  35,  page  292,  in  order  to  arrive  at  what  may  be 
called  the  total  net  additions  to  such  property  during  this  period. 
This  is  done  in  Table  38,  on  page  310,  below,  which  gives  first  the 
total  gross  capital  additions,  as  stated  in  Table  35,  then  the  deduc- 
tions for  net  outstanding  depreciation  as  given  in  Table  37,  leaving 
a  total  which  represents  net  capital  additions  to  these  fixed  properties 
for  this  period. 

Net  additions  to  other  assets. — In  the  case  of  the  assets  other 
than  fixed  properties,  the  figures  of  increases  given  in  Table  32,  on 
page  280,  are  net.  It  may  be  noted  that  the  net  current  assets,  as 
there  stated,  include  in  the  inventories  certain  bookkeeping  profits 
which  have  been  nominally  made  by  some  subsidiary  concerns  on  the 
sale  of  such  materials  or  products  to  other  subsidiary  companies, 
but  which  have  not  been  actually  realized  because  such  products 
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have  not  been  sold  to  an  outside  interest.  The  Corporation  in  its 
annual  reports  since  1904  has  deducted  such  "  locked  up  "  or  "  de- 
ferred "  profits,  as  they  may  be  called,  from  its  operating  profits, 
before  arriving  at  what  it  terms  its  net  earnings.  This  matter  is  more 
fully  discussed  in  the  chapter  on  profits.  (See  p.  333.)  Had  the 
Bureau  adopted  the  Corporation's  present  practice  of  deducting  the 
deferred  intercompany  profits  in  inventories  from  the  earnings,  a 
corresponding  deduction  from  the  investment  would  also  ha\e  been 
necessary.  While  the  Corporation's  practice  in  this  respect  is  con- 
sei-vative,  for  the  purposes  of  this  discussion  the  Bureau  determined 
not  to  deduct  deferred  intercompany  profits  from  the  earnings,  nor 
to  make  the  corresponding  deduction  from  investment.  The  table 
showing  the  net  additions  to  the  investment  from  1901  to  1910 
follows : 


Table  38— NET  ADDITIONS  TO  INVESTMENT  OF  STEEL  CORPORATION,  APRIL  1,  1901, 

TO  DECEMBER  31,1910. 


Description. 

Total 
additions,  as 
per  Table  36. 

Estimated 
true  depreci- 
ation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
depreciation 

to  bo  de- 
ducted from 
investment. 

Net  addi- 
tions to 
investmont. 

Fixed  property  (exclusive  of  Oary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 

J151,480,449 
62,093,931 
34,112,303 
71,641,029 
5,548,666 

13,243,678 

2,128,364 

16,067,666 

101,683,644 

$107,060,053 

30,293,497 

21,220,986 

37,336,966 

4,242,626 

$88,918,509 
2,345,016 
5,534,665 
13,462,331 
1,435,082 

$18,141,644 

27,948,481 

15,686,321 

23,874,824 

2,807,544 

$133,338,906 
34, 145, 460 

Iron  ore     

18,426,982 

Transportation . . 

60,666,405 

Miscellaneous  fixed  property... 
Other  assets: 

Deterred  cliarges 

2,741,012 
13,243,678 

Investments 

2, 128,  .364 

16,067,666 

Net  current  assets 

101,683,644 

Total 

460,899,520 
69, 978, 695 
60,468,518 
3,063,594 

200,164,117 

111,695,603 

88,468,514 

372,441,006 
69,978,696 

Gary  plants 

TennesseeCoal,  Iron  and  R.  R.<'o,». 
Sundry  adjustments... 

2,856,003 

1,832,843 

1,023,160 

69,446,368 
3,06.1,694 

Grand  total... 

594, 410,  .327 

3  203,010,120 

113,628,446 

'89,481,674 

604,928,663 

1  includes  cily  of  Gary  and  railroad  propi'rty.  The  figure  is  the  ('onslructlon  co.st.  Depredation  ol 
this  plan!  i,s  included  in  the  figures  given  above.  The  total  amount  of  accrued  depreciation— not  includ- 
ing certain  amounts  for  terminal  railroad  property  which  could  not  be  segregated— was  $1,239,393. 

'  Original  cost  of  fixed  property  plus  subsequent  additions. 

3  Excluding  an  item  of  $385,1.h1  which  could  not  be  distributed. 

Section  8.  Total  investment  in  tangible  property  of  Steel  Corporation, 
December  31,  1910. 

In  the  following  table  the  total  net  additions  to  the  property  of  the 
Steel  ('orporation  from  1901  to  1910,  as  given  in  Table  38,  are  added 
to  the  investment  of  the  Corporation  on  April  1, 1901  (see  Table  23), 
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thus  giving  what  may  be  regarded  as  the  total  investment  in  the 
properties  of  the  Corporation  at  the  close  of  1910;  as  previously 
noted,  the  cost  of  the  Gary  plant  and  of  the  Tennessee  Coal,  Iron  and 
Railroad  Company  are  stated  separately  instead  of  being  distributed. 
In  this  table  the  other  assets  are  given  by  classes  and  in  exact  figures, 
instead  of  in  a  single  round  sum,  as  in  Table  23. 

TABLE  39.— I>fVESTMENT  IN  TANGIBLE  PROPERTY  OP  STEEL  CORPORATION  ON  DE- 
CEMBER 31, 1910,  AS  COMPUTED  BY  BUREAU. 


Description. 


Investment 
1901. 


Net  additions 
1901-1910.1 


Total    invest- 
ment Dee.  31, 
1910. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

other  assets: 

Deferred  charges 

Investments 

Sinking  funds 

Net  current  assets 


$250,000,000 
100,000,000 
80,000,000 
91,500,000 
24,000,000 

2,088,027 

241,030 

239 

134,224,089 


$133,338,905 
34,145,450 
18,425,982 
50,666,405 
2,741,012 

13,243,678 

2,128,364 

16,067,666 

101,683,544 


$383,338,905 
134,145,450 

98,425,982 
142,166,405 

26,741,012 

15,331,705 

2,369,394 

16,067,905 

235,907,633 


Total 

Gary  plant  ^ 

I'ennessee  Coal,  Iron  and  Railroad  Company. 
Sundry  adjustments  < 


682,063,385 


372,441,006 

69,978,695 

3  69,445,358 

3,063,594 


1,054,494,391 

69,978,696 

59,445,358 

3,063,594 


Grand  total. 


682,053,385 


504, 928, 653 


1,186,982,038 


1  As  per  Table  38. 

'  Includes  city  of  Gary  and  railroad  property.    See  note  1  to  Table  38. 

'  Original  cost  of  fixed  property  and  additions  thereto  since  its  acquisition. 

*  Sundry  adjustments  made  in  the  balance  sheet  without  distribution  by  classes  of  property. 

It  should  be  repeated  that  the  Bureau's  figures  of  investment  do 
not  necessarily  represent  the  value  of  such  investment  in  1910.  So 
far  as  the  properties  other  than  natural  resources — ore,  coal,  natural 
gas,  and  land — are  concerned,  it  is  reasonably  safe  to  place  the  value 
at  about  the  known  cost,  after  allowing  for  depreciation  in  the  man- 
ner above  explained.  With  respect  to  the  natural  resources  of  the 
Corporation,  however,  the  case  is  different.  In  some  instances 
the  value  may  have  decreased  or  disappeared  altogether.  In 
general,  however,  the  value  of  these  classes  of  property,  particu- 
larly of  ore  property  and  land,  has  increased.  Undoubtedly,  this 
increase  in  the  value  of  the  ore  (and,  to  a  less  extent,  of  the  coking- 
coal  property)  has  been  due  in  considerable  measure  to  the  great 
concentration  of  ownership  of  such  property  during  the  past  ten 
years  and,  to  no  small  extent,  to  the  very  substantial  concentration 
of  such  ownership  in  the  hands  of  the  Steel  Corporation  alone.  This 
matter  is  discussed  elsewhere.     (See  p.  325.)     At  the  moment  it  is 
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desired  simply  to  empnasize  that  the  mere  addition  of  the  cost  of 
such  natural  resources,  secured  since  April,  1901,  to  their  estimated 
value  on  that  date  may  not  give  a  fair  indication  of  their  value  at 
the  present  time.  The  following  table  gives  the  net  investment  in 
the  property  of  the  Steel  Corporation  at  the  close  of  each  year  from 
1901  to  1910,  arrived  at  by  adding  to  the  original  investment  in  1901 
the  gross  additions  as  given  iii  Tables  32  and  33  and  deducting  from 
the  combined  results  the  net  accrued  or  outstanding  depreciation  as 
given  in  the  last  column  of  Table  37.  The  current  assets  as  given, 
are  net.     (See  note  7  to  Table  32.) 

Table  40.— TOTAL  INVESTMENT  OF  STEEL  COEPOBATION  IN  TANGIBLE  PROPERTY, 
AS  REVISED  BY  BUREAU,  BY  CLASSES,  AFTER  DEDUCTIONS  FOR  NET  ACCRUED 
DEPRECIATION,  AT  CLOSE  OF  EACH  YEAR,  1901-1910. 


Description. 


Fixed  property  (exclusive  of  Gary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 

Manulacturing 

Iron  ore  and  timber 

Coal  and  coiie 

Transportation 

Miscellaneous  fixed  property... 
other  assets: 

Deferred  charges 

Investments 

Sinlcing  funds 

Net  current  assets  i 

Sundry  adjustments 

Grand  total 


1901. 


$256, 988, 756 
101,836,880 
80,300,648 
91,421,116 
24,585,186 

1,737,456 
3,871,954 

245,319 
138,110,545 

128,10$ 


698,869,756 


1902. 


$278,630,273 
109, 934, 668 
86,879,373 
93,281,569 
24,480,613 

1,633.391 

1.874.872 

1,388,862 

165,007,905 

463,393 


763,574,919 


$300,317,051 
109,544,653 
89,555,933 
97,330,868 
24,899,687 

2,177,046 

2.412,149 

3, 607, 448 

176,070,249 

700, 895 


806,615,979 


1904. 


$317,883,734 
110,991,640 
91,067,136 
98,607,182 
24, 926, 627 

2, 440, 739 

1,920,176 

6,958,449 

162, 770, 486 

671,974 


818,238,143 


1905. 


$323,879,618 
111,286,611 
93,932,620 
105,024,040 
26,404,163 

3,197,723 

1,180,343 

16,736,583 

191,881,062 

1,318,187 


874,840,920 


Description. 


Fixed  property  (exclusive  of  Gary 
and  Tennessee  Coal,  Iron  and 
Raihoad  Company): 

Manufacturing 

Iron  ore  and  timlMr 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property.. 
Other  assets: 

Deferred  charges 

Investments 

Sinking  funds 

Net  current  assets  ■ 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad 

Company 

Sundry  adjustments 


Grand  total - 


S.337,456,214 
113,771,916 
93,354,423 
114.052,751 
26.409,597 

4,272,622 

1,617,351 

27. 443, 945 

222,895,896 

4,720,159 


1,403,010 


947,397,884 


$364,441,140 
119,879,749 

95,557,205 
127,013,556 

26,236,798 

6,204,734 

1,717,120 

32,442,402 

229,347,482 

24,063,388 

49,842,295 
2,017,733 


$.380,145,004 
126,212,969 

96,376,451 
131,947.097 

26,390,851 

9, 106, 666 
3,083,000 

23,263,035 
196,190,322 

42,797,229 

53, 009, 973 
1,902,890 


1,078,763,602   1.090,425,487 


$379,465,023 
130,474,304 

98,165,272 
133,867,228 

26,383,107 

12, 763, 191 

2,353,110 

21,738,953 

229,873,440 

53,905,844 

56,031,697 
1,854,824 


1,146,875,9 


1910. 


$383,338,905 
134,145,450 
98,425,982 
142,166,405 
26,741,012 

15,331,705 
2,369,394 
16,067,905 
235,907,633 
69,978,695 

59,445,358 
3,063,894 


1,186,982,038 


'  See  note  7,  Table  32. 


'  See  note  1,  Table  38. 
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In  Table  M,  on  page  328,  this  net  investment  is  stated  in  the  form 
of  a  constructive  balance  sheet.  The  property  account  is  there  given 
in  total  instead  of  by  classes,  while  the  current  assets  are  given 
in  gross  as  well  as  the  current  liabilities  instead  of  simply  stating 
the  net  current  assets  as  in  Table  40. 

Section  9.  Comparison  of  Bureau's  figures  of  investment  in  tangible  prop- 
erties of  Steel  Corporation  at  the  close  of  1907  with  the  Corporation's 
estimate  of  their  value  on  that  date. 

Before  discussing  further  the  indicated  investment  of  the  Corpora- 
tion at  the  close  of  1910,  it  is  desirable  to  present  the  figures  of  in- 
vestment up  to  the  close  of  1907,  for  the  reason,  already  noted,  that 
the  Steel  Corporation  itself  made  an  appraisal  of  its  properties  as 
of  that  date.  This  appraisal  was  apparently  made  with  considerable 
care.  The  various  properties  of  the  Corporation  were  itemized  in 
great  detail.  The  figures  for  manufacturing  properties  were  largely 
based  on  the  known  or  estimated  construction  cost  and  not  on  an  en- 
gineering appraisal.  The  real  estate  and  natural  resources,  however, 
were  entered  at  the  estimated  current  value.  The  real  estate  w^s 
valued  separately  from  the  improvements  thereon,  while  in  the  case 
of  ore  properties  the  holdings  were  carefully  scheduled  and  the 
tonnages  estimated,  both  by  ranges  and  by  qualities. 

This  valuation  by  the  Corporation  of  its  various  properties  at 
the  close  of  1907  is  compared  in  Table  41  with  the  investment  in 
these  properties  as  computed  by  the  Bureau,  this  being  arrived  at 
by  adding  to  its  figures  of  value  on  April  1,  1901,  the  net  additions 
thereto  up  to  the  close  of  1907,  computed  in  the  same  manner  as  in 
Table  38.  The  Corporation's  figures,  like  those  of  the  Bureau,  take 
account  of  depreciation. 
4525°— 11 22 
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Table  41.— BUREAU'S  ESTIMATE  OF  INVESTMENT  IN  PROPERTY  OF  STEEL  CORPORA 
TION  AT  CLOSE  OF  1907  COMPARED  WITH  CORPORATION'S  ESTIMATE  OF  VALUE  AT 
THAT  TIME. 


Description. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore  and  timber 

Coal  and  colce 

Transportation 

Miscellaneous  fixed  property 

Other  assets: 

Defened  charges 

Investments 

Sinking  funds 

Net  current  assets 

Total 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad  Company 

Sundry  adjustments 

Grand  total 


Investment  as 

computed  by 

Bureau,  Dec. 

31, 1907. 


$364,411,140 
119,879,749 

95,557,^ 
127,013,585 

26,236,798 

6,204,734 

1,717,120 

32,442,402 

229,347,483 


1.002,840,186 
24,063,388 
49,842,295 
2,017,733 


1,078,763,602 


Value  as  esti- 
mated by  Cor- 
poration. 


J367,632,230 

1641,242,880 

142,521,913 

145,048,041 

19,619,052 


32,442,402 
229,347,483 


1,577,864,001 
24,063,388 
49,747,753 


1,651,665,142 


Difference. 


13,191,090 
521,363,131 
46,964,708 
18,034,486 

'6,B0i,7Si 

'i,7n,m 


575,013,816 


'2,on,ns 


572,901,540 


1  Includes  about  $5,700,000  of  timber  property. 

2  This  excess  of  the  Bureau's  figure  over  that  of  the  Corporation  is  chiefly  due  to  the  fact  that  in  com- 
puting the  investment  in  1901  the  Bureau  allowed  a  very  liberal  valuation.  The  Corporation  contends 
that  Its  1907  appraisal  of  these  properties  was  very  conservative. 

3  Excess  over  Corporation's  estimate,  which  did  not  include  these  items  specifically,  but  which,  how- 
ever, allows  for  most  of  them  in  other  items. 

<  Includes  city  of  Gary  and  railroad  property. 
'  Excess  over  Corporation's  estimate. 

It  will  be  seen  at  once  from  this  table  that  the  most  marked  differ- 
ences between  the  investment  as  computed  by  the  Bureau  and  the 
valuation  as  arrived  at  by  the  Corporation  occur  in  the  case  of  the 
iron-ore  property  (including  timber)  and  the  coal  and  coke  property. 
In  the  former  the  excess  of  the  Corporation's  figure  over  that  of  the 
Bureau  is  more  than  $521,000,000,  while  the  excess  in  the  case  of  the 
coal  and  coke  is  nearly  $47,000,000. 

The  Corporation's  valuation  of  its  manufacturing  properties 
naturally  agrees  very  closely  with  that  of  the  Bureau  because  the 
Bureau's  figure  was  partly  based  upon  that  of  the  Corporation. 
(See  p.  188.)  Moreover,  the  Corporation's  figures  for  these  manu- 
facturing properties  are  stated  to  be  substantially  the  construction 
cost.  The  real  estate,  however,  was  put  in  at  the  appraised  current 
value. 

It  may  be  noted  that  blast-furnace  valuations  frequently  ran  in 
excess  of  $750,000  per  furnace,  and  in  some  instances  above  $1,000,000; 
some  of  the  larger  furnaces,  in  fact,  were  valued  at  more  than 
$1,500,000. 
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The  land  valuations  often  were  very  high.  Thus,  land  in  the  Pitts- 
burg district  was  frequently  valued  at  $20,000  per  acre,  in  several 
cases  at  as  much  as  $50,000,  while  in  one  instance  the  valuation  ran 
as  high  as  $300,000  per  acre,  and  there  were  several  instances  where 
the  valuations  were  as  much  as  $100,000  per  acre.  The  extreme  prices 
named  were  for  exceptionally  valuable  parcels  of  real  estate,  some- 
times in  central  locations  in  a  city.  However,  the  figures  generally 
indicate  a  liberal  basis  of  valuation. 

The  Corporation's  appraisal  value  of  its  transportation  properties, 
it  will  be  noted,  exceeds  the  Bureau's  figure  of  investment  by  about 
$18,000,000.  This,  on  the  whole,  is  not  an  extraordinary  difference, 
but  the  Bureau  regards  its  own  figure  as  sufficiently  liberal. 

The  Bureau's  figure  for  the  Gary  plant  is  the  Corporation's  figure 
of  construction  cost.  It  will  be  observed  that  this  is  given  in  a  single 
total,  and  not  classified.  The  Gary  plant  has  no  ore  or  coal  prop- 
erty, and  the  great  bulk  of  the  investment  is  in  manufacturing  plants. 
It  has,  however,  an  extensive  investment  in  transportation  property, 
and  some  investment  in  miscellaneous  property.  Since,  however,  the 
Corporation  in  its  appraisal  did  not  classify  this  property,  it  was  not 
necessary  for  the  Bureau  to  make  a  distribution  of  the  total  cost. 
The  depreciation  of  this  plant  is  not  shown  separately,  as  complete 
data  were  not  available;  the  total  amount  (see  note  1,  p.  310)  was 
small.  The  Bureau,  for  reasons  already  stated,  entered  the  Tennessee 
Coal,  Iron  and  Railroad  property  at  its  cost  as  computed  by  the  Cor- 
poration, including  expenditures  made  after  the  purchase  in  1907. 
(See  p.  289.) 

The  excess  of  approximately  $47,000,000  in  the  Corporation's  figure 
for  its  coal  and  coke  property  over  that  of  the  Bureau  is  principally 
due  to  the  fact  that  the  Corporation  was  dealing  with  an  appraised 
valuation  whereas  the  Bureau's  figure  largely  represents  the  invest- 
ment cost  (in  other  words,  the  valuation  in  1901  plus  the  actual  cost 
of  subsequent  additions),  and  does  not  allow  for  any  appreciation 
during  this  interval.  As  a  matter  of  fact,  there  had  been  some 
appreciation  in  this  property,  although  perhaps  not  to  the  extent 
claimed  by  the  Corporation.  A  part  of  this  appreciation,  it  should 
be  noted,  must  be  attributed  to  the  concentration  of  the  most  desir- 
able coking-coal  lands  in  the  hands  of  the  Steel  Corporation. 

An  idea  of  the  liberal  basis  upon  which  coal  and  coke  valuations 
were  computed  by  the  Corporation  may  be  obtained  from  the  mere 
statement  that  considerably  more  that  one-half  of  its  coking  coal 
was  entered  at  an  average  valuation  of  $1,750  per  acre,  while  the 
lowest  valuation  for  any  coking  Coal,  with  the  exception  of  a  small 
tract  of  about  250  acres,  was  $1,200  per  acre.  The  latter  valuation 
applied  to  coking  coal  in  the  so-called  Klondyke  region.    Its  steam 
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coal  was  put  in  at  $350  per  acre.  These  valuations  are  undoubtedly 
high. 

The  bulk  of  the  coke-oven  property  of  the  Corporation  was  valued 
on  the  basis  of  $1,400  per  oven.  Although  this  covered  improvements 
to  mines,  machinery,  and  equipment,  this  average  nevertheless  seems 
high. 

In  the  case  of  the  miscellaneous  fixed  property  the  Bureau's  figure 
of  investment  is  $26,236,798,  as  against  an  appraised  valuation  by 
the  Corporation  of  $19,619,052.  The  excess  of  the  Bureau's  figure 
over  that  of  the  Corporation  is  partly  due  to  the  fact  that  the  Bureau 
undoubtedly  allowed  a  very  liberal  valuation  for  the  natural-gas 
property  in  1901,  namely,  $20,000,000,  the  full  amount  claimed  by 
the  Steel  Corporation  in  the  Hodge  suit.  (See  p.  182.)  In  this 
1907  appraised  valuation,  on  the  other  hand,  this  natural-gas  prop- 
erty was  valued  by  the  Corporation  at  only  about  $10,300,000.  While 
the  property  had  suffered  considerable  exhaustion  during  this  period, 
nevertheless  the  Corporation's  appraisal  in  1907  was  on  a  very  much 
more  conservative  basis  than  that  in  1902.  The  Corporation,  in  fact, 
claims  that  its  1907  valuation  was  altogether  too  conservative,  and 
that  these  natural-gas  properties  were  easily  worth  $20,000,000  to 
$25,000,000. 

Therefore,  as  in  the  case  of  the  Corporation's  estimate  submitted 
in  the  Hodge  suit  in  1902,  the  principal  difference  between  its  figures 
and  those  of  the  Bureau  in  this  comparison  for  1907  lies  in  the  item 
of  iron  ore.  As  just  shown,  the  excess  of  the  Corporation's  estimate 
of  the  value  of  its  ore  property  over  the  Bureau's  estimate  of  the 
investment  in  that  property  at  the  close  of  1907  is  approximately 
$521,000,000.  It  may  be  conceded  that  the  Bureau's  figure  of  invest- 
ment somewhat  understates  the  ^'alue  of  this  ore  property  on  that 
date,  since  it  is  known  that  there  had  been  some  appreciation  in  the 
value  of  iron-ore  properties  during  the  period  from  April  1,  1901, 
to  December  31.  1907.  An  accurate  valuation  of  the  ore  property 
of  the  Corporation  at  the  close  of  1907  is  an  extremely  difficult  mat- 
ter because  of  the  effect  of  the  great  concentration  of  ownership  or 
control  of  ore  property  upon  such  values.  Where  a  very  few  holders 
own  or  control  the  great  bulk  of  a  given  natural  resource  of  this  sort, 
and  are  indisposed  to  sell,  the  values  may  not  only  be  artificially 
enhanced  but  also  difficult  to  determine. 

It  is  unnecessary  and  somewhat  impracticable  to  attempt  a  quanti- 
tative valuation  of  the  ore  property  of  the  Steel  Corporation  in  1907, 
because  of  the  influence  of  concentration  of  control  just  noted.  How- 
ever, it  is  very  easy  to  show  that  the  valuation  of  approximately 
$640,000,000  claimed  by  the  Corporation  is  grossly  excessive.  Of 
the  total  as  stated,  approximately  $607,000,000  was  for  the  ore  itself 
(taking  fee  property  and  leaseholds  together),  as  distinct  from  the 


UNITED  STATES   STEEL.  COBPOEATION.  317 

improvements.  This  valuation  covered  a  total  of  approximately 
1,182,000,000  tons,  thus  giving  an  average  of  51  cents  per  ton  (taking 
fee  ore  and  leaseholds  collectively).  This  total  tonnage,  it  may  be 
noted,  does  not  include  the  extensive  deposits  acquired  through  the 
Hill  lease,  discussed  below ;  on  the  other  hand,  nothing  was  entered 
in  the  Corporation's  valuation  for  this  Hill  ore  property  except  for 
certain  expenditures  for  development  work  and  for  advanced 
royalties. 

Any  such  average  valuation  of  51  cents  per  ton  for  the  ore  prop- 
erty of  the  Steel  Corporation  at  the  close  of  1907  is  inadmissible. 
This  valuation  could  easily  be  discredited  by  discounting  the  aver- 
age rate  of  royalty  on  new  leases  taken  out  during  the  period  from 
1901  to  1907,  computed  in  the  same  way  as  has  already  been  done 
in  discussing  the  value  of  the  original  ore  property  of  the  Steel  Cor- 
poration in  Chapter  III.  (See  pp.  216-228.)  Such  a  detailed  discus- 
sion, however,  is  unnecessary.  Convincing  evidence  that  this  valu- 
ation of  $607,000,000,  claimed  by  the  Steel  Corporation  for  its  ore 
in  1907  is  excessive  is  afforded  by  the  mere  statement  of  the  actual 
cost  of  this  ore  property.  Thus,  the  total  capital  expenditures  by 
the  Corporation  upon  its  ore  property  from  April  1,  1901,  to  the 
close  of  1907,  before  deducting  depreciation,  were  $38,600,000.  Of 
this  total  approximately  $19,000,000  represents  the  expenditure  for 
ore,  including  fee  and  leasehold  properties  collectively  as  distinct 
from  improvements.  By  this  expenditure  of  approximately  $19,- 
000,000  (of  which  nearly  $9,000,000  was  for  the  Union  and  Clairton 
ore)  the  Steel  Corporation  added  to  its  ore  reserves  (again  taking 
fee  properties  and  leaseholds  together)  several  hundred  million  tons 
of  ore,  this  again  excluding  the  "  Hill "  ore.  The  exact  amount 
added  can  not  be  stated  because  large  increases  in  the  estimated  total 
have  been  made  by  proving  up  ore  lands  held  in  1901.  More- 
over, the  amount  assumed  or  estimated  to  have  been  added,  at  the 
time  of  purchase,  rather  than  the  amount  actually  proved  by  later 
development  to  have  been  added,  is  the  really  significant  fact.  It  is 
entirely  conservative  to  place  the  additions  from  this  expenditure 
of  $19,000,000,  as  currently  estimated  at  the  time,  at  several  hundred 
million  tons.  This  means  that  the  average  cost  per  ton  of  the  ore 
acquired  since  1901  (again  treating  fee  and  leaseholds  collectively) 
was  only  a  few  cents,  whereas  the  total  value  claimed  by  the  Steel 
Corporation  at  the  close  of  1907  was  equivalent  to  over  50  cents  per 
ton.  While,  as  already  pointed  out,  the  original  cost  of  a  mining 
property  is  not  a  reliable  indication  of  its  value  after  subsequent  de- 
velopment, it  is  incredible  that  during  this  interval  of  less  than  seven 
years  fee  ore  and  leaseholds  which  cost,  on  the  average,  only  a  very 
few  cents  per  ton  could  have  increased  to  a  value  of  as  much  as  50 
cents  per  ton.    In  this  connection  it  may  be  noted  that  the  average  rate 
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of  royalty  on  new  leases  taken  out  by  the  Steel  Corporation  in  the 
Lake  Superior  region  from  1907  to  1910,  inclusive,  apparently  is  not 
over  40  cents  per  ton  (see  p.  321),. as  compared  with  an  average  rate 
for  old  and  new  leases  combined,  in  1901,  of  about  28  cents.  The 
quality  of  ore  covered  by  the  recent  leases  may  have  been  somewhat 
lower,  but  allowing  for  this  the  advance  in  royalties  would  in  no  way 
justify  the  high  valuation  placed  on  its  ore  by  the  Corporation  in 
1907. ' 

A  very  important  consideration  to  be  kept  in  mind  is  that  the  bulk 
of  the  Steel  Corporation's  ore  property  in  1907  consisted  of  lease- 
holds and  not  ore  in  fee.  Apparently  two-thirds  at  least  of  the  total 
tonnage  was  simply  leased.  For  the  mining  of  ore  from  such  leased 
properties  the  Corporation  must,  of  course,  pay  a  royalty,  so  that 
for  this  leased  property  the  Steel  Corporation  simply  has  an  equity 
interest  in  the  ore.  Even  if  all  the  new  leases  had  been  taken  out  at 
the  same  rate  of  royalty  as  prevailed  in  1901,  it  is  certain  that  the 
value  of  these  equities  in  the  aggregate  plus  the  value  of  the  ore 
owned  in  fee  would  not  equal  the  large  total  claimed  by  the  Corpo- 
ration in  its  1907  appraisal.  As  a  matter  of  fact,  the  royalties  on 
many  of  these  leases  were  considerably  higher  than  the  average  of 
28  cents  prevailing  in  1901.  This  increase  in  the  royalty  paid.by  the 
Steel  Corporation,  of  course,  does  not  mean  any  increase  in  the  value 
of  its  equity,  since  as  clearly  shown  on  page  205  a  royalty  payable 
never  represents  an  asset  to  the  company  paying  it,  but,  instead,  a 
cost. 

Therefore,  the  inevitable  conclusion  is  that  the  Steel  Corporation 
in  appraising  its  ore  property  in  1907,  just  as  in  the  case  of  its  esti- 
mate in  the  Hodge  suit  in  1902,  used  a  very  extravagant  valuation. 
It  may  be  noted  incidentally  that  the  fact  that  the  average  valuation 
in  1907  of  about  50  cents  per  ton  very  thoroughly  discredits  the  esti- 
mate of  $1  per  ton  used  by  the  Steel  Corporation  in  the  Hodge  suit 
in  1902. 

Great  Northern  ("  Hill  ")  ore  lease. — It  will  be  recalled  that 
on  January  1,  1907,  the  Steel  Corporation  leased  the  bulk  of  the  ex- 
tensive ore  holdings  of  the  Great  Northern  Railway  system  on  the 
basis  of  an  85-cent  royalty  for  59  per  cent  (dried)  ore,  with  an  in- 
crease of  3.4  cents  per  ton  each  successive  year. 

This  high  rate  of  royalty  has  frequently  been  cited  in  discussions 
of  the  ore  industry  as  conclusive  evidence  of  a  very  pronounced  ap- 
preciation in  the  value. of  ore  properties  since  1901.  The  Bureau, 
however,  interprets  this  transaction  in  a  very  different  light. 

The  essential  facts  in  this  transaction  may,  for  convenience,  be 
briefly  restated : 
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1.  The  property  leased  consists  partly  of  fee  ore  and  partly  of 
leaseholds  in  Minnesota,  covering  altogether  something  less  than 
40,000  acres  of  ore  lands. 

2.  The  rates  of  royalty,  which  include  the  charges  for  the  rail' 
transportation,  as  well  as  dockage  charges,  were  as  follows  for  the 
year  1907 : 


Per  cent 
iron. 

Royalty 
per  ton. 

Per  cent 
iron. 

Royalty 
per  ton. 

Per  cent 
iron. 

Royalty 
per  ton. 

49 

tl.l680 

55 

$1.4572 

61 

$1.7464 

50 

1.2162 

S6 

1.5054 

62 

1.7946 

31 

1.2644 

57 

1.5536 

63 

1.8428 

52 

1.3126 

58 

1.6018 

64 

1.8910 

53 

1.3608 

59 

1.6500 

65 

1.9392 

54 

1.4090 

60 

1.  6982 

66 

1.9874 

with  an  increase  of  3.4  cents  per  ton  every  year,  for  all  grades  speci- 
fied above. 

3.  The  minimum  tonnage  upon  which  royalty  must  be  paid  is  very 
high,  as  follows :  For  1907  a  minimum  of  750,000  tons,  with  a  cumu- 
lative additional  minimum  of  750,000  tons  for  each  year  thereafter 
until  1917,  when  the  minimum  will  reach  8,250,000  tons,  remaining 
fixed  at  that  figure  until  the  expiration  of  the  lease. 

4.  The  Great  Western  Mining  Company,  the  lessee  (a  subsidiary 
of  the  Steel  Corporation),  agrees  to  ship  all  the  ore^over  the  Great 
Northern  Railway  to  the  port  of  Superior,  on  Lake  Superior. 

5.  The  term  of  the  lease  extends,  with  respect  to  fee  ore,  "  until  all 
merchantable  ore  49  per  cent  and  richer  in  iron  shall  have  been 
shipped ;  "  and,  with  respect  to  leaseholds,  during  the  "  term!  of  the 
leases  under  which  such  lands  are  held,  less  three  months." 

6.  A  special  provision  in  the  agreement,  however,  permits  the 
cancellation  of  the  lease  by  the  Steel  Corporation  on  January  1,  1915, 
upon  giving  two  years'  previous  notice. 

For  ore  less  than  49  per  cent,  the  total  charge  is  fixed  at  $1.10  per 
ton  without  change  or  annual  increase,  provided  that  if  any  ores  are 
mined  from  subleases  on  which  there  is  a  higher  royalty  payment, 
then  the  Steel  Corporation's  royalty  shall  be  equal  to  that  stipulated 
in  the  original  lease.  There  were  some  minor  modifications  of  the 
arrangement,  particularly  with  respect  to  the  date  of  payment  of 
dockage  charges,  and  advance  royalties,  which  need  not  be  stated 
here. 

Of  these  various  provisions,  there  are  three  which  call  for  par- 
ticular attention,  namely,  (1)  the  very  high  rate  of  royalty,  with  the 
annual  increase  of  3.4  cents  per  ton ;  (2)  the  large  minimum  tonnages, 
and  (3)  the  right  of  the  lessee  to  cancel  the  lease  in  1915. 
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The  rate  of  $1.65  per  ton  for  59  per  cent  dried  ore  for  1907,  above 
given,  as  already  stated  in  Chapter  V,  includes  the  transportation  of 
the  ore  to  Lake  Superior,  and  dockage  there.  The  regular  charge  for 
this  service  has  always  been  80  cents  per  gross  ton  for  the  railroad 
in  question.  Therefore,  the  base  rate  of  royalty  for  1907  may  be  con- 
sidered as  the  difference  between  this  total  charge  of  $1.65  and  the  80 
cents  per  ton  for  transportation  and  dockage,  or,  in  other  words,  85 
cents  per  gross  ton.^ 

This  net  royalty  of  85  cents  for  59  per  cent  dried  ore,  however, 
applied  only  in  the  year  1907.  In  the  next  year  there  was,  as  already 
stated,  an  increase  of  3.4  cents  per  ton,  and  a  further  increase  of  a 
like  amount  in  every  succeeding  year,  thus  making  the  actual  net  roy- 
alties per  ton,  yearly,  for  the  period  from  1907  to  1916,  as  follows: 


Year. 

Net  base 
royalty 
per  ton. 

^'ear. 

Net  base 
royalty 
per  ton. 

1907 

$0,850 
.884 
.918 
.952 
.986 

1912 

$1,020 

1908 

1913 

1.054 

1909 

1914 

1.088 

1910 

1915 

1.122 

1911 

1916 

1.166 

This  increase  of  3.4  cents  per  ton,  yearly,  is  equivalent  to  4  per  cent 
simple  interest  on  the  original  net  royalty  of  85  cents  per  ton.  The 
same  addition,  however,  was  made  for  all  ore  of  49  per  cent  iron 
content  and  above,  irrespective  of  quality.  Therefore,  for  the  lower 
grades,  this  addition  of  3.4  cents  per  ton  is  equivalent  to  a  little  more 
than  4  per  cent.  On  the  other  hand,  of  course,  in  the  case  of  the 
higher  grades  of  ore,  it  would  be  somewhat  less  than  4  per  cent. 

The  royalties  thus  far  paid  under  the  lease  indicate  that  the  ore 
which  has  been  extracted  runs  only  a  little  less  than  59  per  cent  iron 
content  when  dried.  Such  ore  corresponds  approximately  to  a  53 
per  cent  ore  in  its  natural  state. 

>  The  net  royalties  for  the  other  grades  of  ore,  as  already  stated,  varied  In  accordance  with  a  slldlng-scale 
arrangement.    These  royalties  in  1907,  less  transportation  charges,  would  have  been  as  follows: 


Per  cent 
iron. 

Royalty, 

net,  per 

ton. 

Per  cent 
iron. 

Royalty, 

net,  per 

ton. 

Per  cent 
iron. 

Royalty, 

net,  per 

ton. 

Under  49 
49 
50 
51 
52 
53 
64 

$0.3000 
.3680 
.4162 
.4644 
.5126 
.5608 
.6090 

65 
56 
57 
58 
59 
60 
61 

$0. 6572 
.7054 
.7536 
.8018 
.8500 
.8982 
.9464 

62 
63 
64 
65 
66 

$0.9946 
1.0428 
1.0910 
1. 1392 
1.1874 

For  each  successive  year  after  1907  there  is  also  an  increase  of  3.4  cents  per  ton  for  ore  of  49  per  cent 
and  over. 
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This  base  rate  of  royalty  in  the  Hill  lease  was  far  in  excess  of  the 
going  rates  for  similar  ore  at  this  time,  and,  taken  in  connection  with 
the  annual  increment  of  3.4  cents  per  ton,  which  was  a  very  extraor- 
dinary provision,  these  royalties  were  unprecedented.  It  is  true 
that  occasional  leases  had  been  made  at  as  high  as  a  dollar  per  ton, 
without,  however,  any  annual  increment  for  interest.  But  such 
leases  were  decidedly  exceptional,  and  also  applied  to  comparatively 
small  parcels  of  ore  of  superior  quality  or  availability.  The  royalty . 
rates  on  new  leases  for  the  Steel  Corporation  during  the  period  from 
1907  to  1910  were  very  much  lower,  and  none  of  them  approached 
that  of  the  Hill  lease.  The  following  tabular  statement  shows  sub- 
stantially the  terms  of  royalty  for  all  leases  of  Mesabi  Range  proper- 
ties made  by  the  Steel  Corporation  from  1907  to  1910,  inclusive,  in- 
cluding renewals  of  former  leases. 

Table  42.— RATES  OF  ROYALTY  STIPULATED  IN  LEASES  MADE  BY  THE  STEEL 
CORPORATION  (INCLUDING  RENEWALS)  OF  ORE  PROPERTIES  IN  THE  MESABI 
RANGE,  1907-1910. 


Mine. 


I.  Renewals  or  extensions  oj  prior  loosep: 

Park  Lot 

Oscar  MitchelUease 

II.  Leases  made,  1907-1910,  but  under 
option  previous  thereto: 

1 

1 

1 

1 

Mooswa  lease 


Royalty. 


SO. 


S.35-, 
".20- 


Mine. 


III.  Other  leases,  1907-1910: 

1 

Republic  Forty 

1 

1 

1 

Simple  average  all  leases  (using  xaeans 
where  royalty  takes  form  of  a  range  of 
price) 


Royalty. 


S0.75 
<.35-.45 
6.35 
.75 
.75 
.25-.35 
.25 


.4373 


1  Not  designated  by  name  of  mine  but  by  surveying  specifications. 

2  Ore  over  58  per  cent  iron  and  under  0.05  per  cent  phosphorus,  advancing  from  1908  to  1928. 

5  Other  ore  advancing  from  1908  to  1928. 
<  Tliirty-five  cents  for  first  five  years. 

6  Taken  for  surface  purposes  and  not  considered  valuable  for  ore. 

The  average  rate  of  royalty  for  these  Mesabi  Range  properties 
during  this  period  was,  therefore,  about  44  cents  per  ton. 

The  Steel  Corporation  during  this  period  entered  into  a  few  new 
leases  or  renewals  of  leases  on  the  old  ranges  and  also  in  the  Baraboo 
district — less  than  a  dozen  in  all.  Most  of  the  leases  of  old  range 
properties  provided  for  a  sliding-scale  royalty  dependent  on  the  price 
of  ore  at  Cleveland.  It  is  impossible,  therefore,  to  say  what  the 
royalty  at  any  future  time  will  be.  Using  the  highest  price  for  ore 
at  Cleveland  thus  far  reported — $5  per  ton — the  average  royalty  in 
these  leases  would  be  under  40  cents  per  ton.  The  royalties  in  the 
Baraboo  leases  ranged  from  only  10  to  20  cents  per  ton,  the  ore  in  this 
district  being  of  a  rather  low  grade. 


822  THE   STEEL  INDTJSTBT. 

Since  the  Hill  properties  leased  by  the  Steel  Corporation  were 
all  on  the  Mesabi  Eange,  it  seems  fairer  to  use  the  average  for  that 
range  only  for  comparison  with  these  recent  leases  bj'  the  Corpora- 
tion, although  the  average  for  this  region  is  higher  than  that  for  all 
leases  made  by  the  Corporation  in  these  years  in  the  entire  Lake  dis- 
trict. The  average  rate  for  all  the  leases,  excluding  those  in  the 
Baraboo  district,  as  nearly  as  can  be  computed  from  available  data 
would  be  less  than  40  cents. 

It  is  believed  that  the  average  content  of  the  ore  covered  by  the 
Mesabi  leases  listed  in  the  foregoing  table  is  not  very  far  from  53 
per  cent — or  59  per  cent  when  dried — the  base  grade  in  the  Hill  lease. 
Therefore,  it  seems  entirely  fair  to  compare  the  average  royalties 
shown  by  the  above  table  with  the  royalty  for  59  per  cent  dried  ore, 
as  stipulated  in  the  Hill  lease.  Extensive  data  gathered  by  the 
Bureau  for  the  average  yield  of  Lake  ores  used  in  blast  furnaces  from 
1902  to  1906,  inclusive,  covering  a  large  percentage  of  the  Lake  ore 
sold  and  used  in  these  years,  show  an  average  natural  iron  content 
of  about  53.9  per  cent.  By  far  the  greater  part  of  this  was  Mesabi 
ore. 

It  will  be  seen  that  in  only  three  of  the  leases  mentioned  in  the 
foregoing  table,  namely,  the  three  leases  at  a  75-cent  royalty,  do  the 
royalties  approach  anywhere  near  the  base  roj'alties  of  the  Hill  lease 
for  the  year  1907,  and  when  account  is  taken  of  the  fact  that  the  Hill 
royalties  increase  each  year,  the  dispariiy  is  all  the  more  marked. 

The  question,  therefore,  arises  as  to  why  the  Steel  Corporation 
entered  into  this  lease  under  the  onerous  conditions  noted.  The  only 
reasonable  explanation  which  the  Bureau  has  found  for  this  unusual 
transaction  is  that  it  was  designed  to  prevent  this  ore  from  falling 
into  the  hands  of  competitors  of  the  Corporation.  Had  this  ore  been 
sold  or  leased  in  small  parcels  to  a  large  number  of  independent  pro- 
ducers, this  might  have  tended  to  depress  the  price  of  ore  as  well  as 
to  foster  competition  in  the  manufacture  of  iron  and  steel.  On  the 
other  hand,  if  these  ore  lands  were  simply  held  by  the  Great  North- 
ern interests  without  development,  this  would  leave  the  opportunity 
open  for  the  organization  of  a  very  important  rival  to  the  Steel  Cor- 
poration. At  this  time,  however,  the  Steel  Corporation  was'the  only 
concern  in  the  iron  and  steel  business  which  was  in  a  position  to  con- 
sider the  acquisition  of  these  Hill  ore  lands  in  a  single  block.  By 
securing  control  of  these  enormous  reser^'es  the  Steel  Corporation 
obviously  strengthened  its  control  of  the  ore  industry  and  at  the  same 
time  put  substantial  obstacles  in  the  way  of  further  competition  in 
the  iron  and  steel  industry. 

The  Steel  Corporation  specifically  denies  that  this  lease  was  in- 
tended thus  to  head  off  competition,  and,  instead,  contends  that  it 
was  desired  merely  in  order  to  strengthen  the   Corporation's  ore 
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reserves.    At  the  time  this  lease  was  entered  into,  however,  the  Cor- 


poration had  fully  a  thirty  years'  supply  (and  perhaps  a  fifty  years' 
supply)  of  ore  under  its  control.  Had  this  Hill  ore  been  acquired 
at  a  bargain  price,  an  obvious  reason  for  its  acquisition  would  be 
furnished;  but  in  view  of  the  extraordinarily  high  rate  of  royalty 
at  which  this  ore  was  taken  over  and  the  other  onerous  conditions  in 
the  lease,  particularly  the  high  minimum  tonnage  stipulated,  the  only 
reasonable  explanation,  in  the  opinion  of  the  Bureau,  is  that  the 
Corporation  chiefly  desired  to  forestall  competition.  The  high 
royalty  named  in  this  lease,  therefore,  instead  of  being  proof  of  a 
marked  appreciation  in  ore  values,  is  rather  an  indication  of  the 
extent  to  which  the  Steel  Corporation  was  ready  to  go  in  order  to 
prevent  this  ore  from  falling  into  the  hands  of  rival  interests. 

In  view  of  the  exceptionally  high  royalties  stipulated  in  this  lease, 
it  is  hardly  surprising  that  the  Steel  Corporation  did  not  claim,  in 
its  appraisal  of  1907  above  discussed,  any  value  for  this  lease  in  the 
schedule  of  its  assets. 

Considering  the  great  value  which  has  been  claimed  for  it  by  some 
writers  upon  iron  and  steel  matters,  this  fact  is  at  least  interesting. 
Obviously,  however,  a  lease  at  a  royalty  far  above  the  going  rate  of 
royalty  for  ore  of  similar  character  has  no  transfer  value  and  there- 
fore no  equity  value  M'hich  would  warrant  the  Corporation  in  treating 
it  as  an  asset.  Indeed,  in  view  of  the  extremely  high  rate  of  royalty 
and  the  high  minimum  requirements,  this  lease  may  perhaps  be 
regarded  as  an  onerous  burden  rather  than  an  asset. 

In  this  connection,  the  clause  in  the  lease  which  permits  the  Steel 
Corporation  on  two  years'  notice  to  cancel  the  lease  on  January  1, 
1915,  is  perhaps  significant.  Indeed,  there  have  been  rather  definite 
intimations  by  officials  of  the  Corporation  that  this  option  may  be 
exercised. 

Section  10.  Comparison  of  the  investment  of  the  Steel  Corporation  at  the 
close  of  1910  with  its  capitalization  at  that  date. , 

The  Steel  Corporation  has  made  no  detailed  appraisal  of  its  various 
properties  since  the  close  of  December,  1907.  The  investment  in 
these  properties  at  the  close  of  1910,  as  computed  by  the  Bureau,  has 
already  been  given  in  Table  39,  on  page  311.  This  investment  may 
now  be  compared  with  the  total  capitalization  of  the  Corporation. 
This  is  done  in  the  following  table,  which  also  gives  a  similar  com- 
parison for  each  year  of  the  period  1901-1910.  Purchase-money 
obligations  and  sundry  mortgages  are  here  as  elsewhere,  included  as 
part  of  the  capitalization.     (See  also  Table  44,  p.  328, ) 
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Table  43.— COMPARISON  OF  TOTAL  INVESTMENT  IN  TANGIBLE  PROPERTY  OF  STEEL 
CORPORATION,  AS  COMPUTED  BY  BUREAU,  WITH  OUTSTANDING  CAPITALIZATION 
YEARLY,  1901-1910. 


Year  ended  Dec.  31— 

Total  capitali- 
zation.! 

Total  invest- 
ment in  tangi- 
ble property  as 

computed  by 
Bureau. 

Intangible  con- 
siderations and 
water. 

1901 3                                                          

$1,402,846,817 
1,398,241,589 
1,388,928,478 
1,442,605,000 
1,444.829,189 
1,441,999,234 
1,434,971,977 
1,474,162,812 
1,465,976,790 
1,477,731,505 
1,468,033,260 

!$682,053,385 

698,869,756 

763,574,919 

806,615,979 

818,238,143 

874,840.920 

947,  .397, 884 

1,078,763,602 

1.090,425.487 

1,146,875,993 

1,186,982,038 

=  $720,793,432 

1901 

699,371,833 

1902 

625,353,559 

1903                                                                                      .   . 

635,989,021 

1904. . 

626,591.040 

1905 

567,158,314 

1906 

487,574,093 

1907... 

395,399,210 

1908 

375,651,303 

1909 

330,855,512 

1910 

281,051,222 

1  Including  bonds,  mortgages,  and  purchase-money  obligations,  but  excluding  unacquired  stoelc  of  suli- 
sidlary  companies.    (See  Table  44.) 

2  The  slight  difference  between  these  figures  and  those  given  on  page  239  is  due  to  the  fact  that  ttie 
investment  there  was  stated  in  round  numbers. 

» April  1, 1901. 

From  this  table  therefore  it  appears  that  the  investment  in  the 
tangible  property  of  the  Corporation  increased  from  $682,053,385 
on  April  1,  1901,  to  $1,186,982,038  on  December  31,  1910.  The  excess 
of  capitalization  over  tangible  property  investment  decreased  in  the 
meantime  from  $720,793,432  to  $281,051,222,  or  by  nearly  $439,750,000. 

It  is  apparent,  therefore,  that  a  considerable  part  of  the  "water" 
in  the  original  capitalization  of  the  Corporation  has  been  eliminated. 
This  comparison,  however,  does  not  exactly  show  the  amount  ^  of 
such  reduction — first,  because  it  is  not  claimed  that  the  entire  excess 
of  capitalization  over  tangible  property  investment  in  either  case  is 
all  "water;"  and,  second,  because  the  capitalization  of  the  Cor- 
poration had  changed  considerably  during  the  interval  from  April  1, 
1901,  to  December  31,  1910.  In  the  first  place,  a  considerable  amount 
of  bonded  debt  had  been  retired.  On  the  other  hand,  a  large  amount 
of  new  bonded  indebtedness  had  been  created,  or  had  been  assumed, 
resulting  in  a  net  increase  in  this  item.  Moreover,  in  1903,  $150,- 
000,000  of  preferred  stock  was  converted  into  an  equal  amount  of 
bonds  through  the  so-called  "  conversion  plan,"  which  is  fully  dis- 
cussed in  Chapter  VIII. 

The  Steel  Corporation  undoubtedly  would  contend  that  there 
was  not  a  disparity  of  $281,000,000  between  its  total  capitalization 
and  the  actual  value  of  its  property  at  the  close  of  1910.  The  total 
valuation  claimed  by  the  Steel  Corporation  in  its  balance  sheet 
of   1910  was   approximately   $1,693,000,000,   or  about  $225,000,000 
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over  and  above  the  outstanding  capitalization,  as  above  stated.  Of 
this  excess,  approximately  $164,000,000  was  in  the  form  of  surplus, 
and  the  balance  in  sundry  reserves.  This  balance-sheet  valuation 
as  compiled  by  the  Steel  Corporation  exceeds  the  investment  as  com- 
puted by  the  Bureau  by  $506,000,000.  However,  the  Corporation's 
total  includes,  first,  an  excessive  valuation  for  its  natural  resources, 
particularly  ore ;  and,  second,  the  so-called  "  merger  value  "  attaching 
to  its  various  properties  because  of  their  combination  and  coordina- 
tion under  a  single  control. 

With  respect  to  the  ore,  it  is  certain  that  there  is  no  such  value 
in  the  ore  property  as  the  Steel  Corporation  claims.  This  has  been 
conclusively  demonstrated  in  the  preceding  pages,  in  analyzing  the 
Corporation's  appraisal  of  its  ore  property  in  1907.  Furthermore,  a 
large  part  of  whatever  actual  appreciation  has  occurred  in  ore  values 
certainly  must  have  been  due  to  the  rapid  concentration  of  ore  prop- 
erty in  the  hands  of  a  few  interests,  and  particularly  in  the  hands 
of  the  Steel  Corporation  itself. 

The  capitalization  of  the  appreciation  in  the  value  of  a  natural 
resource,  like  iron  ore,  in  the  absence  of  competitive  ownership,  pre- 
sents a  problem  of  far-reaching  importance.  Assume,  for  instance, 
for  the  purposes  of  argument,  that  the  Steel  Corporation  could  prove 
an  actual  appreciation  in  its  ore  property  of,  say,  $100,000,000.  This 
would  mean  that  a  considerable  part  of  such  appreciation  must  be 
attributed  to  the  concentration  of  control  of  such  property,  since 
under  scattered  and  competitive  ownership  there  is  always  a  tendency 
on  the  part  of  some  holders  to  sell  at  a  very  small  profit  rather  than 
carry  their  property  without  a  return  thereon  and  thus  to  keep  down 
values.  If  it  were  conceded  that  such  appreciation  could  properly 
be  capitalized  and  used  as  a  basis  for  distributing  profits,  then  there 
is  nothing  to  prevent  a  further  recapitalization  of  this  ore  prop- 
erty at  a  still  greater  appreciation  at  some  time  in  the  future,  when 
the  value  may  be  still  more  greatly  influenced  by  the  concentration 
of  control.  In  this  way,  it  will  be  seen,  a  great  concern  like  the  Steel 
Corporation  might  repeatedly  recapitalize  its  natural  resources,  and 
use  this  capitalization  in  such  a  way  as  to  really  conceal  its  true  rate 
of  profit.  To  permit  a  concern  which  has  acquired  control  of  a  very 
substantial  fraction  of  the  total  supply  of  a  natural  resource,  like 
iron  ore,  thus  to  capitalize  and  recapitalize  this  property  involves 
therefore,  as  just  stated,  problems  of  vital  interest  to  the  public. 

The  Steel  Corporation  attaches  great  importance  to  the  element 
of  so-called  merger  value,  contending  that  the  mere  merging  of  its 
various  properties  under  a  single  control  imparts  to  them  collectively 
a  value  very  greatly  in  excess  of  the  sum  of  their  respective  values 
as  separate  entities.    It  may  be  conceded  that  some  increase  in  value 
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is  thus  brought  about.  The  merging  of  such  properties  and  their 
coordination  under  a  single  control  tends  to  permit  a  more  economical 
operation  which  may  fairly  be  regarded  as  imparting  an  additional 
value  to  them.  A  large  part  of  what  is  ordinarily  called  merger 
value,  however,  is  really  little  more  than  the  increased  earning  power 
due  to  the  reduction  or  elimination  of  actual  or  potential  competition. 

Therefore,  it  should  be  apparent  that  while  the  merging  of  various 
properties  under  a  single  control  may  actually  increase  their  value, 
and  more  particularly  their  earning  power,  it  would  be  entirely  un- 
justifiable to  credit  a  company  having  substantial  control  of  an  in- 
dustry, or  a  high  degree  of  control,  with  the  full  amount  of  such 
so-called  merger  value.  To  allow  such  a  company  credit  for  the  full 
merger  value  which  it  might  show  by  reason  of  increased  earnings 
under  these  circumstances  would  involve  a  fundamental  fallacy,  since 
the  reasonableness  of  the  earnings  themselves  must  first  be  estab- 
lished. Under  free  and  fair  competition  it  is  generally  assumed  that 
the  actual  rate  of  earnings  is  a  fair  rate.  When,  however,  competi- 
tion has  been  substantially  eliminated,  or  restricted,  through  consoli- 
dation, this  assumption  is  no  longer  valid,  and  in  this  case  practi- 
cally the  only  available  lest  of  the  reasonableness  of  the  profits 
is  their  relation  to  the  actual  investment  in  the  property  from  the 
operation  of  which  they  are  derived.  Therefore,  the  Bureau,  while 
admitting  that  there  is  a  certain  element  of  merger  value  attaching 
to  the  properties  of  the  Steel  Corporation,  has  made  no  specific  addi- 
tion therefor  to  the  investment  in  the  tangible  property  as  already 
computed. 

In  Table  44  there  is  presented  a  constructive  balance  sheet  of  the 
Steel  Corporation  for  December  31  of  each  year  from  1901  to  1910, 
inclusive,  compiled  by  substituting  for  the  inflated  property  account 
as  shown  on  the  Corporation's  books  the  investment  in  fixed  property 
as  computed  by  the  Bureau.  The  current  liabilities  are  shown. 
No  surplus  is  of  course  shown,  because  instead  the  undivided  pro- 
fits retained  in  the  business  and  added  to  surplus  on  the 
Corporation's  books  are  here  used  to  reduce  the  item  of 
"  intangible  considerations  and  water."  It  may  be  noted  that  the 
accrued  balances  of  certain  contingent  and  insurance  funds  carried 
on  the  Corporation's  balance  sheet  are  not  deducted  from  the  invest- 
ment here,  although  in  discussing  profits  later  the  entire  amounts 
set  aside  from  earnings  to  these  funds  are  allowed.  The  actual  in- 
vestment at  any  given  time  includes  of  course  the  amount  of  such 
unexpended  balances;  on  the  other  hand  the  contingency  that  they 
may  be  needed  at  any  time  justifies  their  exclusion  from  profits.  Of 
course,  as  these  funds  are  actually  exhausted  the  investment  is  cor- 
respondingly reduced. 
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The  gross  current  assets  are  shown,  and  not  merely  the  net,  these 
agreeing  with  the  amounts  stated  in  the  Steel  Corporation's  reports. 
It  is  necessary,  therefore,  to  deduct  the  current  liabilities  in  order 
to  arrive  at  the  investment  as  stated  in  Table  43. 

It  may  also  be  noted  that  the  small  amount  of  unacquired  stock  in 
subsidiary  concerns  which  in  this  report  has  not  been  treated  as  a 
part  of  the  total  capitalization  of  the  Steel  Corporation  is  here  in- 
cluded. 
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CHAPTER  VII. 

PROFITS  OF  THE  STEEL  CORPORATION  COMPARED  WITH  ITS 

INVESTMENT. 

Section  1.  Form  of  income  account. 

Having  determined  approximately  the  real  investment  of  the  Steel 
Corporation  yearly  since  its  organization,  it  now  remains  to  consider 
its  profits  in  relation  to  that  investment. 

Before  making  this  comparison  it  is  desirable  to  discuss  briefly 
the  form  of  the  income  statement  of  the  Steel  Corporation,  as  given 
in  its  annual  reports,  so  as  to  make  clear  certain  rearrangements  later 
made  by  the  Bureau.  A  copy  of  this  statement  for  the  year  1910, 
which  is  substantially  representative  for  all  years,  follows: 

Table  45. — PROFIT  AND  LOSS  AND  INCOME  ACCOUNTS,  UNITED  STATES  STEEL 
CORPORATION  AND  SUBSIDIARY  COMI'ANIES,  FOR  YEAR  ENDING  DECEM- 
BER 31,  1910.1 

Condensed  general  profit  and  loss  account. 

Gross  receipts:  Gross  sales  and  earnings $703,961,424.41 

Operating  cliarges,   viz  : 

Manufacturing  and  producing  cost  and  operating 
expenses,  including  ordinary  maintenance  and 
repairs  and  provisional  charges  for  deprecia- 
tion     =.^553,  ry.VJ,  .■iK4.  83 

Administrative,  selling,  and  general  expenses, 
and  employees'  compensation  under  bonus  plan 
(not  including  general  expenses  of  tran.spor- 
tation   companies) 17,115,807.27 

Taxes  (Including  allowance  for  corporation  ex- 
cise tax)    9,161,438.05 

Commercial   discounts  and  interest 3,  545,  810.  90 

583,  395,  439.  95 
Less  amount  included  in  above  charges  for  pro- 
visional   reserves    for    depreciation    now    de- 
ducted   for   purpose    of    showing    the   same    in 

separate  item   of  charge,   as  see  below 24,  316,  596.  71 

559,  078,  843.  24 


Balance  144,  882,  681. 17 

Sundry  net  manufacturing  and  operating  gains  and 
losses,  including  idle  plant  expenses,  royalties  re- 
ceived, adjustments  in   Inventory   valuations,  etc 1,  931,  327.  90 

Rentals   received    797,  020.  24 

2,  728,  348.  14 

Total  net  manufacturing,  producing,  and  operating  income  liefore 

deducting  provisional  charges  for  depreciation 147,  CIO,  929.  .31 

1  As  given  in  the  annual  report  for  that  year. 

'  Includes   charges  for  ordinary   maintenance   and   repairs,  approximately   $41,000,000. 
330 
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Other   Income  : 

Net  profits  of  properties  owned,  but  whose  opera- 
tions (gross  revenue,  cost  of  product,  ex- 
penses, etc.)  are  not  included  in  this  state- 
ment    $338,231.97 

Income  from  sundry  Investments  and  interest  on 

deposits,   etc.    2,  786,  588.  68 

$3, 124,  820.  65 

Total    150,  735,  749.  96 

Interest  charges  : 

Interest  on  bonds  and  mortgages  of  the  subsid- 
iary companies 7, 124,  072.  96 

Interest  on  purchase-money  obligations  and  spe- 
cial deposits  or  loans  of  the  subsidiary  com- 
panies      139,380.70 

7,  263,  453.  66 


Balance,  being  the  aggregate  earnings  of  the  several  companies 
for  the  year  before  deducting  provisional  charges  for  depre- 
ciation        143,  472,  296.  30 

Less  net  balance  of  profits  earned  by  subsidiary  companies  on  sales  made 
and  service  rendered  account  of  materials  on  hand  at  close  of  year  in 
purchasing  companies'  inventories,  and  which  profits  have  not  yet 
been  realized  In  cash  from  the  standpoint  of  a  combined  statement 
of  the  business  of  the  United  States  Steel  Corporation  and  subsidiary 
companies 2,  417,  541.  79 

Earnings  for  the  year  1910,  per  income  account 141,  054,  754.  51 

Less  allowance  for  various  depreciation  funds 24,  316,  596.  71 

Net  earnings  in  the  year  1910 116,  738,  157.  80 

Consolidated  income  account. 

Total  earnings  of  all  properties  after  deducting  all  expenses  incident  to 
operations,  including  those  for  ordinary  repairs  and  maintenance  (ap- 
proximately $41,000,000),  employees'  compensation  under  bonus  plan, 
provisional  allowance  for  corporation  excise  tax,  and  also  interest  on 
bonds  and  fixed  charges  of  the  subsidiary  companies,  per  general  profit 

and  loss  account 141,  054,  754.  51 

Less  allowance  for  the  following  purposes,  viz  : 

Sinlsing  funds  on  bonds  of  subsidiary  companies.       $2,  176,  041.  18 
Depreciation      and      extraordinary      replacement 

funds 22,  140,  555.  53 

24,  316,  596.  71 

Net  earnings  in  the  year  1910 116,  738,  157.  80 

Deduct  : 

Interest  on  United  States  Steel  Corporation  bonds 
outstanding,  viz — 

Fifty-year  5  per  cent  gold  bonds 13,  803,  376.  64 

Ten-sixty  year  5  per  cent  gold  bonds 9,  563,  383.  89 

Sinking  funds  on  United  States  Steel  Corpora- 
tion bonds,  viz  (representing  an  allowance  for 
depreciation  in  addition  to  the  .$24,316,596.71 
deducted  above) — 

Annual  installment  on  flfty-year  5  per  cent 

gold  bonds 3,  040,  000.  00 

Annual  installment  on  ten-sixty  year  5  per 

cent  gold  bonds 1,  010,  000.  00 

Interest  on  above  bonds  in  sinking  funds 1,  831,  089.  47 

29,  247,  850.  00 

87,  490,  307.  80 
Less  net  balance  of  sundry  receipts  and  charges,  including  adjustment 

of  various  accounts 83^  122.  98 

Balance _-, , 87,  407,  154.  82 
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Dividends  for  the  year  1910  on  United  States  Steel 
Corporation  stocks,  viz  : 

Preferred $25,  219,  677.  00 

Common 25,  415,  125.  00 

$50,  634,  802.  00 

Surplus  net  Income  for  the  year 36,  772,  382.  82 

Appropriated  from  surplus  net  income  for  the  follow- 
ing purposes,  viz  : 

On  account  of  expenditures  made  on  authorized 
appropriations  for  additional  property,  new 
plants  and  construction,  and  for  discharge  of 

capital     obligations 1 .-,.  000,  000.  00 

Specifically  set  aside  for  account  of  construction 

expenditures  at  Gary,  Ind.,  plant 10,  000,  000.  00 

For    reserve    fund    to    cover    advanced    mining 

royalties 1.  000,  000.  00 

26,  000,  000.  00 

Balance  of  surplus  for  the  year 16,  772,  o82.  82 

Undivided  surplus  on  December  31,  1909 9."),  401,  ::nri.  ,T1 

Loss  charges  during  the  year  1910  against  the  fore- 
going balance 735,  0.59.  66 

94,  Ofiil.  V.Xk  85 

Total  undivided  surplus  December  31,  1910,  exclusive  of  capital 
surplus  provided  in  organization  and  of  subsidiary  companies' 
intercompany  profits  in  inventories 105,438,718.67 

The  primary  purpose  of  the  foregoing  statement  is,  of  course,  to 
furnish  the  stockholders  or  the  investing  public  such  information 
on  earnings  and  profits  as  will  show  the  total  amount  available  for 
interest  and  dividend  distribution,  and  the  amount  of  surplus  re- 
maining. The  figures  as  here  given  emlirace  the  combined  statements 
of  the  various  subsidiary  concerns  controlled  by  the  Steel  Corpora- 
tion. The  gross  sales  and  earnings,  therefore,  as  given  here  are  the 
gross  receipts  from  sales  of  the  various  products  manufactured, 
hichiding  intercompany  operational  and  the  gross  earnings  of  the 
various  transportation  and  miscellaneous  companies.  From  these 
gross  sales  and  earnings  are  deducted  the  manufacturing  and  pro- 
ducing costs  and  operating  expenses.  These  manufacturing  and  pro- 
ducing costs  are  the  aggregate  costs  of  the  subsidiary  companies,  in- 
cluding payments  of  one  subsidiary  company  to  another  for  materials, 
and  include  all  the  customary  items,  such  as  cost  of  raw  materials, 
labor,  and  other  conversion  costs;  also  the  expenditures  for  ordinary 
maintenance  and  repairs  discussed  in  Chapter  VI,  and,  moreover,  the 
"  provisional  charges  for  depreciation."  Some  of  these  provisional 
depreciation  allowances  are,  as  previously  stated,  merely  charges  for 
the  bond  sinking  funds  of  subsidiary  companies  and  are  not  techni- 
cally a  part  of  this  manufacturing  and  producing  cost,  nor  of  depre- 
ciation, although  treated  as  such.  (See  p.  340.)  It  should  be  noted 
that  these  depreciation  charges  do  not  include  the  so-called  deprecia- 
tion provisions  (sinking  funds,  etc.)  of  the  Steel  Corporation  itself. 
All  these  provisional  depreciation  allowances,  however,  are  taken  out 
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of  costs  at  this  point  in  order  to  deduct  them  from  profits  later  in  a 
single  group.* 

The  other  operating  charges  comprise  administrative,  selling,  and 
general  expenses  (except  that  general  expenses  of  transportation 
companies  are  included  under  the  ordinary  operating  expenses) ,  pro- 
vision for  employees'  bonus  funds  (see  p.  340),  taxes,  commercial 
discounts,  and  interest.  From  the  total  of  these  operating  charges 
there  are  deducted  the  provisional  charges  for  depreciation  above 
referred  to.  After  making  this  deduction  the  remaining  operating 
charges  are  deducted  from  the  gross  receipts,  leaving  a  balance  of 
operating  earnings  (without  deducting  depreciation),  to  which  are 
added  certain  sundry  gains  (or,  in  some  cases,  there  are  deducted 
certain  losses),  and  rentals.  The  addition  of  these  items  to  the 
previous  balance  gives  what  is  termed  the  "  total  net  manufacturing, 
producing,  and  operating  income,  before  deducting  provisional 
charges  for  depreciation." 

To  this  total  operating  income  is  added,  in  turn,  the  "  other  in- 
come "  of  the  Corporation,  which  consists  of  a  small  amount  of 
profits  from  miscellaneous  properties  owned  (but  the  operations  of 
which  are  not  included  in  the  income  account),  as  well  as  income 
from  sundry  investments,  interest  on  deposits,  etc.  From  the  total 
thus  reached  there  are  deducted  interest  on  bftnds,  mortgages,  pur- 
chase-money obligations,  and  special  indebtedness  of  the  subsidiary 
companies,  the  remainder  being  the  profits  of  the  Steel  Corporation, 
exclusive  of  depreciation  charges.  A  further  adjustment  is  made  at 
this  point  to  allow  for  what  may  conveniently  be  called  "  deferred 
intercompany  profits  "  of  subsidiary  coihpanies.  These,  as  stated 
on  page  340,  are  bookkeeping  profits  on  transactions  between  differ- 
ent constituent  companies — as,  for  instance,  the  sale  of  ore  to  a  blast 
furnace — which  have  not  been  actually  realized,  owing  to  the  fact 
that  the  finished  material  into  which  such  products  have  gone  has 
not  yet  been  sold  to  outside  interests,  but  is  being  carried  in  inven- 
tories. In  other  words,  these  are  what  might  be  termed  "  locked-up 
profits." 

It  should  be  noted  that  the  amount  of  deferred  intercompany 
profits  deducted  in  any  year  in  the  profit  and  loss  account  of  the 
Steel  Corporation  is  not  the  total  amount  of  such  locked-up  profits, 
but  the  increase  from  year  to  year,  since  in  each  year  that  certain 
deferred  profits  are  released,  new  profits  in  turn  are  locked  up.  If 
the  operation  were  shown  in  complete  detail,  there  would  be  given  a 
separate  item  in  the  profit  and  loss  account  showing  as  an  addition 

1  It  may  be  noted  that  In  the  earlier  reports  of  the  Corporation  these  provisional  charges 
for  depreciation  were  not  included  In  the  manufacturing  and  operating  cost,  but  merely 
the  charges  for  ordinary  maintenance  and  repairs.  The  change  in  this  respect  was  made 
beginning  with  the  annual  report  for  1908. 
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to  the  earnings  the  amount  of  the  previously  deferred  intercompany 
profits  which  had  been  released  during  the  year,  and  another  item 
showing  the  amount  of  such  profits  locked  up  or  deferred  during  the 
year,  which  would  be  deducted  from  the  year's  earnings.  Obviously 
the  same  net  result  is  arrived  at  by  deducting  simply  the  increase  in 
the  amount  of  these  profits  locked  up  over  those  realized. 

The  deduction  of  this  item  of  deferred  intercompany  profits  from 
the  net  profits  gives  what  the  Corporation  terms  the  "  total  earnings  " 
of  the  subsidiary  companies.  From  these  "  total  earnings  "  are  then 
deducted  the  above-described  "  provisional  charges  for  depreciation  " 
(previously  taken  out  of  manufacturing  and  jDroducing  cost) ,  namely, 
payments  to  bond  sinking  funds  of  subsidiary  companies  and  to 
depreciation  and  extraordinary  replacement  funds,  the  latter  includ- 
ing in  certain  years  payments  to  special  funds  for  depreciation,  im- 
provements, and  construction. 

Deducting  these  provisional  charges  for  depreciation  from  the 
"total  earnings"  leaves  the  "net  earnings"  available  for  distribu- 
tion upon  the  securities  of  the  Steel  Corporation  or  for  the  general 
purposes  of  the  company.  The  first  deduction  from  these  so-called 
net  earnings  is  for  the  interest  on  the  Steel  Corporation's  bonds  and 
the  provision  for  the  sinking-fund  requirements  thereon."^  From  the 
remaining  sum  are  pUid  the  dividends  on  the  preferred  and  common 
stock,  the  balance  representing  the  surplus  earnings  for  the  year,  out 
of  which,  in  connection  with  previously  accumulated  surplus  earn- 
ings, the  Corporation  makes  its  appropriations  for  capital  expendi- 
tures or  for  writing  down  its  property  account,  or  for  miscellaneous 
purposes. 

Section  2.  Comparative  income  account  of  Steel  Corporation,  1901-1910. 

Having  thus  briefly  described  the  general  character  of  the  items  in 
the  Steel  Corporation's  profit  and  loss  account  and  income  account,  a 
consolidated  statement  of  these  accounts,  yearly,  from  1901  to  1910, 
is  given  in  Table  46.  For  convenience  the  arrangement  has  been 
changed  somewhat  from  that  used  l)y  the  Corporation  and  just  given 
above,  particularly  in  the  condensation  of  items  which,  for  the  pres- 
ent purposes,  it  is  not  necessary  to  show  in  detail,  as,  for  instance,  the 
inclusion  under  one  head  of  taxes,  commercial  discounts,  and  interest. 
Furthermore,  the  restatement  of  entries  for  provisional  charges  for 
depreciation  in  the  reports  as  published  by  the  Corporation  has  been 
avoided  in  this  consolidated  account,  these  provisional  charges  being 
shown  but  once. 

1 A  minor  adjustment  Is  made  by  the  Steel  Corporation  at  this  point ;  It  Is  relatively 
so  Insignificant  as  to  require  no  discussion. 
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Before  analyzing  this  statement  of  income  the  general  course  of 
the  earnings  of  the  Corporation  may  be  noted.  On  the  whole  there 
has  been  a  marked  increase  in  the  volume  of  gross  sales  and  earnings, 
the  total  rising  from,  roughly,  $560,500,000  in  1902  to  nearly  $704,- 
000,000  in  1910 ;  this  figure,  moreover,  was  very  considerably  exceeded 
in  1907,  when  the  total  amounted  to  $757,000,000. 

The  "  total  income  "  of  the  Corporation,  after  deducting  the  ordi- 
nary manufacturing  costs,  miscellaneous  administrative  expenses, 
taxes,  and  other  charges  noted  in  the  table,  shows  a  less  pronounced 
change.  Thus  this  total  income  in  1902  was,  roughly,  $139,400,000, 
and  but  little  in  excess  of  $150,700,000  in  1910,  an  increase  of  only 
about  8^  per  cent,  whereas  the  gross  sales  and  earnings  increased  by 
25  per  cent. 

The  total  net  earnings  as  thus  shown  by  the  Corporation's  reports, 
after  deducting  the  provisional  charges  for  depreciation,  increased 
from  $108,500,000  in  1902  to  over  $133,200,000  in  1907;  in  1910  they 
were,  roughly,  $116,700,000. 

The  total  net  earnings,  as  shown  by  the  Corporation's  reports,  for 
the  nine  and  three-fourths  years  covered  by  the  preceding  table 
amounted  to  $980,000,000,  or  an  average  of  almost  exactly  $100,000,- 
000  per  year.  The  extreme  range  was  from  $57,791,197  in  1904  to 
$133,244,929  in  1907.  This  comparison  well  illustrates  the  pronounced 
fluctuations  which  occur  in  the  iron  and  steel  industry.  In  1904, 
which  was  a  year  of  marked  depression,  the  earnings  of  the  Corpora- 
tion exceeded  its  fixed  charges  and  preferred-stock  dividend  by  only 
about  $5,000,000,  while  in  1907  the  excess  over  these  requirements 
was  more  than  $79,000,000. 

Section  3.  Revision  of  income  account  of  Steel  Corporation. 

If  all  the  items  in  the  Steel  Corporation's  income  account  could  be 
accepted  for  the  present  purpose  without  change,  then  all  that  would 
be  necessary  in  order  to  determine  the  rate  of  return  on  the  invest- 
ment actually  employed  in  the  business  would  be  to  compare  the  "  net 
earnings,"  as  given  in  the  preceding  table,  with  the  investnient  as 
established  by  the  Bureau  in  Table  43. 

Most  of  the  items  in  the  income  account  can  thus  be  accepted  with- 
out criticism  or  change.  However,  for  the  purpose  of  computing  the 
real  rate  of  profit  upon  the  actual  investment  certain  rearrangements 
and  revisions  of  this  income  account  are  necessary.  These  are  shown 
in  Table  47,  on  page  341.  In  the  first  place,  the  deduction  of  in- 
terest on  bonds,  mortgages,  purchase-money  obligations,  and  similar 
indebtedness  of  the  subsidiary  companies  should  not  be  made  in  com- 
puting the  rate  of  return  on  the  investment,  because  such  obligations 
have  been  regarded  as  representing  an  equivalent  addition  to  the 
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investment  and  have  not  been  treated  as  current  liabilities.  Obvi- 
ously, since  such  amounts  have  been  retained  in  the  investment,  the 
amounts  paid  out  from  earnings  as  interest  on  such  indebtedness 
should  be  retained  in  the  statement  of  earnings.^ 

It  might  be  argued,  moreover,  that  such  expenditures  as  the  pro- 
vision for  employees'  bonus  funds  should  not  be  deducted  from  the 
earnings,  but  that  these  provisions  should  be  regarded  as  in  some- 
what the  same  class  as  dividends  paid  to  stockholders,  on  the  ground 
that  the  establishment  of  these  bonus  funds  is  a  profit-sharing  ar- 
rangement. Since,  however,  the  opportunity  for  sharing  in  such 
bonus  payments  might  be  regarded  as  in  the  nature  of  additional 
wages,  the  deduction  as  made  by  the  company  has  been  allowed  to 
stand. 

A  further  revision  of  the  earnings  is,  however,  necessary  in  the 
case  of  the  provisional  charges  for  depreciation.  It  will  be  seen  that 
the  Corporation  deducts  from  earnings  under  this  head  provisions 
for  sinking  funds  on  bonds  of  subsidiary  companies,  and  amounts 
charged  to  the  depreciation  and  extinguishment  funds,  to  the  ex- 
traordinary replacement  funds,  and  to  special  funds  for  deprecia- 
tion, improvements,  and  construction.  As  already  pointed  out  in 
Chapter  VI,  there  is  no  necessary  relationship  between  bond  sinking 
fund  provisions  and  true  depreciation,  but  for  convenience  the  bulk 
of  the  amount  set  aside  for  sinking  funds  on  bonds  of  subsidiary 
companies  may  be  regarded  as  the  equivalent  of  depreciation.  As 
shown  in  Chapter  VI,  however,  the  various  provisional  appropria- 
tions for  depreciation  were  in  excess  of  necessary  allowances,  the 
total  excess  for  the  entire  period  from  April  1,  1901,  to  December  31, 
1910,  having  been  computed  at  $38,285,000.  In  order  to  arrive  at  a 
correct  statement  of  the  earnings,  therefore,  this  excessive  amount 
has  been  restored  by  the  Bureau. 

The  item  of  adjustments  in  sundry  accounts,  which  in  the  income 
statements  of  the  Steel  Corporation  is  made  after  deducting  the  inter- 
est and  sinking-fund  provisions  from  the  net  earnings,  should  in  this 
revision  be.  taken  account  of  before  establishing  the  readjusted 
earnings. 

The  Bureau  has,  moreover,  restored  to  the  earnings  the  item  of 
deferred  intercompany  profits  in  inventories.  It  is  proper  that  the 
Corporation  should  deduct  this  from  its  income  in  arriving  at  the 
net  earnings,  since  these  deferred  profits  have  not  actually  been 
realized  by  the  sale  of  the  products  in  question  to  outside  interests. 
However,  such  locked-up  inventory  profits  are  only  tentatively  de- 
ducted by  the  Corporation,  and  in  the  balance  sheet  they  appear  as  a 
suspended  surplus,  thus  indicating  an  expectation  on  the  part  of  the 

1  It  win  be  noted  that  interest  on  the  Steel  Corporation's  bonds  Is  not  deducted  by  th< 
Corporation  until  after  the  net  earnings  are  established. 
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Corporation  that  they  will  eventually  be  realized.  While,  therefore, 
the  deduction  of  this  item  is  easily  justified,  on  the  other  hand  the 
Bureau  has  deemed  it  proper,  and  on  the  whole  better,  to  restore  this 
item  to  the  earnings  in  computing  the  rate  of  return  on  the  actual  in- 
vestment. As  already  pointed  out,  the  amount  of  such  profits  re- 
stored in  any  given  year  is  the  increase  over  the  amount  "  locked  up  " 
in  the  previous  year's  inventories,  and  not  the  entire  amount  of  such 
profits. 

The  revisions  thus  described  are  carried  out  in  the  following  table, 
in  which  there  are  added  to  the  net  earnings  for  the  year,  as  given 
in  Table  46,  the  amounts  deducted  in  that  table  for  interest  on  bonds, 
mortgages,  purchase  money  and  other  similar  obligations  of  sub- 
sidiary companies,  the  increase  in  the  item  of  deferred  intercompany 
profits,  the  excess  of  provisional  depreciation  charges  over  what  were 
determined  to  be  proper  and  necessary  provisions,  the  item  of  "  ad- 
justments in  sundry  accounts  "  also  being  taken  into  consideration. 

TABLE  47.— ACTUAL  EARNINGS  OF  STEEL  CORPORATION  ON  ITS  TOTAL  INVESTMENT 
AS  COMPUTED  BY  BUREAU,  1901-1910. 


Net  earnings, 

as  shown  by 

annual  reports. 

Adjustments 

by  Corporation 

in  sundry 

accounts. 

Amounts  restored  to  earnings  by  Bureau. 

Year. 

Interest  on 
bonds,  mort- 
gages, and 
purchase- 
money  obli- 
gations of 
subsidiary 
companies. 

Locl£ed-up 

intercompany 

profits  in 

inventories. 

Excessive 
depreciation 
allowances. 

Total  adjusted 
earnings. 

1901 1 

$76,006,230.89 
108,534,374.26 

83,675,786.51 
<57,791,196.80 

96,432,696.93 
125,966,938.13 
133,244,929.28 

74,882,529.11 
•107,773,099.96 
116,738,167.80 

214,500,000.00 
6,113,584.34 
6,553,861.06 
6,573,146.54 
6,710,214.73 
6,561,478.70 
6,492,195.42 
7,401,205.18 
7,887,178.18 
7,263,453.66 

« 

(=) 

—51,254,336.48 

6,307,189.83 

2,739,403.74 

9,744,692.51 

426, 983. 85 

2,617,395.54 

2,751,307.08 

-81,765,000.00 
8,062,272.00 
9,354,851.00 

-      631,165.00 
3,480,088.00 
8,216,388.00 
6,616,572.00 
1,688,643.00 
1,981,460.00 
1,281,348.00 

877,741,230.89 

1902 

1903 

1904 

1906 

1906 

1907 

1908 

1909 

1910 

-$1,207,886.84 

-  5,427,640.33 
+      n3,108.34 

99,263.78 

-  90,601.19 

-  681,515.52 
+      .394,034.59 
+      548,445.08 

-  818,182.64 

121,502,343.75 
94,156,958.24 
62,491,950.20 
112,830,834.71 
143,393,707.38 
156,416,873.69 
'  84,793,295.73 
120,807,578.76 
127,216,083.90 

Total. 

980,046,838.66 

-  7,369,292.29 

66,056,317.81 

23,332,636.07 

38,285,357.00 

1,100,350,857.26 

1  Nine  months. 

2  Approximated;  this  amount  never  comput«d  by  the  Corporation. 

3  In  these  years  the  intercompany  profits  in  inventories  were  not  deducted  by  the  Corporation  and  hence 
need  not  be  restored. 

<  After  deducting  employees'  bonus-fund,  which  in  this  year  was  taken  out  after  stating  net  earnings,  but 
which  in  other  years  is  deducted  before  determining  the  net  earnings. 

The  result  of  these  revisions,  it  will  be  seen,  is  an  addition  of 
$120,306,019  to  the  net  earnings  as  given  in  the  published  reports, 
making  a  total  of  $1,100,350,857. 


342 


THE   STEEL  INDUSTRY. 


Section  4.  Comparison  of  revised  earnings  of  Steel  Corporation  with  re- 
vised investment. 

The  earnings  of  the  Steel  Corporation,  as  thus  adjusted  by  the 
Bureau,  may  now  be  compared  with  the  investment  as  correspond- 
ingly revised.  Such  comparison  is  given  in  Table  48.  It  will  be 
recalled  that  the  Bureau's  figures  of  investment  as  here  given  are 
for  tangible  property  alone: 

Table  48.— COMPARISON  OF  INVESTMENT  OF  STEEL  CORPORATION,  WITH  TOTAL 
EARNINGS  THEREON,  AS  ADJUSTED  BY  BUREAU,  YEARLY,  1901-1910. 


Year  ended  Dec.  31— 

Total  invest- 
ment in  tan- 
gible property 
as  computed 
by  Bureau. 

Earnings  as  adjusted  by 
Bureau. 

Amount. 

Per  cent. 

19011 

$698,869,766 

763,574,919 

806,615,979 

818,238,143 

874,840,920 

947,397,884 

1,078,763,602 

1,090,425,487 

1,146,875,993 

1,186,982,038 

I $77, 741, 231 

121,602,344 

94,156,958 

62,491,950 

112,830,835 

143,393,707 

165,416,873 

84,793,296 

120,807,579 

127,216,084 

3 14  8 

1902 

1903 

11  7 

1904 

1905 

1906 

15  1 

1907 

1908 

7  g 

1909 

1910 

10.7 

Total 

1,100,350,867 
3112,856,498 

Average 

941,258,472 

12.0 

1  Nine  months,  April  to  December;  investment  includes  additions  during  tbis  period. 

2  Indicated  rate  per  annum  based  on  actual  earnings  for  nine  montbs. 
»  Average  yearly  profits  tor  nine  and  tbree-Iourths  years. 

The  table  shows  an  average  rate  of  return  upon  the  total  invest- 
ment in  tangible  property  for  the  entire  period  from  April  1,  1901, 
to  December  31,  1910,  of  12  per  cent.  The  highest  rate  was  reached 
in  1902,  namely,  15.9  per  cent,  and  in  1906,  an  unusually  prosperous 
year,  it  exceeded  15  per  cent.  In  1904  and  1908,  however,  which 
were  years  of  pronounced  reaction,  the  rates  fell  to  7.6  per  cent  and 
7.8  per  cent,  respectively.  Prior  to  the  formation  of  the  Steel  Cor- 
poration and  other  large  consolidations,  the  iron  and  steel  industry 
was  noted  for  violent  changes  in  the  rate  of  profit,  the  industry, 
indeed,  having  been  aptly  termed  "  either  prince  or  pauper."  This 
table  shows  that  so  far  as  the  Steel  Corporation  is  concerned  the 
business,  although  still  subject  to  marked  fluctuations  in  profits,  has, 
even  in  the  most  depressed  years  of  this  period,  shown  a  substantial 
return  on  the  actual  investment. 

The  average  rate  for  the  first  four  and  three-fourths  years  was 
12.5  per  cent,  as  against  11.6  per  cent  in  the  five  years  from  1906  to 
1910.  Therefore,  in  so  far  as  any  tendency  may  be  noted,  it  is  toward 
a  lower  rate  of  profit  in  recent  years. 
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It  is  important  to  emphasize  at  this  point  that  the  rate  of  earn- 
ings of  a  great  concern  which,  like  the  Steel  Corporation,  handles 
more  than  50  per  cent  of  the  business  of  the  country  is  not  to  be 
judged  by  the  same  standard  as  the  rate  for  a  comparatively  small 
concern.  Some  of  the  most  successful  concerns  in  the  steel  industry 
outside  of  the  Steel  Corporation  show  higher  rates  of  return  upon 
their  total  investments.  While,  however,  some  exceptionally  efficient 
or  fortunate  concerns  earn  rates  in  excess  of  this  average,  on  the 
other  hand  a  great  many  companies  show  very  much  lower  rates 
on  their  total  investments,  while  sometimes  the  business  is  con- 
ducted at  a  loss.  Therefore,  an  average  rate  of  12  per  cent  on  the 
total  tangible  investment  for  over  one-half  of  the  entire  steel  busi- 
ness of  the  country  is  much  more  significant  than  the  same  rate  or 
even  a  larger  rate  for  a  comparatively  small  concern.  It  probably 
means  that  the  return  on  a  considerable  proportion  of  the  business 
of  the  country,  which  under  more  competitive  conditions  and  more 
scattered  ownership  would  be  conducted  at  a  lower  rate  of  profit, 
has  been  considerably  increased. 

It  may  also  be  noted  that  the  investment  includes  a  large  amount 
of  idle  property,  particularly  unimproved  ore  reserves,  which,  of 
course,  tends  to  reduce  the  rate,  although  the  investment  in  such  un- 
developed iron-ore  property  as  computed  by  the  Bureau  is  not  so 
great  as  to  very  materially  affect  the  rate  of  profit.  It  is,  however, 
worth  emphasizing  that  the  rate  of  profit  here  given  includes  not  only 
the  iron  and  steel  industry  proper,  but  also  the  iron-ore  mining  in- 
dustry. Prior  to  the  era  of  consolidation  the  latter,  to  a  large  ex- 
tent, was  distinct  from  the  manufacture  of  iron  and  steel,  and  under 
the  scattered  ownership  of  iron-mining  properties  then  prevailing 
profits  generally  are  understood  to  have  been  comparatively  low, 
on  the  average.  Under  present  conditions  in  the  iron  and  steel  in- 
dustry, however,  the  Lake  iron-ore  industry  is  one  of  the  most  profit- 
able branches  of  the  business.  This  factor  should  be  considered, 
therefore,  in  comparing  the  profits  of  the  iron  and  steel  industry  at 
the  present  time  with  those  obtained  under  the  different  conditions 
formerly  prevailing. 

The  average  rate  of  12  per  cent  here  given  is,  as  repeatedly  pointed 
out,  the  rate  upon  the  entire  investment  in  the  tangible  property. 
It  is,  of  course,  considerably  larger  than  the  rate  of  net  profit  upon 
the  total  issue  of  capital  securities,  because  this  total  capitalization 
greatly  exceeds  the  investment  as  established  by  the  Bureau.  The 
average  capitalization  of  the  Corporation  for  the  entire  period  (based 
on  the  amounts  outstanding  at  the  close  of  each  year)  was  approxi- 
mately $1,445,000,000.  Using  the  earnings  as  revised  by  the  Bureau, 
the  average  rate  on  this  average  capitalization  would  be  7.8  per  cent. 

The  capital  securities  of  the  Steel  Corporation,  however,  include 
a  large  amount  of  bonds  upon  which  the  return  is  fixed,  in  most  cases 
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at  5  per  cent.  If  the  bonds  of  the  Corporation  had  been  issued  only 
for  an  equal  amount  of  property  or  cash  in  every  instance,  an  amount 
equal  to  the  total  bonded  indebtedness  (including  purchase-money 
obligations  and  mortgages)  could  be  deducted  from  the  investment 
as  computed  by  the  Bureau,  leaving  what  may  be  termed  as  the  in- 
vestment contributed  by  the  stockholders  or  represented  by  the  capital 
stock.  If  the  earnings  after  deducting  interest  on  the  bonded  debt 
were  compared  with  such  remaining  portion  of  the  total  investment, 
the  rate  would  be  considerably  in  excess  of  12  per  cent.  Such  a 
comparison  can  not,  however,  be  presented  in  a  satisfactory  way, 
particularly  because  the  bond  issues  did  not  always  represent  an 
equivalent  addition  to  the  investment.  In  the  case  of  the  acquisi- 
tion of  the  Carnegie  Company  in  particular,  over  $300,000,000  in 
bonds  were  issued  for  Mr.  Carnegie's  interest  alone,  whereas  the  total 
tangible  assets  of  the  Carnegie  Company  a  year  earlier  apparently 
were  not  much,  if  any,  in  excess  of  $160,000,000.  (See  p.  159.) 
Therefore,  to  deduct  the  total  indebtedness  from  the  true  investment 
would  leave  an  unduly  low  remainder  for  the  capital  stock  and  un- 
fairly exaggerate  the  rate  of  profit  on  that  part  of  the  true  invest- 
ment which  may  be  considered  as  contributed  by  the  stockholders. 

Consequently  the  Bureau  does  not  attempt  to  give  in  definite  figures 
the  rate  of  profit  earned  by  the  Steel  Corporation  on  the  true  invest- 
ment represented  by  its  capital  stock,  but  merely  calls  attention  to 
the  fact  that  the  rate  of  profit  above  shown  is  not  the  rate  earned  on 
that  part  of  the  true  investment  which  may  be  considered  as  con- 
tributed by  the  stockholders,  but  a  lower  rate  earned  on  the  total 
true  investment  and  accruing  to  the  stockholders  and  bondholders 
combined. 

Section  5.  Portion  of  Steel  Corporation's  earnings  accruing  to  the  benefit 
of  the  stockholders. 

The  preceding  comparison  of  earnings  with  the  actual  investment 
affords  what  is  perhaps  the  best  single  available  test  of  the  earning 
power  of  the  Corporation  and  of  the  reasonableness  of  its  profits.  As 
already  shown,  a  comparison  of  the  earnings  with  the  total  capitali- 
zation would  mean  little,  because,  particularly  in  earlier  years,*  the 
capitalization  was  far  in  excess  of  the  actual  investment,  and  still  is 
materially  in  excess  of  that  investment.  It  is,  however,  of  decided 
interest  to  analyze  the  disposition  of  the  earnings  of  the  Corporation 
from  the  standpoint  of  the  stockholders  and  with  especial  reference 
to  the  position  of  the  common  stock.  Such  an  analysis  shows  that 
Avhereas  at  the  outset  the  common  stock  represented  no  real  value 
whatever  it  has  nevertheless  received  a  substantial  return  in  divi- 
dends. Moreover,  there  has  been  built  up  by  the  great  increase.in 
investment  a  considerable  equity  for  the  common  stock. 
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Of  course  most  of  this  equity  is  not  in  a  form,  in  which  it  can  be 
distributed  as  dividends,  because  most  of  the  earnings  accruing  to 
the  benefit  of  the  common  stock  have  been  reinvested  in  fixed  prop- 
erty, either  new  plants,  or  new  ore,  coal,  and  similar  properties. 
Nevertheless,  the  reinvestment  of  these  earnings  means  that  an  equity 
for  the  common-stock  holders  in  the  property  has  been  created,  and 
that  meanwhile  a  great  investment  is  being  utilized  to  produce 
profits  of  which  only  fixed  amounts  are  distributed  to  the  holders  of 
bonds  and  preferred  stock,  while  the  remaining  amounts  may  be  ap- 
plied to  dividends  on  the  common  stock. 

In  computing  the  amount  of  the  earnings  accruing  to  the  benefit  of 
the  common-stock  holders,  the  Bureau  has  included  the  amounts  set 
aside  by  the  Steel  Corporation  itself  for  sinking-fund  requirements. 
While  these  amounts  obviously  will  not  accrue  directly  to  the  stock- 
holders in  a  form  available  for  dividends,  because  the  bond  inden- 
tures require  absolutely  that  such  sinking-fund  payments  shall  be 
made,  yet  they  represent  an  addition  to  the  equity  back  of  the  stock 
as  truly  as  the  earnings  reinvested  in  fixed  property.  In  the  one  case, 
the  addition  to  the  equity  is  direct,  through  the  construction  of  addi- 
tional plants  or  the  addition  of  more  physical  property.  In  the  other 
case  it  is  indirect,  by  reducing  the  indebtedness  against  the  property. 
Therefore,  the  earnings  accruing  to  the  benefit  of  the  stockholders 
have  been  regarded  as  the  entire  earnings,  as  revised  in  Table  47, 
less  only  interest  on  the  bonds  and  similar  indebtedness  of  the  Steel 
Corporation  and  of  its  subsidiaries. 

The  total  amount  of  earnings  accruing  to  the  benefit  of  the  stock- 
holders for  the  entire  period  from  1901  to  1910,  as  thus  determined, 
is  $816,430,854,  of  which  amount  $393,951,787  was  actually  paid  out 
in  dividends,  as  follows: 

Table  49.-^AM0DNT  OF  EARNINGS  OF  STEEL  CORPORATION,  1901-1910,  WHICH 
DIRECTLY  OR  INDIRECTLY  HAVE  INCREASED  THE  EQUITY  OF  THE  STOCK- 
HOLDERS   IN  THE   PROPERTY. 

Total  earnings,  as  revised  by  the  Bureau $1, 100,  350,  857 

Deduct — 

Interest  on  bonds,  etc.,  of  subsidiary  companies $66,  056,  318 

Interest  on  United  States  Steel  bonds  (less  interest 

on  bonds  in  sinking  funds) 211,063,685 

Commission  to  bankers  under  bond-conversion  plan-  6,  800,  000 

Total    283,  920,  003 

Balance  accruing  to  benefit  of  stockholders 816,  430,  854 

Amount  actually  paid  out  in  dividends  : 

Preferred  stock 1 269,  439,  530 

Common   stock 124,  512,  257 

393,  951,  787 

Amount  reinvested  in  fixed  property  and  other  assets,  or  applied 
to  sinking  funds  on  United  States  Steel  bonds,  and  accruing 
to  benefit  of  stockholders 422,  479,  067 

1  Including  ?24,902  paid  out  on  stocks  of  subsidiary  companies  in  1901. 
4525°— 11 24 
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The  total  of  the  amounts  reinvested  in  the  property  and  the 
amounts  applied  to  sinking  funds  on  bonds  of  the  Steel  Corporation, 
namely,  $422,479,067,  which  represents  an  equity  accruing  to  the  bene- 
fit of  the  stockholders,  does  not  include  $20,092,728  of  sundry  reserve 
funds  on  the  books  on  December  31,  1910.  Of  this  figure,  $8,402,999 
represented  insurance  funds,  and  the  balance,  $11,689,729,  contingent 
and  miscellaneous  operating  funds.  So  far  as  the  insurance  funds 
are  concerned,  these  under  certain  conditions  (i.  e.,  the  dissolution  of 
the  Corporation)  might  fairly  be  considered  as  an  addition  to  the 
equity  built  up  in  the  interest  of  the  stockholders.  In  the  case  of  the 
contingent  and  miscellaneous  funds,  however,  it  might  be  incorrect 
to  treat  them  in  the  same  manner.  Adding  the  insurance  funds  to 
the  above  figure  would  give  a  total  equity  of  rather  more  than 
$430,000,000. 

In  other  words,  the  capital  stock  of  the  Corporation,  over 
$720,000,000  of  which  at  the  organization  of  the  Corporation  (see 
p.  239)  represented  no  tangible  -\alue  whatever,  and  much  of  which 
was  mere  "  water,"  has  received  during  the  period  from  April  1, 
1901,  to  December  31,  1910,  nearly  $400,000,000  in  cash  dividends, 
while,  in  addition,  $422,479,000  more  of  the  earnings  of  the  Corpo- 
ration (this  excluding  the  sundry  funds  above  referred  to)  went 
directly  or  indirectly  to  enhance  the  equity  accruing  to  the  holders 
of  the  stock.^ 

Had  the  preferred  stock  originally  been  fully  covered  by  tangible 
property  value  this  entire  equity  thus  built  up  might  be  considered 
as  accruing  to  the  benefit  of  the  common-stock  holders.  Since,  how- 
ever, as  shown  on  page  240,  a  considerable  portion  of  the  preferred 
stock  in  1901  had  no  tangible  property  back  of  it,  to  this  extent  this 
increase  in  the  equity  can  not  be  considered  as  belonging  to  the  com- 
mon-stock holders. 

Opinions  as  to  whether  the  dividends  paid  out  to  the  common-stock 
holders,  together  with  the  equity  built  up  for  them  in  the  property 
of  the  Corporation,  were  excessive  or  not  must  depend  finally  upon 
opinions  respecting  the  reasonableness  of  the  average  profit  of  12 
per  cent  on  the  total  investment  as  computed  above.  If  that  rate  be 
accepted  as  reasonable  and  proper  for  a  concern  like  the  United 
States  Steel  Corporation,  then  the  distribution  of  this  amount  among 
the  various  classes  of  security  holders  is  a  subordinate  consideration, 
particularly  as  the  voting  power  is  not  restricted  to  any  small  or 
selected  group  of  security  holders,  who  thereby  might  exploit  the 
earnings  to  their  own  advantage.  If,  on  the  other  hand,  the  average 
rate  of  12  per  cent  on  the  total  investment  be  regarded  as  unreason- 
ably high,  then  tlie  large  equity  built  up  in  the  interest  of  the  stock- 

'  In  1903,  $150,000,000  preferred  stock  was  exchanged  Into  a  like  amount  of  tonds ! 
this,  however,  does  not  a£Eect  this  discussion. 
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holders  must,  to  some  extent  at  least,  be  regarded  as  representing  an 
undue  exaction  from  the  consuming  public. 

In  judging  of  the  reasonableness  of  this  rate  of  12  per  cent  profit 
on  total  investment,  all  the  circumstances  of  the  case  should  be  con- 
sidered, and  in  particular  the  following:  (1)  That  the  Corporation 
was  not  one  of  a  number  of  nearly  equal  competitors,  but  rather  one 
which  controlled  a  very  large  proportion  of  the  total  business  of  the 
country,  and  one  which  possessed  in  addition  certain  quasi  mono- 
polistic features,  both  of  which  circumstances  tended  to  reduce  risk; 
(2)  that,  as  in  all  great  companies  of  this  type,  the  stockholders  as 
a  class  had  no  real  responsibilities  of  management,  while  the  broad 
market  for  the  stock  enabled  them  to  invest  therein  or  sell  out  their 
holdings  at  current  market  values  without  difficulty;  and  (3)  that 
when  the  profit  on  that  part  of  the  actual  investment  which  was  put 
in  for  shares  of  the  capital  stock  (as  distinguished  from  bonds)  is 
considered  it  was  at  a  considerably  higher  rate  than  12  per  cent. 
(See  p.  344.) 


CHAPTER  VIII. 
THE  BOND-CONVERSION  PLAN  OF  1902-3. 

Section  1.  Description  of  plan  and  terms. 

In  April,  1902,  or  just  about  a  year  after  the  organization  of  the 
United  States  Steel  Corporation,  announcement  was  made  that  the 
board  of  directors  had  approved  plans  for  converting  $200,000,000 
of  the  7  per  cent  preferred  stock  of  the  company  into  5  per  cent  bonds. 
As  a  part  of  this  conversion  plan  it  was  also  proposed  to  sell 
$50,000,000  of  bonds  to  reimburse  the  treasury  for  expenditures 
previously  made  to  retire  certain  current  obligations,  and  to  secure 
additional  working  capital  for  the  Corporation. 

The  terms  of  the  plan  were  in  substance  as  follows:  An  issue  of 
$250,000,000  five  per  cent  10-60  year  sinking-fund  gold  bonds  was 
to  be  authorized.  Of  this  amount,  $200,000,000  was  to  be  paid  for 
in  preferred  stock  exchangeable  at  par,  the  additional  $50,000,000 
to  be  sold  for  cash,  also  at  par.  Each  holder  of  preferred  stock  was 
to  have  the  right  to  subscribe  for  the  new  bonds  to  the  extent  of  one- 
half  his  holdings  of  that  stock  (there  being  outstanding,  roughly, 
$500,000,000  of  preferred  stock,  or  twice  the  amount  of  the  bond 
issue  proposed).  These  subscriptions  were  to  be  payable  as  follows: 
80  per  cent  in  preferred  stock  and  20  per  cent  in  cash ;  that  is  to  say, 
a  holder  of  100  shares  of  preferred  stock  of  a  par  value  of  $10,000 
could  subscribe  for  $5,000  of  the  new  bonds  at  par  and  pay  for  them 
by  depositing  40  shares  of  his  preferred  stock,  of  a  par  value  of 
$4,000,  and  $1,000  in  cash.  The  stockholders  also  had  the  option  of 
exchanging  such  40  per  cent  of  their  holdings  of  preferred  stock 
without  subscribing  for  any  of  the  new  bonds  in  cash.  A  syndicate 
was,  however,  formed,  under  the  management  of  J.  P.  Morgan  & 
Co.,  to  underwrite  the  sale  of  $20,000,000  of  bonds  for  cash  at  par 
and  to  guarantee  the  exchange  of  $80,000,000  of  preferred  stock.  A 
copy  of  the  syndicate  agreement  appears  elsewhere.  (See  p.  400.) 
This  did  not  mean  that  the  syndicate  was  compelled  to  surrender 
$80,000,000  of  stock  or  to  subscribe  $20,000,000  of  cash,  in  addition 
to  subscriptions  by  other  stockholders.  It  simply  guaranteed  that 
in  all  $80,000,000  of  preferred  stock  would  be  deposited  and  that 
$20,000,000  of  bonds  would  be  paid  for  in  cash.  To  the  extent  that 
stockholders  outside  of  the  syndicate  made  such  deposits,  the  syndi- 
cate's obligation  was  reduced. 
348 
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It  will  be  seen,  therefore,  that  the  plan  did  not  really  insure  the 
raising  of  more  than  $20,000,000  of  the  $50,000,000  cash  capital 
which,  according  to  the  official  announcement,  was  urgently  needed. 

An  important  feature  of  the  arrangement,  and  one  which  proved 
productive  of  intense  dissatisfaction,  was  a  provision  that  the  under- 
writing syndicate  should  receive  a  commission  of  4  per  cent  on  all 
bonds  issued,  whether  for  cash  or  in  exchange  for  preferred  stock, 
and,  furthermore,  regardless  of  whether  such  bonds  were  exchanged 
by  members  of  the  syndicate  or  by  individual  stockholders  of  the 
Corporation.  Of  this  4  per  cent  commission  20  per  cent,  or  one- 
fifth,  was  to  be  retained  by  J.  P.  Morgan  &  Co.,  syndicate  managers. 
(See  sec.  3.) 

The  plan  was  submitted  to  the  stockholders  of  the  Corporation  at 
a  meeting  held  on  May  19,  1902,  and  was  approved  by  an  overwhelm- 
ing majority  of  the  stock  represented.^ 

Several  suits  were,  however,  immediately  instituted  to  prevent  the 
execution  of  this  plan.  Eventually  all  of  this  litigation  was  swept 
aside,  but  it  forced  a  postponement  of  the  plan  for  about  a  year.  On 
March  3, 1903,  J.  P.  Morgan  &  Co.,  acting  on  behalf  of  the  Steel  Cor- 
poration, renewed  the  offer  of  exchange  on  the  terms  above  outlined, 
with  the  necessary  changes  in  dates. 

Section  2.  Extent  of  conversion  operations. 

At  the  time  the  conversion  plan  was  first  announced,  in  April, 
1902,  the  syndicate  members  deposited  with  the  syndicate  managers 
$80,000,000  preferred  stock,  and  it  appears  that  this  stock  was  allowed 
to  remain  in  the  hands  of  the  syndicate  managers  during  the  time 
the  plan  was  delayed  by  litigation.  There  were  deposited  by  stock- 
holders outside  of  the  syndicate,  either  at  the  time  the  plan  was 
originally  announced  or  under  the  offer  as  renewed  a  year  later, 
$46,200,000  of  preferred  stock.^  There  were  no  cash  subscriptions 
to  new  bonds  on  the  part  of  individual  stockholders  outside  of  the 
syndicate  (except  for  the  trifling  amount  of  $12,200),  since  the  bonds 

1  The  vote  was  as  follows  : 

Preferred  stock  :  Shares. 

In  favor 3,  750,  596 

Opposed 4,  865 

Common  stock  : 

In  favor 3,066,232 

Opposed 7,  675 

The  great  bulk  of  the  vote  in  favor  was  by  proxy.      Excluding  proxies  obtained  by  the 
directors,  the  vote  was  as  follows  : 

Preferred  stock  :  Shares. 

In  favor 2,  818 

Opposed 4,  865 

Common  stock  ; 

In  favor 1,905" 

Opposed 7,  675 

=!  Annual  report  of  the  Steel  Corporation  for  1903. 
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at  the  outset  sold  (on  a  "when-issued"  basis)  slightly  under  par 
and  were  selling  by  March,  1903,  when  the  plan  was  formally  put  in 
operation,  at  only  88.  The  preferred  stock  was  selling  in  April,  1902, 
when  the  plan  was  first  announced,  at  94;  by  the  time  the  offer  was 
renewed  the  price  had  dropped  to  about  85. 

Under  the  offer  as  renewed,  the  right  to  exchange  preferred  stock 
for  bonds,  so  far  as  shareholders  outside  of  the  syndicate  were  con- 
cerned, was  to  cease  on  May  16,  1903.  The  underwriting  syndicate, 
however,  could  make  such  exchange  until  July  1,  1904;  in  other 
words,  for  a  period  of  13^  months  after  this  privilege  was  terminated 
with  respect  to  the  stockholders  outside  the  syndicate.  It  is  true  that 
the  individual  stockholders  had  been  given  for  a  limited  period  a 
preferential  opportunity  to  exchange  their  preferred  stock  for  bonds. 
That  is  to  say,  had  every  holder  of  preferred  stock  outside  of  the 
syndicate  elected  to  exchange  40  per  cent  of  his  preferred  stock  for 
bonds,  then  the  syndicate  would  have  been  able  to  exchange  only  a 
part  (about  40  per  cent)  of  the  $80,000,000  which  it  had  deposited 
with  J.  P.  Morgan  &  Co.  As  just  shown,  however,  only  about  $45,- 
200,000  of  preferred  stock  was  deposited  by  the  shareholders  outside 
the  syndicate  up  to  May  16,  1903,  when  the  privilege  was  terminated 
so  far  as  these  stockholders  were  concerned.  On  the  other  hand,  the 
syndicate,  under  its  arrangement,  was  to  be  allowed  to  continue  such 
exchanges  up  to  July  1,  1904. 

The  exclusive  extension  of  this  privilege  to  the  underwriting  syn- 
dicate for  this  period  resulted  in  intense  dissatisfaction.  This  was 
greatly  aggravated  because  the  margin  between  the  price  of  the  bonds 
and  the  price  of  the  preferred  stock  continued  to  widen,  so  that  the 
syndicate  was  able  to  make  a  large  profit  by  buying  the  preferred 
stock  in  the  market  and  immediately  turning  it  into  bonds  worth  a 
higher  price.  (As  shown  elsewhere,  the  profit  on  this  operation  may 
have  been  more  than  offset  by  a  loss  on  the  syndicate's  cash  subscrip- 
tion to  $20,000,000  bonds.)  In  October,  1903,  the  margin  between 
the  price  of  the  bonds  and  the  price  of  the  preferred  stock  was  about 
12  points.  In  November  it  widened  out  to  15  points,  the  preferred 
stock  selling  below  50,  whereas  the  lowest  price  for  the  bonds  was 
65.^  This  meant  that  the  syndicate,  which  had  the  exclusive  right 
to  continue  the  conversion,  could,  by  buying  preferred  stock  in  the 
open  market  and  immediately  exchanging  it  for  the  new  bonds,  make 
a  profit  of  $12  to  $15  on  every  share  thus  purchased  and  exchanged. 
The  total  amount  of  the  stock  purchased  by  the  syndicate  appears  to 
have  been  about  248,000  shares.     (See  p.  355.) 

The  fact  that  the  privilege  of  such  exchange  was  confined  to  the 
underwriting  syndicate,  as  well  as  other  features  of  the  plan,  aroused 

1  still  later  there  was  a  further  widening  of  the  margin,  due  to  an  advance  In  the  bonds, 
l)ut  the  arrangement  was  abandoned  soon  after  this.   (See  p.  356.) 
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widespread  disapproval.     As  a  result,  on  November  19,  1903,  the 
arrangement  was  abruptly  terminated. 

Section  3.  Eesults  of  conversion  plan. 

Results  to  the  Coepoeation. — The  conversion  plan,  it  will  be 
recalled,  purported  to  provide  for  the  exchange  of  $200,000,000  of  7 
per  cent  preferred  stock  into  a  like  amount  of  5  per  cent  bonds, 
thereby  substituting  an  interest  charge  of  $10,000,000  for  dividend 
requirements  of  $14,000,000,  and  also  for  the  sale  of  $50,000,000  of 
bonds  to  provide  cash,  which  was  apparently  much  needed,  thereby 
increasing  the  interest  charges  by  $2,500,000.  One  result  of  this 
plan,  therefore,  had  it  been  carried  out  in  its  entirety,  would  have 
been  the  substitution  of  $12,500,000  of  interest  for  $14,000,000  of 
dividends,  or  a  net  saving  to  the  Corporation  of  $1,500,000.  On  the 
conversion  alone  the  saving  would  have  been  $4,000,000.^  As  already 
seen,  however,  this  object  was  by  no  means  realized.  The  total  amount 
of  bonds  issued  under  this  conversion  plan  was  stated  by  Chairman 
Gary,  at  the  time  the  syndicate  agreement  was  terminated,  as  follows : 

$146,  388,  500  bonds  have  already  been  issued  in  excbange  for  stock  received 
and  canceled. 
.S,  611,  500  remain  to  be  issued  in  exchnnge  for  jireferred  stock  to  be  con- 
verted by  the  syndicate. 
2.902,000  bonds  sold  at  par  for  cash  and  paid  for  in  fnll  October  1  and 
already  issued. 
17, 098, 000  bonds  sold  at  par  for  cash  upon  which  25  per  cent  was  paid  to 
the  Corporation  October  1  and  which  will  be  issued  whenever 
the  remaining  75  per  cent  shall  be  called  for  and  paid. 


170, 000,  000  total  issue  outstanding. 

The  arrangement  was  further  described  in  the  second  annual  report 
of  the  Corporation  as  follows : 

Up  to  December  31,  1903,  there  had  been  issued  and  were  out- 
standing United  States  Steel  Corporation  10-60  year  5  per  cent 
sinking  fund  gold  bonds,  dated  April  1,  1903,  for  the  aggregate 
principal  sum  of  $152,902,500.  These  bonds  were  issued  in  pay- 
ment for  1,500,000  shares  of  preferred  stock  at  par,  as  well  as 
in  consideration  of  $7,177,100  cash  received  from  J.  P.  Morgan  & 
Co.,  for  a  syndicate,  being  part  of  $20,000,000  cash  receivable 
under  the  contract  of  April  1, 1902,  approved  by  the  stockholders 
in  special  meeting  May  19,  1902,  and  thereafter  sustained  by  the 
courts.  Since  January  1,  1904,  and  up  to  the  date  of  the  writing 
of  this  report,  there  have  been  received  from  J.  P.  Morgan  &  Co. 
$3,822,900  additional  on  account  of  the  aggregate  of  $20,000,000 
cash  receivable  as  above,  and  there  have  been  issued  additional 
bonds  of  the  par  value  of  $5,097,500,  making  at  this  date  (March 
1,  1904)  a  total  issue  of  bonds  for  the  aggregate  principal  sum  of 

'  This  does  not  take  account  of  the  necessity  o(  an  annual  sinking  fund  provision,  nor 
of  the  4  per  cent  commission  to  the  syndicate. 
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$158,000,000.  Thus  the  Corporation  has  received  from  J.  P. 
Morgan  &  Co.  for  the  syndicate  $11,000,000  in  cash  and  has 
delivered  $8,000,000  in  bonds,  leaving  $9,000,000  cash  to  be  re- 
ceived and  $12,000,000  bonds  to  be  delivered. 

The  Corporation  has  the  right  at  its  option  at  any  time  to  call 
for  the  remaining  $9,000,000  cash,  but  in  order  to  avoid  the  un- 
necessary burden  of  interest  upon  bonds  issued  for  money  not 
immediately  needed,  arrangements  have  been  made  with  J.  P. 
Morgan  &  Co.  whereby,  until  otherwise  provided,  the  Corpora- 
tion will  not  be  required  to  call  the  remaining  $9,000,000  cash 
or  to  deliver  bonds  therefor  except  when  and  as  the  cash  shall 
be  needed  by  the  Corporation.  Interest  on  these  bonds  begins 
to  run  only  as  and  when  the  Corporation  receives  cash  for  them. 
Under  Article  Third  of  the  contract,  Messrs.  J.  P.  Morgan  &  Co., 
representing  the  syndicate,  have  received,  or  will  receive,  as  com- 
pensation 4  per  cent  upon  the  par  of  $170,000,000  bonds,  for 
which  there  have  been  sold  to  and  received  by  the  Corporation 
1,500,000  shares  of  preferred  stock  at  par,  besides  the  $20,000,000 
in  cash  received  or  receivable  as  above  stated. 

It  will  be  seen,  therefore,  that  the  plan  fell  far  short  of  accomplish- 
ing what  it  was  designed  to  accomplish.  Instead  of  providing  $50,- 
000,000  new  cash  (or,  after  deducting  the  syndicate's  commission  of 
4  per  cent,  a  net  amount  of  $40,000,000)  the  total  new  cash  raised  was 
only  $13,200,000,  this  amount  being  arrived  at  by  deducting  from  the 
$20,000,000  cash  subscribed  by  the  syndicate  the  4  per  cent  commis- 
sion on  the  total  of  $170,000,000  of  new  bonds  issued,  or  $6,800,000. 
Moreover,  only  a  portion  of  this  cash  had  been  paid  in  to  the  Cor- 
poration at  the  end  of  December,  1903,  whereas,  according  to  the 
circular  announcing  the  conversion  plan  in  April,  1902,  $50,000,000 
of  cash  was  desired  in  the  immediate  future.  The  annual  dividend 
requirements  of  the  Corporation  had  been  reduced  by  $10,500,000 
through  the  exchange  of  the  $150,000,000  of  7  per  cent  preferred 
stock  for  the  5  per  cent  bonds,  but  interest  charges  had  been  increased 
$8,600,000  by  reason  of  the  issuance  of  a  corresponding  amount  of 
0  per  cent  bonds  plus  $20,000,000  additional  bonds  sold  for  cash. 
There  was,  therefore,  a  net  reduction  in  the  combined  charges  of 
$2,000,000  per  annum.  This  reduction,  however,  had  been  accom- 
plished only  by  substituting  a  bonded  debt  for  a  stock  liability,  and 
at  an  initial  cash  expenditure  of  $6,800,000  for  commissions. 

EESTJiiTS  TO  THE  SYNDICATE. — The  results  of  the  bond-conversion 
plan  to  the  underwriting  syndicate  can  only  be  estimated,  since  it 
is  not  known  what  the  stock  deposited  by  syndicate  members  cost 
them,  or  what  profit  was  made  on  the  purchase  of  preferred  stock 
in  the  open  market  by  the  syndicate  for  exchange  into  bonds. 

It  will  be  recalled  that  the  syndicate  originally  deposited  $80,000,- 
000  of  preferred  stock  and  the  outside  stockholders  $45,200,000,  leav- 
ing $24,800,000  to  be  purchased  in  the  open  market  by  the  syndicate 
(the  total  amount  of  preferred  stock  exchanged  being  $150,000,000). 
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The  preferred  stock,  at  the  time  it  was  originally  deposited  by  the 
syndicate  members,  was  worth,  as  already  stated,  about  94.  The  5 
per  cent  bonds,  at  the  time  the  syndicate  was  finally  wound  up  in 
May,  1904,  were  quoted  at  about  73.  On  this  basis  alone  (which  is 
not  wholly  conclusive),  there  was  a  loss  of  21  points  on  each  share 
of  preferred  stock  exchanged  by  the  syndicate,  or  $16,800,000  in  all. 
Against  this,  however,  must  be  placed  the  syndicate's  commission  of 
$6,800,000,  and  the  profits  which  it  made  on  the  purchase  of  pre- 
ferred stock  in  the  open  market  for  exchange  into  bonds ;  deductions 
would  then  have  to  be  made  for  certain  expenses  of  the  syndicate. 
The  amount  of  the  profit  made  on  such  purchases  of  preferred  stock 
in  the  open  market  is  not  definitely  known.  Just  before  the  conver- 
sion arrangement  was  terminated,  in  the  latter  part  of  November, 
1903,  there  was  a  possible  profit  of  nearly  15  points  on  such  conver- 
sion operations.  As  shown  later,  very  heavy  purchases  of  the  pre- 
ferred stock  were  made  in  the  open  market  at  just  about  this  time, 
and  it  is  reasonable  to  assume  that  a  considerable  part  of  such  pur- 
chases were  for  the  account  of  the  syndicate,  because  of  the  large 
profit  possible  on  such  operations.  An  allowance  of  $15  per  share 
as  the  average  profit  on  such  open-market  conversion  operations 
would,  however,  probably  be  too  high.  Assuming  that  the  profit 
may  have  averaged  as  much  as  $10  per  share  for  the  preferred  stock 
exchanged,  the  syndicate's  profit  on  this  part  of  the  transaction  would 
have  been,  roughly,  $2,500,000,  in  addition  to  which  there  would  have 
been  some  interest  receipts ;  but,  on  the  other  hand,  there  would  have 
to  be  deducted  the  expenses  of  the  syndicate.  Assuming  that  the  net 
profit  on  the  preferred  stock  purchased  for  exchange  into  bonds  was 
only  $2,000,000,  the  indicated  loss  of  $16,800,000  above  referred  to 
would  have  been  reduced,  after  also  taking  account  of  the  $6,800,000 
commission,  to  $8,000,000.  It  may  be  noted  that  some  estimates  of 
the  syndicate's  loss  published  in  financial  journals  about  this  time 
ranged  in  the  neighborhood  of  this  figure. 

It  is,  of  course,  somewhat  arbitrary  to  calculate  the  results  to  the 
syndicate  on  the  basis  of  the  value  of  the  bonds  on  the  day  the  syndi- 
cate agreement  was  terminated.  Some  of  the  bonds  had  been  de- 
livered to  syndicate  members  prior  to  that  date,  while  the  value  of 
those  received  at  that  time  might  perhaps  be  better  expressed  by 
taking  the  average  market  price  over  a  considerable  period  of  time. 
Thus  the  average  price  of  these  bonds  during  the  remainder  of  the 
calendar  year  1904  was  approximately  81,  or  8  points  above  the  price 
used  in  the  foregoing  calculation.  If  the  bonds  had  been  disposed  of 
at  such  an  average  figure,  the  indicated  loss  would  of  course,  be  corre- 
spondingly reduced. 

Any  calculations  of  the  results  to  the  syndicate,  however,  are 
necessarily  somewhat  inconclusive.    The  conversion  operations  were 
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accompanied  by  pronounced  depression  in  the  steel  industry  and  there 
can  be  little  doubt  that  the  preferred  stock  would  have  declined 
heavily  even  had  the  conversion  plan  never  been  undertaken.  Viewed 
from  this  standpoint,  it  might  be  argued  that  the  syndicate  members 
(and  individual  stockholders  as  well),  in  proportion  as  they  ex- 
changed preferred  stock  for  a  bond  worth  from  10  to  15  points  more, 
reduced  a  loss  which  thej'  might  otherwise  have  suffered.  On  the  other 
hand,  in  recent  years  the  preferred  stock  of  the  Steel  Corporation  has 
sold  well  above  these  bonds  (both  issues,  moreover,  having  sold  for  a 
long  time  well  above  par) ,  so  that  viewed  from  this  point  it  might  be 
argued  that  the  stockholders  and  syndicate  members  who  exchanged 
their  preferred  stock  had  lost  a  possible  profit  in  this  operation. 
Against  any  sacrifice  of  future  profit  which  might  have  been  made 
by  retaining  the  7  per  cent  preferred  stock,  however,  those  who  ex- 
changed that  issue  at  all  times  enjoyed  the  advantages  afforded  by  a 
security  which  preceded  that  issue,  while,  moreover,  the  bonds  for  a 
considerable  time  sold  at  higher  prices  than  the  preferred  stock. 

Section  4.  General  criticism  of  the  conversion  plan. 

While  the  courts  of  final  resort  decided  every  suit  brought  against 
the  comersion  plan  in  favor  of  the  United  States  Steel  Corporation, 
their  decisions  really  had  almost  nothing  to  do  with  the  merits  of 
the  plan  itself.  The  courts  paased  almost  exclusively  on  the  legal 
rights  of  the  Corporation.  On  the  question  of  the  propriety  of  the 
plan  the  courts  simply  held  that,  in  the  absence  of  fraud,  they  could 
not  go  back  of  the  action  of  the  directors  of  the  Corporation.  They 
held  that  there  was  no  evidence  of  fraud.  This,  however,  is  aside 
from  the  question  of  the  advisability  or  wisdom  of  the  plan. 

The  wisdom  of  substituting  a  bond  issue  for  a  portion  of  the  pre- 
ferred stock  may  be  left  to  individual  opinion.  The  question  whether 
the  comjjany  should  have  postponed  the  payment  of  dividends  on 
the  common  stock  and  thus  have  avoided  issuing  bonds  for  cash  may 
likewise  be  passed  over  at  this  late  day,  and  particularly  since  these 
are  matters  which  concern  the  stockholders  rather  than  the  general 
public.  Some  features  of  the  plan,  however,  are  of  general  interest 
both  as  bearing  upon  the  organization  and  financing  of  corporations, 
and  also  because  they  had  a  direct  bearing  through  the  stock  market 
on  the  security  market  in  general,  and  thus  tended  directly  to  affect 
the  general  public.  Particular  mention  may  be  made  of  the  arrange- 
ment with  the  underwriting  syndicate  and  its  compensation.  It  will 
be  recalled  that  whereas  the  holders  of  the  preferred  stock  outside  the 
syndicate  were  permitted  to  deposit  preferred  stock  in  exchange  for 
bonds  only  during  the  period  from  March  16  to  May  16,  1903,  the 
syndicate  was,  under  the  terms  of  the  contract,  as  renewed,  per- 
mitted to  make  such  exchange  up  to  July  1,  1904.    After  the  offer 
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had  been  terminated  with  respect  to  the  shareholders  outside  the  syn- 
dicate, in  view  of  the  fact  that  such  shareholders  took  advantage  of 
the  offer  only  to  a  limited  extent,  the  decline  in  the  market  price  of 
the  preferred  stock  worked  to  the  advantage  of  the  syndicate,  since  it 
could  buy  that  stock  and  convert  it  into  bonds  at  a  higher  price. 
"\^liile  the  bonds  themselves  declined  greatly  in  value  the  preferred 
stock  fell  so  much  faster  that  there  was  a  large  profit  for  the  syndi- 
cate (with  respect  to  this  part  of  the  arrangement)  in  thus  purchas- 
ing preferred  stock  and  exchanging  it  into  bonds.  As  already  shown, 
when  the  plan  was  first  announced,  in  April,  1902,  the  new  bonds 
were  quoted  at  only  a  fraction  under  par,  and  the  preferred  stock  at 
94.  By  the  time  the  plan  was  actually  put  in  operation,  in  March, 
1903,  the  preferred  stock  had  dropped  to  about  86.  The  bonds,  how- 
ever, had  fallen  to  about  8",  so  that  there  was  only  a  small  margin 
between  them.  The  relationship  of  the  two  prices  was  substantially 
maintained  up  to  Maj-  16,  1903,  when  the  subscription  privilege  of 
preferred  stockholders  outside  the  syndicate  was  terminated,  both 
the  stock  and  the  bonds  being  quoted  on  that  date  at  about  83.  By 
July  1,  however,  the  stock  had  fallen  to  81,  the  bonds  remaining  un- 
changed at  about  83,  thus  showing  a  difference  of  about  2  points.  By 
the  first  of  October  this  margin  had  increased  to  about  10  points,  and 
by  the  end  of  the  month  to  over  12  points,  while  by  the  middle  of 
November,  or  just  before  the  contract  with  the  S3'ndicate  was  ter- 
minated, it  had  widened  out  to  about  15  points.  During  the  entire 
interval  from  ]May  IG,  1903,  to  Xovember  19,  1903,  on  which  date  the 
arrangement  was  terminated,  the  syndicate  had  the  exclusive  right  of 
conversion.  Obviously  there  was  a  heavy  profit  in  thus  purchasing 
preferred  stock  at  from  10  to  15  points  below  the  price  of  the  bonds 
and  making  the  conversion.  It  has  already  been  shown  that  the  sj'ndi- 
cate  apparently  purchased  something  like  248,000  shares  of  preferred 
stock  in  addition  to  the  amount  originally  deposited  by  it.  Ap- 
parently the  great  bulk  of  this  stock  was  purchased  during  the  in- 
terval when  the  margin  between  the  price  of  the  bonds  and  the  price 
of  the  stock  was  abnormally  wide.  Very  convincing  evidence  to 
this  effect  is  furnished  by  the  fact  that  on  October  22,  1903,  the 
United  States  Steel  Corporation,  in  making  application  to  the  New 
York  Stock  Exchange  to  have  these  bonds  listed  on  the  exchange, 
stated  that  there  had  been  issued  up  to  that  time  $133,295,500  of  the 
new  bonds,  of  which  amount  $130,411,000  had  been  issued  in  exchange 
for  preferred  stock  to  be  retired  (the  balance  having  been  sold  for 
cash  to  the  syndicate).  As  above  shown,  when  the  syndicate  agree- 
ment was  terminated  by  the  Corporation,  the  amount  of  preferred 
stock  exchanged  or  which  could  be  exchanged  was  $150,000,000. 
Therefore,  the  evidence  is  very  strong  that  during  this  interval 
between  October  22,  1903,  and  November  19,  1903,  approximately 
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$20,000,000  worth  of  preferred  stock,  or  200,000  shares,  were  purchased 
in  the  open  market  by  the  syndicate  for  exchange.  During  this  inter- 
val there  were  very  hea^^y  transactions  in  the  preferred  stock,  the  total 
for  the  four  weeks  ended  October  19  exceeding  2,000,000  shares,  while 
the  margin  between  the  preferred  stock  and  the  bonds  ranged  gen- 
erally from  12  to  15  points,  occasionally  being  somewhat  greater. 

As  already  stated  the  privilege  of  the  syndicate  to  make  such  con- 
version operations  was  terminated  on  November  19,  1903.  The  fol- 
lowing statement  was  given  out  by  E.  H.  Gary,  chairman  of  the  Cor- 
poration : 

At  a  meeting  of  the  finance  committee  of  the  United  States 
Steel  Corporation  held  yesterday  it  was  (by  unanimous  vote) 
decided  to  suggest  to  Messrs.  J.  P.  Morgan  &  Co.  that  the  syn- 
dicate contract  for  the  conversion  of  preferred  stock  into  second- 
mortgage  5  per  cent  bonds  should  be  canceled  and  terminated 
beyond  the  amount  of  $150,000,000,  which  figure  has  very  nearly 
been  reached. 

Messrs.  J.  P.  Morgan  &  Co.  immediately  acceded  to  the  re- 
quest of  the  finance  committee  and  no  further  exchanges  will  be 
made  for  account  of  the  syndicate  beyond  the  amount  stated. 

It  was  reported  that  this  sudden  termination  of  the  agreement  was 
prompted  by  the  threat  of  injunction  proceedings  against  the  Corpo- 
ration. However  that  may  have  been,  the  vigorous  condemnation  of 
the  plan  by  the  press  was  involving  the  Corporation  in  exceedingly 
unpleasant  notoriety,  and  there  can  be  little  doubt  that  the  abandon- 
ment of  the  arrangement  was  in  response  to  this  disapproval.  (See 
pp.  350-351.) 

While  the  evidence,  therefore,  indicates  that  the  syndicate  pur- 
chased a  very  large  quantity  of  preferred  stock  during  the  period 
when  it  was  selling  at  a  wide  margin  under  the  price  of  the  bonds, 
this  in  itself  does  not  show  that  the  syndicate  was  directly  responsible 
for  the  pronounced  depression  of  the  stock.  Such  charges  would,  of 
course,  be  almost  impossible  of  proof.  It  is,  however,  worth  noting 
that  the  suspicion  was  very  widely  entertained  in  AYall  Street  at  the 
time  that  the  syndicate  was  not  merely  taking  advantage  of  a  pro- 
nounced decline  in  the  preferred  stock,  but  that  it  had  actively  as- 
sisted in  bringing  about  this  decline.  The  mere  fact  that  there  was  a 
special  inducement  to  indulge  in  such  manipulation  and  that  the  syn- 
dicate would  be  the  sole  beneficiary  at  the  expense  of  the  remaining 
stockholders  is  alone  a  very  telling  criticism  of  this  feature  of  the 
plan. 

Complaint  was  also  made  that  the  4  per  cent  commission  to  the 
syndicate  was  excessive.  Opinions  on  this  question  depend  chiefly 
of  one's  views  as  to  the  general  merit  of  the  plan  of  exchanging 
preferred  stock  into  bonds.  If  the  conclusion  be  reached  that  the 
substitution  of  $150,000,000  of  5  per  cent  bonds  for  a  like  amount 
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of  7  per  cent  preferred  stock  was  in  itself  desirable  and  advan- 
tageous to  the  Corporation,  then  the  payment  of  $6,800,000  in  the 
form  of  a  4  per  cent  commission  on  this  portion  of  the  bond  issue 
could  perhaps  be  defended.  If,  however,  such  substitution  of  bonds 
for  stock  is  regarded  as  inadvisable,  then  the  payment  of  the  4  per 
cent  commission  for  effecting  such  exchange  becomes  open  to  objec- 
tion. It  amounted,  on  this  assumption,  to  the  payment  by  the  Cor- 
poration of  $6,800,000  to  the  syndicate  for  raising  $20,000,000  of 
cash;  in  other  words,  a  commission  of  34  per  cent.  Viewed  in  this 
light  alone,  it  is  impossible  to  avoid  the  conclusion  that  the  commis- 
sion was  grossly  excessive. 

Without  attempting  to  pass  on  this  feature  of  the  plan,  it  seems 
clear  that  the  exclusive  privilege  allowed  the  syndicate  of  converting 
preferred  stock  into  bonds  was  undesirable  and  unjustifiable. 
Certainly  for  the  time  being  it  seriously  hurt  the  prestige  of  the 
Corporation. 

Reasons  foe  the  conveksion  plan. — There  has  been  a  great  deal  of 
discussion  as  to  why  the  directors  of  the  Steel  Corporation  decided 
upon  this  conversion  plan.  One  of  the  most  probable  reasons  for  its 
adoption  is  that  the  financial  interests  identified  with  the  Corpora- 
tion found  that  its  enormous  capitalization  acted  as  a  wet  blanket 
upon  the  stock  market  at  all  times  and,  furthermore,  that  it  con- 
stituted a  very  serious  potential  menace  in  the  event  of  a  sudden  panic. 
Although  the  preferred  stock  of  the  Corporation  was  paying  7  per 
cent  dividends,  it  was  at  that  time  regarded  by  conservative  investors 
as  distinctly  a  speculative  security.  Indeed,  during  the  depression  in 
the  iron  and  steel  industry  in  the  winter  of  1903-4,  when  the  dividend 
on  the  common  stock  was  first  cut  in  two,  and  later  suspended  alto- 
gether, there  were  very  grave  fears  that  the  Corporation  would  not 
be  able  to  maintain  dividends  on  even  the  preferred  stock.  This  feel- 
ing among  conservative  investors  undoubtedly  prevented  a  rapid  dis- 
tribution of  the  preferred  issue  by  banking  interests  who  were  carry- 
ing large  amounts  of  this  stock.  A  5  per  cent  bond,  on  the  other 
hand,  might  appeal  more  strongly  to  the  investing  class,  and  thus 
might  afford  a  means  for  relieving  the  stock  market  of  the  pressure 
of  the  enormous  capitalization  of  the  Corporation  to  that  extent. 
That  is  to  say,  if  a  large  amount  of  the  preferred  stock  of  the  Cor- 
poration then  "  on  the  market "  could  be  withdrawn,  exchanged  into 
bonds,  and  placed  with  investors  who  would  be  disposed  to  hold  the 
latter  without  much  regard  to  temporary  fluctuations  in  market  con- 
ditions, the  financial  operations  of  banking  interests  in  other  direc- 
tions would  be  facilitated  to  this  extent.  A  special  point  in  this  con- 
nection is  that  some  of  the  large  insurance  corporations,  and  other 
institutions  of  a  similar  character,  might  naturally  be  more  ready  to 
purchase  a  bond  than  preferred  stock.    There  seems  to  be  little  doubt 
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that  this  was  a  primary  motive  underlying  the  adoption  of  the  con- 
version plan. 

Another  exjolanation  sometimes  advanced  is  that  the  plan  was 
largely  designed  to  increase  the  value  of  the  common  stock  by 
reducing  the  prior  charges.  Some  of  the  leading  interests  in  the 
Steel  Corporation  claimed  to  be  large  owners  of  the  common  stock. 
It  is  difficult  to  believe,  however,  that  this  could  have  been  a  very 
important  consideration  in  the  minds  of  the  directors,  since  the  sub- 
stitution of  a  bonded  debt  for  the  preferred  stock  can  hardly  be  re- 
garded as  likely  to  improve  the  standing  of  the  common  stock  with 
investors  generally.  It  is  true  that  the  new  bonds  contained  a  pro- 
vision to  the  effect  that  foreclosure  proceedings  could  not  be  instituted 
under  them  until  there  had  been  a  failure  for  a  consecutive  period  of 
two  years  to  pay  interest.  It  is  also  true  that  the  conversion  opera- 
tions reduced  the  charges  coming  ahead  of  the  common  stock.  How- 
ever, the  influence  of  a  bond  issue  is  ordinarily  more  adverse  to  the 
common  stock  than  that  of  an  issue  of  preferred  stock,  and  it  hardly 
seems  probable  that  the  possibility  of  enhancing  the  value  of  the  com- 
mon stock  was  an  important  factor  in  bringing  about  this  conversion 
plan. 

Still  another  explanation  offered  for  this  plan  was  that  it  was  a 
deliberate  scheme  to  enable  the  underwriting  syndicate  to  "milk " 
the  Corporation.^  While  the  anticipated  profit  of  the  syndicate  un- 
doubtedly was  an  important  consideration,  and  while,  as  already 
pointed  out,  such  underwriting  profits  were  a  very  conspicuous  fea- 
ture of  the  consolidation  movement  in  the  steel  industry  throughout, 
it  hardly  seems  reasonable  to  assume  that  the  primary  object  of  the 
directors  of  the  Corporation  in  adopting  this  conversion  plan  was  to 
secure  a  large  profit  for  an  underwriting  syndicate  of  which  only  a 
part  of  them  were  members.  While  open  to  several  serious  objections, 
it  seems  more  probable  that  the  syndicate  arrangement  was  an  inci- 
dent of  the  plan  and  not  its  chief  object. 

1  Thus  one  writer  in  discussing  this  plan  said  : 

It  seems  perfectly  clear  that  an  important  motive  for  this  transaction  was  to  se- 
cure a  large  profit  to  [irominent  bankers  who  were  represented  at  the  same  time  on 
the  board  of  directors  of  the  Steel  Corporation.  (W.  Z.  Ripley,  Quarterly  Journal 
of  Economics,  February,  1905.) 


CHAPTER  IX. 

RELATIVE  POSITION  OF  THE  UNITED  STATES  STEEL  CORPORA- 
TION IN  THE  STEEL  INDUSTRY. 

Section   1.  Comparison  of  Steel   Corporation's  production  of  principal 
products  with  that  of  independent  concerns. 

It  is  clear  that  the  United  States  Steel  Corporation  at  its  organi- 
zation, in  1901,  overshadowed  not  only  any  individual  competitor 
in  the  industry  in  the  United  States  but  all  competitors  combined. 
Since  its  organization  the  Corporation,  as  shown,  has  acquired  sev- 
eral important  independent  concerns,  and  has  also  very  greatly  in- 
creased its  capacity  by  the  erection  of  new  plants  and  the  moderni- 
zation and  enlargement  of  old  ones.  Notwithstanding  the  resulting 
great  expansion  in  the  absolute  volume  of  its  business,  however,  the 
Corporation,  from  a  manufacturing  standpoint,  has  not  increased 
its  proportion  of  the  total  output  of  the  country.  On  the  contrary, 
in  the  case  of  several  products,  it  has  actually  failed  to  maintain  the 
position  which  it  held  in  1901.  With  respect  to  the  ownership  or 
control  of  raw  materials,  and  particularly  of  ore,  the  case-,  as  shown 
later  (see  sec.  6)  is  very  diiferent. 

The  production  of  the  Steel  Corporation,  yearly,  since  its  organi- 
zation, has  already  been  given  in  Table  30,  on  page  270.  In  Table 
50,  below,  the  Corporation's  output  of  principal  products,  from  1901 
to  1910,  is  compared  with  the  combined  output  of  independent  com- 
panies, the  total  for  the  country  also  being  given.  These  figures 
have  been  compiled  from  the  annual  statistical  reports  of  the  secre- 
tary of  the  American  Iron  and  Steel  Association,  a  recognized  au- 
thority. It  will  be  noted  that  the  classification  of  products  by  the 
American  Iron  and  Steel  Association  is  somewhat  different  from  that 
by  the  Steel  Corporation  itself,  as  given  in  Table  30,  and,  further- 
more, that  the  statistics  in  Table  50  do  not  include  certain  semifin- 
ished products,  such  as  billets,  slabs,  etc.,  which  were  included  in 
Table  30.  However,  since  the  Iron  and  Steel  Association  statistics 
are  presumably  compiled  on  a  uniform  basis  from  year  to  year,  they 
afford  a  satisfactory  basis  for  the  present  discussion. 
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Table  50— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910.1 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association.] 


Product. 


Iron  ore: 

Production,  all  districts 

Shipments  from  Lake 

region 

Cokes 

Pig  iron,  excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 

ganese,eto 


Ingots  and  castings: 

Bessemer 

Open  hearth 


Total. . 


1,719,076 

629,733 

1,456,897 

1,059, 


Rolled  products: 

Bessemer  steel  rails 

Structural  shapes 

Plates  and  sheets' 

Wire  rods 

Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products.  I  1,324,393 

Total     finished 
rolled  products. 

Wire  nails  (kegs  of  100 
lbs.) 


U.S. 
Steel 
Corpora- 
tion. 


Or.  tons. 
12,692,213 

12,692,213 


Inde- 
pendent 

com- 
panies. 


6,613,503 
190,485 


6,113,588 
2,746,996 


8,860,584 


Iron  ore: 
Prod  uction,  all  districts 
Shipments  from  Lake 

region 

Coke' 

^    Pig   iron,    excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 
ganese,etc 


Or.  tons. 
16,195,266 

7,897,024 


Total, 
all  com- 
panies. 


8,973,390 
100,976 


2,599,714 
1,909,313 


4,509,027 


1,151,740 
383,417 
797,628 
306,076 


3,520,609 


Gr.  tons. 
28,887,479 

20,589,237 


15,586,893 
291,461 


8,713,302 
4,656,309 


13,369,611 


2,870,816 
1,013,150 
2,254,425 
1,365,934 


4,845,002 


12,349,327 


9,803,822 


U.S. 

Steel 
Corp.'s 
percent^ 

age  of 

total. 


43.9 
61.6 


U.  S. 
Steel 
Corpora- 
tion. 


42.4 
65.4 


70.2 
59.0 


59.9 
62.2 
64.6 
77.6 


27.3 


Gr.  tons. 
15,363,355 

14,293,083 
8,658,391 

7,123,053 

156,188 


Gt.  tons. 
19,655,953 

9,996,795 
16,603,969 

10,693,538 

36,473 


Gr.  tons, 
35,019,308 

24,289,878 
25,262,360 

17,816,591 

192, 661 


58.8 
34.2 


39.9 
81.0 


Or.  tons. 
16,063,179 


Inde- 
pendent 

com- 
panies. 


Total, 
ail  com- 
panies. 


Gr.  tons.     Gr.  tons. 
19,490,95635,554,135 


16,659,47010,911,651 
9,521,667  15,880,163 

7,802,812 

172,718 


6,759,210 
2,984,708 


9,743,918 


1,920,786 

753,481 

1,583,865 

1,126,826 


1,701,700 


9,805,514 
40,263 


2,379,153 
2,703,021 


6,082,174 


1,014,606 
646,845 

1,081,544 
447,467 


3,766,996 


6,857,458 


27,571,121 
25,401,730 

17,608,326 

212,981 


U.S. 

Steel 
Corp.'s 
percent 

age  of 

total. 


9,138,363 
5,687,729 


14,826,092 


2,935,392 
1,300,326 
2,665,409 
1,574,293 


5,468,696 


3,859,892 


13,944,116 


10,982,246 


45.1 


60.4 
37.4 


44.3 
81.0 


73.9 
52.4 


65.7 


66.4 
67.9 
69.4 
71.6 


31.1 


60.8 


64.8 


1904. 


Gr.  tons. 
10,  .503, 087 

11,746,409 
8,652,293 

7,213,933 

155,488 


Gr.  tons. 
17,141,243 

10,076,430 
14,969,227 

9,062,708 

64,904 


Gr.  ton^. 
27,644,330 

21,822,839 
23,621,520 

16,276,641 

220,392 


63.8 
36.6 


44.3 
70.5 


>  These  statistics  for  1901  cover  the  business  of  the  constituent  concerns  of  the  United  States  Steel  Cor- 
poration for  the  entire  calendar  year  and  not  merely  for  the  nine  months  covered  by  the  operations  of  ttot 
concern 

'  All  figures  for  coke  are  given  in  net  tons. 

'  Including  black  plates  tor  tinning,  but  excluding  nail  plate. 
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Table  60.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910— Continued. 

[From  annual  statistical  reports  of  tlie  American  Iron  and  Steel  Association.] 


Product. 


Ingots  and  castings: 

Bessemer 

Open  hearth 


Total. 


Rolled  products: 

Bessemer  steel  rails 

Structural  shapes 

Plates  and  sheets  i 

Wire  rods 

Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products. 

Total     finished 
rolled  products. . 

Wire  nails  (kegs  of  100 
lbs.) 


1903— Continued. 


V.S. 
Steel 
Corpora- 
tion. 


Gr.  tons. 
6,191,660 
2,976,300 


9,167,960 


1,934,316 

660,978 

1,567,223 

1,100,290 


6,801,180 


Inde- 
pendent 

com- 
panies. 


Gr.  tons. 
2,401,169 
2,863,611 


5,254,780 


1,012,441 
434,835 

1,042,442 
403, 166 


6,444,806 


2.830,481 


Total, 
all  com- 
panies. 


U.S. 
Steel 
Corp.  's 
percent- 
age of 
total. 


Gr.  Ions. 
8,592,829 
5,829,911 


14,422,740 


2,946,756 
1,095,813 
2,599,665 
1,503,455 


5,062,008 


13,207,697 


9,631,661 


72.0 
61.0 


63.5 


65.6 
60.3 
59.9 
73.1 


29.8 


70. 


Iron  ore: 
Production,  all  districts 
Shipments  from  Lake 

region 

Coke! 

Pig    iron,   excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 
ganese,  etc 


1905. 


Ingots  and  castings: 

Bessemer 

Open  hearth 


Total. 


Rolled  products: 
Bessemer  steel  rails. . 

Structural  shapes 

Plates  and  sheets  i . . . 
Wire  rods 


Gr.  tons. 
18,486,556 

19,251,872 
12,242,909 

9,951,891 

220,267 


7,379,188 
4,616,051 


11,995,239 


1,713,610 

908,096 

2,028,429 

1,265,707 


Gr.  tons 
24,039,677 

15,101,684 
19,988,220 

12,746,613 

73,719 


3,562,187 
4,355,325 


Gr.  tons 
42,626,133 

34,363,456 
32,231,129 

22,698,404 

293,976 

10,941,375 
8,971,376 


7,917,512 


3,192,347 
1,660,519 
3,532,230] 
1,808,688| 

1  Including  black  plates  for  tiiming,  but  excluding  nail  plate. 
*  All  figures  lor  coke  are  given  in  net  tons. 

4525°— 11 25 


1,478,737 
752, 423 

1,603,801 
542,981 


19,912,751 


43.4 

56.0 
37.9 

43.8 

74.9 


67.4 
51.4 


1904— Continued. 


U.S. 
Steel 
Corpora- 
tion. 


Gr.  tons. 
6,427,979 
2,978,399 


8,406,378 


1,223,884 

523,854 

1,406,397 

1,212,012 


5,744,798 


7,998,912 


Inde- 
pendent 

com- 
panies. 


Gr.  tons. 
2,431,161 
2,929,767 


5,360,928 


914,073 

426,292 

1,015,001 

487,016 


3,427,201 


6,268,683 


3,927,749 


Total, 
all  com- 
panies. 


Gr.  tons 

7,859,140 

5,908,166 


13,767,306 


2,137,967 

949, 146 

2,421,398 

1,699,028 


4,806,852 


12,013,381 


11,926,661 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


69.0 
60.4 


67.2 
65.1 
68.0 
71.3 


67.0 


1906. 


60.2 


53.6 
54.6 
67.4 
69.9 


Gr.  tons 
20,646,148 

20,885,774 
13,295,076 

11,061,794 

206,583 

8,072,656 
5,456,644 


13,529,199 


1,995,868 
1,167,271 
2,364,790 
1,342,391 


Gr.  tons. 
Z7,104,68' 

17,637,665 
23,106,142 

13,939,756 

100,059 

4,203,176 
6,523,869 


9,727,044 


1,796,691 
961,601 

1,827,366 
529, 223 


Gr.  tons 
47,749,728 

38,523,439 
36,401,217 

26,001,649 

305,642 

12,275,830 
10,980,413 


23,266,243 


3,791,469 
2, 118, 772 
4, 182, 156 
1,871,614 


43.2 

54.2 
36.5 

44.2 

67.2 


65.7 
49.6 


68.1 


52.6 
54.6 
66.3 
71.7 
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Table  50.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910— Continued. 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association .] 


Product. 


Rolled  products — Contd. 
Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products . 

Total      finished 
rolled  products. . 

Wire  nails  (kegs  of  100 
lbs.) 


Iron  ore: 
Production,  all  districts 
Shipments  Irom  Lake 

region 

Cokei 

Pig  iron,  excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 
ganese,  etc 


Ingots  and  castings: 

Bessemer 

Open  hearth 


Total. 


Rolled  products; 

Bessemer  steel  rails 

Open-hearth  steel  rails. 

Structural  shapes 

Plates  and  sheets  2 

Wire  rods 

Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products. 

Total    finished 
rolled  products . 

Wire  nails  (kegs  of  100 
lbs.) 

Tin  plates  and  terne 
plates 


1905— Continued. 


U.  S. 
Steel 
Corpora- 
tion. 


Gr.  tone. 
2,063,113 


7,978,955 


7,175,418 


Inde- 
pendent 
com- 
panies. 


Gr.  tons. 
4,683,118 


Total, 
all  com- 
panies. 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


Gt.  tons. 
6,646,231 


8,861,06016,840,016 


3,679,47410,864,892 


31.0 


47.3 


66.1 


1907. 


Gt.  tons. 
22,403,801 

23, 148, 467 
12,373,938 


Gr.  tons.    Gr.  ions. 
29,316,818  51,720,619 

19,096,603  42,246,070 
40,779,664 


7,556,460 
5,543,088 


13,099,548 


4,111, 
6,006,648 


1,744,678 


1,066,727 
2,372,498 
1,443,191 


2,814,042 


9,441,036 


7,794,546 


- 


10,117,737 


1,636,447 


873,625 

1,876,334 

574,392 


10,423,786 


3,936,498 


11,667,549 
11,549,736 


23,217,286 


3,380,025 


1,940,362 
4,248,832 
2,017,683 


8,278,030 


11,731,044 


54.7 
30.3 


4L7 
64.9 


64.7 
47.9 


56.4 


51.6 


54.9 
65.8 
71.5 


33.9 


47.5 


1906— Continued. 


U.S. 
Steel 
Corpora- 
tion. 


Gr.  tons. 
2,582,626 


9,432,946 


Inde- 
pendent 

com- 
panies. 


Gr.  tons. 
6,041,841 


10,155,522 


Total, 
all  com- 
panies. 


Gr.  ions. 
7,624,467 


19,588,468 


11,486,647 


U.S. 

Steel 
Corp.'s 
percent. 

age  of 

total. 


48.1 


65.5 


1908. 


Gr.  ions.  \  Gr.  tons. 
16,662,71519,320,621 


14,579,613 
8,169,931 


4,056,276 
3,783,438 


7,838,713 


790,630 

266,067 

610,343 

1,377,089 

1,234,220 


1,394,179 


5,571,528 


6,529,718 
386,718 


11,436,374 
17,863,587 

8,984,936 

36,674 

2,061,480 
4,053,291 


6,114,771 


558,623 
306,724 
572,838 
1,272,604 
682,729 


2,963,247 


6,256,665 


4,133,254 


Gr.  ions. 
35,983,336 

26,014,987 
26,033,518 

15,784,000 

152,018 


6,116,755 
7,836,729 


13,953,484 


1,349,153 
571,791 
1,083,181 
2,649,693 
1,816,949 


4,367,426 


10,662,972 


150,369       537,087 


66.0 
31.3 


43.2 
75,8 


66.2 
48.2 


58.6 
46.3 
47.1 
61.9 
67.9 


31.9 


47.1 

61.2 
72.0 


^  All  figures  for  coke  are  given  in  net  tons. 

'  Including  black  plates  for  tinning,  but  excluding  nail  plate. 
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Table  50.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910— Continued . 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association.] 


Product. 


U.S. 
Steei 
Corpora- 
tion. 


Iron  ore: 

Production,  all  districts^ 

Sliipments  from  Lalce 

region 

Cokei 

Fig  iron,  excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 

ganese,  etc 


Gr.  tons. 
23,431,047 


21,876,246 


Inde- 
pendent 
com- 
panies. 


Gr.  tons. 
27,863,224 


20,710,623 


13,590,112  25,724,953 


Ingots  and  castings: ' 


Open  heart'n. . 
Total 


Rolled  products: 
Bessemer  steel  rails. . . 
Open-hearth  steel  rails 

Structural  shapes 

Plates  and  sheets  ^ 

Wire  rods 

Bars,  si^elp,  nail  plate, 
iron  rails,  and  other 
finished  roiled  prod- 
ucts  


Total    finished 
rolled  products.. 

Wire  nails  (kegs  of  100 
lbs.) 


Tin  plates    and    terne 
plates 


11,455,200 
163,150 


14,115,231 
61,890 


5,846,300 
7,608,889 


Gr.  ions. 
61,294,271 

42,586,869 
39,315,066 

26,570,431 

226,040 


3,484,483 
6,985,047 


13,355,189,10,469,530 


1,012,512 
722,605 
1,071,018 
2,108,576 
1,626,936 


3,063,659 


754, 659 

634,069 

1,204,544 

2,125,770 

708,749 


4,711,693 


9,606,30610,039,384 


I 


8,442,500 
378,767 


Total, 
all  com- 
panies. 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


330,783 
14,493,936 


23,824,719 


1,767,171 
1,266,674 
2,276,562 
4,234,346 
2,335,685 


19,644,690 


5,473,55313,916,063 


233,192       611,959 


61.4 
34.6 


44.8 
72.6 


62.7 
61 


56.0 


57.3 
57.5 
47.1 
49.8 
69.7 


48.9 


60.7 
61.9 


U.S. 
Steel 
Corpora- 
tion. 


Inde- 
pendent 
com- 
panies. 


Gr.  ions. 
25,246,816 

22,185,972 
13,649,578 

11,657,762 

173,636 


Total, 
all  com- 
panies. 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


Gr.  tons. 


21,266,426  43,442,397 


28,069,232 

15,421,374 

60,796 


6,796,223 
8,383,146 


41,708,810 

27,079,136 

224,431 


3,616,549 
8,121,363 


9,412,772 
16,504,509 


14,179,36911,737,912 


26,917,281 


1,134,381 
1,004,565 
1,163,300 
2,380,106 
1,508,294 


760,061 

746,794 

1,103,590 

2,675,378 

733,636 


5,317,995 


10,393,92611,227,354 


7,041,692 
440, 694 


5,663,210 
282,076 


1,884,442 
1,761,369 
2,266,890 
4,955,484 
2,241,830 


8,521,274 


21,621,279 


12,704,902 
722,770 


51.0 
32.7 


43.0 

77.4 


61.6 
50.8 


60.2 
67.4 
51.3 
48.0 
67.3 


37.6 


.  1 


55.4 
,  61.0 


1  All  figures  for  coke  are  given  in  net  tons. 

2  The  division  of  the  total  production  between  Bessemer  and  open  hearth  is  not  given  by  the  American 
Iron  and  Steel  Association  in  these  years.  The  figures  for  the  Steel  Corporation  alone  appear  in  Table  30 
(p.  270). 

3  Including  black  plates  for  tinning,  but  excluding  nail  plate. 

Section  2.  Percentages  of  country's  production  of  principal  iron  and  steel 
products  controlled  by  Steel  Corporation. 

The  relative  position  of  the  Steel  Corporation  from  a  manufactur- 
ing standpoint  may  be  better  seen  from  the  following  table — based 
upon  Table  50 — which  gives  simply  the  Corporation's  percentages  of 
the  country's  production  of  these  leading  iron  and  steel  products  dur- 
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ing  this  period.  It  may  be  noted  that  the  percentages  for  pig  iron 
and  spiegeleisen,  ferromanganese,  etc.,  in  addition  to  being  stated 
separately,  are  in  this  table  combined. 

Table  51.-PROP0RTI0N  OF  TOTAL  UNITED  STATES  PRODUCTION  OF  IRON  ORE, 
COKE,  AND  VARIOUS  IRON  AND  STEEL  PRODUCTS  CONTROLLED  BY  THE  UNITED 
STATES  STEEL  CORPORATION,  YEARLY,  1901-1910. 

[From  annual  statistical  reports  of  the  .American  Iron  and  Steel  Association.] 


Product. 

1901. 

1902. 

1903. 

1904. 

1905. 

1906. 

1907.    1908. 

1909. 

1910. 

Iron  ore: 

P.ct. 
43.9 
61.6 

m 

42.  i 
65.4 
42.9 

P.ct. 
45.1 
00.4 
37.4 
44.3 
81.0 
44.7 

P.cl. 
43.8 
58.8 
34.2 
39.9 
81.0 
40.4 

P.ct. 
37.9 
53.8 
36.6 
44.3 
70.5 
44.6 

P.ct. 
43.4 
56.0 
37.9 
43.8 
74.9 
44.2 

P.ct. 
43.2 
54.2 
36.5 
44.2 
67.2 
44.5 

P.ct. 
43.3 
54.7 
30.3 
41.7 
64.9 
41.9 

P.cl. 
46.3 
66.0 
31.3 
43.2 
75.8 
43.6 

P.ct. 
46.7 
5L4 
34.6 
44.8 
72.6 
45.0 

P.cl. 

Shipments  from  Lake  region 

Coke                                           

51.0 
S%7 

Pig  iron 

43.0 

Spiegeleisen,  ferromanganese,  etc 

Total  pig  iron,  Spiegel,  ferro,  etc 

77.4 
43.3 

Ingots  and  castings:  i 

Bessemer 

Open  hearth 

70.2 
59.0 

73.9 
52.4 

72.0 
51.0 

69.0 
50.4 

67.4 
61.4 

66.7 
49.6 

64.7 
47.9 

66.2 
48.2 

02.7 
51.8 

fil.6 
50.8 

Total 

66.3 

65.7 

63.6 

61.0 

60.2 

58.1 

66.4 

56.1 

56.0 

54.7 

Rolled  products: 

59.9 

62.2 
64.6 
77.6 

27.3 

65.4 

57.9 
59.4 
71.5 

31.1 

65.6 

0) 
00.3 
59.9 
73.1 

29.8 

67.2 

55.1 
68.0 
71.3 

28.6 

63.0 

W 
54.6 
57.4 
69.9 

31.0 

52.6 
(<) 
54.6 
56.3 
71.7 

.33.8 

61.6 

m 

64.9 
55.8 
71.6 

33.9 

68.6 
46.3 
47.1 
51.9 
67.9 

31.9 

57.3 
57.5 
47.1 
49.8 
69.7 

39.4 

HO.? 

57.4 

51.3 

ftO 

Wire  rods  .  . 

67.3 

Bars,  skelp,  nail  plate,  iron  rails,  and 
other  finished  rolled  products 

37.6 

Total  finished  rolled  products. . . 

50.1 

50.8 

51.2 

47.8 

47.3 

48.1 

47.5 

47.1 

48.9 

48.1 

Wire  nails  (kegs  of  100  lbs.) 

65.8 
(") 

64.8 

70.6 

67.0 

66.1 

65.5 
(») 

66.4 

61.2 
72.0 

60.7 
61.9 

65.4 

Tin  plates  and  teme  plates 

61.0 

1  See  note  2,  page  363. 

>  Including  black  plates  for  tinning,  but  excluding  nail  plate. 


s  Data  not  available. 

'  None  produced  by  Corporation. 


The  Steel  Corporation  it.self  prepared  a  comparative  statement  of 
similar  percentages  with,  however,  a  somewhat  different  classification. 
The  Corporation,  it  should  be  noted,  relied  largely  upon  the  reports 
of  the  American  Iron  and  Steel  Association.  Its  figures  are  given 
in  Table  52.  They  are,  in  most  instances,  substantially  the  same  for 
the  same  products  as  those  compiled  by  the  American  Iron  and  Steel 
Association  except  that  in  1907  the  Steel  Corporation's  figures  include 
the  production  of  the  Tennessee  Coal,  Iron  and  Railroad  Company, 
while  those  of  the  American  Iron  and  Steel  Association  do  not.  The 
Corporation's  figures  for  ingots  and  castings,  moreover,  include  cer- 
tain special  steels,  the  tonnage  of  which  is  small,  while  those  of  the 
Association,  as  here  given,  do  not.^ 

1  In  1909  and  1910  the  Association  Included  special  steels  in  its  ingot  figures,  but 
they  have  been  excluded  by  the  Bureau  so  as  to  keep  the  Association's  statistics  on  a 
uniform  basis, 
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Table  52.— STEEL  CORPORATION'S  PERCENTAGES  OF  TOTAL  PRODUCTION  IN 
THE  UNITED  STATES  OF  PIG  IRON  AND  VARIOUS  STEEL  PRODUCTS,  AS  COM- 
PUTED BY  THE  CORPORATION,  1901-1910. 

[These  data  are  based  upon  actual  tonnage  produced,  except  as  otherwise  noted,  as 
Curnlshed  by  statistics  published  by  the  American  Iron  and  Steel  Association  supplemented 
by  Investigation  made  by  the  United  States  Steel  Corporation.'] 


Year. 

Pig  iron, 

Spiegel,  and 

ferro. 

Steel  ingots 

and 

castings. 

Rails. 

Structural 
shapes. 

Plates  and 

sheets  of  all 

kinds." 

Black  plate 

produced  in 

tin  mills. 

■"I 

1 
0 

CO -3 

1 
0 

PS 

0 

CQ'3 

pi 

1 
0 

"^1 

1 
0 

PS 

3 
0 

1901                      

43.2 
44.8 
40.4 
44.7 
44.2 
44.5 
44.3 
43.6 
45.0 
43.4 

56.8 
65.2 
69.6 
55.3 
55.8 
55.6 
65.7 
56.6 
55.0 
66.6 

65.7 
65.2 
63.1 
60.7 
60.0 
57.8 
57.1 
65.9 
55.8 
64.3 

343 
34.8 
36.9 
39.3 
40.0 
42.2 
42.9 
44.1 
44.2 
45.7 

69.8 
67.6 
64.4 
54.3 
51.2 
60.2 
52.2 
56.0 
57.4 
68.9 

40.2 
32.4 
35.6 
45.7 
48.8 
49.8 
47.8 
45.0 
42.6 
41.1 

62.2 
57.9 
60.3 
55.1 
54.6 
54.6 
64.9 
47.1 
47.0 

37.8 
42.1 
39.7 
44.9 
45.4 
45.4 
45.1 
52.9 
53.0 

64.6 
59.4 
59.9 
58.0 
67.4 
56.3 
55.8 
61.9 
49.7 
(<) 

35.4 
40.6 
40.1 
42.0 
42.6 
43.7 
44.2 
48.1 
50.3 
W 

79.8 
70.7 
77.6 
71.5 
67.9 
70.4 
69.1 
67.6 
60.0 
52.9 

20.2 

29.3 

1903.                        

22.4 

28.5 

32.1 

1906                      

29.6 

30.9 

19083                       

32.4 

19093                  

40.0 

47.1 

Year.. 

Coate 

mill 

uc 

dtin- 
prod- 

ts. 

Black  and 

coated 

sheets  pro-. 

duced  in 

sheet  mills. 

Wire 

rods.!" 

Wire  nails. 

Wrought 

pipe  and 

tubes.6 

Seamless 
tubes.5 

1 
0 

HI'S 

1 
0 

HI'S 

tJS 

1 

1 
0 

0 

■a 
0 

1901                      

73.1 
71.4 
7C.4 
71.4 
71.3 
73.5 
72.6 
71.1 
61.9 
61.1 

26.9 
28.6 
23.6 
28.6 
28.7 
26.6 
27.4 
28.9 
38.1 
38.9 

67.3 
68.1 
51.4 
52.8 
58.4 
62.7 
50.6 
41.3 
40.7 
38.9 

32.7 
41.9 
48.6 
47.2 
41.6 
47.3 
49.4 
68.7 
69.3 
61.1 

77.7 
71.6 
73.1 
71.6 
69.9 
71.7 
71.6 
67.9 
69.7 
67.3 

22.3 
28.4 
26.9 
28.5 
30.1 
28.3 
28.5 
32.1 
30.3 
32.7 

68.1 
64.8 
71.6 
68.2 
67.4 
65.2 
69.4 
67.6 
60.9 
56.6 

31.9 
35.2 
28.4 
31.8 
32.6 
34.8 
30.6 
32.4 
39.1 
44.5 

57.2 
53.0 
64.6 
51.1 
64.0 
62.4 
63.3 
47.4 
43.7 
38.2 

42.8 
47.0 
46.4 
48.9 
46.0 
47.6 
46.7 
52.6 
56.3 
61.8 

82.8 
72.2 
64.1 
64.1 
60.8 
66.5 
66.4 
66.3 
61.0 
55.3 

17.2 

27.8 

1903                               

35  9 

35  9 

1905        

34  5 

19078              

33  6 

19093 

44  7 

1  The  relative  percentages  shown  in  the  above  statement  are  based  upon  gross  production.  However, 
as  related  to  the  domestic  consumption  within  the  United  States  of  the  several  products,  the  above  per- 
centages given  for  United  States  Steel  overstate  its  relative  position.  This  is  because  approximately  10 
per  cent  of  the  Steel  Corporation's  output  is  shipped  in  the  export  trade,  while  all  other  manufacturers 
in  the  United  States  as  a  whole  conduct  a  comparatively  small  export  business.  Making  allowance  for 
this  export  tonnage,  it  is  estimated  by  the  Corporation  that  its  tonnage  is  equal  in  total  to  somewhat  less 
than  50  per  cent  of  the  entire  steel  produced  in  the  United  States  which  is  sold  for  domestic  uses. 

'  Includes  sheets  for  tinning,  galvanizing,  and  other  coatings. 

3  Tennessee  Coal,  Iron  and  Railroad  Company  Included  with  Steel  Corporation  in  these  years. 

>  Data  not  available. 

s  The  percentages  given  for  wire  rods  also  overstate  the  relative  position  of  the  Corporation  as  to  the  wire 
industry  as  represented  by  wire  for  consumption,  because  of  the  fact  that  the  Corporation  has  sold  annu- 
ally from  8  to  10  per  cent  of  its  output  of  wire  rods. 

6  These  percentages  are  based  on  capacity,  not  production,  and  moreover,  the  capacity  of  "other"  com- 
panies is  partly  estimated.  The  comparison  does  not  include  cast-u:on  pipe,  which  the  Steel  Corporation 
does  not  make  at  all. 
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For  the  purposes  of  the  present  discussion  it  will  be  found  con- 
venient to  use  the  classification  given  in  Table  51,  referring  from  time 
to  time  to  the  percentages  computed  by  the  Steel  Corporation.  From 
an  examination  of  Table  51  it  will  be  seen  that  the  Corporation  has 
maintained  its  relative  position  in  the  industry  much  better  in  the 
case  of  iron  ore  and  pig  iron  than  in  the  case  of  crude  steel  and  fin- 
ished steel  products.  The  changes  in  its  relative  position  may  best 
be  seen  by  a  discussion  of  the  important  products  separately. 

Iron  gee. — With  respect  to  the  production  of  iron  ore,  it  will  be 
seen  that  the  Corporation  has  well  maintained  the  position  which  it 
held  in  1901.  Indeed,  the  figures  for  recent  years  show  that  its  per- 
centage of  the  total  production  of  the  country  is  somewhat  greater 
than  it  was  in  1901.  Thus,  in  1908  the  Corporation  produced  46.3 
per  cent  of  the  total  ore  output  of  the  country,  and  in  1909,  45.7  per 
cent,  as  compared  with  43.9  per  cent  in  1901.  (The  1910  figures  have 
not  yet  been  published  by  the  Association.  The  Corporation's  pro- 
portion in  that  year,  however,  based  upon  Geological  Survey  figures, 
was  44.4  per  cent.) 

A  striking  feature  of  these  percentages  for  ore  is  their  compara- 
tive unifoi'mity.  Except  for  1904,  the  Corporation's  percentage  of 
the  total  production  never  fell  as  low  as  43  per  cent,  and  in  only  one 
year  exceeded  4C  per  cent. 

These  percentages  of  production  are  based  upon  the  total  output 
of  the  country.  Taking  ore  shipments  from  the  Lake  region  (the 
production  of  mines  in  that  region  alone  not  being  shown  by  the 
American  Iron  and  Steel  Association's  reports) ,  the  Steel  Corporation 
had  a  distinctly  larger  share  of  the  business  than  it  had  of  the  total 
production  of  the  country.  The  average  for  the  period  1901-1908 
was  in  the  neighborhood  of  56  per  cent,  as  against  an  average  of, 
roughly,  44  per  cent  of  the  total  production.  However,  while  the 
Steel  Corporation's  share  of  the  country's  production  has  been  well 
maintained,  with,  in  fact,  an  increasing  tendency  (chiefly  on  ac- 
count of  the  acquisition  of  the  Tennessee  Coal,  Iron  and  Eailroad 
Company) ,  its  share  of  the  shipments  from  the  Lake  Superior  region 
has  declined  rather  sharply,  especially  since  1908,  its  percentage  in 
1910  being  only  51  as  against  61.6  in  1901. 

Generally  speaking  it  may  be  said  that  the  Steel  Corporation  has 
since  its  organization  controlled  approximately  45  per  cent  of  the 
production  of  the  country's  ore  and  substantially  55  per  cent  of 
the  shipments  of  ore  from  the  Lake  Superior  region  alone.  Since 
the  bulk  of  the  ore  used  for  steel-making  purposes  comes  from  the 
Lake  region,  the  latter  percentage  is  the  better  index  to  the  real  posi- 
tion of  the  Steel  Corporation  as  an  ore  producer.  The  actual  pro- 
duction of  ore  by  the  Steel  Corporation  in  1910,  as  will  be  seen  from 
Table  50,  was  in  excess  of  25,000,000  tons,  of  which  approximately 
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23,000,000  tons  was  from  its  Lake  Suporior  mines.  Almost  18,000,- 
000  tons  of  the  C\)rpoi'at  ion's  total  for  the  _vear  was  from  the  Mesabi 
Kange  alone. 

Coke. — Table  51  shows  that  the  Steel  Corporation  not  only  occupies 
a  much  less  important  position  in  the  coke  industry  than  in  the  ore 
industry,  but  also  that  its  percentage  of  the  country's  coke  produc- 
tion has  been  gradually  reduced  since  its  organization.  Thus,  from 
'MA  per  cent  in  l!H)'i  (figures  for  1901  not  being  available)^  the  Coi'- 
poration's  share  of  the  coke  production  of  the  country  had  by  1910 
fallen  below  X]  per  cent ;  in  1907  and  1908  it  was  somewhat  lower. 

These  percentages  for  coke  are  somewhat  misleading,  for  the  reason 
that  a  considerable  amount  of  the  total  production  under  discussion 
is  for  other  than  iron  and  steel  making  pui'poses,  and  the  percentages, 
therefore,  tend  to  understate  the  importance  of  the  Steel  Corporation 
in  this  branch  of  the  coke  business.^  If  statistics  of  production  of 
coke  for  iron  and  steel  making  purposes  alone  were  available,  the 
Corporation's  percentages  would  be  distinctly  higher. 

Pio  luoN. — The  striking  feature  of  the  Corporation's  percentages 
of  pig-iron  production  is  their  close  similarity  to  those  for  ore,  not 
only  in  the  figui'es  themselves  but  in  their  comparatively  moderate 
tlncl nations  during  the  period  covered.  Thus,  the  extreme  range  in 
these  percentages  (including  ferromanganese,  etc.)  in  Table  51  was 
from  AOA  per  cent  to  45  per  cent,  and  excluding  the  year  1903,  from 
only  41.9  per  cent  to  45  per  cent.  When  it  is  recalled  that  during  this 
period  the  large  pig-iron  capacity  of  the  Union-Sharon  and  Clairton 
steel  companies  and  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany was  acquired,  not  to  mention  still  larger  additions  by  new 
furnaces  built  (see  Table  '29,  p.  2l)9),  the  failure  of  the  Corporation 
to  substantially  incivase  its  percentage  is  a  striking  indication  of  the 
rapid  growth  of  independent  production. 

The  Steel  Corporation's  own  percentages  of  its  production  bf  pig- 
iron,  as  given  in  Table  52  (these,  as  already  stated,  being  based  upon 
the  total  tigures  of  production  as  compiled  by  the  American  Iron  and 
Steel  Association),  arc^  substantially  identical  with  those  compiled 
by  the  .Vssociation  itself,  except  for  1901  and  1907. 

The  discrepancy  between  the  two  sets  of  figures  in  1901  was  appar- 
ently due  ti)  the  fact  that  certain  revisions  of  the  figures  of  that 
year  were  subsequently  made  by  the  Steel  Corporation  which  are  not 
taken  account  of  in  the  ligurcs  of  the  American  Iron  and  Steel  As- 
sociation, while  the  difference  in  1907  is  due,  as  already  stated,  to 
the  fact  that  the  Steel  Corporation's  percentages  include  tlie  produc- 
tion of  the  Tennessee  Coal,  Iron  and  Railroad  Company,  while  those 

>  It  should  bo  notoil,  howovir,  that  I  ho  production  of  ooko.  as  sivou  In  Talilo  BO.  doos 
not  tnolnde  ooko  produooil  as  a  b.\  produot  of  Illuminating  gas.  commercially  known  as 
■•  gas-houso  coke." 
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of  the  American  Iron  and  Steel  Association  do  not.  The  percentages 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company's  pig  iron  produc- 
tion to  the  total  of  the  country  from  1907  to  1910,  inclusive,  were  as 
follows : 

1907 2.  3 

1908 3.2 

1909 2.2 

1910 2.8 

It  will  be  seen,  therefore,  that  had  it  not  been  for  the  absorption  of 
the  Tennessee  concern  the  Steel  Corporation  would  have  suffered  a 
perceptible  decline  in  its  position  as  a  producer  of  pig  iron  in  the  past 
few  years. 

During  the  ten-year  period  there  was,  of  course,  a  verj'  great  in- 
crease in  the  production  of  pig  iron.  The  total  increase  and  the  rela- 
tive increase  by  the  Steel  Corporation  and  by  independent  companies 
are  given  in  the  following  summary : 


1901. 

1910. 

Increase. ' 

By  United  States  Steel  Corporation  interests 

By  Independent  companies 

Tons. 

6,855,731 

9,022,623 

Tom. 
11,831,398 
15,467,147 

Tom. 

4,975,667 

6,444,624 

Pa  cent. 
72.6 
71.4 

Total  for  United  State'    

15,878,354 

27,298,645 

11,420,191 

71.9 

As  already  pointed  out,  the  percentages  of  the  Corporation's  pro- 
duction above  given  do  not  give  an  adequate  idea  of  its  importance  in 
the  pig-iron  branch  of  the  steel  industry,  for  the  reason  that  a  con- 
siderable part  of  the  country's  pig-iron  output  is  used  for  the  manu- 
facture of  foundry  iron  and  for  other  purposes  which  do  not  bring  it 
extensively  into  the  field  of  the  United  States  Steel  Corporation, 
which  is,  of  course,  preeminentlj'  a  steel-making  concern. 

From  what  has  been  said,  therefore,  it  will  be  seen  that  the  Steel 
Corporation's  position  in  the  iron-ore  industry  and  in  the  production 
of  the  first  crude  material  of  the  steel  industry  (pig  iron)  has  been 
fairly  well  maintained  at  the  percentages  recorded  at  the  time  the 
Corporation  was  formed  in  1901.  The  Corporation's  percentage  of 
coke,  on  the  other  hand,  has  fallen  off  somewhat,  but  allowing  for  the 
fact,  above  noted,  that  the  percentages  are  based  on  a  total  which  in- 
cludes a  considerable  amount  of  coke  not  used  in  the  steel  industry, 
this  decline  probably  would  not  have  been  especially  marked.  There- 
fore, in  what  may  be  called  the  "  raw  material  "  branches  of  the  steel 
industry,  the  Steel  Corporation  practically  has  not  lost  much  ground 
since  its  organization,  but,  on  the  contrary,  has  in  the  case  of  ore 
production  strengthened  its  position,  chiefly  as  a  result  of  the  purchase 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company.    With  respect 
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to  shipments  of  Lake  ore,  however,  the  Corporation  has  not  held 
its  own. 

Ingots  and  castings. — The  percentages  of  these  crude-steel  prod- 
ucts probably  afford  the  best  single  index  of  the  Steel  Corporation's 
position  in  the  steel  manufacturing  industry.  It  will  be  seen  from 
Table  51  that  they  disclose  a  decided  recession  in  the  relative  standing 
of  the  Corporation.  Thus,  whereas  in  1901  and  1902  the  Corporation 
produced  substantially  66  per  cent  of  the  country's  crude  steel,  for 
the  past  few  years  its  average  has  been  only  a  little  over  56  per  cent, 
and  in  1910  less  than  55  per  cent.  This  decline  in  the  Steel  Corpo- 
ration's position  has  taken  place  despite  the  fact,  brought  out  in 
Table  29,  on  page  269,  that  the  crude-steel  capacity  of  the  Cor- 
poration has  been  increased  from  approximately  9,425,000  tons  to 
over  18,000,000  tons,  or  by  nearly  100  per  cent,  while  its  actual  pro- 
duction increased  from  8,860,000  tons  in  1901  to  over  14,170,000  tons 
in  1910.  In  other  words,  notwithstanding  such  important  acqui- 
sitions as  the  Union- Sharon  and  Clairton  steel  companies,  and  the 
Tennessee  Coal,  Iron  and  Eailroad  Company,  and  despite  the  erection 
of  its  enormous  Gary  plant  and  other  very  important  additions  to  its 
crude-steel  works,  the  Corporation  has  failed  by  a  considerable  mar- 
gin to  hold  its  original  position  in  this  branch  of  the  industry.  This 
means,  of  course,  that  there  has  been  a  very  rapid  growth  in  the  oper- 
ations of  its  competitors.  Moreover,  these  competitors  are  at  the  pres- 
ent time  extending  their  operations. 

The  relatively  much  greater  increase  in  the  production  of  ingots 
and  castings  by  independent  manufacturers  than  by  the  Steel  Cor- 
poration is  well  brought  out  by  the  following  summary,  comparing 
the  production  of  the  two  groups  of  interests  in  1901  and  1 910 : 


1901. 

1910. 

Increase. 

By  United  States  Steel  Corporation  interests 

Tons. 

8,864,820 

4,618,775 

Tons. 
14,179,369 
11,737,912 

Tons. 

5,324,549 

7,119,137 

Per  cent. 
GO 
154 

Total  for  United  States            

13,473,695 

25,917,281 

12,443,680 

92 

The  Steel  Corporation's  percentages  of  the  country's  total  pro- 
duction of  steel  ingots  and  castings,  as  computed  by  itself  (see  Table 
52),  are  substantially  identical  with  those  compiled  by  the  American 
Iron  and  Steel  Association. 

The  principal  reason  for  the  small  differences  that  do  exist  appears 
to  be  that  the  statistics  of  the  American  Iron  and  Steel  Association 
include  in  the  figures  for  the  Steel  Corporation  certain  special  steels, 
but  do  not  include  such  special  steels  in  the  grand  total  for  the 
country.    The  percentages  as  figured  by  the  Steel  Corporation,  on 
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the  other  hand,  include  all  steel  of  every  description  in  both  cases. 
In  1907,  moreover,  the  Steel  Corporation's  percentages  include  re- 
turns for  the  Tennessee  Coal,  Iron  and  Railroad  Company,  vs^hereas 
those  of  the  American  Iron  and  Steel  Association  do  not. 

It  is  worth  noting  that  both  sets  of  percentages  show  a  decrease  in 
the  Corporation's  share  of  the  production  of  ingots  and  castings  in 
every  year  since  the  company  was  organized.  Furthermore,  both 
sets  show  that  the  Steel  Corporation's  percentage  in  1910  was  less 
than  55  per  cent,  as  compared  with  approximately  66  per  cent  in 
1901. 

Another  striking  feature  of  these  .statistics  is  that  although  the 
large  crude-steel  production  of  the  Corporations  immense  Gary 
plant  is  exclusively  from  open-hearth  furnaces,  the  addition  of  this 
plant  had  only  an  insignificant  effect  upon  the  Corporation's  share  of 
even  the  open-hearth  steel  production  of  the  country.  This  is  due  to 
the  fact,  of  course,  that  the  increase  in  steel  capacity  by  its  competi- 
tors has  also  been  chiefly  through  open-hearth  manufacture.  As 
may  be  seen  from  Table  50,  the  Steel  Corporation's  production  of 
open-hearth  crude  steel  in  1901  was  less  than  2,750,000  tons,  whereas 
in  1910  it  exceeded  8,380,000  tons.  Its  production  of  Bessemer  steel 
ingots  and  castings,  on  the  other  hand,  after  rising  from,  roughly, 
6,114,000  tons  in  1901  to  over  8,000,000  in  1906,  had  declined  by  1910 
to  less  than  5,800,000  tons.^ 

This  relatively  rapid  development  of  the  open-hearth  steel  business 
of  the  Corporation  has  a  direct  bearing  upon  its  pig-iron  production. 
It  will  be  noted  that  the  Corporation's  production  of  crude  steel  has 
in  every  year  considerably  exceeded  its  production  of  pig  iron.  The 
excess,  yearly,  for  the  period  covered  has  been  as  follows : 

Table  53.— COMPARISON  OF  PIG-IRON  PRODUCTION  OF  STEEL  CORPORATION  WITH 
ITS  CEUDE-STEEL  PRODUCTION,  1901-1910. 


Year. 


1901. 
1902. 
1903. 
1904. 
1905. 


Production 

of  pig-iron, 

Spiegel, 

etc. 

Production 
of  ingots 

and 
castings. 

Excess  of 
crude  steel 
over  pig- 
iron  pro- 
duction. 

TOTIS. 

Tons. 

Tons. 

6,855,731 

8,854,820 

1,999,089 

7,975,630 

9,743,918 

1,768,388 

7,279,241 

9,167,960 

1,888,719 

7,369,421 

8,406,378 

1,036,957 

10, 172, 148 

11,995,239 

1,823,091 

Year. 


1906 
1907 
1908, 
1909 
1910. 


Production 

of  pig-iron, 

Spiegel, 

etc. 

Production 
of  ingots 

and 
castings. 

Tons. 

Tons. 

11,267,377 

13,511,149 

10,819,968 

13,099,548 

6,934,408 

7,838,713 

11,618,360 

13,355,189 

11,831,398 

14, 179,  .369 

Excess  of 
crude  steel 
over  pig- 
iron  pro- 
duction. 


Tons. 
2,243,772 
2,279,680 
904,306 
1,736,839 
2,347,971 


In  the  first  few  years  after  its  organization  the  Steel  Corporation 
purchased  a  considerable  amount  of  pig  iron  from  "  merchant "  fur- 
naces, its  pig-iron  capacity  not  being  equal  to  the  demands  of  its 


1  These  figures  taken  from  tlie  1910  annual  report  of  the  Corporation. 
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steel  works.  Such  purchases  account  in  part  for  the  excess  of  the 
production  of  ingots  and  castings  over  the  production  of  pig  iron  in 
these  earlier  years.  A  more  important  factor,  however,  was  the  use 
of  scrap  metal  in  open-hearth  steel  plants. 

Through  its  acquisition  of  the  Union- Sharon  and  Clairton  steel 
companies,  in  1902  and  1904,  respectively,  the  Steel  Corporation  made 
a  considerable  addition  to  its  pig-iron  capacity,  but  the  steel-ingot 
capacity  of  these  concerns  was  even  greater  than  their  pig-iron 
capacity,  so  that  relatively  the  pig-iron  production  of  the  Corpora- 
tion, which  had  been  somewhat  deficient  as  compared  with  its  require- 
ments for  the  manufacture  of  steel  products,  was  not  increased. 
Through  the  purchase  of  the  Tennessee  Coal,  Iron  and  Kailroad  Com- 
pany, however  (see  p.  269),  the  Corporation  added  1,000,000  tons  to 
its  pig-iron  capacity,  and  only  half  that  amount  to  its  steel-ingot 
capacity. 

Notwithstanding  this  important  acquisition,  however,  and  notwith- 
standing the  erection  of  many  new  modem  furnaces  of  large  capacity, 
it  will  be  seen  that  the  excess  of  the  crude-steel  output  of  the  Corpora- 
tion over  its  pig-iron  production  has  increased  in  recent  years.  This 
does  not  mean  that  the  Corporation  has  relied  to  an  increasing  extent 
upon  outside  furnaces  for  its  supply  of  pig  iron.  In  fact,  the  reverse 
is  true.  This  increase  in  the  excess  of  steel  capacity  over  pig-iron 
output  is  largely  explained  by  the  more  rapid  development  of  the 
open-hearth  process  just  described.  In  the  manufacture  of  open- 
hearth  steel  a  very  large  proportion  of  scrap  iron  and  steel  is  utilized, 
and  also  some  ore,  whereas  the  Bessemer  process  is  almost  entirely 
dependent  upon  pig  iron  from  blast  furnaces.  It  should  be  clearly 
understood,  therefore,  that  the  excess  of  steel  over  pig-iron  produc- 
tion shown  by  the  above  figures  does  not  mean  that  the  Steel  Corpora- 
tion has  purchased  any  such  quantity  of  pig  iron  in  the  open  market 
to  meet  its  steel  manufacturing  requirements,  but  instead  that  the 
Corporation  has  been  able  to  use  an  increasing  amount  of  scrap  iron 
and  steel,  thus  reducing,  relatively  speaking,  its  pig-iron  require- 
ments. A  part  of  the  excess  in  any  given  year,  moreover,  may  have 
been  due  to  consumption  of  inventory  stocks  of  iron  carried  over 
from  previous  years,  but  this,  on  the  whole,  is  a  minor  consideration. 

Rolled  products. — Taking  the  various  rolled  products  as  a  group, 
it  will  be  noted  that  the  percentages  (see  Table  51)  show  that  the 
Steel  Corporation's  position  has  been  fairly  well  maintained,  its 
share  in  1910  being  48.1  per  cent  as  compared  with  about  50  per  cent 
in  1901.  Individual  products,  however,  show  some  striking  varia- 
tions. Thus  it  will  be  seen  that  the  Corporation's  production  of 
Bessemer  steel  rails,  after  falling  from  65.6  per  cent  in  1903  to  51.6 
per  cent  in  1907,  rose  in  1908  to  58.6  per  cent;  the  percentage  for 
1910  was  60.2.    The  early  decrease  in  the  Corporation's  percentage 
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for  this  product  ^vas  chiefly  due  to  the  opening  of  the  important 
rail  mill  of  the  Lackawanna  Steel  Company  at  its  new  Buffalo  plant 
(see  p.  96),  while  the  recovery  in  1908  is  chiefly  attributable  to  the 
acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad  Company  by 
the  Steel  CorporatioJi,  which,  it  will  be  recalled,  occurred  at  the  close 
of  1907.  A  more  important  consideration  in  connection  with  steel  rails, 
however,  was  the  opening  of  a  rail  mill  by  the  Steel  Corporation  in 
1909  at  its  Gary,  Ind.,  plant,  which  used  open-hearth  steel.  In  order 
to  get  a  correct  idea  of  the  Steel  Corporation's  position  in  the  steel  rail 
business,  therefore,  it  is  necessary  to  combine  the  statistics  for  Besse- 
mer and  open-hearth  rails  (not  the  percentages  as  given  in  this  table). 
Thus  in  1910  the  Steel  Corporation's  actual  production  of  Bessemer 
and  open-hearth  steel  rails  was  in  excess  of  2,110,000  tons.  This, 
however,  was  only  58.8  per  cent  of  the  country's  total  production  of 
both  classes,  so  that  notwithstanding  the  great  increase  in  the  output 
of  the  Steel  Corporation  that  concern  did  not  materially  strengthen 
its  position  in  the  steel-rail  business  as  a  whole. 

In  the  case  of  several  of  the  finished  rolled  products  the  Cor- 
poration has  suffered  serious  loss  of  ground.  In  structural  shapes 
and  in  plates  and  sheets  the  decrease  in  its  percentage  has  been  very 
important.  Thus  its  percentage  of  the  production  of  structural 
shapes  fell  from  62.2  per  cent  in  1901  to  51.3  per  cent  in  1910,^  while 
its  percentage  of  the  output  of  plates  and  sheets  fell  from  64.6  per 
cent  to  48  per  cent  during  the  same  interval.  In  wire  rods  the  Cor- 
poration's percentage  has  fallen  from  77.6  to  67.3  per  cent.  The 
movement  in  wire  nails  has  been  similar,  although  the  percentages 
themselves  are  throughout  somewhat  smaller  than  those  for  wire 
rods.  In  this  connection  it  is  worth  pointing  out  that  in  1910  the 
Jones  &  Laughlin  Steel  Company  and  the  Cambria  Steel  Company 
had  important  wire-rod  and  wire  plants  under  construction.  More- 
over, it  has  recently  been  reported  that  the  Lackawanna  Steel  Com- 
pany was  likely  to  enter  this  branch  of  the  steel  business. 

Statistics  for  tin  plate  production  for  the  earlier  years  are  not  given 
by  the  American  Iron  and  Steel  Association,  but  the  percentages 
compiled  by  the  Steel  Corporation  itself  (see  Table  52)  show  that  in 
1901  it  produced  over  73  per  cent  of  the  total  production  of  the  coun- 
try. The  percentage  for  1910  was  about  61,  thus  indicating  a  marked 
recession  in  the  Corporation's  position  with  respect  to  this  product, 
or,  in  other  words,  a  decided  relative  increase  in  outside  production. 

Summary. — It  will  be  seen,  therefore,  that  two  important  facts 
are  brought  out  by  these  various  percentages — first,  that  the  Steel 

1  It  may  be  noted  that  the  Corporation's  computation  (see  Table  52)  gives  its  percent- 
age of  structural  shapes  for  1909  at  47  per  cent.  The  increase  indicated  by  the  American 
Iron  and  Steel  Association's  figures  in  1910  may  have  been  due  to  the  operation  of  the 
Gary  plan*.  The  American  Iron  and  Steel  Associatlon'.s  figure  for  1909,  it  will  be  seen, 
is  47.1,  or  practically  identical  with  that  of  the  Corporation. 


UNITED   STATES   STEEL.  COEPOEATION.  373 

Corporation  has  well  maintained  its  position  with  respect  to  the 
cruder  materials — ore,  coke  and  pig  iron — and  in  fact  has  in  some 
instances  increased  its  share  of  the  country's  total  production;  but, 
second,  that  in  the  case  of  crude  steel  and  most  leading  steel  products, 
with  the  exception  of  steel  rails,  the  Corporation,  notwithstanding 
the  great  additions  to  its  plant  capacity,  both  through  new  construc- 
tion and  through  acquisition,  has  not  kept  pace  with  its  competitors, 
but  has  suffered  more  or  less  pronounced  retrogression.  The  result 
has  been  that  whereas  at  its  organization  in  1901  the  Corporation 
may  be  fairly  said  to  have  controlled  about  60  per  cent  of  the  entire 
crude  steel  and  finished  steel  business  of  the  country,  at  the  close 
of  1910  its  percentage  was  not  much  over  50  per  cent.  These  facts 
alone  clearly  show  that  the  Steel  Corporation  not  only  does  not 
have  a  monopoly  of  the  manufacturing  branch  of  the  steel  industry  as 
a  whole,  but  furthermore  that  any  monopolistic  control  which  it  may 
have  had  in  this  respect  at  its  organization  has  been  materially  weak- 
ened during  the  past  ten  years.  In  other  words,  these  figures  mean 
that  the  United  States  Steel  Corporation,  large  as  it  is,  has  not  pre- 
vented competition  (at  least,  competition  in  production)  in  the  steel 
industry  as  a  whole  up  to  this  time.  Even  in  those  lines  of  produc- 
tion in  which  the  Steel  Corporation  -had  a  quasi-monopolistic  posi- 
tion at  the  time  of  its  formation,  such  as  wire,  tin  plate,  and  certain 
kinds  of  tubes,  it  has  lost  considerable  ground  in  the  last  few  years. 

IVhile,  therefore,  these  statistics  clearly  show  the  existence  of  in- 
creasing independent  production,  it  should  be  clearly  understood 
that  competition  has  not  been  particularly  evident  with  respect  to 
prices,  where  it  has  been  materially  modified  by  the  existence  of  a 
price  policy  described  as  "  cooperation."  This  will  be  discussed  in  a 
later  part  of  the  report. 

Section  3.  Position  of  Steel  Corporation  from  standpoint  of  capacity  and 
location  of  its  plants. 

The  foregoing  discussion  has  been  based  upon  statistics  of  actual 
production.  From  the  standpoint  of  capacity  the  Steel  Corporation 
probably  is  in  a  somewhat  stronger  position  than  these  figures  of 
production  alone  would  indicate. 

During  periods  of  depression  the  proportion  of  the  Corporation's 
output  to. the  total  has  generally  been  smaller  than  its  proportion  of 
capacity,  owing  to  its  policy  of  trying  to  maintain  prices,  but  it  is 
probable  that  if  a  period  of  violent  competition  occurred  the  Steel 
Corporation  could  easily  increase  its  proportions  of  the  total  pro- 
duction and  even  eliminate  permanently  some  of  its  weaker  rivals. 

In  the  distribution  of  its  plants  the  Steel  Corporation  has,  of 
course,  a  distinct  advantage  over  any  individual  competitor.  Not 
only  has  it  the  largest  and  most  important  plants  in  the  Pittsburg 
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and  \"alley  districts,  but  it  is  by  far  the  largest  producer  in  the 
Chicago  district,  Tvhich  includes  its  great  Gary  plant,  while  in  the 
South,  as  already  pointed  out,  it  has  become  the  leading  steel  interest 
through  the  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad 
Company.  In  practically  every  important  iron  and  steel  district 
east  of  the  Mississippi  River,  therefore,  with  the  single  exception  of 
the  Atlantic  seaboard,  the  Steel  Corporation  is  the  leading  factor.^ 
It  is  worth  noting  in  this  connection  that  the  Steel  Corporation  has 
within  a  comparatively  recent  date  acquired  some  iron-ore  property 
in  Cuba.  Whether  this  foreshadows  the  erection  by  the  Corporation 
of  steel  works  on  the  Atlantic  coast  can  only  be  surmised. 

This  distribution  of  the  Steel  Corporation's  plants  obviously  gives 
it  a  very  important  advantage  with  respect  to  transportation  costs, 
both  for  raw  materials  and  for  finished  products,  while  there  natu- 
rallj'  are  further  advantages  arising  from  proximity  to  consuming 
markets.  These  advantages  may  easily  be  exaggerated,  but  it  can 
not  be  doubted  that  the  location  of  the  Steel  Corporation's  plants  at 
strategic  points  over  so  large  an  area  must  carry  with  it  advantages 
of  no  small  significance. 

Section  4.  Position  of  the  Steel  Corporation  from  the  standpoint  of  trans- 
portation. 

AA'ith  respect  to  railroad  transportation  the  Steel  Corporation  prac- 
tically has  the  field  to  itself,  so  far  as  steel  makers  are  concerned,  no 
one  of  its  competitors  having  railroad  properties  of  sufficient  conse- 
quence to  call  for  special  mention.  The  railroad  properties  of  the 
Steel  Corporation,  on  the  other  hand,  are  of  great  importance. 
Indeed  the  profits  derived  by  the  Steel  Corporation  from  its  trans- 
portation properties,  these  profits  coming  chiefly  from  its  railroad 
lines,  represent  a  very  substantial  fraction  of  the  entire  net  earnings. 
It  will  be  remembered  that  the  Steel  Corporation  has  the  two  most 
important  ore  roads  in  the  Lake  Superior  region,  the  Duluth  and  Iron 
Eaiige  and  the  Duluth,  Missabe  and  Northern.  The  rates  on  ore  are 
undoubtedly  excessive,  thus  not  only  contributing  large  revenue  to 
the  Steel  Corporation,  but  at  the  same  time  imposing  a  burden  upon 
such  of  its  competitors  as  are  forced  to  ship  their  ore  over  these  roads. 

The  earnings  of  these  two  railroads  have  been  extraordinary. 
The  great  bulk  of  their  freight  traffic  is  in  the  transportation  of  ore. 
The  cost  of  ore  transportation  (not  the  freight  rates)  from  the  Minne- 
sota ranges  to  Lake  Superior  has  greatly  declined  in  recent  years,  and 
the  ratio  of  operating  expenses  to  gross  earnings  is  extremely  low  for 
both  roads.  That  for  the  Duluth,  Missabe  and  Northern,  in  1910, 
was  below  30  per  cent,  as  against  an  average  for  all  railroads  in  the 

1  In  May,  1911,  the  Corporation  purchased  the  Risdon  Iron  Works  of  San  Francisco. 
This  property,  however,  is  used  chiefly  for  warehousing  purposes. 
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country  of  66  per  cent,  while  that  for  the  Duluth  and  Iron  Eange, 
in  1910,  was  only  36.5  per  cent.  Freight  rates,  on  the  other  hand, 
have  been  maintained  at  the  same  point  at  which  they  were  established 
prior  to  the  formation  of  the  Steel  Corporation.  They  average  about 
1  cent  per  ton-mile,  which  is  undoubtedly  excessive.  As  a  result  of 
these  high  freight  rates  and  extraordinarily  low  operating  expenses, 
these  ore  roads  have  been  immensely  profitable.  The  following  table 
shows  the  dividends  paid  for  a  series  of  years. 

Table  54.— DIVIDENDS  PAID  BY  STEEL  CORPORATION'S  ORE  RAILROADS  SINCE  1904. 


Year  ended  June  30— 

Duluth    and     Iron 
Range  R.  R. 

Duluth,  Missabe  and 
Northern  Ry. 

Capital 
stock. 

Rate. 

Capital 
stock. 

Rate. 

1904 

$3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 

Per  cent. 
150 

$2,512,500 
2,512,500 
4,112,600 
4,112,500 
4,112,500 
4,112,500 
4, 112, 600 

Per  cent. 
150 

1905 

1906 

105 

1102J 

1907 

1908 

120 
145 
100 

110 

1909 

145 

1910 

240 

'  This  was  paid  on  $3,312,500  of  stock,  not  on  the  full  amount  outstanding  at  the  close  of  the  year. 

It  should  be  pointed  out  that  the  amounts  of  capital  stock  issued  by 
these  companies  upon  which  these  rates  of  dividends  are  computed 
are  comparatively  small  and  undoubtedly  considerably  understate 
the  investment  in  these  roads  in  excess  of  the  bonded  indebtedness. 
As  shown  in  Chapter  III,  there  is  good  reason  to  believe  that  the 
capitalization  of  both  these  roads,  in  1901,  was  fully  covered  by 
tangible  property.  The  capital  stock  of  the  Duluth  and  Iron  Eange 
has  not  been  changed  since  that  date,  and  that  of  the  Duluth,  Missabe 
and  Northern  has  been  increased  by  only  $1,600,000,  whereas  the  in- 
vestment in  this  property  has  been  constantly  increasing.  Therefore, 
while  these  rates  of  dividends  are  by  no  means  a  fair  indication  of 
the  rate  upon  the  equity  in  the  property  represented  by  the  capital 
stock,  nevertheless  these  rates  of  dividends  do  mean  that  these  two 
roads  have  been  extraordinarily  profitable. 

Through  the  ownership  of  the  Elgin,  Joliet  and  Eastern  Eailway, 
and  more  particularly  of  the  Bessemer  and  Lake  Erie,  the  Steel  Cor- 
poration has  a  further  important  advantage  over  its  competitors  with 
respect  to  transportation,  as  will  be  more  clearly  brought  out  in  a 
subsequent  part  of  this  report.  The  minor  railroad  properties  of 
the  Corporation,  also,  particularly  the  Union  Eailroad  of  JPittsburg, 
the  Chicago,  Lake  Shore  and  Eastern  Eailway,  in  the  Chicago  dis- 
trict, and  the  Connellsville  and  Monongahela  Eailway,  in  the  Con- 
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npllsville  coal  region,  are  important  factors  in  its  transportation 
system. 

However,  with  respect  to  the  transportation  of  finished  products 
the  Corporation,  like  its  competitors,  is  chiefly  dependent  upon  out- 
side railroad  systems,  its  own  railroad  lines  covering  such  an  insig- 
nificant fraction  of  the  country  as  to  be  of  comparatively  minor  im- 
portance in  the  transportation  of  finished  steel  products,  although  the 
possession  of  such  railroad  facilities  even  in  this  respect  undoubtedly 
carries  with  it  distinct  advantages. 

"With  respect  to  ore  transportation  on  the  Great  Lakes,  the  Steel 
Corporation  has  a  less  commanding  position.  The  Corporation  trans- 
ports only  about  two-thirds  of  its  ore  by  Lake  in  its  own  boats,  re- 
Ij'ing  on  outside  vessel  tonnage  for  the  transportation  of  the  remain- 
ing substantial  fraction  of  its  ore  requirements. 

Section  5.  Position  of  the  Steel  Corporation  with  respect  to  ownership  of 
coal  and  coke  property. 

At  its  organization  the  United  States  Steel  Corporation  controlled 
the  great  bulk  of  the  choicest  coking-coal  lands  in  the  Connellsville 
region,  so  that  it  had  a  very  great  advantage  over  its  competitors  in 
this  respect.  It  has  steadily  added  to  its  large  holdings  of  coal  and 
coke  property.  According  to  an  affidavit  of  Thomas  Lynch,  presi- 
dent of  the  H.  C.  Frick  Coke  Company,  in  the  Hodge  suit,  referred 
to  in  Chapter  III,  there  were  '"  less  than  15,000  acres  of  unmined  coal 
in  the  entire  Connellsville  basin  outside  of  the  holdings  of  the  subsid- 
iary companies  of  the  United  States  Steel  Corporation."  Officials 
of  the  Steel  Corporation  have  always  placed  great  importance  upon 
the  value  of  their  coal  and  coke  property.  Mr.  Lynch  in  the  affidavit 
just  cited  said: 

The  value  of  the  coal  and  coke  properties  above  enumerated 
*  *  *  is  practically  incalculable  for  the  reason  that  in  my 
opinion  it  would  be  impossible  to  replace  these  properties  or  to 
secure  an  adequate  supply  of  coal  and  coke  at  anything  like  the 
present  cost. 

The  above  opinion,  as  previously  noted,  was  probably  influenced  by 
the  fact  that  the  Steel  Corporation  was  trying  to  justify  its  huge  capi- 
talization. Moreover,  the  subsequent  development  of  new  processes  of 
making  blast-furnace  coke  from  various  kinds  of  coal  has  somewhat 
modified  the  advantage  of  the  Steel  Corporation  in  the  coke  business, 
so  that  while  the  Corporation  still  maintains  a  decidedly  advanta- 
geous position  because  of  the  exceptional  coking  quality  of  the  Con- 
nellsville coal  it  can  not  be  said  to  have  a  monopoly  or  even  a  monopo- 
listic position  in  this  branch  of  the  steel  industry. 

As  already  stated  on  page  264,  the  Steel  Corporation  in  1911  made 
a  very  important  acquisition  of  coking-coal  properties  from  the  Pitts- 
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burgh  Coal  Company,  thereby  still  further  strengthening  its  control 
of  the  most  desirable  coking-coal  lands  of  the  country.  Therefore, 
while  its  position  in  the  coking-coal  business  is  by  no  means  monopo- 
listic, it  should  be  kept  in  mind  that  the  Corporation  has  secured 
control  of  a  vast  amount  of  coking-coal  lands. 

Section  6.  Commanding  position  of  Steel  Corporation  with  respect  to  the 
ownership  of  iron  ore. 

From  the  preceding  discussion  it  is  apparent  that  the  United  States 
Steel  Corporation  does  not  have  any  monopoly  of  the  production  of 
iron  and  steel.  Indeed,  with  respect  to  production  alone,  it  hardly 
can  be  said  to  have,  as  a  whole,  a  monopolistic  position.  Obviously  a 
concern  which,  on  the  whole,  produces  over  one-half  of  the  coun- 
try's steel  output  has  a  commanding  position  in  the  industry,  over- 
shadowing any  individual  competitor.  On  the  other  hand,  the  mere 
fact  that  over  50  per  cent  of  the  country's  production  of  pig  iron  and 
nearly  50  per  cent  of  the  crude  steel  are  manufactured  by  independ- 
ents shows  that  there  is  substantial  opportunity  at  the  present  time 
for  independent  production,  even  though  competition  has  been  regu- 
lated to  a  greater  or  less  degree  by  understandings  among  producers. 
In  the  railroad  transportation  of  ore,  it  is  true,  the  Steel  Corpora- 
tion has  a  position  which  in  certain  districts  may  fairly  be  designated 
as  of  a  monopolistic  character,  and  which  undoubtedly  contributes 
greatly  to  its  strength  in  the  industry.  Nevertheless,  it  does  not  have 
a  complete  monopoly  of  ore  transportation,  even  in  the  Lake  region. 
In  the  old  ranges  of  Michigan  it  has  no  railroads  of  its  own,  while  in 
the  Minnesota  district  there  is  one  important  outside  road,  the  East- 
ern Railway  of  Minnesota,  a  branch  of  the  Great  Northern.  Although 
the  possession  of  its  ore  roads  confers  very  great  advantages  upon  the 
Corporation,  it  is  obvious  from  the  statistics  presented  that  this  has 
not  prevented  competition  in  the  steel  industry.  Moreover,  it  has 
not  prevented  an  increase  in  the  production  of  the  independents. 

With  respect  to  coking  coal,  the  Steel  Corporation  has  a  decided 
advantage  over  all  its  competitors  on  account  of  its  substantial  mo- 
nopoly of  the  famous  Connellsville  deposit,  in  western  Pennsylvania. 
However,  the  fact  that  other  coals  can  be  commercially  used  for 
steel-making  purposes  in  competition  with  the  Connellsville  prod- 
uct means,  particularly  in  view  of  the  almost  unlimited  supply  of 
such  grades  of  coal,  that  the  Corporation  in  no  sense  has  a  monopoly 
of  the  coke  branch  of  the  steel  industry. 

So  far  as  the  Corporation  has  a  monopolistic  position  in  the 
steel  industry,  therefore,  it  rests  chiefly  on  the  one  remaining  branch, 
iron  ore.  As  a  matter  of  fact,  the  Steel  Corporation  does  occupy  a 
position  in  the  iron-ore  industry,  which,  while  by  no  means  constitut- 
ing a  monopoly,  is  clearly  indicative  of  a  monopolistic  influence, 
4525°— 11 26 
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It  is  exceedingly  difficult  to  make  an  accurate  statement  of  the 
Corporation's  position  in  the  iron-ore  industry  from  the  standpoint 
of  ownership.  Obviously  the  full  extent  of  any  hidden  natural  re- 
source can  not  be  known.  It  is  significant  in  this  connection  that 
the  history  of  the  industry  shows  that  the  great  ore  deposits  of  the 
country  have  almost  invariably  been  greatly  underestimated,  while 
predictions  that  all  the  important  deposits  of  the  country  have  been 
discovered  have  almost  yearly  been  disproved.  An  illustration  of 
this  is  the  recent  discovery  in  the  Baraboo  district  of  southern  Wis- 
consin of  a  tract  of  only  comparatively  small  area  for  which  the  ore 
deposit  is  estimated  at  several  hundred  millions  of  tons,  the  ore,  how- 
ever, apparently  being  of  rather  low  grade.  Again,  in  the  old  range 
districts  of  Michigan  extensive  new  deposits  have  been  discovered  in 
the  past  few  years  on  territory  which  has  long  been  under  active 
development  and  extensively  prospected.  It  would  be  absurd,  there- 
fore, to  assume  that  the  known  deposits  of  ore  in  the  country  fur- 
nish a  fixed  denominator  by  which  to  measure  the  relative  importance 
of  the  Steel  Corporation. 

An  extremely  important  consideration  in  this  connection  is  that 
iron  ore  of  low  grade  occurs  over  enormous  areas  and  in  enormous 
quantities  throughout  the  United  States.  A  vast  amount  of  such  ore 
is  of  such  low  iron  content,  however,  as  to  be  out  of  consideration 
in  any  discussion  of  immediately  available  ore  reserves.  It  is  neces- 
sary, therefore,  in  discussing  the  proportion  of  the  total  ore  reserves 
of  the  country  controlled  by  the  Corporation  to  confine  comparisons 
to  what  may  be  termed  commercially  available  ores  at  the  present 
time.  The  Steel  Corporation's  holdings  of  such  ores  greatly  exceed 
those  of  all  other  iron  and  steel  interests  combined. 

It  should  be  clearly  understood  that  the  ores  of  the  Lake  Superior 
region  substantially  form  the  basis  of  the  steel  production  of  the 
country.  While  the  Steel  Corporation  has  very  extensive  holdings  of 
ore  elsewhere,  the  great  bulk  of  its  ore  holdings  is  in  the  Lake 
Superior  district. 

One  of  the  best  indications  of  the  position  of  the  Steel  Corporation 
in  the  Lake  region  is  found  in  a  report  of  the  Minnesota  Tax  Commis- 
sion for  1908,  which,  after  a  very  careful  listing  of  the  iron-ore  mines 
of  the  State  and  estimate  of  their  tonnage  (evidently  on  a  conserva- 
tive basis),  placed  the  grand  total  tonnage  and  that  of  the  United 
States  Steel  Corporation  in  1907  in  round  numbers  as  follows: 

Grand  total,  all  concerns  in  Minnesota tons—  1,192,000,000 

United    States    Steel    Corporation     (Oliver    Iron    Mining    Com- 
pany)   tons—      913, 000, 000 

Per  cent  Steel  Corporation  (computed  by  Bureau) 76.6 

While  this  estimate  covered  the  State  of  Minnesota  only,  in  view 
of  the  fact  that  prior  to  the  recent  acquisitions  in  the  Baraboo  district 
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of  Wisconsin  over  80  per  cent  of  the  Steel  Corporation's  ore  reserves, 
excluding  the  Hill  holdings,  were  in  Minnesota,  it  will  be  seen  that 
these  figures  give  a  fairly  complete  idea  of  the  position  of  the  Steel 
Corporation  in  this  respect.  Including  the  Hill  ores,  it  is  probable 
that  over  90  per  cent  of  the  Steel  Corporation's  known  supply  of 
Lake  ore  at  the  close  of  1907  was  in  the  State  of  Minnesota. 

In  this  connection  it  may  be  noted  that  the  secretary  of  the  Minne- 
sota Tax  Commission,  in  a  letter  to  the  Commissioner  of  Corporations 
dated  May  12,  1909,  said : 

They  [the  United  States  Steel  Corporation]  now  control  at 
least  80  per  cent  of  the  present  known  tonnage  in  the  State. 

In  the  old  ranges  of  Michigan  the  Corporation  probably  has  a 
somewhat  smaller  proportion  of  the  total  ore  deposits.  However,  its 
proportion  on  the  Michigan  ranges  is  large. 

A  further  indication  of  the  proportion  of  the  total  amount  of  ore 
in  the  Lake  Superior  region,  controlled  by  the  United  States  Steel 
Corporation,  is  furnished  by  data  submitted  to  the  Finance  Com- 
mittee of  the  United  States  Senate  in  1909,  by  Joseph  G.  Butler,  jr., 
of  the  Brier  Hill  Iron  and  Coal  Company,  and  head  of  the  Bessemer 
Pig  Iron  Association.  Mr.  Butler's  evidence  included,  among  other 
data,  a  report  from  John  Birkinbine,  a  mining  engineer  of  Philadel- 
phia, and  also  certain  statistics  furnished  by  the  Steel  Corporation 
itself. 

The  Steel  Corporation's  estimate  of  its  iron  ore  reserves  thus  fur- 
nished Mr.  Butler  follows: 


Ores  of  present 
standard  com- 
mercially. 

Silicious  and 

otherlow-grade 

ores. 

Total. 

Gr.  tons. 
1,258,289,000 
459,300,000 

Gr.  tons. 

365,845,000 

239,000,000 

Gt.  tOTlS. 

1,624,134,000 

698,300,000 

Total                 

1,717,589,000 

604,845,000 

2,322,434,000 

Mr.  Butler  placed  the  total  amount  of  commercially  available  ore 
in  the  United  States  at  that  time  at  4,462,940,000  tons,  as  follows: 

Tons. 

Lake  Superior  region 1,  618,  000, 000 

New  Yorli 750,000,000 

New  Jersey 135,000,000 

Pennsylvania 45,  000,  000 

South 1,  814,  940,  000 

Rocky  Mountain  district 100,000,000 

Total 4,  462,  940,  000 
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Applying  the  Corporation's  estimate  of  its  total  commercially  avail- 
able tonnage  in  all  parts  of  the  country,  namely,  1,717,589,000  tons, 
to  his  estimated  total,  Mr.  Butler  arrived  at  the  conclusion  that  the 
Steel  Corporation  then  owned  38J  per  cent  of  the  available  or 
desirable  ores  of  the  country. 

As  already  made  clear,  however,  such  comparisons — disregarding 
for  the  moment  the  question  whether  Mr.  Butler's  total  can  be  ac- 
cepted— are  of  little  significance  because  of  the  fact  that  the  steel 
industry  is  essentially  based  upon  the  ores  of  the  Lake  Suijerior  dis- 
trict. In  this  connection  it  may  be  noted  that  Mr.  Birkinbine,  the 
engineer  above  referred  to,  reported  to  jNIr.  Butler,  after  reviewing 
numerous  estimates  of  the  probable  extent  of  the  deposit  of  the  Lake 
Superior  region,  "  that  an  estimate  of  1,600,000,000  tons  of  reserves 
in  the  Lake  Superior  region  was  conservative."  Mr.  Birkinbine, 
however,  went  on  to  say: 

But  the  remarkable  economies  which  have  been  achieved  in 
mining,  handling  and  transporting  ore  in  large  quantities,  the 
advances  in  beneficiating  processes,  the  problems  in  the  near 
future  of  the  material  expansion  of  the  iron-producing  industry 
in  the  upper  Lake  region,  may  bring  many  ores  not  now  con- 
sidered available  in  the  shipping  list,  thus  greatly  augmenting 
the  reserves.     *     *     * 

Taking  the  estimate  of  1,600,000,000  tons  for  the  total  commer- 
cially available  ore  of  the  Lake  Superior  region  at  that  particular 
time,  the  Steel  Corporation's  estimate  of  1,258,289,000  tons  for  its 
holdings  would  be  equivalent  to  Mell  over  75  per  cent  of  this  total. 
Of  course,  the  ideas  of  the  consulting  engineer  and  those  of  the  Steel 
Corporation's  experts  as  to  what  were  commercially  available  ores 
may  have  differed  somewhat,  but  it  is  not  likely  that  the  proportion 
of  ore  controlled  by  the  Steel  Corporation  as  shown  by  these  two  esti- 
mates is  too  high,  because  both  of  these  statements  were  submitted  by 
ill'.  Butler  together  with  extensive  data  for  other  ore  supplies  in 
the  United  States  for  the  avowed  purpose  of  proving  that  the  pro- 
portion of  the  ore  supply  controlled  by  the  Steel  Corporation  was  less 
than  85  per  cent  of  the  total  supply. 

In  1908  the  commercially  available  ore  of  the  Lake  Superior  region 
was  computed  by  the  United  States  Geological  Survey,  for  the  Con- 
servation Commission,  at  3,500,000,000  tons,  but  the  iron  content 
assumed  as  a  basis  for  available  ore  was  very  much  lower  than  in 
the  two  preceding  estimates,  thus  greatly  increasing  the  total  quan- 
tity. This  and  other  evidence  indicates  that  the  Survey  estimate 
is  not  fairly  comparable  with  that  of  the  Corporation. 

At  the  beginning  of  1908  the  United  States  Steel  Corporation 
estimated  its  total  ore  reserves  in  the  Lake  Superior  region,  not 
including  the  very  extensive  deposits  covered  by  the  so-called  Hill 
lease,  at  approximately  1,200,000,000  tons.    This  estimate  was  largely 
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based  upon  very  careful  prospecting  operations,  a  very  large  pro- 
portion of  the  Steel  Corporation's  ore  lands  in  the  Lake  Superior 
region  having  been  very  thoroughly  drilled  upon,  with  careful  records 
of  depths,  analyses,  etc.  Adding  300,000,000  tons  as  a  conservative 
estimate  for  the  tonnage  covered  by  the  Hill  lease  would  give  the 
Corporation  control  in  the  ore  ranges  of  Minnesota  and  Michigan 
of  1,500,000,000  tons.  In  the  South,  as  already  shown,  the  Corpora- 
tion has  a  reserve  tonnage  which  may  fairly  be  placed  at  not  less 
than  500,000,000  tons. 

In  these  three  districts,  therefore,  the  present  tonnage  of  the  Steel 
Corporation  which  may  be  considered  as  a  fairly  definitely  known 
or  developed  tonnage,  is  not  less  than  2,000,000,000  tons.  Including 
its  holdings  in  the  Baraboo  district  and  some  miscellaneous  holdings 
the  total  ore  of  the  Corporation  may  be  conservatively  estimated  at 
not  less  than  2,500,000,000  tons. 

Many  facts  point  to  a  policy  on  the  part  of  the  Steel  Corpora- 
tion of  securing  control  of  the  ore  deposits  of  the  country  far  in 
advance  of  its  immediate  needs.  As  clearly  brought  out  in  Chapter 
V,  the  most  logical  explanation  of  the  Hill  lease  with  its  extraordi- 
nary royalty  and  other  onerous  conditions  is  that  the  Corporation 
desired  to  prevent  these  ores  from  coming  into  the  hands  of  com- 
petitors. The  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad 
Company  likewise  apparently  was  desirable  more  on  account  of  the 
enormous  ore  and  coal  reserves  of  the  company  than  because  of  its 
manufacturing  plants,  although  these  ores  at  present  have  a  low 
value.  Furthermore,  the  Corporation  has  examined  a  large  amount 
of  ore  territory  under  option  and  has  added  greatly  to  its  holdings  of 
ore  in  consequence,  notably  in  the  case  of  the  Baraboo  district.  The 
Corporation  also  secured  a  deposit  of  ore  in  Cuba,  estimated  to  con- 
tain fully  60,000,000  tons.  At  one  time  the  Corporation  held  ex- 
tensive options  on  ore  lands  on  the  Cuyuna  Range  in  Minnesota  and 
also  in  Canada,  but  it  is  stated  that  many  of  these  options  proved  to 
contain  little  ore  and  were  given  up. 

These  various  acquisitions  certainly  indicate  a  rather  definite 
policy  on  the  part  of  the  Corporation  to  increase  its  control  of  the  ore 
reserves  of  the  country.  In  this  connection,  it  may  be  noted  that 
E.  H.  Gary,  chairman  of  the  Steel  Corporation,  in  testimony  before 
the  Ways  and  Means  Committee  in  1908,  admitted  that  the  Corpora- 
tion had  control  of  the  ultimate  ore  supply  of  the  entire  country,  as 
the  following  excerpt  will  show : 

Mr.  CocKEAN.  You  practically  do  control  the  ore  supply  of 
the  country  ? 

Mr.  Gary.  No  ;  not  now ;  not  for  the  immediate  future. 

Mr.  CocKEAN.  Well,  the  ultimate  supply  ? 

Mr.  Gary.  Yes;  I  think  so — that  is,  pretty  nearly.  It  is  not 
absolute  control. 
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Eeoently  Mr.  Gary  substantially  modified  and  in  part  -withdrew 
this  statement. 

The  system  of  leasing  ore  mines,  as  employed  in  the  Lake  region, 
is  important  in  this  connection.  A  very  large  part  (approximately 
two-thirds  in  1910)  of  the  Corporation's  total  holdings  in  the  Lake 
region  is  held  by  lease.  Frequently  there  is  no  initial  investment  in 
such  leaseholds,  and  even  where  a  bonus  is  paid  it  is  usually  small, 
while  the  minimum  tonnage  on  which  royalty  must  be  paid,  whether 
mining  operations  are  conducted  or  not,  is  generally  unimportant. 
The  Hill  lease  is,  of  course,  as  above  shown,  a  very  marked  exception 
in  the  last  respect. 

It  will  be  seen,  therefore,  that  this  ore-leasing  system,  where  there 
is  no  limit  placed  on  the  number  of  leases  that  can  be  combined 
under  a  single  interest,  greatly  facilitates  the  gathering  in  by  a  great 
concern  like  the  Steel  Corporation  of  a  vast  amount  of  ore  reserves, 
far  in  advance  of  any  commercial  need  for  them.  This  not  only 
prevents  others  from  getting  such  property  but  also  secures  to  such 
a  concern  the  benefit  of  any  appreciation  in  value  which  may  come 
about  either  from  natural  causes  or  as  a  result  of  this  very  con- 
centration of  ownership.  Obviously,  a  system  which  thus  lends 
itself  to  such  marked  concentration  of  ore  property  for  many  years 
in  advance  (a  common  term  of  lease  being  fifty  years),  at  a  com- 
paratively small  cost,  involves  questions  of  the  highest  public  im- 
portance. It  might  be  said  that  the  lease  system  as  thus  applied 
in  the  Lake  ore  region  really  affords  an  opportunity  for  a  wealthy 
interest  to  attempt  a  corner  in  ore  reserves  on  what  is,  in  effect,  a 
margin  basis. 

Of  course,  in  such  extensive  acquisitions  there  is  a  decided  specu- 
lative risk,  just  as  in  similar  efforts  to  control  commodity  markets, 
particularly  the  possibility  of  the  discovery  of  available  deposits 
elsewhere,  or  new  methods  of  mining  which  may  render  available 
what  are  now  nonavailable  ores  for  present  commercial  purposes. 
Taking  conditions  as  they  are  to-day,  however,  there  can  be  no  doubt 
that  the  Steel  Corporation  has  control  of  the  great  bulk  of  the  com- 
mercially available  ores  of  the  Lake  Superior  district,  its  proportion 
probably  being  about  three-fourths  of  the  total.  This  dominating 
position  in  the  ore  industry  enjoyed  by  the  Steel  Corporation 
through  this  great  ownership  of  ore  reserves  is  heightened  because 
of  its  very  marked  degree  of  control  of  the  transportation  of  ore 
in  the  Lake  Superior  district. 
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UNDERWRITING  AGREEMENT  OF  MARCH   1,   1901,  BETWEEN  J.  P. 
MORGAN  &  CO.  AND  THE  UNITED  STATES  STEEL  CORPORATION. 

An  agreement,  made  this  first  day  of  March,  nineteen  hundred  and 
one,  by  and  between  United  States  Steel  Corporation,  a  corporation 
existing  under  the  laws  of  the  State  of  New  Jersey  (hereinafter 
called  the  "  Steel  Company  "),  party  of  the  first  part,  and  J.  P.  Mor- 
gan &  Co.,  of  the  city  of  New  York,  acting  in  behalf  of  a  Syndicate, 
party  of  the  second  part: 

Whereas,  the  Steel  Company  has  been  organized  with  a  capital  of 
$3,000,  of  which  one-half  is  7%  cumulative  preferred  stock  and  one- 
half  is  common  stock,  as  shown  by  the  certificate  of  incorporation 
of  the  Steel  Company,  recorded  in  Hudson  County,  New  Jersey,  on 
the  25  th  day  of  February,  1901,  which  capital  stock  is  to  be  increased 
as  hereinafter  provided ;  and 

Whereas,  as  hereinafter  stated,  the  board  of  directors  of  the  Steel 
Companj'  deem  it  necessary  for  its  business  now  to  acquire  the  stocks 
and  bonds  of  certain  other  corporations  and  also  to  obtain  for  its  cor- 
porate purposes  a  certain  sum  in  cash ;  and 

Whereas,  after  careful  investigation  and  appraisement,  the  board 
of  directors  of  the  Steel  Company  has  ascertained,  adjudged  and  de- 
termined that  the  value  of  such  bonds  and  stocks  now  so  to  be  ac- 
quired and  hereinafter  specified,  exclusive  of  such  cash  sum  (which 
cash  sum  is  to  be  received  and  treated  by  the  Steel  Company  as 
surplus),  is  equal  at  least  to  the  par  value  of  the  stock  of  the  Steel 
Company  and  of  the  bonds  of  the  Steel  Company  to  be  issued  there- 
for; and 

•Whereas,  the  board  of  directors  of  the  Steel  Company  considers 
that  such  bonds,  stocks  and  cash  may  best  be  obtained  by  purchase, 
on  the  terms  hereinafter  stated,  from  the  Syndicate  represented  by 
Messrs.  J.  P.  Morgan  &  Co.,  party  of  the  second  part  hereto,  and 
managers  of  the  said  Syndicate;  and 

Whereas,  each  of  the  corporations,  the  capital  stock  of  which  it  is 
proposed  now  to  acquire  hereunder,  has  been  organized  and  now  is 
existing  under  the  laws  of  the  State  of  New  Jersey,  and  has  outstand- 
ing capital  stock  divided  into  shares  each  of  the  par  value  of  $100 
(excepting  the  Carnegie  Company,  of  which  the  capital  stock  is 
divided  into  shares  of  the  par  value  of  $1,000),  and  divided,  also,  into 
classes  as  next  hereinafter  stated,  the  said  corporations,  and  the  total 
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outstanding  capital  stock  and  the  classes  thereof,  being  as  follows, 
to  wit: 


Name  of  corporation. 


Total  outstanding  capital 
stock. 


Preferred. 


Common. 


American  Sheet  Steel  Company 

American  Steel  Hoop  Company 

American  Steel  and  wire  Company  . 

American  Tin  Plate  Company 

Carnegie  Company " 

Federal  Steel  Company 

National  Steel  Company 

National  Tube  Company 


?24, 500, 000 
14,000,000 
40,000,000 
18,326,000 


53, 2C0, 900 
27, 000, 000 
40, 000, 000 


824,600,000 
19,000,000 
50,000,000 
28,000,000 

160,000,000 
46, 484, £00 
32,000,000 
40,000,000 


And  whereas,  the  Carnegie  Company  has  issued,  and  there  are  now 
outstanding,  ite  5%  bonds  for  the  aggregate  principal  sum  of 
$160,000,000:  and 

Whereas,  the  Syndicate  has  arranged  for  the  acquisition  of  sub- 
stantially all  of  the  bonds  and  the  stock  of  the  Carnegie  Company; 
and 

Whereas,  in  reliance  upon  this  contract  the  Syndicate  is  endeavor- 
ing to  effect  the  acquisition,  and  the  delivery  of  all  of  the  bonds  of 
the  Carnegie  Company,  and  all  of  the  outstanding  shares  of  the 
capital  stock  of  all  of  said  corporations,  upon  the  terms  herein  pro- 
vided. 

Now,  therefore,  in  consideration  of  the  premises  and  of  other  good 
and  valuable  considerations,  and  of  the  efforts  and  expenses  which 
both  parties  recognize  will  have  to  be  made  and  incurred  by  the 
Syndicate  in  their  endeavor  to  consummate  such  sale : 

First.  The  Steel  Company  agrees  with  J.  P.  Morgan  &  Co.,  acting 
in  behalf  of  the  Syndicate,  as  follows : 

(1)  If,  on  or  before  May  31,  1901,  J.  P.  Morgan  &  Co.  in  behalf 
of  the  Syndicate  shall 

(a)  Sell  and  deliver,  or  cause  to  be  sold  and  delivered,  to  the 
Steel  Company,  at  least  fifty-one  per  cent  of  such  outstanding  shares 
of  the  capital  stock  of  each  of  the  corporations  above  named,  or  of 
such  of  said  corporations  as  finally  shall  be  embraced  within  the 
operation  of  this  agreement  with  the  approval  of  the  Steel  Company, 
which  fifty-one  per  cent  of  the  total  outstanding  capital  stock  of 
each  of  such  corporations  shall  include  not  less  than  fifty-one  per 
cent  of  the  total  outstanding  preferred  stock,  if  any,  of  such  com- 
pany; and  also  all  of  the  $160,000,000  of  bonds  of  the  Carnegie  Com- 
pany now  outstanding,  or  such  lesser  amount  thereof  as  shall  be 
tendered  by  J.  P.  Morgan  &  Co. ;  and 

(b)  Shall  pay,  or  shall  cause  to  be  paid,  to  the  Steel  Company 
twenty -five  million  dollars  in  cash : 

(2)  The  Steel  Conipany  will  purchase  such  shares  and  bonds,  and, 
in  payment  and  consideration  for  such  stock  and  bonds  and  for  such 
cash,  Avill  issue  to  such  persons  as  J.  P.  Morgan  &  Co.,  in  behalf  of 
the  Syndicate,  shall  indicate,  shares  of  its  preferred  stock  and  shares 
of  its  common  stock  (all  of  which  shall  be  fully  paid  and  non-assess- 
able), and  also  its  five  per  cent  gold  bonds  (which  bonds  shall  be 
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of  such  form  and  tenor,  and  shall  be  secured,  as  J.  P.  Morgan  &  Co. 
may  determine),  as  follows: 

{a)  In  the  event  that  the  Steel  Company  shall  acquire  all  the 
shares  of  the  capital  stock  of  all  of  such  other  corporations  and  all 
such  bonds  of  the  Carnegie  Company,  the  Steel  Company  will  issue 
for  all  such  stock,  and  such  bonds,  and  such  sum  in  cash,  four  mil- 
lion two  hundred  and  forty-nine  thousand  nine  hundred  and  eighty- 
five  shares  of  its  preferred  stock,  and  four  million  two  hundred  and 
forty-nine  thousand  nine  hundred  and  eighty-five  shares  of  its  com- 
mon stock,  and  also  three  hundred  and  four  million  dollars  of  its 
said  five  per  cent  gold  bonds. 

[h)  In  the  event  that  the  Steel  Company  shall  not  acquire  all  the 
shares  of  the  capital  stock  of  all  of  such  other  corporations  and  all 
such  bonds  of  the  Carnegie  Company,  the  Steel  Company  will  issue 
for  the  shares  of  stock  and  the  bonds  which  shall  be  acquired,  and 
said  sum  in  cash,  four  million  two  hundred  and  forty-nine  thousand 
nine  hundred  and  eighty-five  (4,249,985)  shares  of  its  preferred  stock, 
and  four  million  two  hundred  and  forty-nine  thousand  nine  hundred 
and  eighty-five  (4,249,985)  shares  of  its  common  stock,  and  three 
hundred  and  four  million  dollars  ($304,000,000)  of  its  five  per  cent 
gold  bonds,  less  abatement  and  deduction  therefrom  to  be  made  as 
follows : 

For  each  $100  par  value  of  stock  of  such  other  companies  men- 
tioned in  the  following  table,  which  shall  not  be  acquired  by  the  Steel 
Company,  the  amount  of  the  preferred  stock  and  common  stock,  or 
either,  set  opposite  to  such  class  of  stock  in  said  table  shall  be  de- 
ducted and  abated. 


Name  of  company  and  class 
of  stock. 

Amount  of  stock 

to  be  deducted  in 

par  value. 

Name  of  company  and  class 
of  stock. 

Amount  of  stock 

to  be  deducted  in 

par  value. 

Preferred 
stock. 

Common 
stock. 

Preferred 
stock. 

Common 
stock. 

S150.00 

110.00 
4.00 

117.50 

8150.00 

American  Tin  Plate  Co.: 
Preferred  stock 

$125.00 
20.00 

100.00 

8126. 00 

Common  stock         

107.50 

American  Steel  Hoop  Co.: 

of  N  J  • 

Common  stock 

100. 00 

American  Sheet  Steel  Co.: 
Preferred  stock 

100.00 

102.50 

Nntinnfll  Tllhf*  Co  ■ 

125.00 
8.80 

125.00 

Common  stock 

100. 00 

125. 00 

National  Steel  Co.: 

125.00 

For  each  $1,000  par  value  of  such  bonds  of  the  Carnegie  Comj^any 
that  shall  not  be  acquired  by  the  Steel  Company  $1,000  par  value  of 
such  bonds  of  the  Steel  Company  shall  be  abated  and  deducted. 

Second.  The  Steel  Company  further  agrees  that  in  the  event  of 
the  acquisition  by  it  pursuant  to  this  agreement  of  less  than  the 
total  issue  of  said  bonds  of  the  Carnegie  Company  or  less  than  the 
total  outstanding  capital  stock  of  each  of  said  corporations,  the  Steel 
Company  from  time  to  time  will  purchase  from  such  persons  as  shall 
be  indicated  by  J.  P.  Morgan  &  Co.,  any  and  all  additional  out- 
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standing  bonds  of  the  Carnegie  Company  or  shares  of  the  capital 
stock  of  any  of  said  corporations  that  shall  be  tendered  to  the  Steel 
Company  prior  to  May  1,  1902 ;  and  in  payment  therefor  will  issue 
and  deliver  its  bonds  and  fully  paid-up  shares  of  its  preferred  stock 
and  fully  paid-up  shares  of  its  common  stock,  at  the  rates  at  which 
deduction  and  abatement  shall  have  been  made  under  Article  First 
hereof  in  respect  of  the  additional  bonds  and  shares  of  stock  so 
purchased. 

Third.  The  Steel  Company  shall  credit  and  allow  to  J.  P.  Morgan 
&  Co.  on  account  of  the  cash  sum  payable  under  Article  First  hereof, 
or  shall  pay  to  J.  P.  Morgan  &  Co.  a  sum  equal  to  the  aggregate 
amount  which,  prior  to  April  1,  1901,  shall  have  accrued  upon  any 
installments  of  dividends  accruing,  but  not  matured,  on  any  such 
preferred  stock  at  the  date  of  delivery  thereof  to  the  Steel  Company, 

The  Steel  Company  further  agrees  that  the  dividends  on  all  the 
preferred  stock  of  the  Steel  Company  to  be  issued  by  it  hereunder, 
shall  begin  to  accrue  from  April  1,  1901. 

Fourth.  The  Steel  Company,  without  prejudice  to  the  further  exer- 
cise of  its  chartered  rights  to  increase  or  to  decrease  its  capital  stock, 
agrees  that  it  will  lawfully  increase  its  authorized  capital  stock  to 
an  amount  sufficient  to  enable  it  to  issue  and  to  deliver  its  preferred 
stock  and  its  common  stock  to  the  aggregate  amount  hereinbefore 
provided. 

Fifth.  J.  P.  Morgan  &  Co.,  in  behalf  of  the  Syndicate,  will  bear 
and  will  pay  the  statutory  fees  and  taxes  for  the  proposed  increase  of 
the  capital  stock  of  the  Steel  Company. 

Sixth.  This  agreement,  and  any  agreement  in  pursuance  thereof, 
is  and  shall  be  strictly  inter  partes;  and  no  stockholder  of  any  of 
the  corporations  above  referred  to  shall  be  deemed  to  have  any  right 
hereunder. 

In  witness  whereof,  these  presents  have  been  duly  executed  by  the 
parties  hereto  the  day  and  year  first  above  written. 

United  States  Steel  Corporation, 

[l.  8.]  By  ^Y.  J.  Curtis,  President. 

Attest : 

Charles  Mac  Veagh, 

Secretari/,  J .  P.  Morgan  c6  Co. 


Exhibit  2. 

underwriting  agreement  of  april  1,  1901,  between  j.  p. 
morgan  &  co.  and  the  united  states  steel  corporation. 

An  agreement,  made  this  1st  day  of  April,  nineteen  hundred  and 
one,  by  and  between  United  States  Steel  Corporation,  a  corporation 
existing  under  the  laws  of  the  State  of  New  Jersey  (hereinafter  called 
the  "  Steel  Company  "),  party  of  the  first  part,  and  J.  P.  Morgan  & 
Co.,  of  the  city  of  New  York,  parties  of  the  second  part : 

AAHiereas,  the  Steel  Company  has  been  organized  with  a  capital 
stock  of  $3,000,  of  which  one-half  is  Y  per  cent  cumulative  preferred 
stock  and  one-half  is  common  stock,  as  shown  by  the  certificate  of 
incorporation  of  the  Steel  Company,  recorded  in  Hudson  County, 
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New  Jersey,  on  the  25th  day  of  February,  1901,  which  capital  stock 
is  to  be  increased  as  provided  in  a  certain  agreement  dated  March  1, 
1901,  between  the  Steel  Company  and  J.  P.  Morgan  &  Co.,  acting  in 
behalf  of  a  Syndicate ;  and 

Whereas,  the  board  of  directors  of  the  Steel  Company  deem  it 
necessary  for  its  business  now  to  acquire  the  stocks  of  the  other  cor- 
porations hereinafter  named,  and,  after  careful  investigation  and 
appraisement,  the  board  of  directors  of  the  Steel  Company  has  ascer- 
tained, adjudged  and  determined  that  the  value  of  such  stocks  now 
so  to  be  acquired  and  hereinafter  specified,  is  equal  at  least  to  the  par 
value  of  the  stocks  of  the  Steel  Company  together  with  the  sums  in 
cash  to  be  issued  and  paid  therefor  as  hereinafter  provided ;  and 

Whereas,  the  board  of  directors  of  the  Steel  Company  considers 
that  such  stocks  may  best  be  obtained  by  purchase,  on  the  terms  here- 
inafter stated,  through  Messrs.  J.  P.  Morgan  &  Co.,  parties  of  the 
second  part  hereto;  and 

Whereas,  the  names  of  said  corporations  and  the  classes  and 
amounts  of  the  capital  stock  thereof  which  the  Steel  Company  de- 
sires to  acquire  are  as  follows : 

The  Lake- Superior  Consolidated  Iron  Mines  (a  corporation  of  New 
Jersey)  298,884-4897/10000  shares,  of  the  aggregate  par  value  of 
$29,888,448.97. 

Bessemer  Steamship  Company  (a  corporation  of  West  Virginia) 
50,000  shares  of  the  aggregate  par  value  of  $5,000,000. 

American  Bridge  Company  (a  corporation  of  New  Jersey)  313,738 
shares  of  preferred  stock,  of  the  aggregate  par  value  of  $31,373,800, 
and  309,508  shares  of  common  stock,  of  the  aggregate  par  value  of 
$30,950,800. 

Colorado  Fuel  and  Iron  Gorrbpany  (a  corporation  of  Colorado) 
20,000  shares  of  preferred  stock,  of  the  aggregate  par  value  of 
$2,000,000,  and  170,000  shares  of  common  stock,  of  the  aggregate  par 
value  of  $17,000,000. 

Oliver  Iron  Mining  Company  (a  corporation  of  Minnesota)  2,000 
shares,  of  the  aggregate  par  value  of  $200,000,  out  of  a  total  capital 
stock  of  $1,200,000. 

Pittsburgh  Steamship  Company  (a  corporation  of  West  Virginia), 
2,217  shares,  of  the  aggregate  par  value  of  $221,700,  out  of  a  total 
outstanding  capital  stock  of  $1,333,000. 

And  whereas,  J.  P.  Morgan  &  Co.  have  heretofore  rendered  services 
for  the  purpose  of  acquiring  such  stocks  of  said  several  companies 
for  the  benefit  of  the  Steel  Company,  and  the  Steel  Company  desires 
that  J.  P.  Morgan  &  Co.  shall  render  further  services  for  the  purpose 
of  acquiring  such  stocks : 

Now,  therefore,  in  consideration  of  the  premises  and  of  other  good 
and  valuable  considerations,  and  of  the  efforts  and  expenses  which 
both  parties  recognize,  will  have  to  be  made  and  incurred  by  Messrs. 
J.  P.  Morgan  &  Co.  under  this  agreement : 

First.  The  Steel  Company  agrees  with  J.  P.  Morgan  &  Co.  as 
follows : 

(1)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  all,  or  any  part, 
not  less  than  fifty-one  per  cent,  of  such  outstanding  shares  of  the 
capital  stock  of  said  Lake  Superior  Consolidated  Iron  Mines,  the 
Steel  Company  will  purchase  such  shares,  and  in  payment  and  con- 
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sideration  therefor  will  issue  to  the  respective  vendors  thereof,  or  for 
their  account,  as  may  be  directed  by  J.  P.  Morgan  &  Co.,  $135  in  the 
preferred  stock  and  $135  in  the  common  stock  of  the  Steel  Com- 

fany  (all  of  which  shall  be  fully  paid  and  non- assessable)  for  each 
100  par  value  of  such  shares  of  the  capital  stock  of  said  Lake 
Superior  Consolidated  Iron  Mines  so  sold  and  delivered  to  the  Steel 
Company. 

Such  stock  of  said  Lake  Superior  Consolidated  Iron  Mines  must 
carry  all  dividends  and  rights  to  dividends  declared  or  payable  after 
March  15,  1901.  Dividends  on  the  preferred  stock  of  the  Steel  Com- 
pany to  be  issued  in  part  payment  therefor  shall  begin  to  accrue 
from  April  1st,  1901. 

(2)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company,  or  an  agreement 
for  the  sale  and  delivery  to  the  Steel  Companj-,  of  all  the  shares  of 
the  capital  stock  of  said  Bessemer  Steamship  Company,  the  Steel 
Company  will  purchase  such  shares  of  stock  and  will  agree  to  pay 
therefor  the  sum  of  $8,500,000  in  cash  on  or  before  May  1,  1902,  with 
interest  from  May  1, 1901,  at  the  rate  of  five  per  cent  per  annum. 

Such  stock  of  the  Bessemer  Steamship  Co.  must  carry  all  divi- 
dends and  rights  to  dividends  declared  or  payable  after  March  15, 
1901. 

(3)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.,  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  said  shares  of  the 
capital  stock  of  said  Oliver  Iron  Mining  Comi3any,  of  the  aggregate 
par  value  of  $200,000,  together  with  said  shares  of  the  cajpital  stock 
of  said  Pittsburgh  Steamship  Company  of  the  aggregate  par  value 
of  $221,700,  the  Steel  Company  will  purchase  such  shares  and,  in 
payment  and  consideration  therefor  will  issue  to  the  vendors  thereof, 
or  for  their  account,  as  may  be  directed  by  J.  P.  Morgan  &  Co., 
92,500  shares  of  its  preferred  stock  of  the  aggregate  par  value  or 
$9,250,000  and  92,500  shares  of  its  common  stock  of  the  aggregate 
par  value  of  $9,250,000,  all  of  which  shall  be  fully  paid  and  non- 
assessable. 

Such  shares  of  stock  of  the  Oliver  Iron  Mining  Company  must 
carry  all  dividends  and  rights  to  dividends  declared  or  payable  after 
March  27th,  1901 ;  and  dividends  on  the  preferred  stock  of  the  Steel 
Company  to  be  issued  in  part  payment  therefor  shall  begin  to  accrue 
from  April  1st,  1901. 

(4)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  all,  or  any  part 
not  less  than  fifty-one  per  cent,  of  said  total  outstanding  capital 
stock  of  the  American  Bridge  Company  (which  fifty-one  per  cent 
of  the  total  outstanding  capital  stock  shall  include  not  less  than  fifty- 
one  per  cent  of  the  total  outstanding  preferred  stock  of  said  American 
Bridge  Company) ,  the  Steel  Company  will  purchase  such  shares,  and 
in  payment  and  consideration  therefor  will  issue  to  the  vendors 
thereof,  or  for  their  account  as  may  be  directed  by  J.  P.  Morgan 
&  Co.,  shares  of  the  preferred  stock  and  common  stock  of  the  Steel 
Company  (all  of  which  shall  be  fully  paid  and  non-assessable)  at 
the  following  rates : 

For  each  $100  share  of  the  preferred  stock  of  the  American  Bridge 
Company  sold  and  delivered  to  the  Steel  Company,  $110  par  value 
in  the  preferred  stock  of  the  Steel  Company. 
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For  each  $100  share  of  the  common  stock  of  the  American  Bridge 
Company  sold  and  delivered  to  the  Steel  Company,  $105  par  value 
in  the  common  stock  of  the  Steel  Company. 

Such  preferred  stock  of  the  American  Bridge  Company  shall  not 
carry  the  dividend  of  If  per  cent  declared  payable  thereon  April  24, 
1901,  but  must  carry  all  other  dividends  and  rights  to  dividends  de- 
clared or  payable  after  April  1st,  1901;  and  such  common  stock  of 
the  American  Bridge  Company  must  carry  all  dividends  and  rights 
to  dividends  declared  or  payable  after  March  15th,  1901.  Dividends 
on  the  preferred  stock  of  the  Steel  Company  to  be  issued  for  such 
preferred  stock  of  the  American  Bridge  Company  shall  begin  to 
accrue  from  April  1st,  1901. 

(5)  The  Steel  Company  hereby  authorizes  and  requests  J.  P. 
Morgan  &  Co.,  for  account  of  the  Steel  Company,  to  purchase  or 
acquire,  or  to  contract  for  the  purchase  or  acquisition  .of,  all  or  any 
of  the  outstanding  shares  of  the  capital  stock  of  the  Colorado  Fuel 
&  Iron  Company,  in  consideration  of  the  issue  by  the  Steel  Company 
in  payment  therefor  of  such  amount  of  the  preferred  stock  and 
common  stock  of  the  Steel  Company  as,  from  time  to  time,  may  be 
fixed  by  J.  P.  Morgan  &  Co.,  not  exceeding  in  the  aggregate  $15,- 
000,000  in  the  preferred  stock  and  $15,000,000  in  the  common  stock 
of  the  Steel  Company  in  case  all  said  outstanding  19,000  [190,000] 
shares  of  the  Colorado  Fuel  &  Iron  Company  shall  be  so  purchased 
or  acquired,  and  not  exceeding  a  proportionate  amount  of  such  pre- 
ferred stock  and  of  such  common  stock  of  the  Steel  Company  for 
any  number  less  than  all  of  such  outstanding  19,000  [190,000]  shares 
that  may  be  so  purchased  or  acquired. 

(6)  The  Steel  Company  requests  J.  P.  Morgan  &  Co.  to  endeavor 
to  procure  the  sale  and  delivery  to  it  on  said  terms  of  such  shares  of 
capital  stock  of  said  several  corporations  or  any  of  them,  and  hereby 
it  authorizes  J.  P.  Morgan  &  Co.,  in  their  own  name,  or  otherwise,  by 
public  notice  or  otherwise,  to  offer  to  the  several  stockholders  of  said 
several  corporations,  or  any  of  them,  in  exchange  for  stocks  in  said 
corporations,  respectively,  certificates  for  preferred  stock  and  com- 
mon stock  of  the  Steel  Company  on  the  terms  aforesaid.  Any  such 
offer  may  require  the  deposit  of  such  stocks  with  J.  P.  Morgan  & 
Co.  as  depositaries,  or  with  any  other  depositaries  designated  by 
them,  and  may  be  made  subject  to  any  other  further  terms  and  con- 
ditions that  may  be  prescribed  by  J.  P.  Morgan  &  Co. 

The  Steel  Company  will  increase  its  capital  stock  to  such  amount 
as  may  be  required  for  the  purpose  of  making  the  purchases  hereby 
authorized. 

(7)  The  Steel  Company  authorizes  and  requests  J.  P.  Morgan 
&  Co.  to  make  all  agreements,  and  to  do  all  acts  and  things,  and  to 
make  any  expenditures  which,  in  their  sole  discretion,  they  may  deem 
expedient  for  the  purpose  of  acquiring  such  shares  of  stock,  or  any 
of  them  as  aforesaid;  and  the  Steel  Company  agrees  to  reimburse 
J.  P.  Morgan  &  Co.  for  all  such  expenditures  and  to  pay  all  other 
expenses  of  any  description  made  or  incurred  by  J.  P.  Morgan  & 
Co.  in  acting  hereunder.  The  Steel  Company  further  agrees  to  pay 
to  J.  P.  Morgan  &  Co.  fair  compensation  for  their  services  hereunder. 
Second.  J.  P.  Morgan  &  Co.  agree  to  endeavor  to  procure  the  sale 
and  delivery  to  the  Steel  Conipany,  on  the  terms  aforesaid,  of  said 
stocks  of  said  several  corporations,  and  they  agree  to  include  in  any 
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sale  of  stocks  of  the  American  Bridge  Company  all  of  the  shares  of 
the  common  stock  and  preferred  stock  of  said  company  by  them 
owned.  J.  P.  Morgan  &  Co.  further  agree  that  they  will  make  an 
offer  to  the  stockholders  of  the  American  Bridge  Company,  and  of 
the  Lake  Superior  Consolidated  Iron  Mines,  inviting  them  to  receive 
in  exchange  for  their  stocks,  certificates  for  preferred  stock  and  com- 
mon stock  of  the  Steel  Company  on  the  terms  aforesaid. 

In  witness  whereof,  these  presents  have  been  duly  executed  by 
the  parties  hereto  the  day  and  year  first  above  written. 

United  States  Steel  Corporation. 

By ,  President. 

Attest : 

,  Secretary. 


Exhibit  3. 

SYNDICATE  AGREEMENT  OP  FEBEtJABY  26,  1901,  BETWEEN  J.  P. 
MORGAN  &  CO.  AND  THE  SYNDICATE  SUBSCRIBERS  RELATIVE  TO 
ORGANIZATION   OF   THE   UNITED   STATES   STEEL   CORPORATION. 

An  agreement,  made  as  of  the  26th  day  of  February,  nineteen 
hundred  and  one,  by  and  between  J.  P.  Morgan  &  Co.,  of  the  city  of 
New  York,  parties  of  the  first  part,  and  the  subscribers  hereto  (here- 
inafter called  severally  the  "  Subscribers  "  and  collectively  the  "  Syn- 
dicate "),  severally,  parties  of  the  second  part: 

'\A^ereas,  the  United  States  Steel  Corporation  has  been  organized 
under  the  laAvs  of  the  State  of  New  Jersey,  with  a  capital  stock  of 
$3,000,  of  which  one-half  is  seven  per  cent  cumulative  preferred  stock 
and  one-half  is  common  stock,  which  capital  stock  presently  is  to  be 
increased  to  such  amount  as  shall  be  approved  by  J.  P.  Morgan  &  Co., 
and  such  corporation  (hereinafter  called  the  "  Steel  Company  ")  de- 
sires now  to  acquire,  as  hereinafter  provided,  stocks  and  bonds  of  all 
or  of  some  of  the  several  corporations  next  hereinafter  referred  to, 
and  certain  sums  in  cash;  and 

AATiereas,  J.  P.  ]\Iorgan  &  Co.,  acting  in  behalf  of  the  Syndicate, 
are  hereby  authorized  to  enter,  and  now  are  about  to  enter,  into  a 
contract  or  contracts  with  the  Steel  Company,  by  which  the  Steel 
Company  is  to  agree  to  issue  to  such  persons  as  J.  P.  Morgan  &  Co. 
in  behalf  of  the  Syndicate  shall  iiidicate,  shares  of  its  preferred  stock 
and  shares  of  its  common  stock  (all  of  which  shall  be  fully  paid  and 
non-assessable)  and  also  its  five  per  cent  gold  bonds,  in  payment  and 
in  consideration  for  outstanding  bonds  of  the  Carnegie  Company, 
and  shares  of  the  outstanding  preferred  stock  and  common  stock  of 
the  following  named  comnanies,  or  some  of  them,  as  shall  be  agreed 
upon  or  be  provided  for  in  such  contract  or  contracts: 

American  Sheet  Steel  Company, 

American  Steel  Hoop  Company, 

American  Steel  and  Wire  Company  of  New  Jersey, 

American  Tin  Plate  Company, 

Carnegie  Company, 

Federal  Steel  Company, 

National  Steel  Company, 

National  Tube  Company. 
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Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual 
promises  herein  contained,  J.  P.  Morgan  &  Co.  and  the  Syndicate 
have  mutually  agreed  as  follows: 

First.  J.  P.  Morgan  &  Co.  shall  have  power  and  authority  from 
time  to  time,  in  such  manner  and  on  such  terms  as  from  time  to  time, 
either  generally  or  in  special  cases,  they  may  deem  expedient: 

(1)  Publicly  or  otherwise  to  offer,  or  to  agree  to  deliver,  or  to 
cause  to  be  delivered,  in  such  amounts  and  at  such  general  or  special 
rates  as,  from  time  to  time,  either  generally  or  in  special  cases,  they 
may  deem  expedient,  shares  of  the  preferred  stock,  and  shares  of  the 
common  stock,  and  bonds,  of  the  Steel  Company,  in  exchange  for  or 
in  purchase  of  any  of  the  stocks  of  any  of  the  other  companies  named 
in  said  proposed  contracts,  that  shall  be  delivered  to  J.  P.  Morgan  & 
Co.,  or  as  they  may  direct;  and 

(2)  By  the  use  of  any  of  the  stocks,  or  of  any  of  the  bonds,  of  the 
Steel  Company,  deliverable  under  said  proposed  contracts,  or  of 
moneys  provided  or  derived  under  the  terms  of  this  agreement,  to 
acquire  all  or  any  of  the  stocks,  or  of  the  bonds,  or  both,  of  all  or  of 
any  of  the  other  companies  above  referred  to. 

Second.  From  time  to  time,  upon  calls  made  by  J.  P.  Morgan  & 
Co.,  and  within  such  periods  as  shall  be  specified  in  such  calls,  the 
Subscribers,  severally  and  respectively,  will  pay  to  J.  P.  Morgan  & 
Co.  such  sums  in  cash,  as  shall  be  called  by  J.  P.  Morgan  &  Co.,  but 
in  the  aggregate,  not  exceeding  their  respective  subscriptions  here- 
under. 

Third.  J.  P.  Morgan  &  Co.,  in  the  exercise  of  their  absolute  discre- 
tion, may  use  the  sums  in  cash  so  received  from  the  Subscribers,  for 
all  or  any  of  the  following  purposes,  viz : 

(1)  In  payment  to  the  Steel  Company  of  any  sum  in  cash  by  it 
to  be  received  under  said  proposed  contracts,  and  any  further  sums 
that  may  become  payable  to  the  Steel  Company  under  any  agreement 
modifying  the  same  or  supplemental  thereto. 

(2)  For  any  expenditures  which  J.  P.  Morgan  &  Co.  in  their  dis- 
cretion may  have  incurred  or  hereafter  may  incur  in  or  about  the 
preparation  or  the  performance  of  this  agreement  or  of  said  proposed 
contracts,  or  for  any  purpose  which,  in  their  judgment,  may  tend  to 
promote  the  objects  of  this  agreement  or  the  benefit  of  the  Syndicate 
hereunder. 

(3)  In  acquiring,  by  purchase  or  otherwise,  as  hereinbefore  author- 
ized by  clause  (2)  of  Article  First  of  this  agreement,  any  of  the 
preferred  stock  and  common  stock  and  bonds  of  the  companies  here- 
inabove referred  to. 

All  or  any  of  such  stocks  and  bonds  of  such  other  companies,  so 
acquired  by  J.  P.  Morgan  &  Co.,  may  be  delivered  by  them  under  the 
terms  of  said  proposed  contracts  to  the  Steel  Company,  in  exchange 
for  its  stocks  and  bonds  as  therein  provided ;  or,  in  their  discretion, 
J.  P.  Morgan  &  Co.  may  re-sell  to  others  all  or  any  of  such  stocks 
and  bonds. 

Fourth.  J.  P.  Morgan  &  Co.  may  retain  all  of  said  stocks  of  the 
Steel  Company,  to  be  received  pursuant  to  said  proposed  contracts 
(except  such  of  said  stocks  as  by  them  shall  be  used  or  be  set  apart 
for  use  under  Article  First  of  this  agreement)  for  such  period  as  in 
their  discretion  they  may  deem  expedient,  not  exceeding  fifteen 
months  from  the  date  hereof;  and,  from  time  to  time,  during  said 
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period  and  at  any  time  before  final  distribution  liereunder,  they  may 
sell,  all  or  any  of  such  stocks,  at  public  or  private  sale  and  at  such 
prices,  and  on  such  terms  as  to  credit  or  otherwise,  as  they  may  deem 
expedient. 

Fifth.  All  such  stocks  of  the  Steel  Company  mentioned  in  Article 
Fourth  hereof,  and  all  net  proceeds  resulting  from  sales  of  any  of 
such  stocks  or  from  any  other  transactions  of  J.  P.  Morgan  &  Co., 
for  account  of  the  Syndicate  under  any  of  the  provisions  hereof, 
shall  be  applied  by  J.  P.  Morgan  &  Co.  as  follows : 

(1)  First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agree- 
ment. 

(2)  Secondly,  in  repayment  to  the  Subscribers  (so  far  as  the  same 
may  be  sufficient  for  that  purpose)  of  all  sums  by  them  respectively 
paid  to  J.  P.  Morgan  &  Co.  pursuant  to  Article  Second ;  such  repay- 
ment to  be  made  to  the  Subscribers  ratably. 

(3)  One-fifth  of  any  residue  of  such  stocks  and  net  proceeds  re- 
maining after  payment  in  full  of  all  such  sums  payable  under  clauses 
(1)  and  (2)  of  this  article  shall  be  retained  by,  and  shall  belong  to, 
J.  P.  Morgan  &  Co.  for  their  own  use,  as  compensation  for  their 
services  in  forming  and  managing  the  Syndicate :  and  the  remaining 
four-fifths  of  such  residue  shall  be  distributed  by  J.  P.  Morgan  &  Co. 
among  the  Subscribers  ratably  according  to  their  respective  interests. 

Such  one-fifth  of  any  such  residue  shall  be  the  only  compensation 
to  be  received  by  J.  P.  Morgan  &  Co.  for  their  services  in  forming 
and  managing  the  Syndicate;  and,  in  case  there  shall  be  no  such  resi- 
due, J.  P.  Morgan  &  Co.  shall  not  receive  any  compensation  for  their 
services  in  forming  or  in  managing  the  Syndicate. 

Any  stocks  or  other  assets  comprised  in  such  residue  may  be  sold 
by  J.  P.  Morgan  &  Co.,  or  may  be  distributed  by  them  as  they  may 
deem  expedient. 

Such  application  of  such  net  proceeds  and  such  distribution  of 
such  residue,  may  be  made  by  J.  P.  Morgan  &  Co.  from  time  to  time 
when  and  as  they  may  deem  expedient. 

All  cash  sums  received  by  J.  P.  Morgan  &  Co.  under  any  provision 
of  this  agreement  shall  be  held  by  them  as  bankers. 

Sixth.  Until  the  expiration  of  such  fifteen  months,  or  until  the 
final  distribution  hereunder,  J.  P.  Morgan  &  Co.  in  such  manner,  at 
such  prices,  on  such  terms,  and  in  such  amounts,  as  they  may  deem 
expedient,  shall  have  power,  for  account  of  the  Syndicate,  to  make 
purchases  of  the  bonds  and  of  the  preferred  stock  and  of  the  com- 
mon stock  of  the  Steel  Company,  and  they  may  resell  any  such  bonds 
and  stocks  which  they  may  have  purchased;  and,  in  their  discretion, 
they  may  make  any  further  undertakings  of  any  kind  with  any  per- 
sons concerning  any  such  bonds  and  stocks.  They  may  apply  towards 
any  such  purchases  any  sums  realized  from  any  sales  of  bonds  and 
stocks  of  the  Steel  Company  under  any  provision  of  this  agreement; 
and  they  may  make  advances,  or  may  procure  loans,  and  may  secure 
the  same  to  such  amounts  and  in  such  manner  as  from  time  to  time 
they  may  deem  expedient  for  any  of  the  purposes  of  this  agreement. 

Seventh.  J.  P.  Morgan  &  Co.  shall  issue  to  the  Subscribers  suit- 
able receipts  in  respect  of  payments  made  hereunder,  and  they  may 
issue  to  the  respecti^'e  Subscribers  certificates  of  interest,  of  such 
tenor  and  form  as  they  may  deem  suitable.    Such  certificates  of  in- 
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terest  and  all  rights  and  obligations  hereunder  of  the  respective 
Subscribers  may  be  made  transferable  in  such  manner  and  on  such 
terms  and  conditions  as  J.  P.  Morgan  &  Co.  may  prescribe. 

Eighth.  J.  P.  Morgan  &  Co.  shall  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem 
proper  in  carrying  out,  or  in  endeavoring  to  carry  out,  this  agree- 
ment or  said  proposed  contracts,  or  in  doing  any  act  or  thing  which 
they  may  deem  to  be  in  the  interest  of  the  Syndicate ;  and  they  shall 
have  power  and  authority,  in  their  sole  and  absolute  discretion, 
finally  to  fix  and  to  pay  all  compensations  of  depositaries,  brokers, 
agents  and  counsel,  or  others;  and  in  the  expense  account  may  be 
included  brokers'  commissions  as  usually  paid. 

Ninth.  For  account  of  the  Syndicate,  J.  P.  Morgan  &  Co.,  from 
time  to  time,  may  make  undertakings  of  any  kind  with  any  persons 
concerning,  or  for  the  acquisition  of,  bonds  or  shares  of  either  or  of 
both  of  the  classes  of  stock  of  any  of  the  companies  hereinabove  re- 
ferred to,  and  they  may  make  purchases  thereof  from  the  holders 
thereof,  or  in  any  market  or  otherwise,  and  may  sell  the  same  at  such 
prices,  on  such  terms  and  in  such  amounts  as  from  time  to  time  they 
may  deem  expedient. 

Tenth.  On  signing  this  agreement  each  Subscriber  shall  indicate 
opposite  his  name  the  total  sum  of  his  subscription  on  account  of  the 
whole  Syndicate  obligation  hereunder;  and  the  several  Subscribers 
shall  be  called  upon  to  make  payments  in  respect  of  their  several 
subscriptions  only  ratably  according  to  the  respective  amounts 
thereof,  but  each  Subscriber  shall  be  so  responsible  to  the  full  extent 
of  his  undertaking,  regardless  of  performance  or  non-performance 
by  any  other  Subscriber. 

When  and  as  requested  by  J.  P.  Morgan  &  Co.,  and  without  refer- 
ence to  the  receipt  or  the  possession  hereunder  by  J.  P.  Morgan  & 
Co.,  or  by  the  Subscribers  of  any  bonds  or  stock,  each  Subscriber  will 
make  any  and  all  payments,  and  will  perform  all  of  his  undertakings 
under  this  agreement,  and  will  do  all  things  which  by  J.  P.  Morgan 
&  Co.  shall  be  deemed  desirable  to  aid  in  the  accomplishment  of  the 
purposes  of  this  agreement. 

Nothing  herein  contained  or  otherwise  shall  constitute  the  parties 
hereto  partners,  or  shall  render  any  one  of  the  Subscribers  liable  to 
contribute  more  than  his  several  proportionate  amount  as  herein  pro- 
vided, or  shall  prevent  any  of  the  parties  from  contracting  with  each 
other  with  reference  to  any  of  their  respective  interests. 

Eleventh.  In  case  of  any  failure  of  any  Subscriber  to  make  any 
payment  called  for,  or  to  perform  any  of  his  undertakings  hereunder, 
J.  P.  Morgan  &  Co.  in  their  sole  and  exclusive  discretion  may  exclude 
such  Subscriber  from  all  interest  in  the  Syndicate;  and  in  their  dis- 
cretion and  in  such  manner  as  they  may  deem  proper,  without  any 
proceeding,  either  at  law  or  in  equity,  they  may  dispose  of  such  Sub- 
scriber's participation  hereunder  or  of  any  interest  or  right  of  such 
Subscriber  hereunder  or  under  said  proposed  contracts;  but  never- 
theless such  Subscriber  in  default  shall  be  responsible  to  J.  P.  Mor- 
fan  &  Co.,  for  the  benefit  of  the  other  Subscribers  hereto,  for  all 
amages  caused  by  any  failure  on  his  part.  At  any  public  sale  under 
this  article  of  any  interest  or  right  of  any  Subscriber,  J.  P.  Mor- 
gan &  Co.,  or  any  party  hereto,  may  become  purchaser  for  their,  or 
for  his  own,  benefit,  without  accountability. 
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Twelfth.  J.  p.  Morgan  &  Co.  shall  have  full  power,  in  their  dis- 
cretion, to  agree  with  the  Steel  Company  upon  the  terms  and  pro- 
visions of  such  proposed  contracts,  and  as  to  the  amount  of  the  pre- 
ferred stock  and  the  common  stock  and  bonds  of  the  Steel  Company 
to  be  issued  and  delivered  under  said  proposed  contracts;  and,  also, 
they  shall  have  full  power  and  authority,  from  time  to  time  to  ented 
into  any  agreements  with  the  Steel  Company  modifying  the  said  pro^ 
posed  contracts  as  they  may  deem  expedient.  Any  and  all  contracts 
with  the  Steel  Company  made  by  J.  P.  Morgan  &  Co.  in  behalf  of 
the  Syndicate  shall  be  open  to  inspection  by  any  Subscriber  at  the 
office  of  J.  P.  Morgan  &  Co. 

Thirteenth.  J.  P.  Morgan  &  Co.  shall  be  the  sole  and  final  judges 
as  to  whether  at  any  time  it  is  to  the  interest  of  the  Syndicate  ta 
proceed  further  under  this  agreement  or  under  said  proposed  con- 
tracts; and  whenever  they  may  deem  expedient,  they  may  abandon; 
the  objects  contemplated  in  this  agreement  and  said  proposed  con- 
tracts and  all  further  proceedings  thereunder.  In  such  event  all  thes 
stocks  and  other  assets  by  them  acquired  hereunder  and  then  held  for 
account  of  the  Syndicate,  and  the  proceeds  of  such  stocks  and  other 
assets  shall  remain  charged  with  the  payment  of  all  expenses  and 
liabilities  by  them  incurred  hereunder  and  shall  be  applied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations  in- 
curred by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agreement ; 

Secondly,  in  repayment  to  the  Subscribers  (so  far  as  the  same  may 
be  sufficient  for  that  purpose)  of  all  sums  by  them  respectively  paid 
to  J.  P.  Morgan  &  Co.  pursuant  to  Article  Second;  such  repayment 
to  be  made  to  the  Subscribers  ratably. 

From  time  to  time  J.  P.  Morgan  &  Co.  may  sell  or  otherwise  dis- 
pose of  such  stocks  and  other  assets  at  such  prices  and  on  such  terms; 
as  to  credit  or  otherwise  as  they  may  deem  expedient;  or  they  may 
distribute  the  same  to  Subscribers  ratably. 

Fourteenth.  The  enumeration  of  specific  powers  in  this  agreement 
shall  not  be  construed  as  in  any  way  limiting  any  general  power  in- 
tended to  be  conferred  upon  or  to  be  reserved  to  J.  P.  Morgan  &  Co. ; 
it  being  intended  to  reserve  to  them,  and  hereby  there  are  expressly 
conferred  on  them,  in  addition  to  the  general  and  specific  powers 
recited  herein,  all  other  general  and  specific  powers  which  from  time 
to  time  they  may  deem  necessary  in  order  fully  and  effectively  to 
carry  out  what  they  may  deem  to  be  the  purposes  of  this  agreement, 
and  of  this  Syndicate,  whether  or  not  such  purposes  be  herein 
expressed. 

J.  P.  Morgan  &  Co.  in  their  discretion  may  submit  to  the  Sub- 
scribers any  proposed  change  or  modification  of  this  agreement,  and, 
when  assented  to  in  writing  by  a  majority  in  interest  of  the  Sub- 
scribers, any  change  or  modification  so  submitted  by  J.  P.  Morgan 
&  Co.  shall  become  a  part  of  this  agreement  and  shall  Ibe  binding  upon 
all  the  Subscribers  and  those  claiming  under  them. 

Fifteenth.  J.  P.  Morgan  &  Co.  shall  not  be  liable  for  any  error  of 
judgment  or  for  any  mistake  of  law  or  of  fact;  nor  shall  they  be 
liable  for  any  act  or  omission  while  endeavoring  in  good  faith  ta 
carry  out  the  purposes  hereof  according  to  their  judgment.  No  obli- 
gation or  liability,  in  addition  to  those  herein  expressed,  shall  be 
implied  against  J.  P.  Morgan  &  Co, 
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In  no  event  shall  J.  P.  Morgan  &  Co.  be  responsible  for  the  repay- 
ment to  the  Subscribers  of  the  sums  by  them  paid  under  Article 
Second  hereof ;  but  such  sums  shall  be  repayable  only  as  herein  pro- 
vided, out  of  anjr  stocks  or  other  assets  applicable  to  such  payment 
under  the  provisions  of  this  agreement. 

Sixteenth.  J.  P.  Morgan  &  Co.  may  become  Subscribers  hereto. 
As  such  Subscribers  they  shall  be  liable  for  any  subscriptions  made 
by  them,  and  shall  be  entitled  in  all  respects  to  the  same  rights  and 
benefits  as  other  Subscribers. 

J.  P.  Morgan  &  Co.  may  sell  any  stocks  or  other  assets  by  them  held 
hereunder  to  any  other  Subscriber;  and  any  such  other  Subscriber 
may  make  any  purchase  from  J.  P.  Morgan  &  Co. 

From  time  to  time  J.  P.  Morgan  &  Co.  may  offer,  on  such  terms  as 
they  may  deem  expedient,  to  sell  any  such  stocks  or  other  assets  to  the 
Subscribers  severally  and  ratably  in  amounts  proportionate  to  their 
respective  syndicate  subscriptions ;  and  in  any  such  offering  they  may 
provide  for  the  disposition  of  any  untaken  stocks  or  other  assets  in 
such  way  as  they  may  deem  expedient.  Upon  any  offering  J.  P. 
Morgan  &  Co.,  as  syndicate  Subscribers,  shall  be  entitled,  the  same 
as  other  Subscribers  to  the  benefits  of  such  offering  and  to  purchase 
their  ratable  amount  of  the  stocks  or  other  assets  so  offered  and  to 
hold  the  same  vrithout  further  accountability. 

Seventeenth.  J.  P.  Morgan  &  Co.  may  receive  and  may  hold,  or 
may  cause  to  be  received  and  to  be  held  by  any  depositaries  or  cus- 
todians, the  certificates  for  any  stocks  or  any  bonds  of  the  Steel  Com- 
pany, and  any  bonds  of  the  Carnegie  Company  and  the  certificates 
for  any  stocks  of  all  or  of  any  of  the  other  companies  hereinabove 
referred  to,  and  they  shall  not  be  responsible  for  any  act  or  any  omis- 
sion of  any  such  depositary  or  custodian.  They  shall  have  absolute 
control  over  the  disposition  of  all  such  stocks  and  bonds  held  by  them, 
or  by  any  such  depositary  or  custodian,  and  they  may  cause  the  same 
to  be  transferred  to  themselves,  or,  as  they  may  deem  expedient,  to  any 
person  or  persons,  or  corporation  or  corporations.  While  so  held 
by  them,  or  under  their  control,  J.  P.  Morgan  &  Co.  shall  have  the 
exclusive  right,  and  hereby  plenary  and  discretionary  power  is  con- 
ferred upon  them,  to  vote  upon  such  stocks,  or  to  cause  the  same  to 
be  voted  by  their  nominees,  or  by  any  proxies  appointed  or  selected  by 
them,  at  all  meetings  of  stockholders  for  the  election  of  directors 
of  any  such  company,  and  for  any  and  all  other  purposes  whatsoever. 

Eighteenth.  This  agreement  shall  bind,  and  is  for  the  benefit  of, 
the  parties  hereto,  and  their  respective  executors  and  administrators; 
but  no  assignment  hereunder  shall  be  valid  unless  assented  to  in 
writing  by  J.  P.  Morgan  &  Co. 

All  rights  and  powers  of  J.  P.  Morgan  &  Co.  hereunder  shall  vest 
in  said  firm  as  from  time  to  time  constituted,  without  further  act  or 
assignment. 

Nineteenth.  Nothing  herein  contained  shall  be  construed  as  creat- 
ing any  trust  or  obligation  whatsoever  in  favor  of  the  Steel  Com- 
pany, or  in  favor  of  any  stockholder  of  any  of  such  other  companies, 
or  in  favor  of  any  person  or  corporation  other  than  the  Subscribers, 
nor  any  obligation  in  favor  of  the  Subscribers,  excepting  only  as 
herein  is  expressly  provided. 

Twentieth.  Each  Subscriber  shall  set  opposite  his  subscription 
hereunder  an  address  to  which  notices,  calls  or  other  communications 
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may  be  sent,  and  any  notice,  call  or  other  communication  addressed 
to  any  Subscriber  at  the  address  so  given,  and  either  left  at  such  ad- 
dress or  mailed,  shall  be  deemed  actually  given  to  such  Subscriber, 
and  shall  be  sufficient  for  all  the  purposes  hereof.  If  any  Subscriber 
shall  fail  so  to  furnish  his  address  to  J.  P.  Morgan  &  Co.,  he  shall 
not  be  entitled  to  any  notice  of  calls,  or  offers,  or  any  other  notice 
hereunder,  and  he  shall  be  deemed  to  assent  to  any  action  of  J.  P. 
Morgan  &  Co. 

In  witness  whereof,  the  parties  of  the  first  part  have  hereunto 
afiixed  their  signatures,  and  the  parties  of  the  second  part  at  various 
dates  have  affixed  their  subscriptions  hereto,  it  being  understood  that 
for  convenience  this  agreement  may  be  subscribed  in  several  parts 
and  copies,  with  like  force  and  effect  as  if  all  the  subscriptions  were 
upon  one  part  or  copy  thereof. 


Name. 


Address. 


Amount  sub- 
scription in 
dollars. 


Exhibit  4. 


CIRCULAR  LETTER  OF  MAUCH  2,  1901,  ADDRESSED  BY  J.  P. 
MORGAN  &  CO.  TO  STOCKHOLDERS  OF  VARIOUS  CONSTITUENT 
CONCERNS    OF    THE    UNITED    STATES    STEEL    CORPORATION. 

March  2,  1901. 
To  the  Stoclcholders  of  Federal  Steel  Comparby,  National  Steel  Gom- 
fany,  National  Tide  Confipany,  American  Steel  and  Wire  Gotn- 
pany  of  New  Jersey,  American  Tin  Plate  Company,  American 
Steel  Hoop  Company,  American  Sheet  Steel  Company. 

The  United  States  Steel  Corporation  has  been  organized  under  the 
laws  of  the  State  of  Xew  Jersey,  with  power,  among  other  things, 
to  acquire  the  outstanding  preferred  stocks  and  common  stocks  of 
the  companies  above  named  and  the  outstanding  bonds  and  stock  of 
the  Carnegie  Company. 

A  Syndicate,  comprising  leading  financial  interests  throughout 
the  United  States  and  Europe,  of  which  the  undersigned  are  mana- 
gers, has  been  formed  by  subscribers  to  the  amount  of  $200,000,000 
(including  among  such  subscribers  the  undersigned  and  many  large 
stockholders  of  the  several  companies),  to  carry  out  the  arrange- 
ment hereinafter  stated  and  to  provide  the  sum  in  cash  and  the 
financial  support  required  for  that  purpose.  Such  Syndicate,  through 
the  undersigned,  has  made  a  contract  with  the  United  States  Steel 
Corporation,  under  which  the  latter  is  to  issue  and  deliver  its  pre- 
ferred stock  and  its  common  stock  and  its  five  per  cent  gold  bonds 
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in  consideration  for  stocks  of  the  above-named  companies  and  bonds 
and  stock  of  the  Carnegie  Company  and  the  sum  of  $25,000,000  in 
cash. 

The  Syndicate  has  already  arranged  for  the  acquisition  of  sub- 
stantially all  the  bonds  and  stock  of  the  Carnegie  Company,  includ- 
ing Mr.  Carnegie's  holdings.  The  bonds  of  the  United  States  Steel 
Corporation  are  to  be  used  only  to  acquire  bonds  and  60  per  cent  of 
the  stock  of  the  Carnegie  Company. 

The  undersigned,  in  behalf  of  the  Syndicate,  and  on  the  terms  and 
conditions  hereinafter  stated,  offer  in  exchange  for  the  preferred 
stocks  and  common  stocks  of  the  companies  above  named,  respec- 
tively, certificates  for  preferred  stock  and  common  stock  of  the 
United  States  Steel  Corporation,  upon  the  basis  stated  in  the  follow- 
ing table,  viz: 

For  each  $100  par  value  of  stock  of  the  class  mentioned  below,  the 
amount  set  opposite  thereto  in  preferred  stock  or  common  stock  of 
United  States  Steel  Corporation  at  par: 


Name  of  company  and  class 
of  stock. 

Amount   of    new 
stock  to  be  de- 
livered  in   par 
value. 

Name  of  company  and  class 
of  stock. 

Amount    of    new 
stock  to  be   de- 
livered    in    par 
value. 

Preferred 
stock. 

Common 
stock. 

Preferred 
stock. 

Common 
stock. 

Federal  Steel  Co.: 

Preferred  stock .           .  . 

«110.00 
4.00 

117.50 

American  Tin  Plate  Co.; 
Preferred  stock 

$125.00 
20.00 

100.00 

J107.50 

$125. 00 

American  Steel  and  Wire  Co. 
olN.  J.: 

American  Steel  Hoop  Co.: 
Preferred  stock 

Preferred  stock 

Common  stock        

100  00 

Common  stock 

102.60 

American  Sheet  Steel  Co.: 
Preferred  stock 

100.00 

National  Tube  Co  • 

125.00 
8.80 

125.00 

Common  stock 

100  00 

Common  stock 

126.00 

National  Steel  Co.: 
Preferred  stock 

126.00 

With  reference  to  the  last  four  companies  the  aggregate  amount 
of  stocks  so  to  be  offered  was  arranged  with  the  principal  stock- 
holders of  those  companies,  who  have  requested  the  distribution  of 
such  amount  among  the  four  companies  to  be  made  in  the  percentages 
above  stated. 

Proper  adjustment  will  be  made  in  respect  of  dividends  upon  all 
the  deposited  preferred  stocks,  so  that  the  registered  holders  of  re- 
ceipts for  such  preferred  stocks  will  receive  the  equivalent  of  divi- 
dends thereon,  at  the  rates  therein  provided,  from  the  last  dividend 
period  up  to  April  1,  1901,  from  which  date  dividends  on  the  pre- 
ferred stock  of  the  United  States  Steel  Corporation  are  to  begin  to 
accrue.  Deposited  common  stocks  mu$t  carry  all  dividends  or  rights 
to  dividends  declared  or  payable  on  or  after  March  1,  1901,  and  no 
adjustment  or  allowance  will  be  made  in  respect  thereof. 

For  the  purpose  of  avoiding  the  necessity  of  interruption  in  the 
declaration  and  payment  of  dividends,  when  earned,  upon  the  com- 
mon stock,  concurrently  with  the  payment  of  dividends  upon  the 
preferred  stock,  there  has  been  inserted  in  the  charter  of  the  United 
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States  Steel  Corporation  a  provision  to  the  effect  that  whenever  all 
quarterly  dividends  accrued  upon  the  preferred  stock  for  previous 
quarters  shall  have  been  paid,  the  board  of  directors  may  declare 
dividends  on  the  common  stock  out  of  any  remaining  surplus  or  net 
profits. 

Statements  furnished  to  us  by  officers  of  the  several  companies 
above  named,  and  of  the  Carnegie  Company,  show  that  the  aggregate 
of  the  net  earnings  of  all  the  companies  for  the  calendar  year  1900  was 
amply  sufficient  to  pay  dividends  on  both  classes  of  the  new  stocks, 
besides  making  provision  for  sinking  funds  and  maintenance  of 
properties.  It  is  expected  that  by  the  consummation  of  the  proposed 
arrangement  the  necessity  of  large  deductions  heretofore  made  on 
account  of  expenditures  for  improvements  will  be  avoided,  the 
amount  of  earnings  applicable  to  dividends  will  be  substantially  in- 
creased and  greater  stability  of  investment  will  be  assured,  Avithout 
necessarily  increasing  the  prices  of  manufactured  products. 

The  certificates  for  stocks  of  the  companies  above  named  must  be 
deposited  as  stated  below,  in  exchange  for  transferable  receipts 
issued  by  the  respective  depositaries,  for  which  application  will  be 
made  for  listing  on  the  New  York  Stock  Exchange.  The  deposited 
certificates  must  be  accompanied  by  suitable  assignments  and  powers 
of  attorney  in  blank,  duly  executed  and  having  attached  thereto  the 
proper  war  revenue  stamps,  and  also,  if  required,  suitable  assign- 
ments or  transfers  of  all  dividends  or  rights  to  dividends  upon  de- 
posited common  stocks  declared  or  payable  on  or  after  March  1, 
1901.  Every  deposit  shall  be  upon  the  following  further  terms  and 
conditions : 

1.  The  undersigned,  acting  in  behalf  of  the  Syndicate,  shall  have 
full  control  over  the  deposited  certificates,  including  power  to  deliver 
the  same  under  said  contract  to  the  United  States  Steel  Corporation 
in  consideration  of  the  issue  of  preferred  stock  and  common  stock 
of  said  Corporation. 

2.  The  certificates  for  shares  of  the  United  States  Steel  Corpora- 
tion, deliverable  to  depositors,  shall  be  delivered  at  an  office  or  at 
offices  in  the,  city  of  New  York  to  be  designated  by  the  undersigned 
by  advertisement  in  at  least  two  newspapers  in  the  city  of  New 
York.  Such  certificates  may  be  issued  in  the  names  of  the  respective 
holders  of  the  receipts  entitled  thereto  or  may  be  issued  in  such 
other  names  as  the  undersigned  may  select,  in  which  event  they 
shall  be  indorsed  for  transfer  in  blank  at  the  time  of  delivery.  The 
undersigned  at  their  option  may  deliver  temporary  certificates  for 
such  shares  pending  the  preparation  and  delivery  of  engraved 
certificates. 

3.  At  any  time  prior  to  the  deposit  hereunder  of  two-thirds  in 
amount  of  all  outstanding  shares  of  the  capital  stock  of  any  one  or 
more  of  the  above-named  companies  (which  two-thirds  in  each  in- 
stance shall  include  two-thirds  of  the  outstanding  preferred  stock 
of  such  company),  the  undersigned  in  their  discretion  may  withdraw 
the  offer  herein  made  to  depositors  of  shares  of  any  such  company 
of  whose  capital  stock  two-thirds  shall  not  have  been  deposited; 
and,  in  such  case,  no  act  or  notice  of  withdrawal  shall  be  required 
other  than  advertisement  thereof  at  least  once  in  each  of  two  daily 
newspapers  in  the  city  of  New  York.     Upon  any  such  withdrawal. 
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the  deposited  shares  of  such  companjr  shall  be  returned  without 
charge,  upon  surrender  of  the  respective  receipts  issued  therefor. 
The  undersigned,  in  their  discretion,  may  consummate  the  proposed 
transaction  as  to  the  stocks  of  any  companies  herein  named,  irre- 
spective of  the  deposit  of  the  stocks  of  any  other  company  or  of  any 
withdrawal  as  to  any  other  company. 

4.  The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  their  sole  judgment  a  sufficient  amount  of 
the  stocks  of  said  companies,  or  of  any  of  them,  shall  have  been 
deposited.  They  reserve  the  right,  at  any  time,  in  their  discretion, 
to  wholly  abandon  the  transaction  and  to  withdraw  their  offer 
herein  contained,  as  to  all  the  depositors,  by  publication  of  notice 
of  such  withdrawal  in  two  daily  newspapers  iji  the  city  of  New 
York;  and  in  that  event  all  the  deposited  shares  shall  be  returned 
without  charge  upon  surrender  of  the  respective  receipts  therefor. 
In  case  of  any  such  withdrawal  of  the  offer  hereunder  as  to  all  or 
to  any  depositors,  such  depositors  shall  have  no  claim  against  the 
undersigned,  and  shall  only  be  entitled  to  receive  their  deposited 
securities  upon  surrender  of  the  respective  receipts  therefor. 

5.  The  authorized  issue  of  capital  stock  of  the  United  States  Steel 
Corporation  presently  provided  for  in  said  contract  is  $850,000,000, 
of  which  one-half  is  to  be  seven  per  cent  cumulative  preferred  stock 
and  one-half  is  to  be  common  stock.  The  company  will  also  issue 
its  five  per  cent  gold  bonds  to  an  aggregate  amount  not  exceeding 
$304,000,000.  In  case  less  than  all  of  the  bonds  and  stock  of  the 
Carnegie  Company  or  less  than  all  of  the  stocks  of  the  other  com- 
panies above  referred  to  shall  be  acquired,  the  amounts  of  bonds  and 
stocks  to  be  issued  will  be  reduced  as  provided  in  said  contract. 

The  forms  of  the  new  bonds  and  of  the  indenture  securing  the 
same,  and  of  the  certificates  for  the  new  preferred  and  common 
shares,  and  the  entire  plan  of  organization  and  management  of  the 
United  States  Steel  Corporation,  shall  be  determined  by  J.  P.  Mor- 
gan &  Co.  Every  depositor  shall  accept  in  full  payment  and  ex- 
change for  his  deposited  stock  the  shares  of  the  capital  stock  of  the 
United  States  Steel  Corporation,  to  be  delivered  at  the  rates  above 
specified,  in  respect  of  the  stock  by  him  so  deposited;  and  no  de- 
positor or  holder  of  any  receipt  issued  hereunder  shall  have  any 
interest  in  the  disposition  of  any  other  of  the  shares  of  stock,  or  of 
the  bonds  of  the  United  States  Steel  Corporation,  by  it  to  be  issued 
and  delivered  to  or  for  account  of  the  Syndicate  or  of  any  proceeds 
thereof.  All  shares  of  the  United  States  Steel  Corporation  deliver- 
able to  or  for  account  of  the  Syndicate,  which  shall  not  be  required 
for  the  acquisition  of  the  stock  of  the  Carnegie  Company  or  for 
delivery  to  depositors  under  the  terms  of  this  circular,  are  to  be 
retained  by  and  belong  to  the  Syndicate. 

6.  The  respective  depositaries  may  make  all  such  rules  as  shall  be 
approved  by  the  undersigned,  governing  the  transfer  and  registra- 
tion of  receipts  for  deposited  shares,  and  for  the  closing  of  the  trans- 
fer books  for  such  receipts  for  any  purpose.  The  undersigned  shall 
not  be  responsible  for  any  default  of  any  depositary. 

7.  Each  deposit  hereunder  shall  be  irrevocable,  and  shall  operate 
as  a  separate  and  independent  agreement,  and  as  a  transfer  of  the 
interest  of  the  depositors  to  the  undersigned  on  the  terms  hereof. 
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8.  Deposits  must  be  made  with  the  following  depositaries  re- 
spectively : 

Federal  Steel  preferred  stock  )  ..,(  Colonial  Trust  Co.,  N.  Y.,  or  with 

"          "    common  stock  )  ''^'  |  Old  Colony  Trust  Co.,  Boston. 

National  Tube  preferred  stock  [  ,,  j  Morton  Trust  Co.,  N.  Y.,  or  with 

"  "    common  stock  )  j  Kidder,  Peabody  &  Co.,  Boston. 

American  Steel  &  Wire  preferred  stock  "       Standard  Trust  Co.,  N.  Y. 

"            "            "    common  stock  "        Guaranty  Trust  Co.,  N.  Y. 

National  Steel  preferred  stock  j  „       Central  Trust  Co.,  N.  Y. 

common  stock  J 

American  Tin  Plate  preferred  stock  |  ,,       ,,          x-i    m      4.  n      at  -i- 

"        "    common  stock  \  Mercantile  Trust  Co.,  N.  \. 

American  Sheet  Steel  preferred  stock         \     ,,       ■,,  ,t         t.mi/~ivr-<r 

"    common  stock  \  Farmers' Loan  &  Trust  Co.,  N.  \. 

American  Steel  Hoop  preferred  stock         /     .1        x^  a-  o        -i     i  rr^    1.  n      v  at- 
"  "common  stock  )  .N.  \  .  Security  &  Trust  Co.,  Is.  Y 

Deposits  must  be  made  on  or  before  the  20th  dny  of  March,  1901. 
After  that  date  no  deposit  will  be  received  except  in  the  discretion 
of  the  undersigned,  and  on  such  terms  as  the  undersigned  may 
prescribe. 

The  undersigned  reserve  the  right  in  their  discretion  to  terminate 
THE  PETviLEGE  OF  DEPOSIT  hereunder  at  an  earlier  date  upon  two 
days'  notice  to  be  given  by  publication  at  least  once  in  two  daily 
newspapers  in  New  York  City. 

It  is  proper  to  state  that  J.  P.  Morgan  &  Co.  are  to  receive  no 
compensation  for  their  services  as  syndicate  managers  beyond  a  share 
in  any  sum  which  ultimately  may  be  realized  by  the  Syndicate. 

J.  P.  Morgan  &  Co., 
Sytidicate  Managers. 


Exhibit  5. 

SYNDICATE  AGREEMENT  OF  MABCH  12,  1902,  BETWEEN  J.  P. 
MORGAN  &  CO.  AND  SYNDICATE  SUBSCRIBERS,  RELATIVE  TO 
CONVERSION  OP  A  PORTION  OF  THE  PREFERRED  STOCK  OF  THE 
UNITED  STATES  STEEL  CORPORATION  INTO  BONDS. 

An  agreement,  made  the  twelfth  day  of  March,  1902,  by  and  be- 
tween J.  P.  Morgan  &  Co.,  co-partners  as  bankers,  of  the  city  of  New 
York,  parties  of  the  first  part;  and  the  subscribers  hereto  (herein- 
after called  severally  the  "  Subscribers,"  and  collectively  the  "  Syndi- 
cate "),  severally  parties  of  the  second  part: 

^"^Hiereas,  the  United  States  Steel  Corporation  (hereinafter  called 
the  "  Steel  Company '")  proposes  to  make  with  J.  P.  Morgan  &  Co. 
a  certain  contract  or  contracts  whereunder  in  behalf  and  account  of 
the  Steel  Company,  they  are  to  offer  to  all  of  the  preferred  stock- 
holders of  the  Steel  Company,  severally  and  ratably,  the  preferential 
opportunit}'  of  subscribing  for,  and  of  taking  at  par  the  "  ten-sixty 
year  "  fiA^e  per  cent  sinking  fimd  gold  bonds  of  the  Steel  Company, 
in  even  amounts  approximately  equal  to  forty  per  cent  of  their  sev- 
eral holdings  of  preferred  stock,  such  subscriptions  to  be  payable  in 
such  preferred  stock  at  par,  provided  that  every  such  subscribing 
stockholder  at  the  time  of  such  original  subscription  payable  in  pre- 
ferred stock  shall  have  the  right  at  his  option  then  to  make  an  addi- 
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tional  subscription  payable  in  cash  for  such  bonds  to  an  amount  equal 
to  twenty-five  per  cent  of  his  stock  subscription;  such  bonds  to  be 
authorized  now  for  the  principal  sum  of  $250,000,000 ;  and, 

Whereas,  in  and  by  such  contracts  J.  P.  Morgan  &  Co.  are  to 
guaranty  to  the  Steel  Company  that  subscriptions  for  such  bonds 
will  be  made  for  the  aggregate  sum  of  at  least  $100,000,000,  payable 
in  preferred  stock  to  the  extent  of  four-fifths  of  said  sum,  and  in 
cash  for  the  remaining  one-fifth  thereof;  such  contracts  to  provide 
for  the  payment  or  allowance  to  J.  P.  Morgan  &  Co.  of  a  commis- 
sion of  four  per  cent  upon  the  aggregate  par  amount  of  all  such 
bonds,  which  shall  be  sold  and  delivered  under  their  said  offer,  or 
to  them,  they  having  the  prior  right  to  take  all  of  such  bonds  which 
shall  be  offered  for  subscription,  and  which  shall  not  be  taken  by 
the  preferred  stockholders  under  such  offer ;  and, 

Whereas,  upon  the  terms  of  this  agreement,  and  for  the  purposes 
above  mentioned,  all  of  the  parties  hereto  now  desire  to  form  a  syndi- 
cate, to  provide  and  to  furnish  to  J.  P.  Morgan  &  Co.,  for  delivery 
to  the  Steel  Company  the  preferred  stock,  and  the  cash  required 
under  their  said  guaranty;  and  to  receive  from  J.  P.  Morgan  &  Co. 
four-fifths  of  the  net  commissions  by  them  received  under  the  said 
contract  or  contracts  with  the  Steel  Company,  which  contracts  J.  P. 
Morgan  &  Co.  are  authorized  from  time  to  time  to  make,  modify 
and  perform,  as  in  the  exercise  of  their  unlimited  discretion  from 
time  to  time  they  shall  deem  expedient ;  now, 

Therefore,  in  consideration  of  the  premises,  and  of  the  mutual 
promises  herein  contained,  J.  P.  Morgan  &  Co.  and  the  syndicate 
mutually  have  agreed,  and  do  agree,  as  follows,  viz : 

First.  On  signing  this  agreement,  each  subscriber  has  delivered 
to  J.  P.  Morgan  &  Co.  certificates  for  preferred  stock  of  the  Steel 
Company  in  the  amount  indicated  in  his  stock  subscription  hereto, 
which  preferred  stock,  to  such  extent  as  may  be  required  to  meet 
the  requirements  of  their  said  guaranty,  is  to  be  delivered  to  the 
Steel  Company  at  par  in  exchange  for  the  ten-sixty  year  five  per 
cent  gold  bonds  of  the  Steel  Company  for  an  equal  amount  at  par, 
to  be  received  therefor  by  such  subscriber,  and  any  such  preferred 
stock  not  so  delivered  to  the  Steel  Company  is  to  be  returned  to  the 
subscribers  ratably  -according  to  their  several  subscriptions. 

Second.  Each  subscriber  further  agrees  to  pay  to  J.  P.  Morgan 
&  Co.,  in  cash  the  sum  specified  in  his  cash  subscription  hereto,  for 
which  cash  J.  P.  Morgan  &  Co.  shall  receive  from  the  Steel  Company 
bonds  as  aforesaid  at  par  equal  to  the  amount  of  such  cash  payment 
by  such  subscriber. 

Third.  The  several  deliveries  and  undertakings  of  the  several  sub- 
scribers under  this  agreement  shall  be  made  and  performed  by  the 
subscribers,  respectively,  when  and  as  requested  by  J.  P.  Morgan  & 
Co.,  and  without  reference  to  the  receipt  or  the  possession  by  J.  P. 
Morgan  &  Co.,  or  by  the  subscribers,  of  any  of  said  five  per  cent 
sinking  fund  gold  bonds  of  the  Steel  Company. 

Fourth.  The  several  subscribers  shall  be  called  upon  to  make  pay- 
ments of  cash  in  respect  of  their  several  subscriptions  only  ratably 
according  to  the  several  amounts  thereof;  but  each  subscriber  shall 
be  so  responsible  to  the  full  extent  of  his  several  undertaking  regard- 
less of  performance  or  non-performance  by  any  other  subscriber. 
In  the  same  proportion,  except  as  otherwise  above  provided,  each 
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subscriber  shall  be  entitled  to  share  in  the  benefits,  and  shall  bear 
any  loss,  resulting  to  the  syndicate  under  this  agreement.  Nothing 
herein  contained  shall  constitute  the  parties  hereto  partners,  or  shall 
render  any  one  of  the  subscribers  liable  to  contribute  more  than  his 
several  proportionate  amount  as  herein  provided. 

Fifth.  In  case  of  the  failure  of  any  subscriber  to  perform  any  of 
his  undertakings  hereunder  as  and  when  called  for  by  them,  J.  P. 
Morgan  &  Co.,  in  behalf  of  themselves  and  the  syndicate,  shall  have, 
and  at  their  sole  and  exclusive  option  they  may  exercise,  the  right 
to  exclude  such  subscriber  from  all  interest  in  the  syndicate;  and  in 
their  discretion,  Avithout  any  proceedings  either  at  law  or  in  equity, 
they  may  dispose  of  such  subscriber's  participation  hereunder  or  of 
any  interest  or  right  of  such  subscriber  hereunder  or  under  any  of 
said  proposed  contracts;  but  nevertheless  such  subscriber  in  default 
shall  be  responsible  to  J.  P.  Morgan  &  Co.,  for  the  benefit  of  them- 
selves and  the  other  subscribers  hereto,  for  all  damages  caused  by 
any  failure  on  his  part.  At  any  public  sale  under  this  article  of 
any  interest  or  right  of  any  subscriber,  J.  P.  Morgan  &  Co.,  or  any 
party  thereto,  may  become  purchaser  for  their,  or  for  his  own, 
benefit,  without  accountability ;  but  notwithstanding  any  sale, 
Avhether  public  or  private,  the  defaulting  subscriber  shall  be  re- 
sponsible to  J.  P.  Morgan  &  Co.  and  to  the  syndicate  for  all  damage 
caused  by  any  such  failure  on  his  part. 

Sixth.  J.  P.  Morgan  &  Co.  shall  have  full  power,  in  their  discre- 
tion, from  time  to  time,  to  agree  with  the  Steel  Company  upon  the 
terms  and  provisions  of  any  contracts  such  as  are  above  referred  to; 
and,  also,  from  time  to  time,  to  enter  into  any  agreements  with  the 
Steel  Company  modifying  the  said  contracts  as  they  may  deem  ex- 
pedient. They  may  deliver  to  the  Steel  Company  a  copy  of  this 
agreement,  having  annexed  thereto  a  list  of  the  subscribers;  and 
thereupon  to  the  extent  of  their  several  subscriptions,  the  subscribers, 
severally  and  respectively,  but  not  jointly,  and  no  one  for  any  other, 
shall  become  responsible  for  the  performance  of  such  contracts  with 
the  Steel  Company  in  discharge  of  the  obligation  thereunder  of  J.  P. 
Morgan  &  Co.  Any  and  all  contracts  with  the  Steel  Company  made 
by  J.  P.  Moi'gan  &  Co.  shall  be  open  to  inspection  by  any  subscriber 
at  the  office  of  J.  P.  Morgan  &  Co. 

Seventh.  J.  P.  IMorgan  &  Co.  shall  be  the  sole  and  final  judges  as 
to  whether  at  any  time  it  is  to  the  interest  of  the  syndicate  to  pro- 
ceed further  under  this  agreement  or  under  said  proposed  contracts; 
and,  whenever  they  may  deem  expedient,  they  may  abandon  the 
objects  contemplated  in  this  agreement  and  said  proposed  contracts 
and  all  further  proceedings  thereunder.  In  such  event  all  the  cash 
or  stock  and  bonds  by  them  received  and  then  held  for  account  of 
the  syndicate,  and  the  proceeds  of  such  stock  and  bonds  shall  remain 
charged  with  the  payment  of  all  expenses  and  liabilities  by  them 
incurred  hereunder  and  shall  be  applied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agree- 
ment; 

Secondly,  in  repayment  to  the  subscribers  (so  far  as  the  same 
may  be  sufiicient  for  that  purpose)  of  all  amounts  of  preferred 
stock  or  of  cash  by  them  respectively  delivered  hereunder  to  J.  P. 
]\Iorgan  &  Co. ;  such  repayment  to  be  made  to  the  subscribers 
ratably. 
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Eighth.  J.  p.  Morgan  &  Co.  shall  be  sole  managers  of  the  syndi- 
cate, and  in  behalf  of  the  syndicate  they  may  make  any  and  all  ar- 
.  rangements,  and  may  perform  any  and  all  acts,  even  though  not 
herein  provided  for,  in  their  opinion  necessary  or  expedient  to  carry 
out  the  purposes  of  this  agreement,  or  to  promote  or  to  protect  what 
they  deem  to  be  the  best  interests  of  the  syndicate. 

The  enumeration  of  specific  powers  in  this  or  in  any  other  article 
of  this  agreement  shall  not  be  construed  as  in  any  way  abridging  the 
general  powers  by  this  article  intended  to  be  conferred  upon  or 
reserved  to  J.  P.  Morgan  &  Co. 

Ninth.  From  time  to  time  before  October  1,  1903,  J.  P.  Morgan 
&  Co.,  in  behalf  of  the  syndicate,  may  make  sales  of  all  or  any  part 
of  the  bonds  received  by  them  for  account  of  the  syndicate.  Any 
such  sales  may  be  made  by  J.  P.  Morgan  &  Co.  either  publicly  or 
privately,  by  themselves,  or  in  such  manner  as  they  may  deem  proper, 
and  shall  be  upon  such  terms  and  for  such  price  or  prices  as  they  may 
deem  expedient.  Each  subscriber  hereby  assents,  to,  and  agrees  to  be 
bound  by,  any  such  action. 

No  subscriber  shall  be  entitled  to  receive  any  of  said  bonds  before 
October  1,  1903.  In  the  meantime,  in  their  discretion,  J.  P.  Morgan 
&  Co.,  either  themselves  may  retain  all  or  any  of  such  bonds,  or  they 
may  deliver  to  any  subscriber  his  proportionate  part  thereof,  upon  his 
agreement  to  hold  the  same  subject  to  sale  by  J.  P.  Morgan  &  Co. 
and  to  return  the  same  upon  call  of  J.  P.  Morgan  &  Co.,  at  any  time 
before  October  1,  1903. 

Should  any  subscriber  desire  to  withdraw  from  sale  the  portion  of 
bonds  to  which  he  may  be  entitled  hereunder,  J.  P.  Morgan  &  Co. 
in  their  discretion  may  deliver  to  any  subscriber  his  portion  of  such 
bonds,  upon  his  agreement  to  hold  the  same  for  himself  without  sale 
until  October  1,  1903,  or  until  the  complete  sale  by  J.  P.  Morgan  & 
Co.  at  an  earlier  date  of  all  bonds  held  by  or  for  the  syndicate. 

Tenth.  Until  October  1,  1903,  or  until  the  final  distribution  here- 
under, J.  P.  Morgan  &  Co.,  in  such  manner,  at  such  prices,  on  such 
terms,  and  in  such  amounts,  as  they  may  deem  expedient,  shall  have 
power,  for  account  of  the  syndicate,  to  make  purchases  of  the  five 
per  cent  gold  bonds  and  of  the  preferred  stock  of  the  Steel  Company, 
and  they  may  resell  any  such  bonds  and  stocks  which  they  may  have 
purchased;  and,  in  their  discretion,  they  may  make  any  further 
undertakings  of  any  kind  with  any  persons  concerning  any  such 
bonds  and  stocks.  They  may  apply  towards  any  such  purchases  any 
sums  realized  from  any  sales  of  bonds  and  stocks  of  the  Steel  Com- 
pany under  any  provision  of  this  agreement;  and  they  may  make 
advances,  or  may  procure  loans,  and  may  secure  the  same  to  such 
amounts  and  in  such  manner  as  from  time  to  time  they  may  deem 
expedient  for  any  of  the  purposes  of  this  agreement. 

Eleventh.  J.  P.  Morgan  &  Co.  shall  issue  to  the  subscribers  suit- 
able receipts  in  respect  of  payments  made  hereunder,  and  they  may 
issue  to  the  respective  subscribers  certificates  of  interest  of  such 
tenor  and  form  as  they  may  deem  suitable.  Such  certificates  of 
interest  and  all  rights  and  obligations  hereunder  of  the  respective 
subscribers  may  be  made  transferable  in  such  manner  and  on  such 
terms  and  conditions  as  J.  P.  Morgan  &  Co.  may  prescribe. 

Twelfth.  J.  P.  Morgan  &  Co.  shall  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem  proper 
in  carrying  out,  or  in  endeavoring  to  carry  out,  this  agreement  or 
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said  proposed  contracts,  or  in  doing  any  act  or  thing  which  they  may 
deem  to  be  in  the  interest  of  the  syndicate,  and  all  such  expenses  shall 
constitute  and  be  a  prior  charge  in  their  favor  upon  any  and  all 
moneys,  stocks  and  bonds  by  them  received  or  held  hereunder.  Any 
and  all  moneys  by  them  received  hereunder  shall  be  held  by  them  as 
bankers  in  general  account.  They  also  shall  have  power  and  au- 
thority, in  their  sole  and  absolute  discretion,  finally  to  fix  and  to  pay 
all  compensations  of  depositaries,  brokers,  agents  and  counsel,  or 
others,  and  in  the  expense  account  may  be  included  brokers'  com- 
mission as  usually  paid. 

Thirteenth.  After  the  complete  performance  of  the  entire  obliga- 
tion of  the  syndicate  hereunder,  but  not  before  the  first  day  of 
October,  1903,  unless  otherwise  determined  by  J.  P.  Morgan  &  Co.  in 
the  exercise  of  their  unrestricted  discretion,  the  syndicate  shall  be 
entitled  to  receive  four-fifths  portion  of  the  net  conomissions  received 
by  J.  P.  Morgan  &  Co.,  or  such  part  thereof  as  may  not  have  been 
used  by  J.  P.  Morgan  &  Co.  for  the  purposes  of  this  agreement,  out 
of  any  moneys  for  such  purpose  received  or  retained  by  J.  P. 
Morgan  &  Co.,  after  payment  of  all  expenses  and  obligations  mcurred 
hereunder  by  J.  P.  Morgan  &  Co. 

Fourteenth.  J.  P.  Morgan  &  Co.  shall  not  be  liable  under  any  of  the 
provisions  of  this  agreement  nor  for  any  matter  therewith  connected, 
except  for  good  faith  in  performing,  or  in  refraining  from  perform- 
ing or  carrying  out,  the  obligations  hy  them  herein  expressly  assumed ; 
the  implication  of  any  obligation  not  herein  expressly  assumed  by 
them  being  hereby  expressly  denied  and  waived. 

It  is  understood  that,  in  the  same  manner  as  other  subscribers,  J.  P. 
Morgan  &  Co.'  may  become  subscribers  hereto;  that  as  such  sub- 
scribers they  shall  be  liable  for  all  subscriptions  by  them  made,  and 
that  in  all  respects  they  shall  be  entitled  to  the  same  rights  and 
benefits  as  any  other  subscriber.  Any  subscriber  hereto  may,  on  his 
own  account,  make  any  agreement  with  any  other  subscriber  or  with 
the  Steel  Company. 

Fifteenth.  This  agreement  shall  bind,  and  is  for  the  benefit  of,  the 
parties  hereto,  and  their  executors  and  administrators  severally  and 
respectively;  but  no  assignment  hereunder  shall  be  valid  unless 
assented  to  in  writing  by  J.  P.  Morgan  &  Co. 

All  richts  and  powers  of  J.  P.  Morgan  &  Co.  hereunder  shall  vest 
in  said  copartnership  firm,  as  from  time  to  time  constituted,  without 
further  act  or  assignment. 

Sixteenth.  Nothing  herein  contained  shall  be  construed  as  creating 
any  trust  or  obligation  whatsoever  in  favor  of  any  person  or  corpora- 
tion other  than  the  subscribers,  nor  any  obligation  in  favor  of  the 
subscribers,  excepting  only  as  herein  is  expressly  provided. 

Seventeenth.  Each  subscriber  -hall  set  opposite  his  subscription 
hereunder  an  address,  to  which  notices,  calls  or  other  communications 
may  be  sent,  and  any  notice,  call  or  other  communication  addressed  to 
any  subscriber  at  the  address  so  given,  and  either  left  at  such  address 
or  mailed,  shall  be  deemed  actually  given  to  such  subscriber,  and  shall 
be  sufficient  for  all  the  purposes  hereof.  If  any  subscriber  shall  fail 
so  to  furnish  his  address  to  J.  P.  Morgan  &  Co.,  he  shall  not  be 
entitled  to  any  notice  of  calls,  or  offers,  or  any  other  notice  hereunder, 
and  he  shall  be  deemed  to  assent  to  any  action  of  J.  P.  Morgan  &  Co. 

Eighteenth.  In  consideration  of  the  irrevocable  rights  in  them 
vested  hereunder,  and  the  promises  of  the  several  subscribers,  J.  P. 
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Morgan  &  Co.  have  become  parties  to,  and  in  good  faith  will  endeavor 
to  consummate  the  purposes  of  this  agreement;  and,  after  receipt 
thereof  from  the  Steel  Company,  they  vs^ill,  as  herein  provided,  deliver 
to  the  syndicate  the  said  five  per  cent  gold  bonds  or  the  proceeds 
thereof,  and  the  said  cash  compensation. 

In  witness  whereof,  the  parties  of  the  first  part  have  hereunto 
affixed  their  signatures,  and  the  parties  of  the  second  part  at  various 
dates  have  affixed  their  subscriptions  hereto,  it  being  understood  that 
for  convenience  this  agreement  may  be  subscribed  in  several  parts  and 
copies  with  like  force  and  effect  as  if  all  the  subscriptions  were  upon 
one  part  or  copy  thereof. 


Name. 

Address. 

Subscription  for  5  per  cent  gold 
bonds. 

Preferred  stock. 

Cash. 

Exhibit  6. 

PRO  rOBMA  CONSOLIDATED  GENERAL  BALANCE  SHEET,  UNITED 
STATES  STEEL  CORPORATION  AND  SUBSIDIARY  COMPANIES, 
APRIL  1,  1901,  IN  COMPARISON  WITH  SIMILAR  BALANCE  SHEET 
AT  DECEMBER  31,   1910. 

ASSETS. 


Apr.  1, 1901. 


Dec.  31, 1910. 


Increaaes.i 


Property  account: 

Cost  of  property  of  all  companies  at  dates 
acquired  6y  United  States  Steel  Corpora- 
tion Apr.  1, 1901,  in  case  of  11  subsidiary 
companies,  and  Aug.  1,  1901,  in  case  of 

Shelby  Steel  Tube  Co 

Sundry  adjustments  applying  against  pre- 
ceding year's  balances  of  property  account . 
Expended  for  additional  property  and  con- 
struction since  Apr.  1^  1901 

Additions  to  property  mvestment  account, 
through  purchase  of— 

Union  Steel  properties 

Clairton  Steel  properties 

Tennessee  Coal,  Iron  and  Eailroad  prop- 
erties   


$1,297,400,000.02 


1,297,400,000.02 


Less,  charged  off  as  follows — 

To  sinking  and  depreciation  fimds. . . 
To  extraordinary  replacement  fimds- 
To  undivided  smrlus 


Balance  of  property  account,  subject  to 
offsetting  balance  to  credit  of  deprecia- 
tion and  replacement  funds,  see  contra. 
Balance  of  investment  in  mine  stripping 
and  development,  etc 


1,297,400,000.02 
1,417,984.33 


Total  property  investment  account,  sub- 
ject to  depreciation  reserves  as  above 
stated 


1,298,817,984.35 


11,297,400,000.02 

3,063,594.00 

339,348,676.71 

30,280,632.07 
10,759,560.42 

48,961,208.83 


83,063,594.00 
339,348,676.71 

30,280,632.07 
10,759,560.42 

48,961,208.83 


1,729,813,672.05 


432,413,672.03 


39,706,667.88 

1,632,011.99 

163,694,423.16 


39,706,567.88 

1,632,011.99 

163,694,423.16 


205,033,003.03 


205,033,003.03 


1,624,780,669.02 
23,103,712.21 


227,380,669.00 
21,685,727.88 


1,547,884,381.23 


249,066,396.88 
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Pko  Forma  Consolidated  General  Balance  Sheet,  United  States  Steel  Cor- 
poration AND  Subsidiary  Companies,  April  1,  1901,  in  Comparison  with 
SiMiLAB  Balance  Sheet  at  December  31,  1910 — Continued. 

ASSETS— Continued. 


Apr.  1, 1901. 

Dec.  31,  1910. 

Increase.! 

Deferred  charges  to  operations: 

Advanced    mining    royalties,  exploration 

expenses  and  miscellaneous  charges 

Less  fund  reserved  from  surplus  to  cover 

possible  failure  to  realize  mining  royalties 

J2, 088, 027. 09 

$15,331,704.91 
7,000,000.00 

$13,243,677.82 
7,000,000.00 

2,088,027.09 

8,331,704.91 

6,243,677.82 

Investments : 

Outside  real  estate  and  investments  in  sim- 
dry  securitie.s,  including  real  estate  mort- 
gages, and  land  sales  contracts 

241,030.19 

2.369,394.04 

2,128,363.85 

Sinking  and  reserve  fund  assets: 

Cash  resources  held  by  trustees  of  bond  sink- 
ing funds                 

238.99 

856,519.00 
3,296,464.79 

11,915,921.45 

856,280,01 

3,295,464.79 

Insurance  and  depreciation  funds'  assets 
(net)                 .                  ... 

11,915,921.45 

238.99. 

16,067,905.24 

16,067,666.25 

Current  assets: 

71,852,438.59 

\         60,910,860.78 

3,280,190.41 
10,168,  S23..S4 
56,163.0Uli.01 

176,637,823.71 

1         44,603,273.53 

\               696,833,76 

5,f>40,lS0.77 

4,410,793.61 

60,963,614.16 

104,68.5,385.12 

1      e,010,7BS.Ii9 

Bills  receivable                               

2,2.59,990.36 

Sundry  marketable  bonds  and  stocks 

Cash                                 

6, 768, OSO.es 
800,448.15 

192,365,379.03 

288,742,419,64 

96,377,039.91 

Grand  total  . .          

1,493,512,660.25 

1,863,395,804,96 

369,883,144.71 

LIABILITIES. 


Capital  stock  of  United  States  Steel  Corporation: 

$508,227,393.70 
610,205,743.40 

$608,302,500.00 
360,281,100.00 

$75,106.30 

Preferred                  .        

U9,9U,64S.40 

1,018,433,137.10 

868,683,600.00 

149,849,687.10 

Capital   stock    of  subsidiary   companies   not 
owned  by  United  States  Steel  Corporation 

535,407.00 

620,362.60 

84,946.60 

Bonded  and  debenture  debt  (not  includmg 
bonds  held  bv  sinlting-fund  trustees): 
United   States  Steel  Corporation  60-year 
bonds            .        

303,450.000.00 

274,412.000.00 

190,777,600.00 
131,162,366,70 

29,038,000.00 

United  States  Steel  Corporation  10-60-year 

190,777,600.00 

59,091,657.42 

72,070,709.28 

.362,541,657.42 

696,361,866.70 

233,810,209.28 

Mortgages  and  purchase-money  obligations: 

4.109,400.41 
17,762,622.19 

784,792,38 
2,313,000.00 

S,S$i,e08.0f 

Purchase-money  obligations           .  ... 

16,449, 6Sl.  19 

21,872,022.60 

3,097,792.  .38 

18,774, ISO.  IS 

Current  liabilities: 

Current  accounts  payable  and  pay  rolls 

1          27,466,679.68 
17,134,803.02 

7,622,490.23 
3,064,929.23 

2,852,388.30 

f         23,696.264.04 

\           6,789,827.16 

813,500.00 

886,122.16 
7,991,373.16 

\      3,018,411.62 

Bills  and  loans  payable 

le, SSI, SOS.  01 

Special  deposits'on  loans  due  employees  and 

6,7Se,S6S.07 

Accrued  interest  and  impresented  coupons.. 
Unpaid  accrued  dividends  of  subsidiary 

4,926,443.02 
2,8Bi,S88.S0 

United  States  Steel  Corporation  dividends 
declared,  not  vet  due 

12,658,700.50 

12,658,700.50 

58,141,290.46 

52,834,7K7.01 

6, SOB. 60S.  4B 

Total  capital  and  current  liabilities . . . 

1,461,623,514.58 

1,. 521, 488, 398.  59 

59,964,884.01 

UNITED  STATES  STEEL,  COEPOEATION'. 
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Pro  Forma  Consolidated  General  Baiancb  Sheet,  United  States  Steel  Cor- 
poration AND  Subsidiary  Companies,  April  1,  1901,  in  Comparison  with 
Similar  Balance  Sheet  at  December  31,  1910 — Continued. 

LIABILITIES— Continued. 


Apr.  1, 1901. 

Dec.  31, 1910. 

Increase.i 

Sundry  reserve  funds: 

Contingent   and    miscellaneous    operating 
funds 

$2,428,084.62 
450,882.42 

811,689,728.70 
8,402,999.21 

$9,261,644.08 
7, 962, 116. 79 

2,878,967.04 

20,092,727.91 

17,213,760.87 

Bond  sinlcing,  depreciation  and  replacement 
funds  (represents  a  balance  of  reserves  made 
from  earnings  and  income  to  cover  accruing 
Amortization  and  depreciation  in  respect  of 
assets   covered    in  property-investment  ac- 
count)  

4,110,178.63 

=  117,671,520.47 
40,000,000.00 

113,561,341.84 
40,000,000.00 

Appropriated  surplus  to  cover  capital  expendi- 
tures  

Undivided  surplus  of  United  States  Steel  Cor- 
poration and  subsidiary  companies; 

Capital  surplus  provided  in  organization 

Balance  of  surplus  accumulated  by  all  com- 
panies since  Apr.  1, 1901,  viz- 
Total  exclusive  of  I.  C.  P.  in  inventories 

25,000,000.00 

25,000,000.00 

105,438,718.67 
33,704,439.32 

105,438,718.67 

Inter-company  profit  in  inventories 

33,704,439.32 

26,000,000.00 

164, 143, 167. 99 

139,143,167.99 

Grand  total 

1,493,512,660.25 

1,863,396,804.96 

369,883,144.71 

1  Decreases  in  italics. 

2  In  the  balance  sheet  of  December  31,  1910,  as  published  in  the  aimual  report  of  the  Corporation,  this 
amount  has  been  written  off  the  property  account,  which  reduces  the  totals  of  the  asset  and  liability  sides 
of  the  balance  sheet  a  corresponding  amount. 


Exhibit  7. 


ISSUED  CAPITAL  STOCK  OF  THE  CONSTITUENT  COMPANIES  OF  THE 
UNITED  STATES  STEEL  CORPORATION,  AMOUNT  OWNED  BY  THE 
SAID  CORPORATION,  THE  ISSUED  CAPITAL  STOCK  OF  THE  SUB- 
SIDIARIES OF  SAID  CONSTITUENT  COMPANIES  AND  PERCENT- 
AGE THEREOF  OWNED  BY  THE  LATTER,  JULY  1,  1911. 

Note. — The  following  schedule  does  not  show  all  the  properties  of 
the  Steel  Corporation,  but  instead  shows,  first,  the  constituent  com- 
panies whose  stocks  are  directly  owned  by  the  Steel  Corporation ;  and, 
second,  the  subsidiary  companies  of  these  constituent  concerns  with, 
in  some  instances,  the  subsidiaries  of  such  subsidiaries. 

Most  of  the  constituent  companies  own  property  in  fee  as  well  as 
own  stocks  in  other  companies.  Thus,  the  Carnegie  Steel  Company 
of  New  Jersey  owns  in  fee  all  the  property  previously  owned  by  the 
National  Steel  Company  and  the  American  Steel  Hoop  Company, 
while,  as  indicated  below,  a  large  part  of  the  property  of  some  of 
the  other  concerns  is  held  in  fee.  The  Federal  Steel  Company,  how- 
ever, is  exclusively  a  holding  concern. 

The  indebtedness  of  the  various  companies  is  not  shown  in  this 
table.  A  large  amount  of  such  indebtedness  is  owned  within  the 
organization,  and  therefore  is  of  no  special  interest. 
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UNITED  STATES  STEEL   CORPORATION    (nEW   JERSEY ). 

Capital  stock  outstanding:  Common,  $508,302,500;  preferred, 
$360,281,100. 

The  "  constituent "  companies  whose  capital  stocks  are  directly 
owned  by  the  United  States  Steel  Corporation,  together  \Yith  the  capi- 
tal stocks  of  those  companies,  on  the  aboAe  date  were  as  follows :  ^ 


Total  capital 
stock  issued 
and  out- 
standing. 


Amount  not 

owned  by 

U.  S.  Steel 

Corp'n. 


Amount  owned 

by  U.  S.  Steel 

Corp'n. 


Carnegie  Steel  Co 

Federal  Steel  Co.: 

Common 

Preferred 

American  Steel  &  Wire  Co.: 

Common 

Preferred 

National  Tube  Co.: 

Common 

Preferred 

American  Sheet  &  Tin  Plate  Co.: 

Common 

Preferred 

American  Bridge  Co 

Shelby  Steel  Tube  Co.: 

Common 

Preferred 

Lake  Superior  Consolidated  Iron  Mines 

Union  Steel  Co 

Clairton  Steel  Co 

Tennessee  Coal,  Iron  &  R.  R.  Co.: 

Common 

Preferred 

Guaranteed  preferred 


$65,250,000.00 

46, 484, 300. 00 
53,260,900.00 

50,000,000.00 
40,000,000.00 

40,000,000.00 
40,000,000.00 

24,500,000.00 
24,500,000.00 
10,000,000.00 

8,151,500.00 
6,000,000.00 
29,887,448.97 
20,000,000.00 
3,500,000.00 

32,'529,997.50 
124,500.00 
178, 600. 00 


$10, 600. 00 
1,000.00 


400.00 
400.00 


87,202.50 
124,500.00 
178, 600. 00 


165,250,000.00 

46,484,300.00 
63,260,900.00 

49,989,400.00 
39,999,000.00 

40,000,000.00 
40,000,000.00 

24,499,600.00 
24,499,600.00 
10,000,000.00 

8,151,500.00 
5,000,000.00 
29,887,448.97 
20,000,000.00 
3,500,000.00 

32,442,795.00 


C.VIiNEGIE    STEEL    CO.MI'AXV     (ne\V    JERSEy). 

Capital  .stock,  ifc..-),2r)0,000.  All  owned  by  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  Carnegie 
Steel  Company  has  a  capital  surplus  account  of  $189,000,000  arising 
as  follows:  In  1903  a  consolidation  or  merger  Avas  made  of  the  Car- 
negie Company,  National  Steel  Company,  and  American  Steel  Hoop 
Company.  The  aggregate  amount  of  capital  stocks  of  these  three 
companies  before  the  merger  was  $252,000,000.  The  stock  of  the 
merged  or  consolidated  company  was  fixed  at  25  per  cent  of  the  total 
of  the  old  companies'  stocks,  or  $63,000,000  (since  increased  to  $65,- 
250,000) ,  thus  giving  to  the  consolidated  company  a  capital  surplus 
of  $189,000,000. 

The  Carnegie  Steel  Company  of  New  Jersey,  aside  from  owning 
in  fee  all  the  manufacturing  properties  formerly  owned  by  the 
National  Steel  Company  and  the  American  Steel  Hoop  Company, 
also  controls  the  following  companies  through  ownership  of  their 
capital  stocks,  the  total  capital  .stock  of  said  companies  being  as 
stated  below: 


1  Sp*'  notp  1,  paso  414. 
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Subsidiaries.! 

Amount  of 
capital 
stock. 

■  Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

3.  CarnegieSteelCo.{Pa.) 

3.  Carnegie  Natural  Gas 

Co    

$50,000,000 

300,000 
2,000,000 

10,000 

60,000 

10,000 

100,000 

400,000 
150,000 
850,000 
600,000 

500,000 

10,000,000 

2,000,000 

10,000 

10,000 

1,000 

675,000 
60,000 

50,000 
3,000 

60,000 

10,008 

5,000 

1,000 

500,000 

200,000 

20,000,000 

7,880,000 

1,200,000 

160,000 

100 

100 
100 

100 

100 

100 

100 

100 
100 
100 
100 

100 

55 

38 
100 
100 

100 

52 
100 

51 
67 

75 

75 

100 
100 

665 

60 

74+ 

97+ 
100 

100 

Su 
fo 

3. 
4. 

2. 

2. 

2. 
2. 

4. 
4. 
4. 
4. 
4. 
'  4. 
4. 

^sidiary  companies  of 
regoing — Continued. 

Of  H.  C.  Frick  Coke 
Co.: 
Standard  Water  Co. 
Sewickley     Water 

810,000 

50, 000 

1,500,000 

2,100,000 
450,000 

100,000 

30,700 

30,000 

22,100 

22,900 

36,200 

50,000 

5,700 

50,000 

17,400 

6,000,000 

60,000 

60,000 

48,300 

50,000 

50,000 

50,000 

3.  Union  E.  E.  Co 

3.  Siaclcwater  Connecting 
E.  E.  Co 

100 

3.  Etna  &  Montrose  E.E. 
Co 

100 

4.  Sharon  Connecting 
R.  E.  Co 

Hostetter-Connells- 

villeCokeCo 

Of  Oliver  Iron  Mining 
Co.: 
Lake  Superior  Iron 
Co         

87 

3.  Pittsburg  &  Conneaut 

3.  Youghiogheny  Nortb- 
ern  R.  R.  Co 

75 

3.  Mt.  Pleasant  Water  Co. 

3.  Trotter  Water  Co 

3.  Union  Supply  Co 

3.  Bessemer  &  Lake  Erie 
E.  E.  Co.  .  . 

Eegent  Iron  Co 

Security   Land   & 

Exploration  Co . . 
Braddock    Iron 

Mining  Co 

Homestead    Iron 

Mining  Co 

Duquesne    Iron 

Mining  Co 

Allegheny    Iron 

Mming  Co 

Hope  Iron  Mining 

Neville  Iron  Min- 

75 
100 
100 

Lake  Erie  E.  E.  Co.: 
Common 

100 

100 

3.  Carnegie  Land  Co 

3.  Conneaut  Land  Co 

3.  Comieaut    &    Eastern 
E.E. Co 

100 
100 

2,6.  Pennsylvania  &  Lake 

100 

2.  Columbus  Stone  Co 

Co 

Monongahela  Iron 
Mining  Co 

Lorain  Iron  Mining 
Co 

100 

100 

3.  Pittsburg     Limestone 
Co.  (Ltd.) 

Agawam  Iron  Min- 
ing Co 

100 

3.  Peoples    Supply     Co. 
(Ltd.).   .. 

Great    Western 
Mining  Co 

Ambridge    Iron 
Mining  Co 

Morewood    Iron 
Mining  Co 

Pencoyd  Iron  Min- 
ing Co 

100 

4.  Bessemer    Electric 

100 

3.  Mingo  Coal  Co       

3.  National  Mining  Co 

100 

2,6.  H.  C.  FrickCokeCo.... 

1,3.  Pittsburgh  S.  S.  Co.... 

3.  Oliver  Iron  Mining  Co.. 

Subsidiary  companies  of 
foregoing. 

100 

Munhall  Iron  Min- 
ing Co 

100 

Monessen  Iron  Min- 
ing Co  . 

100 

Somerset  Iron  Min- 
ing Co 

100 

Of  Union  E.  E.  Co.: 
3.        Monongahela 
Southern  R.  E. 
Co 

!  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
4525°— 11 28 
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FEDERAL   STEEL   COMPANY    (nEW    JERSEY ). 


Capital  stock:  Common,  $46,484,300;  preferred,  $53,260,900.  En- 
tire amount  is  owned  by  United  States  Steel  Corporation. 

The  Federal  Steel  Company  owns  no  property  in  fee.  It  controls 
the  following  companies  through  ownership  of  their  capital  stocks. 
The  total  capital  stocks  of  said  companies  are  as  stated  below. 


Subsidiaries.! 


2. 

2. 

2,7. 


Minnesota  Iron  Co 

Illinois  Steel  Co 

Elgin,  Joliet  &  Eastern 

Ey.Co 

The  National  Tube  Co. 

(of  Ohio): 

Common 

Preferred 

The  Lorain  Steel  Co 

The  Lake  Terminal  E. 

R.Co 

John.stown    &    Stony 

Creek  R.  E.  Co 

IngIesideCoalCo.(Ltd.) 

Indiana  Steel  Co 

Gary  Land  Co 

Connellsville  &  Monon- 

gahela  Ey.  Co 

H.  C.  Frick  Coke  Co. 

(for  capitalization  see 

Carnegie  Steel  Co.). . . 

Bunsen  Coal  Co 

U.  S.  Steel  Products  Co. 

Minnesota  Steel  Co 

Interstate  Transfer  Ey. 

Co 

Spirit   Lake   Transfer 

Ey.Co 

Piloto  Mining  Co 


Subatdiary  companies  of 
foregoing. 

Of  Minnesota  Iron  Co.: 
Chandler  Iron  Co.  - 
Chapin  Mining  Co . 
Winthrop  Iron  CIo. 

Alpha  Ore  Co 

Auburn  Iron  Co.. 

Beta  Ore  Co 

Bishop  Iron  Co... 
Canton  Iron  Co... 
Chippewa  Iron  Co. 
Delaware  Iron  Co . 
Elba  Iron  Co 


Amount  of 
capital 
stock. 


600,000 
fiSO,  600 


10,000,000 


000,000 
000,000 
000,000 


2,000,000 

-*  91,500 
14,000 

20,000,000 
10,000 

700,000 


10,000 
000,000 
000,000 

50,000 

65,000 
20,000 


80,000 

,000,000 

500,000 

500 

400,000 

500 

57,000 

50,000 

27,000 

8,000 

100,000 


Per  cent 
owned  by 

parent 
company. 


100 
100 


100 
100 
100 


100 
100 
100 
100 


3+ 
100 
100 
100 

100 

100 
85 


51 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 


Subsidiaries.' 


Subsidiary  companies  of 
foregoing — Continued . 

Of  Minnesota  Iron  Co.— 
Continued. 

3.         FayallronCo 

3.         Genoa  Iron  Co 

3.         HugoIronCo 

3.         Manila  Iron  Co 

3.         Norman  Iron  Co . . . 
3.         Northern  Develop- 
ment Co 

3.  Duluth  &  Iron 

Eange  E.  E.  Co.. 
Of  Illinois  Steel  Co.: 

4.  Universal  Portland 

Cement  Co 

4.  United  States  Coal 
&CokeCo 

2.  H.  C.  Frick  Coke 

Co.  (for  capitali- 
zation   see   Car- 
negie Steel  Co.).. 
4.         United  Supply  Co. . 

3.  Cundy  Iron  Co 

4.  Illinois  Steel  Ware- 

house Co 

3.  Chicago,  Lake 
Shore  &  Eastern 
Ey.Co 

3.  Joliet  &  Blue  Is- 
land Ey.  Co 

3.  Chicago  &  So.  East- 
em  Ey.  Co 

3.  Chicago  &  Kenosha 
Ey.Co 

3.  Milwaukee,    Bay 

View  &  Chicago 

E.R.Co 

Of    Gary    Land    Co.: 

4.  Gary  Heat,  Light 

&  Water  Co 

Of  U.  S.  Steel  Prod- 
ucts Co.: 
4.         Isthmian  S.  S.  Co.. 


Amount  of 
capital 
stock. 


Per  cent 
owned  by 

parent 
company. 


$45,450 

9,000 

50,000 

32,000 

60,000 

100,000 

3,000,000 

1,000,000 
2,000,000 


100,000 
60,000 

100,000 


),  000, 000 
100,000 
100,000 
100,000 

100,000 

100,000 

£25,003 


100 
100 
100 
100 
100 

100 


100 
100 


104- 
100 
100 


100 
100 
100 
100 

100 

100 

100 


'  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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AMERICAN    STEEL   AND  WIRE    COMPANT   OF   NEW   JERSEY. 

Capital  stock:  Common,  $50,000,000;  preferred,  $40,000,000.  All 
but  106  shares  common  and  10  shares  preferred  is  owned  by  the 
United  States  Steel  Corporation. 

A  very  large  part  of  the  property  of  the  American  Steel  and  Wire 
Company  is  owned  in  fee.  The  company  also  controls  the  following 
subsidiaries : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.' 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

4.  American  Steel  &  Wire 
Co.  (ol  Alabama) 

3.  American  Steel  &  Wire 
Co.  (of  Colorado) 

2.  Trenton  Iron  Co 

3.  Canadian  Steel  &  Wire 

Co 

SIOO.OOO 

25,000 
600,000 

30,000 
75,000 
900,000 
1,000,000 
200,000 
1,000,000 

60,000 

5,000 

100 

100 
100 

100 
100 
100 
100 
100 
80 

100 

100 

3.  Newburg    &    South 

$1,500,000 
22,000 

100 

3.  Waukegan  &  Mississip- 
pi Valley  Ry.  Co 

2.  H.  C.   Frick   Coke  Co. 
(for  capitalization  see 
Carnegie  Steel  Co.) 

100 
11 

2.  GriswoldWireCo 

2.  Troy  Steel  Products  Co. 

3.  American  Mining  Co 

3.  American  Land  Co 

2.  Edgar  Zinc  Co 

4.  United    Coal    Co.    (for 
capitalization   see   A. 
S.  &T.  P.  Co.) 

25 

2.  Pennsylvania    &    Lake 
Erie    Dock    Co.    (for 
capitalization  see  Car- 
negie Steel  Co.)...     - 

3.  Pittsburgh  &  Ohio  Val- 
ley Ry.  Co 

18 

3.  Northern  Liberties  Ry. 
Co.. 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
NATIONAL  TUBE   COMPANY    (nEW  JERSEy). 


En- 


Capital  stock:  Common,  $40,000,000;  preferred,  $40,000,000. 
tire  amount  is  owned  by  United  States  Steel  Corporation. 

The  greater  part  of  the  property  of  the  National  Tube  Company 
is  owned  in  fee.  The  company  also  owns  the  following  stocks  of 
subsidiary  companies : 


Subsidiaries.' 

Amount 

of  capital 

stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.' 

Amount 

of  capital 

stock. 

Per  cent 
owned  by 

parent 
company. 

2.  National  Tube    Works 
Co                     

$100,000 

50,000 

1,000,000 

100 
100 
100 

1 

2.  Pennsylvania    &    Lake 
Erie  Dock  Co.  (for  cap- 
italization see  Carnegie 
steel  Co.) 

3.  Benwood  &    Wheeling 
Connecting  Ry.  Co 

7-1- 

3.  MoKeesport  Coimecting 
R.  R.  Co 

2.  H.  C.   Frick  Coke  Co. 
(for  capitalization  see 

'  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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AMERICAN  SHEET  AND  TIN  PLATE   COMPANY    (nEW   JEBSEy). 

Capital  stock:  Common,  $24,500,000;  preferred,  $24,500,000.  All 
but  4  shares  of  each  class  of  stock  is  owned  by  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  American 
Sheet  and  Tin  Plate  Company  has  a  capital  surplus  account  of 
$46,325,000  arising  from  the  merger  of  the  American  Tin  Plate  Com- 
pany and  the  American  Sheet  Steel  Company.  In  that  merger  the 
stock  of  the  consolidated  company  remained  the  same  as  the  stock 
of  the  American  Sheet  Steel  Company  previously  was,  thus  resulting 
in  the  company  having  a  capital  surplus  equal  to  the  stock  of  the 
American  Tin  Plate  Company  in  lieu  of  which  no  new  stock  was 
issued. 

Nearly  all  of  the  property  of  the  company  is  owned  in  fee.  The 
subsidiary  concerns  are  as  follows: 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Percent 
owned  by 

parent 
company. 

2.  W.  Dewees  Wood  Co 

Versailles  Fuel  Gas  Co. 

MoKeesport  Terminal 

H.  R.  Co  

$1, 500, 000 
100,000 

12,000 

60,000 

100 
100 

100 

100 

3.  Apollo  Gas  Co 

4.8.  United  Coal  Co 

3. 9.  National  Mining  Co. . . 

1100,000 
60,000 

100 
75 
33 
40 

2, 10.  Sharon  Tin  Plate  Co . . 

3.  Elwood,     Anderson    <St 
Lapelle  R.  R.  Co 

!  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
AMERICAN  BRIDGE  COMPANY    (nEW  JERSEy). 

Capital  stock,  $10,000,000.  All  owned  by  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  American 
Bridge  Company  has  a  capital  surplus  account  of  $52,324,600  arising 
from  reducing  the  par  value  of  its  capital  stock  from  $62,324,600  to 
the  nominal  amount  of  $10,000,000. 

The  greater  part  of  the  property  of  the  company  is  owned  in  fee. 
Its  subsidiary  companies  are  as  follows : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

4.  American  Bridge  Co.  (of 
New  York) 

$100,000 
3,000,000 

2,500 

100 
100 

100 

3.  Pencoyd     &     Philadel- 

$5,000 

100 

4.  Empire  Bridge  Co 

4.  American  Improvement 
Co 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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LAKE    StrPERIOE   CONSOLIDATED   IRON    MINES    (nEW    JERSEY)  . 

Capital  stock,  $29,887,448.97.  All  owned  by  United  States  Steel 
Corporation. 

The  subsidiary  companies  of  the  Lake  Superior  Consolidated  Iron 
Mines,  and  their  capital  stocks,  are  as  follows : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per 

cent 

owned 

by 
parent 
com- 
pany. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per 

cent 

owned 

by 
parent 
com- 
pany. 

2.  Duluth,    Missabe    & 

Northern  Ry.  Co 

4,11.         Proctor  Water  & 
LiglitCo 

3.  Adams  Mining  Co 

2.  Spruce  Mining  Co 

$4,112,500.00 

250,000.00 

220,000.00 

66,000.00 

1,603,600.00 

3,600,000.00 
2,970,900.00 

100,000.00 

50,000.00 

6,900.00 

100 

100 
100 
100 
100 

99+ 
99+ 

100 

100 

100 

4.  Cambridge  Iron  Mining 
Co 

$50,000.00 
60,000.00 

50,000.00 

50,000.00 
1,293,267.48 

95,000.00 

50,000.00 
60,000.00. 
50,000.00 
60,000.00 

100 

4.  Clarion  Iron  Mining  Co. . 

4.  Crawford    Iron    Mining 

Co 

100 
100 

4.  Cumberland  Iron  Mining 
Co 

100 

3.  Essex  Iron  Co 

100 

3.        Rouoheleau   -    Ray 
Mining  Co 

2   Shaw  Iron  Co 

100 

2.  Ratlibun  Iron  Mining 
Co 

3.         Tubal  Iron  Minmg 

Co 

3.         Owasco  Iron  Co 

3.         Oneida  Iron  Co 

3.         Seneca  Iron  Co 

100 

4.  Greenville  Iron  Min- 

100 
100 

2.  Missabe  &  Northern 
Town  Site  Co 

100 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
UNION   STEEL   COMPANY    (PENNSYLVANIA). 

Capital  stock,  $20,000,000.  All  owned  by  United  States  Steel 
Corporation. 

The  Union  Steel  Company  owns  a  considerable  amount  of  property 
in  fee. 

The  subsidiary  companies  (which  hold  a  large  portion  of  the  prop- 
erty) and  their  capital  stocks  are  as  follows : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

$2,610,000 

2,500,000 

5,000,000 

6,000,000 

275,000 

40,000 

100 

100 
100 
100 
100 

100 

300,000 

6,000 

800,000 

49,000 

300,000 

100 

3,12.  Republic-Connellsville 
Coke  Co            

3.  Sharon  Land  Co         

100 

2.  Sharon  Tin  Plate  Co 

3.  Matthews  Woven  Wire 

FenceCo 

69i 
100 

3.  Sharon  Ore  Co 

3.  Donora  Mining  Co 

3.  Mercer  VaUeyR.R.Co. 

3.  Sharon  Coal  &  Limestone 
Co 

665 

Co    

!  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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CLAIETON  STEEL  COMPANY    (PENNSYLVANIA). 

Capital  stock,  $3,500,000.  All  owned  by  United  States  Steel 
Corporation. 

The  greater  part  of  the  property  of  Clairton  Steel  Company  is 
owned  in  fee.  Its  subsidiary  companies  and  their  capital  stocks  are 
as  follows: 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 

owned 

by  parent 

company. 

Subsidiaries.' 

Amount  ol 
capital 
stock. 

Per  cent 

owned 

by  parent 

company. 

3.  St.  Clair  Terminal  R.  R. 
Co 

$1,000,000 
1,000 

100 
100 

2.  Champion  Iron  Co 

3.  St.  Clair  Limestone  Co. . . 

S498,750 
25,000 

100 
61 

3.  Clairton  Land  Co 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  below. 
TENNESSEE   COAL,   IKON  AND   RAILROAD   COMPANY    (tENNESSEe). 

Capital  stock:  Common,  $32,529,997..50 ;  preferred,  $124,500;  guar- 
anteed preferred  (Alabama  Steel  and  Ship  Building  Company), 
$178,600.  All  of  the  common  stock,  except  $87,202.50,  is  owned  by 
the  United  States  Steel  Corporation,  but  none  of  the  preferred  or 
guaranteed  preferred  stock  is  owned  by  the  United  States  Steel 
Corporation. 

The  great  bulk  of  the  property  of  the  Tennessee  Coal,  Iron  and 
Railroad  Company  is  owned  in  fee;  the  company  has,  however,  the 
following  subsidiaries : 


Subsidiari«s.l 

Amount  of 
capitalstock. 

Per 

cent 

owned 

by 
parent 
com- 
pany. 

Subsidiaries.! 

Amount  of 
capitalstock. 

Per 

cent 

owned 

by 
parent 
com- 
pany. 

2.  Birmingham     Southern 
R  E  Co 

$1,200,000.00 
10,000.00 

100 
100 

$450,163.75 
800,000.00 

67+ 

3.  Potter  Ore  Co 

60 

3.  Tennessee  Land  Co 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  below. 


iThe  United  States  Steel  Corporation  also  owns  .$221,700  (par  value)  of  the  stock  of 
the  Pittsburgh  Steamship  Company,  the  balance  of  the  stock  being  owned  by  the  Carnegie 
Steel  Company. 

=  Companies  which  were  independent  concerns  prior  to  the  time  control  or  ownership 
thereof  passed  to  the  parent  company  now  controlling  or  owning  same. 

3  Companies  which  were  promoted  and  organized  in  the  interest  of  their  respective 
parent  companies,  in  the  extension  of  the  latter's  business,  prior  to  the  date  the  United 
States  Steel  Corporation  acquired  control  of  the  said  parent  companies. 

•  Companies  which  have  been  promoted  and  organized  in  the  interest  of  their  respective 
parent  companies,  in  the  extension  of  the  latter's  business,  since  the  time  the  United 
States  Steel  Corporation  acquired  control  of  said  parent  companies. 

^  .\merican  Steel  and  Wire  Company  and  National  Tube  Company  also  own  stock  of  this 
company,  giving  an  ownership  by  United  States  Steel  Interests  of  77.9  per  cent  of  total. 

•>  The  remaining  26  per  cent  of  Frick  Coke  Company  stock  is  owned  by  other  companies 
controlled  by  the  United  States  Steel  Corporation,  viz :  National  Tube  Company,  1  per 
cent ;  American  Steel  and  Wire  Company,  11  +  per  cent ;  Illinois  Steel  Company,  10  + 
per  cent ;  Federal  Steel  Company,  3  +  per  cent.  Thus  the  entire  stock  of  Frick  Coke 
Company  is  owned  by  United  States  Steel  interests.  In  addition  to  its  outstanding  stock 
of  $20,000,000  the  Frick  company  has  a  capital  surplus  of  $4, 871, 231. SO  arising  from 
merger  of  companies. 

'The  remaining  40  per  cent  of  this  company's  stock  is  owned  by  the  Chicago,  Lake 
Shore  and  Eastern  Railway  Company,  a  subsidiary  of  the  Illinois  Steel  Company. 

"  Balance  of  stock  owned  by  American  Steel  and  Wire  Company. 

»  See  Carnegie  Steel  Company  for  particulars  of  stock,  etc. 

"  See  Union  Steel  Company  for  particulars  of  stock,  etc. 

"  Authorized  amount. 

"This  company  has  also  a  capital  surplus  of  $2,000,000  arising  from  merger  of 
companies. 
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American  Bicycle  Company SI 

American  Bridge  Company,  acquisition  by 

Steel  Corporation 12,106 

assets 19,23,167,185,187 

capacity 93 

capitalization 3,23,80, 145-147,276.277,408 

cost  to  Steel  Corporation 114, 174, 387, 388 

new  plant,  Ambridge,  Pa 266 

organization 3,93 

position  in  industry 3,9,93 

promoters'  and  underwriters'  profits 6, 

16,146,179,251 

stock,  value  of. 20,170,174 

subsidiary  companies,  capital  stock  of  —       412 

American  Can  Company 91,  note 

American  Car  and  Foundry  Company 81 

American  Coke  Company 274 

American  Iron  and  Steel  Manufacturing  Com- 
pany         81 

American  Iron  and  Steel  Works 64 

American  Radiator  Company 81 

American  Sheet  and  Tin  Plate  Company —    275- 

277,408,412 
American  Sheet  Steel  Company,  acquisition 

by  Steel  Corporation 12, 106 

assets 19, 23, 139-141, 167, 185, 186, 187 

capacity 91 

capitalization 3, 16, 80, 139-141, 384 

consolidation   with    American    Tin    Plate 

Company 275 

cost  to  Steel  Corporation 114, 174, 385, 397 

organization 3, 91 

profits 141 

promoters'  and  underwriters'  profits 16, 

140,178,251 

stock,  value  of. 20, 141 ,  170, 174 

American  Steamship  Company 131 ,  196, 196 

American  Steel  and  Wire  Company  of  Illinois.        6, 
80,92,127-131,176 
American  Steel  and  Wire  Company  of  New 
Jersey,  acquisition  by  Steel  Corpora- 
tion    6, 12, 106 

assets 19,22,137-133,167,184,187 

capacity 3, 92 

capitalization 6, 80, 127-133, 176, 276, 384, 408 

capitalization  of  subsidiary  companies 411 

coke  property  transferred  to  H.  C.  Frick 

Coke  Company 274 

cost  to  Steel  Corporation 113, 174, 385,397 

iron  ore,  price  paid  for 27, 207 

organization 3, 91-92 

profits 132-133,161 

of  constituent  companies 128-129 


Page. 
American  Steel  and  Wire  Company  of  New 
Jersey — Continued. 

promoters'  and  underwriters'  profits 6, 

16,130-132,177-179,251 

stock,  inflation  of. 6, 176 

value  of 20,170,174 

Union  Steel  Company  wire  plants  leased  to.      275 
American  Steel  Hoop  Company,  acquisition 

by  Steel  Corporation 12,106 

assets 19,23,167,138-139,185,187 

capitalization 3, 16, 22, 80, 138-139, 384 

cost  to  Steel  Corporation 113, 174, 385, 397 

merger  with  Carnegie  and  National  Steel 

companies 273 

organization '. 3, 91 

promoters'  and  underwriters'  profits 6, 

138,178,179,251 

stock,  value  of. 20, 170, 174 

American  Tin  Plate  Company,  acquisition  by 

Steel  Corporation 12, 106 

assets 19, 22, 133-136, 167, 184, 187 

capitalization 3, 16, 22, 23, 80, 133-136, 384 

consolidation  with   American   Sheet   Steel 

Company 275 

cost  to  Steel  Corporation 113, 174, 385, 397 

organization 90-91 

profits 135-136 

promoters'  and  underwriters '  profits 6 , 

178,179,251 

stock,  value  of. 20, 170, 174 

Assessed  values,  ore,  Steel  Corporation 232-233 

Association  of  Wire  and  Cut  Nail  Manufac- 
turers   72-73 

Axles,  output,  Steel  Corporation,  1901-1910 . .      271 

Balance  sheets,  Steel   Corporation,  1901  to 

1910 328-329, 405^07 

Bellaire  Steel  Company 74 

Bessemer  and  Lake  Erie  Railroad  Company.      409 

Bessemer  Ore  Association 74 

Bessemer  Steamship  Company,  acquisition 

by  Steel  Corporation 106, 115, 149 

assets 167, 195, 196 

cost  to  Steel  Corporation 17,387,388 

Bessemer  steel,  decline  in  relative  importance .     271, 
272,360-363,371 

output,  1901-1910 271, 360-364 

Bessemer   Steel  Association  of  the   United 

States 73-74 

Bethlehem  Iron  Company 65 

Bethlehem  Steel  Company 109 

Birkinbine,  John,  estimate  of  iron  ore  in 

United  States 379,380 

416 
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Page. 
Blast-furnace  products,  output,  Steel  Corpo-  ' 

ration,  1901-1910 270 

Blast  furnaces.  Steel  Corporation 21,42,182,202 

Bonds,  American  Steel  and  Wire  Company..  131-132 

Carnegie  Company  (of  New  Jersey) 17 , 

20,85,159,163,384 
Steel  Corporation. .  14, 113, 162, 174, 329, 385, 397, 406 

conversion  of  preferred  stock  into 348- 

358,400-405 
Bonus  funds,  employees'.  Steel  Corporation, .      340 

Bonuses  on  leased  ore,  defined 205, 217, 229 

rates 34, 59, 219-223 

relation  to  value  of  fee 216-218 

Butler  and  Pittsburg  Railroad,  acquired  by 

Carnegie  interests 86 

Butler,  Joseph  G.,  jr.,  estimate  of  iron  ore  in 

United  States 379,380 

Cambria  Iron  Company 4, 65 

Cambria  Steel  Company 4, 13, 95, 96, 109 

Canada,  iron  ore.  Steel  Corporation's  option 

on 381 

Canisteo  Mining  Company,  ore  leased  to  Steel 

Corporation 259 

Canonsburg  Iron  and  Steel  Company,  value 

of  plant 184 

Capacity,  American  Bridge  Company 93 

American  Steel  and  Wire  Company 3, 92 

Carnegie  Company 3, 87, 162 

Clairton  Steel  Company 255 

Federal  Steel  Company 2,88,162 

National  Steel  Company 3, 89, 162 

National  Tube  Company 92 

Republic  Iron  and  Steel  Company 94 

Sharon  Steel  Company 253 

Sloss-Sheffield  Steel  and  Iron  Company ...       95 
Teimessee  Coal,  Iron  and  Railroad  Com- 
pany       209 

Trenton  Iron  Company 256 

Troy  Steel  Products  Company 256 

Union  Steel  Company 253, 254 

United  States  Steel  Corporation 13, 

109,269,373-374 
See  also   Output. 

Capitalization,  defined 112 

Steel  Corporation 14, 

37, 112-116, 169-173, 239-251, 323-329, 406 

Steel  Corporation's  subsidiary  companies. .    276, 

277,384,407^14 

theories  of  proper  basis  of Ill 

See  also  Overcapitalization:  Stock,  relation 
to  assets. 

Carnegie,  Andrew,  fear  of,  as  competitor 11, 

105,163,165 

on  manufacture  of  finished  products 10,103 

on  ownership  of  ore 68 

relation  to  consolidation 105,106,163 

suit  of  H.  C.  Frick  against 151-152 

Carnegie  Company  (of  New  Jersey),  acquisi- 
tion by  Steel  Corporation 11,12,17,106 

assets 17-19,116,150-160,167 

capacity 3, 87, 162 

capitalization 17, 80, 85-87, 116, 155, 384 

cost  to  Steel  Corporation 113,162-165,174,385 

merger  with  National  Steel  and  American 

Steel  Hoop  companies 273 

organization 3, 85-87 


Page. 
Carnegie  Company  (of  New  Jersey)— Contd. 

plans  to  manufacture  finished  products 10, 

103-104 

position  in  industry 3,8,11,12,97 

railroad  relations 10, 155, 157-169 

stock,  value  of 20, 170, 174 

Carnegie  Natural  Gas  Company 158,409 

Carnegie  Steel  Company  (Ltd.),  ore  and  coal 

lands 67-68, 76-78 

organization  and  capitalization 64, 65 

profits 160 

value  of  plants 184, 187 

Carnegie  Steel  Company  (New  Jersey),  cap- 
italization   273-274, 276, 277, 408 

capitalization  of  subsidiary  companies..  408-409 
Union  Steel  Company  blast  furnaces  and 

steel  works  leased  to 275 

Carnegie  Steel  Company  (Pennsylvania) .  ..      409 

Cash  bonus  value,  of  ore  lease,  defined 217 

Cement,  output.  Steel  Corporation 267,271 

Chemung  Iron  Company 259 

Chicago,  Lake  Shore  and  Eastern  Railway..      88, 
189,191,410,413 
Clairton  Steel  Company,  acquisition  by  Steel 

Corporation 14, 40, 254-255 

capitalization 276 

coal  and  ore 222, 263, 285 

cost  to  Steel  Corporation 286-288 

Coal,   acquisition   by   iron   and  steel  com- 
panies    2, 66-68, 84 

American  Steel  and  Wire  Company 92 

Carnegie  interests 86, 156, 158 

Clairton  Steel  Company 255 

Federal  Steel  Company 87 

National  Steel  Company 137 

National  Tube  Company 92 

Republic  Iron  and  Steel  Company 94 

Sharon  Steel  Company 263 

Tennessee  Coal,  Iron  and  Railroad  Com- 
pany    256-268 

Union  Steel  Company 253 

United  States  Steel  Corporation 13, 14, 

25, 36, 182, 198-200, 202, 234, 274, 314, 315,376 

depreciation 42, 300,303,307 

mined,  1901-1910 : . . . .     270 

purchases,  1901-1910 263,' 

264,281,282,288,292,312 

value 25, 198-200 

value  raised  by  concentration  of  owner- 
ship    311,315 

Coal  and  Coke  (trade  journal)  on  value  of  coal 

properties 198-199 

Coke,  production,  1901-1910 270, 300-364,3671 

See  also  Coal.  ■  f 

Ck)ke-oven    properties.     Steel    Corporation, 

valuation  of ,  316 

Colorado  Fuel  and  Iron  Company,  organiza-         ^ 

tion  and  capitalization 95, 96 

position  in  industry 4, 64 

Steel  Corporation  tries  to  acquire . .  13, 109, 387, 389 
Commissions.    See  Promoters'   and   under- 
writers' profits.  ' 
Competition,  desire  to  eliminate;  effect  on 

prices  paid  for  properties 286, 322 

desire  to  eliminate;  reason  for  consolidation.        6, 
12, 13, 82, 90, 94, 98, 107, 163-165, 211, 213, 215, 264 
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Competition— Continued.  Page, 
elimination  increases  value  of  natural  re- 
sources. 15,36, 210-215, 242-243, 311, 315, 316, 325 
See  aleo  Merger  value, 
increased  by  integration  and  partial  con- 
solidation  7,8,10,11,99 

relation  to  reasonableness  of  profite 326 

ConnellsviUe  and  Monongabela  Railway 268 

Consolidated  Steel  and  Wire  Company. .  -  6, 65, 176 

Consolidation,  causes  of 4-13, 82-85 

economies  of 5, 83, 84, 99, 100, 108, 274 

See  also  Competition. 

Consolidation  movement 3-4, 63-98 

Continental  Cote  Company 274 

Crucible  Steel  Company  of  America 81, 255 

Cuba,  iron  ore  acquired  by  Pennsylvania 

Steel  Company 96 

iron  ore  acquired  by  Steel  Corporation. . .  374, 381 

Depreciation,  reserve  for,  relation  to  invest- 
ment        308 

Steel  Corporation 24, 

41-43, 52, 292-309, 331, 332, 337, 340, 405 
Tennessee  Coal,  Iron  and  Kaikoad  Com- 
pany   302,303 

Depression,  industrial 5,273 

Discount  rate  on  royalty  for  ore  leases 31, 32,223 

Dismantling  of  plants,  companies  acquired 

by  Steel  Corporation table  facing  p.  107 

Troy  Steel  Products  Company 256 

Dividends,  Steel  Corporation's  ore  railroads-  -      375 

Dock  properties,  Carnegie  Company 159 

Steel  Corporation 25, 36, 197 

Dulutb  and  Iron  Range  Railroad,  acquired  by 

Federal  Steel  Company 87, 89 

capitalization  and  value 189, 191, 192 

profits 123, 374r^75 

Duluth,  Miim.,  new  steel  plant  at 266, 267 

Duluth,  Missabe  and  Northern  Railway,  cap- 
italization and  value 29, 

148-149, 189, 191, 192, 211-212 

extension 268 

owned  by  Rocltefeller  interests 76 

profits 29, 60, 374-376 

Earnings.    See  Profits. 

Easterp  Railway  of  Minnesota 377 

Economies  of  consolidation.  5, 83-84, 99, 100, 108, 274 
Elgin,  Joliet  and  Eastern  Railway,  capitaliza- 
tion   123-124,410 

profits 124 

purchase  by  Federal  Steel  Company 88, 

118,119,123 

value 123-124, 189, 191, 193 

Empire  Steel  and  Iron  Company,  capitaliza- 
tion  -■ 81 

Employees'  bonus  funds,  Steel  Corporation. .      340 
Exports,  Steel  Corporation,  United  States 
Steel  Products  Export  Company  organ- 
ized to  handle 275 

Federal  Steel  Company,  acquisition  by  Steel 

Corporation 12, 106 

assets 19,87-89,117-127,167 

capacity 2,88,162 

capitalization. ...  16, 80, 87-89, 117-127, 276, 384, 408 

of  subsidiary  companies 410 

coke  property  transferred  to  H.  C.  Frick 

Coke  Company 274 


Federal  Steel  Company— Continued.  Page. 

cost  to  Steel  Corporation 113, 174, 385, 397 

position  in  industry 2,97 

preparations  to  manufacture  finished  prod- 
ucts   10,103 

profits 126^127,161 

stock,  value  of. 20,125,170,174 

underwriters'  profits 7, 118, 126, 177, 179, 251 

Fee  ore,  defined 27 

Steel  Corporation,  quantity  and  value  - .  206-228 
See  also  Iron  ore. 
Ferromaneanese,  etc.,  output,  1901-1910.  270, 360-364 

Financiers,  interest  of,  in  consolidation 6, 10 

Frick,  H.  C.  connection  with  Union  Steel 

Company 254 

desire  of  Steel  Corporation  to  eliminate,  as 

competitor 283 

suit  against  Andrew  Carnegie  and  others..  151-152 
Frick,  H.  C,  Coke  Company,  and  subsidiary 

companies,  capital  stock 409, 410, 411 

assets 17, 166-160 

coke  properties  of  Steel  Corporation  trans- 
ferred to 274 

Hecla  Coke  Company  acquired  by 263 

position  in  coke  industry 64,85,86 

profits ' 161 

properties 156, 158, 159 

Gary,  E.  H.,  on  capitalization  of  SteelCorpo- 

ration 240 

on  Steel  Corporation  bond-conversion  plan.      356 
on  Bteel  Corporation's  control  of  iron  ore. .      381 

Gary,  Ind.,  steel  plant 264- 

266,280-281,314,316,332 
Gas,  natural.    See  Natural  gas. 

Gates,  John  W 128 

statement  on  value  of  ore  property 207 

Gentlemen's  agreements 68-75 

Geological  Survey,  United  States,  estimate  of 

iron  ore  in  Lake  Superior  region. 380 

Good  will,  unimportant  in  steel  industry. .  112, 235 
Great  Northern  Railway,  branch  in  Minne- 
sota ore  district 377 

ore  lease. to  Steel  Corporation 46- 

48,260-263,318-323 
Great   Western   Mining   Company,   capital 

stock 409 

lease  of  Great  Northern  ore 260-262, 319 

Gross  receipts.  Steel  Corporation 330, 336 

Hecla  Coke  Company 263 

"Hill"  ore.    ,See  Great  Northern  Railway. 

Hodge  suit  against  Steel  Corporation 21, 

36, 46, 181-183, 234, 264, 376 
Hostctter-ConnellsvUle  Coke  Company 264 

lUinois  Steel  Company,  acquisition  by  Fed- 
eral Steel  Company 87, 88, 118-120 

assets 120-122,183,187 

capitalization 63, 120-122, 410 

ore  and  coal  land 67, 263 

organization 63 

profits 121 

subsidiary  companies,  capital  stock 410 

Income  accoimts,  Steel  Corporation,  1901- 

1910 330-340 

Indiana  Steel  Company,  capital  stock 410 


418 


INDEX. 


Page. 
Industrial  Commission,  testimony  before,  on 

value  of  ore  property 207 
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LETTERS  OF  TRANSMITTAL. 


Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 
Washington,  January  22,  1912. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  II  of  the  Report 
of  the  Commissioner  of  Corporations  on  the  Steel  Industry,  being  in 
the  nature  of  a  preliminary  report  and  dealing  with  the  cost  of  pro- 
duction in  the  steel  industry. 

Respectfully,  Charles  Nagel, 

Secretary. 
The  President. 

Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washington,  January  22,  1912. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  II  of  a  Report 
on  the  Steel  Industry,  made  to  the  President  under  your  direction 
and  in  accordance  with  the  law  creating  the  Bureau  of  Corporations. 
This  is  in  the  nature  of  a  preliminary  report,  and  deals  with  the  cost 
of  production  in  the  steel  industry. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  this  part  the  name  of  Mr.  Francis  Walker,  one 
of  my  assistants. 

Very  respectfully,  Herbert  Knox  Smith, 

Commissioner. 
To  Hon.  Charles  Nagel, 

Secretary  of  Commerce  and  Labor. 


LETTER  OF  SUBMITTAL. 


Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washington,  January  22,  1912. 

Sm;  I  have  the  honor  to  submit  a  report  on  the  cost  of  production 
of  iron  and  steel. 

The  cost  of  steel  making  is  a  basic  industrial  fact,  which  bears  on 
tariff  legislation,  prices  and  profits  in  a  great  industry,  and  the  con- 
centrated control  of  a  great  natural  resource. 

The  Bureau  has  used  the  actual  records  of  companies  covering, 
roughly,  two-thirds  of  the  country's  production  of  iron  and  steel  for 
1902  to  1906.  These  data  are  most  complete.  More  limited  figures 
for  1902  to  1910  make  it  clear  that  these  five-year  figures  substan- 
tially represent  present  conditions  also. 

The  costs  of  the  United  States  Steel  Corporation  for  the  chief 
materials  and  products  are  also  given  for  1910. 

During  1902  to  1906  the  steel  industry  was  based  on  Lake  ore,  but 
very  low  costs  for  Southern  pig  iron  appear  in  the  report. 

"book  costs"  and  "intercompany"  profits. 

Many  of  these  companies  were  highly  "integrated;"  that  is,  they 
linked  up  under  one  control,  through  various  subsidiaries,  ore  mines, 
blastfurnaces,  steel  works,  etc.  Their  "cost  sheets,"  however,  did 
not  correspond  with  this  integration.  The  costs  of  each  subsidiary 
were  shown  as  though  it  were  independent,  and  included  profits  paid 
to  other  subsidiaries.  To  illustrate,  one  subsidiary  of  a  combination, 
operating  blast  furnaces,  would  pay  to  another  subsidiary,  which  mined 
ore,  a  price  for  ore  that  included  a  profit  to  the  ore  company.  This 
price  would,  however,  be  entered  by  the  furnace  company  as  a  part 
of  its  costs.  That  is,  they  were  "book  costs,"  and  they  included  con- 
siderable profits  really  received  by  the  same  interests. 

These  intermediate  profits  are  very  important.  For  example,  the 
average  "book  cost"  of  Bessemer  pig  iron  over  the  five-year  period 
was  $13.89  per  ton.  "Transfer"  profits  were  $1.79,  leaving  a  net 
cost  of  $12.10.  (Gross  tons  are  used  throughout,  except  where  other- 
wise specified.) 

The  Bureau  deducted  these  intermediate  "transfer"  profits  for 
all  the  important  simpler  products.  The  resulting  "revised  cost" 
must,  however,  be  handled  with  great  caution.  The  margin  between 
this  revised  cost  and  the  selling  price  is,  of  course,  much  larger  than 
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the  margin  over  the  "book  cost;"  but,  on  the  other  hand,  that  larger 
margin  must  cover  all  the  stages  of  production,  and  therefore  a  much 
larger  investment.  The  profit  above  the  "book  cost"  of  a  subsid- 
iary is  to  be  applied  simply  to  the  investment  of  that  company.  On 
the  other  hand,  the  profit  above  the  revised  cost  of  an  integrated 
company,  carrying  through  many  stages  of  production,  must  he  set 
against  that  entire  investment. 

The  Bureau  has  presented  the  cost  data,  combined  for  a  number 
of  companies,  in  two  forms  for  each  product:  (1)  It  gives  first  the 
average  book  cost  thereof;  (2)  it  has  then  deducted  the  average 
intermediate  "transfer"  profits,  thus  showing  the  revised  cost. 

One  of  these  companies,  the  United  States  Steel  Corporation  (here- 
after referred  to  as  the  Steel  Corporation),  has  also  large  intercom- 
pany profits  on  transportation,  chiefly  in  carrying  its  ore  on  its  own 
railroads.  In  the  Steel  Corporation's  costs,  which  are  given  later, 
these  "transportation"  profits  are  also  deducted;  but  not  here. 
Only  the  Steel  Corporation  has  such  profits  to  any  considerable 
degree,  and  to  deduct  them  in  the  present  combined  figures  would 
give  an  average  for  all  companies  which  would  be  true  neither  for 
the  Steel  Corporation  nor  for  the  other  concerns. 

Cumulative  effect  of  cost  of  ore. — A  fundamental  fact  is  the 
cost  and  profit  on  ore.  Ore  is  the  raw  material  for  iron  and  steel,  and 
its  costs  have  an  underlying  and  cumulative  effect  through  all  stages 
of  production  and  ultimately  on  the  prices  of  the  finished  product. 
The  report  shows  that  there  were  liigh  intermediate  profits  on  ore 
going  into  pig  iron,  with  marked  cumulative  effect  on  all  finished 
products. 

COST  OF  STEEL  RAILS. 

It  is  impossible  to  give  here  the  detailed  cost  figures  of  the  full 
report.  Simply  the  general  principles  are  stated,  the  nature  of  the 
information,  and  its  more  striking  relations  to  the  public  interest. 
An  illuminating  view  of  costs  in  general,  however,  can  be  had  from 
an  outline  of  steel-rail  production  and  costs. 

Starting  with  the  chief  raw  materials,  ore  and  coke,  the  "book 
cost"  of  ore  for  the  five-year  period  was  $2.64.  The  only  "transfer" 
profit  in  the  cost  of  ore  itseK  was  an  intercompany  royalty  of  $0.02 
per  ton,  leaving  a  net  average  cost  of  ore  of  $2.62. 

For  Connellsville  coke,  the  principal  kind  used,  the  cost  was  $1.43 
(net  ton),  with  no  intermediate  profits. 

Passing  now  to  the  next  step,  Bessemer  pig  iron.  Intermediate 
profits  in  ore  and  in  coke,  as  they  go  into  pig  iron,  are  large.  Fur- 
thermore, these  costs,  profits,  and  freights  to  the  furnace  are  multi- 
plied because  it  takes  about  1.8  tons  of  Bessemer  ore  and  over  1  net 
ton  of  coke  for  1  ton  of  pig  iron.     The  average  book  cost  of  the  ore 
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[or  1  ton  of  pig  iron  was  $7.36;  coke,  $3.81;  and  limestone,  $0.43. 
The  so-called  "cost  above  materials,"  necessary  for  converting  that 
ore  into  pig  iron,  was :  Labor,  $0.73;  other  operating  cost,  $0.80;  and 
depreciation  and  general  expense,  $0.76.  The  total  makes  a  book 
cost  of  pig  iron  of  $13.89.  Taking  out  now  the  transfer  profit,  $1.79, 
there  is  left  a  net  cost  of  $12.10. 

Advancing  to  Bessemer  rail  ingots,  there  appears  a  book  cost  of 
117.59.  All  the  preceding  intermediate  profits,  however,  have  been 
carried  forward  in  the  book  cost  of  the  raw  material,  pig  iron.  Thus, 
the  total  "transfer"  profits  for  ingots  were  $1.84,  leaving  a  net  ingot 
cost  of  $15.75. 

For  heavy  Bessemer  rails,  finally,  the  book  cost  was  $21.27. 
This  is  based  on  the  book  cost  of  ingots.  The  final  transfer  profits 
were  $2.47.  Deducting  these  leaves  $18.80  as  the  revised  cost.  The 
total  difference  is  thus  a  very  considerable  amount.  About  one-fourth 
of  this  revised  cost  was  for  labor  in.  all  stages  of  production,  as 
appearing  directly  in  the  cost  sheets. 

In  the  text,  the  general  principles  and  form  of  presentation  for 
other  products  are  the  same  as  for  rails. 

Rail  investment. — The  relation  of  these  integration  profits  to 
entire  integration  investment  may  be  roughly  illustrated  here.  The 
price  of  Bessemer  steel  rails  has  been  fixed  for  over  10  years  at 
about  $28  a  ton.  The  cost,  ehminating  transfer  (but  not  transporta- 
tion) profits,  is  $18.80  per  ton.  This  leaves  a  margin  of  $9.20. 
The  total  mining  and  manufacturing  investment  (excluding  trans- 
portation properties)  actually  behind  this  steel-rail  production,  from 
Die  to  rails,  is  from  $80  to  $55  a  ton.  On  this  investment  the  margin, 
J9.20,  represents  a  profit  of  from  about  11  to  17  per  cent.  The 
margin  between  revised  cost  and  price  must  in  this  way  be  distrib- 
uted over  the  entire  investment  thus  attributable  to  the  product  in 
question. 

Large  and  small  companies — Billets. — A  significant  fact  is  the 
lifference  between  the  costs  of  large  companies,  wlfich  are  well  inte- 
grated, and  small  companies,  which  are  not.  A  good  example  here  is 
Bessemer  billets.  In  this  product  intermediate  profits  have  also  accu- 
nulated  through  ore,  coke,  pig  iron,  etc.  For  the  group  of  large 
companies  the  book  cost  of  biUets  was  $19.89;  for  small  companies, 
S22.54.  The  difference  was  $2.65.  But  now  taking  out  transfer 
)rofits,  the  cost  for  large  companies  was  $17.56,  and  for  small  com- 
)ames  $21.69,  a  difference  of  $4.13  between  the  two.  The  large  com- 
)anies  represented  here  included  the  Steel  Corporation,  the  Eepubhc, 
jackawanna,  and  Jones  &  LaughUn  steel  companies. 

Part  of  this  difference  in  favor  of  large  companies  must,  of  course, 
over  a  greater  investment,  due  to  higher  integration;  part  is  due  to 
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superior  efficiency  resulting  from  such  integration;  but  part  repre- 
sents also  monopolistic  control,  especially  in  ore. 

In  so  far  as  this  difference  means  a  larger  per  cent  of  return  on 
each  dollar  of  investment,  it  is  a  real  difference  in  industrial  position 
between  the  two  groups.  This  difference  must  be  considered  in  any 
pubhc  action  affecting  both  classes  of  companies. 

Other  products. — The  Bureau  has  not  attempted  to  revise  these 
costs  beyond  the  simpler  finished  products.  As  the  elaboration 
increased,  the  difficulties  of  revision  increased  disproportionately. 
The  chief  intermediate  profits,  however,  are  in  the  raw  materials, 
ore  and  coke,  and  certainly  largely  included  in  the  pig  iron.  Accord- 
ingly, they  are  necessarily  carried  forward  into  all  finished  steel 
products. 

A  broad  survey  of  "book  costs"  of  steel  products  can,  however, 
be  obtained  from  the  following  table.  These  costs  have  not  ieen  re- 
vised, and  therefore  include  considerable  transfer  profits. 

UNREVISED  BOOK  COSTS. 


Products. 

Total 
cost. 

]*roducts. 

Total 
cost. 

Open-hearlh  billets 

$20.87 
21.82 
26.52 
28.12 

J27.21 

Universal  plates 

Bright  coarse  wire  (net  tons) 

29.12 

39.37 

71.23 

INTEGRATION    COSTS    OF    UNITED    STATES    STE-EL    CORPORATION. 

For  the  foregoing  combined  costs  of  a  number  of  concerns  the 
Bureau  computed  the  revised  costs.  But  for  the  Steel  Corporation 
the  Bureau  received,  from  the  Corporation  itself,  its  book  costs  of 
various  products  and  the  record  which  it  kept  of  its  own  intermediate 
profits  on  such  products  for  the  year  1910. 

Its  intermediate  profits  are  the  highest  and  its  net  costs  are  the 
lowest.  This  fact,  and  its  unique  character  and  dominating  position, 
make  the  costs  of  this  Corporation  a  matter  of  public  importance. 

The  Steel  Corporation  is  by  far  the  most  highly  integrated  concern 
in  the  industrj^.  It  not  only  makes  pig  iron,  steel,  and  most  of  the 
various  rolled  products,  besides  some  more  elaborated  articles,  but  it 
also  mines  its  own  ore  and  coal,  produces  its  own  coke,  and  does  all 
this  more  completely  than  any  competitor.  Finally,  it  links  up  its 
ore  mines  with  its  furnaces  by  its  own  rail  and  vessel  lines  and  dock 
companies.  In  its  control  of  ore  railroads,  both  north  and  south  of 
the  Lakes,  it  stands  in  a  class  by  itself.  For  this  reason  its  "trans- 
portation" profits,  as  well  as  transfer  profits,  are  here  deducted  to 
show  its  net  or  "integration"  costs. 
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The  results  of  this  integration  and  of  the  Corporation's  position  in 
the  industry  are  shown  by  its  total  integration  costs,  as  follows : 

Integration  cost  of  ore,  when  mined  and  transported  to  lower  Lake 
ports,  $2.40.     The  book  cost  was  $2.88. 

Bessemer  pig  iron,  integration  cost,  $10.21.  The  book  cost  was 
$14.39.  Included  in  both  cases  is  an  item  of  general  expense  and 
depreciation — "additional  costs" — approximated  at  $0.50. 

Bessemer  rail  ingots,  integration  cost,  $12.77.  Book  cost,  $17.45. 
(Including  in  both  cases  "additional  costs"  approximated  at  $0.60.) 

Heavy  standard  Bessemer  rails,  integration  cost,  $16.67.  Book 
cost,  $21.53.  (Including  in  both  cases  "additional  costs"  approx- 
imated at  $1.30.)  The  difference  here,  $4.86,  is  about  equally 
divided  between  transportation  profit  and  transfer  profit.  This 
division  for  rails  gives  a  general  idea  of  the  importance  of  transpor- 
tation profits. 

These  integration  costs  are  the  lowest  in  the  domestic  industry. 
They  can  not,  however,  be  compared  with  the  combined  figures  pre- 
viously given  for  1902  to  1906,  because  of  the  difference  in  the  kinds 
of  profit  eliminated,  the  difference  in  dates,  and  the  difference  in 
companies. 

The  intermediate  profits  which  were  eliminated  to  reach  these  low 
costs  are  the  largest  per  ton  in  the  industry.  But  they  must  be  set 
against  the  most  extensive  investment  per  ton  of  product.  The  mar- 
gin between  these  costs  and  selling  prices  must  cover  a  return  on  all 
the  agencies  of  mining,  transportation,  and  manufacture,  from  the  ore 
and  coal  to  the  finished  product. 

PROFITS    ON   EAILROADS    AND    ORE    RESERVES. 

The  most  significant  profits  were  those  on  ore  and  on  railroad  trans- 
portation. In  so  far  as  the  Steel  Corporation  enjoys  monopolistic 
power,  it  lies  chiefiy  in  these  two  factors. 

The  Bureau's  revisions  indicate  a  rate  of  profit  of  about  10  per  cent 
(for  the  period  1902  to  1906)  on  the  average  total  investment  of  the 
Steel  Corporation  in  ore  (as  estimated  by  the  Bureau  in  Part  I  of  this 
report,  already  issued) .  Whether  such  a  rate  of  return  isTeasonable  in 
itself  is  not  of  first  importance.  The  essential  fact  is  that  10  per  cent 
profit  is  earned  on  the  whole  ore  holding.  Thus,  while  earning  10  per 
cent,  the  Steel  Corporation  can  also  carry  a  vast  ore  reserve  far  in  excess 
of  its  present  requirements  and  so  large  as  to  have  distinctly  monopo- 
listic features,  can  exercise  on  the  entire  industry  the  undefined  but  real 
power  that  such  concentration  of  the  ultimate  resource  must  give,  and 
can  assure  itself  of  the  certain  increment  of  value  that  will  inevitably 
occur  with  the  diminishing  of  our  available  ore  supply  so  long  as 
the  existing  conditions  of  concentration  are  allowed  to  continue. 
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The  ore  rates  on  its  two  ore  railroads  have  been  excessive.  In 
so  far  as  they  exceed  a  reasonable  return,  they  not  only  benefit  the 
Corporation  by  a  high  profit  on  the  ore  of  other  shippers,  but  corre- 
spondingly handicap  the  business  of  such  competitors,  who  must 
ship  over  these  roads.  These  rates  were  reduced  in  November,  1911. 
Such  control  of  public  agencies  of  transportation  by  an  industrial 
corporation  carries  with  it  just  such  possibiUties  of  abuse,  and  raises 
the  question  whether  the  pubUc  interest  in  this  industry  does  not 
require  a  segregation  of  the  ore  railroads  of  the  Steel  Corporation. 
Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner  of  Corporations. 
The  President. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  THE  STEEL  INDUSTRY. 


Part  n — COST  OF  PRODUCTION  (PRELEMINABY  REPORT). 


CHAPTER  I. 

SUMMARY  OF  RESUITS. 

Certain  salient  points  are  brought  out  by  this  investigation  of  costs. 
These  points  will  be  discussed  in  detail,  but  for  convenience  are  here 
stated  in  summary  form,  as  follows: 

1.  That  cost  statements  for  iron  and  steel  products  vary  greatly  on 
account  of  differences  in  scope  of  operations  and  in  legal  organiza- 
tion and  accounting  methods  of  different  companies.  Therefore,  the 
statement  and  use  of  such  cost  data  require  the  most  careful  discrim- 
ination. 

2.  That  the  "book  costs"  of  highly  integrated  concerns  (that  is, 
those  companies  which  Hnk  up  under  one  control  successive  stages  of 
production  of  materials  and  finished  commodities)  are  not  net  costs, 
because  they  include  large  items  of  intermediate  profit.  These 
profits  occur  as  the  materials  pass  from  one  stage  of  production 
to  another,  because  these  materials  are  transferred  from  one  depart- 
ment or  subsidiary  to  another  at  market  prices  or  at  arbitrary 
"transfer"  prices,  iastead  of  at  cost. 

3.  That  the  average  costs  differed  greatly,  according  as  such  inter- 
mediate profits  were  included  or  excluded.     For  example: 


Products. 


Cost  in- 
cluding all 
intermedi- 
ate profiis. 


Cost  ex- 
cluding in- 
termediate 

transfer 
proHts  on 
materials.^ 


Lake  ore 

Bessemer  pig  iron 

Large  Bessemer  billets . 
Bessemer  standard  rails 


$2.64 
13.89 
20.11 
21.27 


$12. 10 
17.90 
18.80 


'  This  cost  does  not  exclude,  however,  transportation  profits,  which  are  considerable  in  amount  for  the 
Steel  Corporation,  as  explained  later.    (See  p.  70.) 
•No  difference  except  lor  a  trifling  amount  of  Jiiteroompany  royalty. 
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The  above  are  average  costs  for  companies  having  a  very  large  pro- 
portion of  the  total  production  in  the  United  States  for  the  five 
years  1902  to  1906. 

4.  That  if  all  these  companies  are  divided  into  two  groups — large 
companies  which  were  all  highly  integrated,  and  small  companies 
which  generally  were  not  well  integrated — the  average  costs  of  the 
two  groups  differed  decidedly.  These  differences  were  more  marked 
when  intermediate  profits  were  excluded.     For  example: 


Products. 


Lake  ore 

Bessemer  pig  Iron 

Large  Bessemer  billets. , 
Bessemer  standard  rails 


Cost  including  all 
intermediate 
profits. 


Large 
com- 
panies. 


S2.67 
13.86 
19.89 
21.27 


Small 
com- 
panies. 


n2.49 
14.27 
22.54 


Cost  excluding  in- 
termediate trans- 
fer profits  on  ma- 
terials ' 


Large 
com- 
panies. 


(•) 

111.  93 
17.66 
18.80 


Small 
com- 
panies. 


(•) 

$14.21 
21.69 


i  This  cost  does  not  exclude,  however,  transportation  profits,  which  are  considerable  in  amount  for  the 
Steel  Corporation,  as  explained  later.    (See  p.  70.) 

2  See  pp.  46-47. 

3  No  difference  escept  for  a  trifling  amount  of  intercompany  royalty. 

These  differences  between  the  two  groups  are,  of  course,  largely  due 
to  the  fact  that  the  more  steps  in  production  controlled  by  one  concern 
the  more  intermediate  profits  go  to  that  concern,  instead  of  being  paid 
to  outsiders.  Accordiagly,  when  intermediate  profits  are  excluded, 
the  net  cost  for  an  integrated  concern  is  less  than  for  one  not  so  highly 
integrated.  It  should  be  observed  that  the  above  cost  figures  show 
costs  simply  exclusive  of  transfer  profits  on  materials,  and  not  exclu- 
sive of  transportation  profits.  Such  transportation  profits  are 
earned  by  certain  large  companies,  and  above  all  by  the  Steel  Cor- 
poration. 

5.  That  while  highly  integrated  concerns  have  a  lower  net  cost 
than  nonintegrated  concerns,  and  therefore  a  higher  margin  (not  rate) 
of  profit  between  costs  and  prices,  yet,  on  the  other  hand,  being  so 
integrated,  they  have  a  larger  investment  to  be  covered  by  tliis  mar- 
gin of  profit  over  net  cost. 

6.  That  the  costs  for  this  period  (1902  to  1906,  inclusive)  are  sub- 
stantially representative  of  present  conditions.  This  is  shown  by  a 
comparison  of  costs  for  a  number  of  important  selected  plants  for 
several  products  from  1902  to  1906,  inclusive,  and  for  1910. 

7.  That  the  United  States  Steel  Corporation  has  a  special  advan- 
tage in  cost  of  production  on  accoimt  of  its  more  complete  integrar 
tion,  particularly  in  producing  all  the  ore  and  coke  it  uses,  and  in 
having  raihoads  for  ore  transportation,  which  branches  of  its  business 
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yield  great  profits.  The  costs  of  the  Steel  Corporation  are  especially 
reduced  if  these  intermediate  profits  are  excluded,  as  is  shown  by 
the  following  examples  for  1910: 


Products. 


Lake  ore 

Bessemer  pig  iron 

Bessemer  standard  rails 


Integrated  cost 
excluding  in- 
tercompany- 
profits  on  mate- 
rials  and  trans- 
portation. 


$2.40 
10.21 
16.67 


In  considering  these  integration  costs  of  the  Steel  Corporation  the 
much  more  extensive  and  diversified  investment  of  that  company 
should  also  be  taken  account  of.  The  importance  of  this  investment 
factor  is  clearly  brought  out  in  this  report. 

8.  That  the  indicated  investment  per  ton  of  product  for  Bessemer 
steel  rails  for  the  period  1902  to  1906,  taking  conditions  of  business 
then  prevailing,  ranged  from  $80  to  $55  per  ton  of  rails.  On  the 
basis  of  a  price  of  $28  per  ton  of  rails  the  profit  for  all  companies 
whose  costs  (excluding  transfer  profits  only)  are  shown  above  ($18.80 
per  ton)  would  be  from  11  to  17  per  cent  on  the  investment. 

9.  That  the  prices  of  Lake  ore  have  been  kept  for  many  years  at 
an  unreasonably  high  level  compared  with  the  cost  of  production  and 
the  cost  of  the  investment  in  the  producing  ore  properties.  Conse- 
quently, integrated  concerns,  transferring  such  ore  to  the  pig-iron 
producing  departments  of  the  business  at  those  high  prices,  necessa- 
rily show  an  unduly  high  book  cost  for  pig  iron  and  for  various  steel 
products  made  from  pig  iron. 

10.  That  this  policy  in  regard  to  ore  prices  has  two  important  results. 
For  companies  selling  ore  it  tends  to  make  remunerative  the  invest- 
ment in  vast  ore  reserves  which  are  not  at  present  utilized,  and  to 
unduly  enhance  the  value  of  such  properties.  It  also  tends  to  make 
the  co§t  of  iron  ore  excessively  high  to  companies  which  must  pur- 
chase it  in  the  open  market,  and  thus  prevents  them  from  becoming 
effective  competitors  in  pig  iron  or  in  steel  products  made  therefrom. 


CHAPTER  II. 
THE  COST  PROBLEM  AND  SCOPE  OF  REPORT. 

Section  1.  The  importance  of  costs  of  production. 

The  question  of  the  cost  of  production  is  obviously  of  great  public 
interest  in  connection  with  industries  which,  Hke  the  steel  industry, 
enjoy  the  benefit  of  protective  tariff  duties.  It  is  also  important  in 
connection  with  profits,  particularly  with  respect  to  the  profits  made 
in  the  several  branches ;  that  is,  for  ore,  pig  iron,  and  various  prod- 
ucts of  steel.  This  matter  is  of  special  significance  because  the 
steel  industry  is  based  on  a  natural  resource  the  control  of  which  is 
characterized  by  certain  monopolistic  features. 

As  the  various  iron  and  steel  making  enterprises  differ  in  their 
control  of  such  natural  resources,  their  costs  and  profits  likewise 
naturally  show  large  differences.  The  concern  which  enjoys  very 
large  profits  in  a  prior  stage  of  the  business  which  are  not  enjoyed 
by  a  competitor,  even  though  their  subsequent  costs  for  similar  prod- 
ucts are  substantially  equal,  is  able  to  put  such  competitor  at  a 
great  disadvantage. 

Section  2.  Problem  of  stating  costs  of  production. 

Production  costs  of  various  iron  and  steel  products  and  of  the 
several  raw  materials  differ  widely  for  different  concerns,  not  only 
on  account  of  the  ordinary  variations  in  skill  or  good  fortune  in 
management,  advantages  in  location,  investment,  etc.,  but  also 
particularly  because  of  the  following  two  factors: 

1.  Differences  in  scope  of  operations  or  degree  of  integration. 

2.  Differences  in  legal  organization  and  accounting  practice. 

Differences  in  scope  of  operations  or  integration. — The  dif- 
ferences in  scope  of  operations  of  different  concerns  are  a  fundamental 
fact  which  affects  the  net  or  absolute  costs  of  production.  Some  con- 
cerns are  highly  "integrated;"  that  is,  their  operations  cover  the 
production  (and  sometimes  even  tlie  transportation)  of  the  raw  mate- 
rials, and  the  succeeding  stages  of  manufacture  of  crude  and  finished 
products.  Other  concerns  are  not  integrated  at  all,  or  only  in  a 
comparatively  small  degree.  Such  concerns  must  therefore  pur- 
chase raw  materials — as,  for  example,  ore  and  coke  for  making  pig 
iron,  from  other  producers  at  prices  which  are  generally  considerably 
higher  than  the  cost  of  producing  them.  Other  things  being  equal, 
the  integrated  enterprise  has  therefore  a  lower  cost  of  production 
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than  the  nonintegrated  enterprise.     On  the  other  hand,  it  has  also, 
of  course,  a  larger  investment. 

It  is  absolutely  essential  to  keep  this  investment  factor  clearly  in 
mind  in  any  study  of  costs.  This  point  can  hardly  be  overempha- 
sized. Costs  and  prices  by  themselves  afford  no  criterion  whatsoever 
for  judging  profits  unless  the  extent  of  the  investment  is  also  taken 
into  consideration;  that  is,  if  a  company  is  highly  integrated,  so 
that  its  business  extends  over  a  large  number  of  steps  in  the  produc- 
tion of  steel,  its  profits  must  also  extend  over  all  its  investment  in 
those  various  processes,  and  should  be  commensurate  with  such 
investment. 

DiFFEKENCES     IX     LEGAL    OEGANIZATION    AND    ACCOUNTING    PEAC- 

TiCE. — The  legal  organization  of  enterprises  has  often  a  very  impor- 
tant effect  Qn  the  book  costs  of  production,  particularly  if  such 
enterprises  are  highly  integrated.  Concerns  which  embrace  mining 
operations,  transportation,  and  manufacturing  frequently  organize 
separate  companies  for  these  different  branches.  Sometimes  the 
laws  require  such  separation  in  legal  organization,  as,  for  example,  for 
railroads  and  certain  mining  enterprises.  Under  such  conditions  it 
is  usually  the  case  that  the  products  or  services  are  sold  by  one  sub- 
sidiary to  another  subsidiary  at  prevailing  market  prices,  or  at  arbi- 
trary "transfer"  prices,  which  ordinarily  include  a  profit  over  and 
above  the  actual  cost  to  the  first  concern.  Hence,  from  the  stand- 
point of  the  accounts  of  the  subsidiary  company,  it  is  of  course  neces- 
sary to  include  the  prices  thus  paid  in  its  own  general  profit  and  loss 
accounts,  and  likewise,  therefore,  in  its  cost  accounts,  which  when 
correctly  kept  are  an  integral  part  of  the  profit  and  loss  accounts. 
If  these  several  branches  of  the  concern  were  put  under  the  direct 
operation  of  one  company,  there  would  be  no  necessity  for  charging 
ma,rket  prices  instead  of  actual  costs.  Nevertheless,  this  is  some- 
times done.  For  example,  a  company  making  pig  iron,  crude  steel, 
.and  finished  steel  products  may  transfer  its  pig  iron  from  its  blast 
furnaces  to  its  steel-making  department  at  a  price  which  includes  a 
profit,  just  as  though  it  were  selling  it  to  some  outside  interest.  While 
of  course  this  increases  the  book  cost  of  making  steel  on  the  cost 
accounts  of  the  steel  department,  obviously  it  does  not  increase  the 
real  cost  to  the  company  as  a  whole. 

The  costs  as  kept  by  the  various  subsidiaries  of  an  integrated 
organization  may,  for  convenience,  be  referred  to  as  "book  costs"  as 
distinguished  from  revised  costs,  from  which  the  intermediate  or 
so-called  "intercompany"  profits  have  been  eliminated. 

The  differences  in  cost  due  to  the  legal  organization  of  a  given 
concern,  or  group  of  productive  activities  which  belong  to  a  single 
private  interest  or  group,  or  to  merely  technical  differences  in  methods 
of  cost  accounting,  are,  however,  of  little  public  interest,  and  their 
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elimination  shows  what  the  costs  are  for  a  given  enterprise  taken  as 
a  whole,  and  this  is  much  more  significant.  In  fact,  this  is  the  only- 
satisfactory  way  of  reaching  a  real  or  significant  cost  in  the  steel 
industry  as  it  now  exists.  Obviously  costs  which  are  affected  by 
legal  or  arbitrary  divisions  of  one  business  are  likely  to  be  more  or 
less  artificial. 

It  is  evident  that  the  problem  of  cost  of  production  embraces 
two  stages  of  discussion — (1)  book  costs,  the  costs  as  shown  by  the 
accounts  of  the  companies,  and  (2)  net  costs,  i.  e.,  the  costs  after  the 
elimination  of  intermediate  profits. 

Section  3.  Significance  of  investment. 

In  whatever  form  the  costs  of  a  concern  are  stated,  the  signifi- 
cance of  the  cost  and  of  the  margins  between  cost  and  selling  price 
can  not  be  fully  appreciated  without  taking  into  account  the  invest- 
ment in  plant  and  other  capital  utilized  in  that  part  of  the  produc- 
tion for  which  the  cost  is  stated.  Thus,  in  the  case  of  a  concern 
comprising  in  a  single  organization  ore  mines,  coke  works,  and  blast 
furnaces,  the  cost  accounts  for  pig  iron  may  represent  the  net  cost, 
without  any  allowance  for  profit  on  the  ore  or  coke.  Therefore  the 
margin  between  such  cost  and  the  selling  price  of  pig  iron  would 
constitute  the  return  on  the  investment,  not  only  on  the  blast  furnaces, 
but  also  on  the  ore  mines  and  coke  works.  On  the  other  hand,  in 
the  case  of  an  enterprise  having  separate  companies  for  each  of 
these  stages  of  production,  the  margin  between  its  book  cost  and  the 
selling  price  of  pig  iron  would  state  the  return  on  the  investment  for 
blast  furnaces  only,  because  the  blast-furnace  company  would  take 
over  the  ore  and  coke  at  a  price  that  would  pay  a  profit  to  the  ore 
and  coke  companies.  Assuming  that  in  each  instance  the  technical 
conditions  are  similar,  and  the  operations  are  conducted  with  equal 
efficiency,  it  is  obvious  that  there  should  be  a  larger  margin  in  the 
case  of  the  first  company  than  in  the  case  of  the  second. 

If  these  intermediate  profits  were  known  to  represent  simply  a  fair 
return  on  the  investment,  there  would  be  perhaps  no  necessity  for 
eliminating  them  (except  for  the  reason  that  not  all  companies  have 
their  costs  computed  on  the  same  basis).  The  conditions  of  compe- 
tition, and  particularly  with  respect  to  the  exploitation  of  natural 
resources  and  the  control  thereof,  might  conceivably  be  such  that  it 
could  be  safely  assumed  that  the  profits  were  reasonable. 

As  a  matter  of  fact,  however,  the  profits  in  certain  branches  of  the 
business,  notably  in  the  production  of  Lake  ore,  are  regarded  by  the 
Bureau  as  unreasonably  high.  This  is  largely  due  to  monopohstic  con- 
trol of  production  and  to  price  understandings  among  ore  producers. 
Hence,  the  only  satisfactory  way  to  present  the  costs  of  pig  iron  and 
products  made  therefrom  is  to  eliminate  any  profit  on  ore  which  enters 
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therein,  and  then  to  present  such  data  as  are  available  for  judging 
what  a  reasonable  profit  would  be. 

Investment  has  an  important  relation  to  cost  and  the  margin  of 
profit  in  another  way,  namely,  where  the  costs  of  two  concerns  for  a 
given  product  start  on  the  same  basis  with  respect  to  the  degree  of 
integration  of  the  enterprise  but  where  one  concern  has  invested 
in  plant  and  equipment  a  much  greater  amount  of  capital  than 
another  concern  of  equal  capacity,  with  a  view  to  reducing  its 
operating  costs,  as,  for  instance,  in  the  introduction  of  labor-saving 
devices.  In  this  case  also  the  margin  between  cost  and  price  tends 
to  be  larger,  and  must  necessarily  be  larger,  in  order  to  afford  an  equal 
rate  of  return  to  the  increased  investment. 

Section  4.  Scope  of  the  cost  statements  in  this  report. 

The  cost  data  obtained  by  the  Bureau  and  the  cost  statements 
presented  in  this  report  may  be  divided  into  three  parts : 

(1)  Cost  statements  for  the  years  1902  to  1906,  inclusive,  which 
relate  to  a  very  large  proportion  of  the  total  production  of  the  United 
States  for  the  chief  raw  materials  and  products  of  the  iron  and  steel 

■  industry. 

(2)  Cost  statements,  showing  comparative  costs,  for  the  years  1902 
to  1906,  inclusive,  and  for  1910,  for  the  chief  raw  materials,  and  for 
pig  iron,  and  selected  steel  products,  at  a  number  of  typical  and 
important  plants.  For  ore  the  average  costs  are  shown  for  the  years 
1902  to  1910,  inclusive. 

(3)  Cost  statement  for  the  year  1910  for  the  Steel  Corporation,  for 
the  chief  raw  materials,  pig  iron,  and  certain  steel  products. 

The  first  statement  gives  a  broad  view  of  the  costs  in  the  industry 
as  a  whole  over  a  considerable  period  of  time.  On  account  of  its 
elaborate  character  it  was  impracticable  to  bring  it  down  to  date. 
It  shows  the  costs  as  given  on  the  books  of  account  for  raw  mate- 
rials, pig  iron,  and  selected  steel  products.  It  shows  also  the  costs 
after  the  elimination  of  intermediate  transfer  profits  (but  not  inter- 
mediate transportation  profits;  see  p.  70),  with  respect  to  raw 
materials,  pig  iron,  and  selected  steel  products.  It  also  distinguishes 
the  costs  of  the  larger  and  well-integrated  companies  (for  which  such 
profit  eliminations  are  important)  from  the  costs  of  the  smaller  com- 
panies. 

The  second  statement  shows  the  relative  position  of  costs  as  between 
1902  to  1906  and  1910.  Although  not  representative  of  the  average 
costs  for  the  industry  as  a  whole,  it  affords  a  fair  basis  for  determining 
whether  ther£  have  been  any  essential  changes  in  the  conditions  of 
production  in  recent  years  which  would  affect  the  representative  char- 
acter of  the  average  costs  for  1902  to  1906  given  in  the  first  statement. 
As  this  statement  is  used  for  comparative  purposes  only,  the  costs  are 
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shown  as  given  on  the  books  of  account  without  the  elimination  of 
intermediate  profits.  Its  value  for  comparisons  hes  not  so  much  in 
the  final  costs  of  the  manufactured  products  as  La  the  costs  of  raw 
materials  (ore  and  coke)  and  in  the  "cost  above  materials"  of  manu- 
factured products.  The  term  "cost  above  materials"  is  the  technical 
term  for  all  the  operating  costs  except  the  raw  material  used  in  the 
process  in  question,  and  will  be  used  in  that  sense  in  this  report. 

The  third  statement  shows  the  position  of  the  United  States  Steel 
Corporation  in  1910  with  respect  to  cost  of  production.  The  costs 
of  this  company  are  given  as  shown  by  the  books  of  account,  and  also 
after  the  elimination  of  approximate  intercompany  profits,  as  shown 
by  the  records  of  the  Corporation.  In  this  case  intermediate  trans- 
portation profits  on  materials  as  weU  as  transfer  profits  are  elimi- 
nated. The  costs  of  the  Steel  Corporation  are  the  only  ones  given 
for  an  individual  company,  and  this  distinction  is  made  simply  on 
account  of  its  unique  position  in  the  industry,  particularly  with 
respect  to  the  supply  of  raw  materials  and  the  facilities  for  trans- 
porting them. 

The  Bureau  made  a  comprehensive  investigation  into  the  costs  of 
the  raw  materials  and  finished  products  of  the  iron  and  steel  industry 
in  the  United  States,  the  principal  results  of  which  are  presented  in 
this  report.  It  also  attempted  to  get  similar  costs  of  manufacture 
in  the  chief  foreign  producing  countries,  but  while  much  information 
of  a  general  character  was  obtained  relating  to  the  subject  it  was 
found  impossible  to  obtain  any  comprehensive  information  as  to  the 
costs  as  shown  directly  on  the  books  of  account. 

The  cost  sheets  and  other  statements  relating  thereto  which  were 
furnished  by  the  concerns  whose  costs  are  discussed  in  this  report 
were  verified  by  an  examination  of  their  books  of  account. 


CHAPTEE  III. 

AVERAGE  BOOK  COSTS  OF  CHIEF  RAW  MATERIALS  AND  PROD- 
UCTS OF  IRON  AND  STEEL,  1902-1906. 

Section  1,  Extent  and  cliaracter  of  data. 

The  first  of  the  two  forms  of  statement  for  1902  to  1906  is  now  to 
be  presented,  that  of  the  book  costs.  The  cost  data  for  this  period 
cover,  with  but  few  exceptions,  from  70  to  90  per  cent,  or  more,  of 
the  total  United  States  production  of  the  respective  products  dis- 
cussed, as  follows : 

Table  1.— COMPARISON  OF  TONNAGES  OF  PRODUCTION  OF  SPECIFIED  RAW  MATE- 
RIALS AND  PRODUCTS  COVERED  BY  THE  COST  STATEMENTS,  WITH  TOTAL  TON- 
NAGES PRODUCED  IN  THE  UNITED  STATES,  1902-1906.1 

[Gross  tons.] 


Products. 


Totalton- 
nage  pro- 
duced in  the 
United 
States. 


Total  tonnage 
covered  by 
cost  state- 
ments. 


Per 
cent 
covered 
by  cost 
state- 
ments. 


Lake  Superior  ore 

Total  ore 

Coke  (net  tons) 

Bessemer  pig  iron 

Basic  pig  iron 

Total  pig  iron  (including  ferro  and  Spiegel).. 

Bessemer  ingots 

Basic  open-hearth  ingots 

Total  steel  ingots 

Large  and  small  Bessemer  billets ' 

Heavy  steel  rails ' 

Plates  and  sheets 

Structural  shapes , 

Wire  rods , 

Black  plates  (included  in  plates  and  sheets).. 
Tin  and  teme  plates , 


144, 
188, 
142, 
55, 
15, 
100, 
48, 
30, 
83, 


950,375 
493,634 
969,463 
729,369 
686,273 
627, 103 
706, 135 
946,392 
766,238 


291,041 
400,858 
124,576 
467,078 
412,630 
369,270 


106, 
126, 
72, 
51, 


268,728 
980,827 
963,407 
902,699 
673,639 
333,636 
686,761 
731,706 
228,009 
594, 739 
020,303 
670,397 
417,872 
867,310 
091,616 
714,464 


73.3 
67.4 
51.0 
93.1 
61.0 
67.9 


98.1 
69.3 
62.0 
81.2 
86.7 
72.4 


'  The  figures  of  production  in  the  United  States,  except  in  the  case  of  ore  and  coke,  are  those  reported 
by  the  American  Iron  &  Steel  Association. 

•Statistics  of  the  country's  total  production  of  billets  are  not  available.  It  is  believed,  however,  that 
the  Bureau's  cost  data  for  Bessemer  billets  cover  over  90  per  cent  of  the  total  production  of  the  country 
during  the  period  stated. 

'  The  production  of  heavy  rails,  as  given  by  the  American  Iron  &  Steel  Association,  includes  a  small 
quantity  of  girder  rails,  while  that  reported  in  cost  statements  lor  the  Bureau  includes  no  girder  rails,  but 
does  include  a  small  tonnage  of  light  rails.  Owing  to  these  differences  in  classification,  the  exact  per- 
centage for  standard  rails  can  not  be  computed,  but  practically  100  per  cent  of  the  production  of  such  rails 
is  covered  by  the  Bureau's  figures. 

These  percentages  for  ore,  coke,  and  total  pig  iron  are  somewhat 
misleading  if  appHed  to  the  steel  industry  proper,  since  a  considerable 
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part  of  the  total  tonnage  of  these  products  was  not  used  to  make  steel. 
Thus,  a  part  of  the  total  production  of  ore  was  used  for  the  manufac- 
ture of  foundry  iron,  and  in  the  case  of  Southern  ore  from  1902  to 
1906  hardly  any  at  all  for  the  manufacture  of  steel.  Similarly,  a  large 
amount  of  the  total  production  of  pig  iron  was  used  for  foundry  pur- 
poses and  not  for  the  manufacture  of  steel  products.  The  total  pro- 
duction of  coke  included,  of  course,  very  large  quantities  not  utilized 
in  the  iron  and  steel  industry  at  all,  which  explains  the  exceptionally 
low  percentage  for  that  product.  Of  coke  used  in  iron  and  steel 
manufacture,  the  cost  data  obtained  by  the  Bureau  probably  repre- 
sent about  60  per  cent. 

For  Bessemer  pig  iron  and  Bessemer  ingots,  which  were  the  chief 
basis  of  steel  manufacture  from  1902  to  1906,  and  also  for  steel  rails, 
practically  the  total  output  of  the  country  was  included  in  the  cost 
statements,  wliile  for  most  other  important  branches  of  steel  produc- 
tion the  proportion  included  was  two-thirds  or  more  of  the  total. 

The  companies  whose  costs  are  comprised  in  these  cost  statements 
include  the  United  States  Steel  Corporation  (referred  to  hereinafter 
as  the  Steel  Corporation  or  the  Corporation)  and  all  the  large  steel- 
making  companies  (with  one  or  two  exceptions)  which  are  chiefly 
engaged  in  making  ordinary  commercial  products  of  steel.  A  con- 
siderable number  of  concerns  of  lesser  importance,  including  some  of 
distinctly  small  operations,  are  likewise  embraced  in  the  cost  averages. 

In  furnishing  their  costs  the  several  companies  generally  rendered 
statements  showing  simply  the  mine,  furnace,  or  mill  costs,  which 
often  included,  as  already  explained  above,  various  intermediate  profits 
for  materials  produced  by  the  same  interests  and  taken  over  at  market 
prices  or  at  arbitrary  transfer  prices  instead  of  at  cost.  Their  costs  as 
reported  generally  did  not  include,  however,  an  allocation  of  general 
expenses  and  general  depreciation  of  the  several  companies  to  their 
respective  costs  for  particular  products.  These  undistributed 
expenses  were  shown  in  their  profit  and  loss  accounts.  The  Bureau 
allowed  for  and  included  these  items  of  "additional  cost"  not  shown 
in  the  regular  cost  sheets.  These  items,  except  for  the  ore  and 
coke  companies,  could  not  be  allocated  to  particular  products  of 
such  companies  according  to  any  perfect  rule;  but  the  plan  adopted 
by  the  Bureau  was  to  increase  the  mill  costs  of  the  several  products 
in  the  same  proportion  as  such .  additional  costs  increased  the  total 
manufacturing  and  producing  costs  of  the  several  companies  for 
all  products.  While  this  method  tends  to  give  an  appearance  of 
excessive  additional  costs — as,  for  example,  depreciation— for  the 
more  highly  manufactured  products,  this  is  not  really  the  case, 
because  this  figure  is  for  each  successive  product  a  cumulative  one 
and  covers  aU  the  depreciation  allowances  for  previous  stages  of 
production  not  comprised  in  the  cost  of  the  material  as  given  in  the 
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cost  sheet  for  the  product  in  question.     This  point,  however,  can  be 
better  explained  later  on  when  these  additional  costs  are  shown. 

On  the  other  hand,  there  is  no  doubt  that  an  arbitrary  rule  of  this 
character  does  not  give  very  satisfactory  results  in  allocating  the 
expenses  and  depreciation  really  incurred  with  respect  to  particular 
products.  The  merits  of  this  method  will  be  discussed  in  more  detail 
later.  (Cf.  p.  24.)  At  this  place  it  is  desirable  to  point  out  the  ad- 
vantage of  it,  namely,  that  it  is  simple  and  automatically  provides 
that  all  these  actual  expenses  or  charges  to  depreciation  shall  be  cov- 
ered in  the  statements  of  cost.  It  does  not  preclude,  however,  the 
use  of  estimates  for  such  additional  costs  based  on  normal  experience 
rather  than  on  a  mathematical  rule. 

The  cost  of  a  product  so  arrived  at  is  referred  to  in  this  report  as  the 
total  cost  to  distinguish  it  from  the  mine,  furnace,  or  mill  cost. 

In  connection  with  the  costs  of  production  of  the  several  raw  mate- 
rials and  products,  the  Bureau  also  obtained,  from  the  several  com- 
panies which  reported,  profit  and  loss  statements  showing  the  aver- 
age proceeds  of  sale  or  transfer,  together  with  the  profit  thereon. 
While  this  material  incidentally  furnishes  another  and  usually 
sKghtly  differing  figure  of  cost  (due  chiefly  to  the  fact  that  the 
quantities  in  question  are  not  exactly  the  same),  it  is  chiefly  impor- 
tant in  what  it  shows  regarding  the  rate  and  amount  of  proflt  on  the 
products  of  each  of  the  several  stages  of  production.  The  "addi- 
tional costs"  already  described  were  used  by  the  Bureau  in  the  same' 
manner  to  increase  the  reported  cost  of  sales  as  to  increase  the  mill 
costs. 

The  costs  for  the  period  1902  to  1906  are  given  herein  invariably 
by  the  method  of  true  averages  for  the  companies  whose  costs  are 
combined;  i.  e.,  the  amounts  of  every  item  of  cost  are  added  together 
and  divided  by  the  total  quantity  of  the  product  to  get  the  cost  per 
ton,  whether  for  items  of  cost  or  total  costs. 

The  cost  sheets  as  furnished  by  the  several  companies  were,  of 
course,  by  no  means  uniform  with  respect  to  classification  of  items. 
Most  of  them  also  showed  the  items  in  far  too  great  detail  for  the  pur- 
poses of  this  report.  The  numerous  detail  items  were  grouped  by  the 
Bureau,  therefore,  under  a  comparatively  few  simple  heads.  The 
full  text  of  this  report  will  discuss  these  items  in  some  detail,  at  least 
for  the  chief  raw  materials  and  products.  But  it  is  impossible  to  give 
any  consideration  to  such  details  in  this  summary  except  with  respect 
to  a  few  fundamental  facts,  necessary  for  a  proper  understanding  of 
the  data  presented,  particularly  in  the  elimination  of  intermediate 
profits  from  costs  of  production. 

However,  iiTorder  to  make  clear  the  detailed  character  of  the  infor- 
mation furnished  by  the  several  companies,  a  typical  cost  sheet  of  one 
company  for  a  single  product  is  given  below.     This  cost  sheet  is  not 
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given  for  a  single  blast  fuma<;e,  but  for  a  group  of  furnaces  at  a  single 
plant.  The  title  of  the  cost  sheet  has,  therefore,  been  slightly  changed. 
Furthermore,  in  place  of  the  description  of  ores  given  in  the  original 
cost  sheet,  the  letters  A,  B,  C,  etc.,  have  been  substituted  in  order 
not  to  reveal  the  identity  of  the  company  whose  pig-iron  cost  ia 
stated.  Again,  certain  items  appear  in  red  ink  in  the  original,  but 
are  shown  in  bold-face  type  here. 

[Typical  cost  sheet;  to  show  form  only.] 

COMPANY.    FURNACE  PLANT.    COST  OF  PRODUCING  BESSEMER  PIG  IRON 

AT  ALL  FaRNACES  DURING  YEAR  191—. 


Items. 
(Mesaba  ores  to  be  entered  sepa- 

I'erceilt 
metallic 
contents. 

Gross 
tons. 

Price. 

Amount. 

Material  per  ton. 

Cost  per 

rately  from  other  ores  and  to- 
tals of  each  shown  in  red  ink. ) 

Pounds. 

Percent. 

ton. 

131,784 

349,041 

46 

65,606 

29,439 

4,046 

47 

$4.93 
4.80 
4.30 
4.83 
4.98 
6.25 
4.09 

$649,531.59 

1,075,216.06 

197.  07 

268,358.39 

146,680.57 

21,222.42 

192. 13 

B...             .  .         .         .do.. 

C do... 

D do... 

E..              ...          .        do. 



F do-.. 

G                                          do 

Total  Mesaba do. . . 

670,009 

4.84 

2,761,398.83 

H do... 

60,695 
75,460 
406 
12,604 
29,111 
2,052 
4,157 

6.22 
6.10 
6.93 
4.60 
4.44 
3.16 
6.45 

316,630.29 
460,190.93 
2,403.21 
57,978,40 
129,170.44 
6, 465. 13 
22,669.62 

I do... 

J do... 

K.             do. 

L do... 

M do... 

N do... 

' 

Total  all  other do . . . 

184,484 

5.40 

995, 494.  02 

Total  ore 

754,493 

4.98 

3,766,892.86 

4,064 

181.43 

$9,034 

Spittings 

3,399 
10,009 

.60 
1.76 

1,699.50 
17,628.17 

Scale 

Total  cinder  and  scale 

13,408 

1.44 

19,327.67 

72 

3.22 

.046 

767,901 

4.92 

3,776,220.62 

4,136 

184.66 

9.080 

Light  ladle  scrap 

4,562 
762 

2,940 
384 

11.66 
12.27 
12.27 
16.19 

62,612.66 
9,347.82 

36,076.96 
6,831.06 

■Rllnnprsrrap 

Pig  machine  scrap 

Ofl-gradeiron 

8,638 

12.02 

103,868.48 

47 

2.08 

.2W 

Gross  total  metallic  mix- 
ture  

776,539 

6.00 

3,880,089.00 

4,183 

186.73 

9.330 

Lightiron  ladle  skulls  andscrap. 

4,629 

11.61 

63,276.49 

Heavy  chilled  ladle  skulls  and 
salamanders 

Blast  furnace  runner  scrap 

1           762 

12.27 

9,349.86 

COST   OP   PRODUCTION ^PRBUMINAEY  KEPOBT. 
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-  COMPANY.    FURNACE  PLANT.    COST  OF  PRODUCING  BESSEMER  PIG  IRON 

AT  ALL  FURNACES  DURING  YEAR  191— .—Continued. 


I  terns, 

Per  cent 
metallic 
contents. 

Gross 
tons. 

Price. 

Amount. 

Material  per  ton. 

Cost  per 

Pounds. 

Per  cent. 

ton. 

Casting  machine  scrap 

2,940 
384 

$12.27 
14.59 

$36,087.17 

5,602.25 

43.20 

Less  total  scrap  produced. 

8,715 

11.97 

104,357.97 

47 

2.10 

10.251 

Net  total  metallic  mix- 

767,824 

4.92 

3,775,731.03 

4,136 

184.63 

9.079 

Coke: 

Connellsville— 

Lower do 

By-product do 

421,843 
186,526 

3.75 
1.00 

1,580,650.24 
186,542.64 

2,272 
1,005 

101.44 
44.85 

3.801 

.448 

1,376,193 

4.03 

6,542,923.91 

7,413 

330.92 

13.328 

Fuel  for  miscellaneous  purposes: 

Coal                                     gross  tons 

37 
30 

1.25 
3.74 

46.43 
112.20 

Coke    do 

.001 

Coke  dust 

Wood                       

...do.... 

rnrds 

78 

3.10 

242.03 

.001 

400.  66 

.002 

Labor: 

Superintendents,  foremen,  clerks,  and 

15,721.40 
62,774.56 
31,057.25 
66,162.50 
14,896.10 
41,804.15 
10,939.25 

.038 

.151 

.075 

Casting 

.159 

.036 

.   .   . 

.100 

.026 

Total  labor  (enter  In  red  ir 

Lkl 

1 

248,355.20 

.585 

37,103.03 
6,178.17 

16,039.45 
7,140.80 

121,507.94 

.089 

.015 

Tools,  lubricants,  and  miscellaneous  sup- 
plies  

.039 

Refractories 

.017 

Steam  (for  details  see  coal 

.292 

exhibit).                     [coal  eq 
Purified  gas  for  blowing  engines. 
Steam  and  gas  transfers  (credit). 
Water... 

jivalent.. 

100,826.42 

9,093.87 
12,432.33 
52,696.50 
6,191.43 
1,678.47 

.241 

.022 

Electric  lis^t  and  nower 

.030 

Yard  .<raritn>iinp 

.127 

.014 

stable  expense 

.004 
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-  COMPANY. 


-  FUKNACE  PLANT.    COST  OF  PRODUCING  BESSEMER  PIG  IRON 
AT  ALL  FURNACES  DURING  YEAR  191— .—Continued. 


Gross 
tons. 

Price. 

Amount. 

Material  per  ton. 

Cost  per 

Pounds. 

Per  cent. 

ton. 

$10,319.47 

Dry  hla.t;t  plant.  flvpfin.'W 

General  works  expense 

36,850.18 
74,856.60 
12,476.10 

089 

547,993.78 

Credit  for  surplus  gas  to  other  departments. 
Credit 

78,758.06 

6,012,159.63 

Production. 

Tons. 

Per  cent. 

Hot  metal         

318,811 

76.67 

Pig  iron— casting  machine 

"     "      oliilled 

96,918 

23.30 

142 

.03 

Total  production 

415,871 

100.0 

Total  tons  produced,  415,871.    Tons  produced  since  January  1st Average  cost  per  ton  since 

January  1st 

Number  of  days  in  operation,  996.    Cubic  feet  air  blown  per  minute Average  temperature  of 

blast 

Average  tons  per  day,  417.5.    Cubic  feet  air  per  pound  of  colte Average  top  temperature 

Per  cent  iron  produced  witli  sulpliur  above  .05% Per  cent  iron  produced  with  silicon 

above  1.25% 

Average  manganese  in  Spiegel %.    Average  manganese  in  ferro  manganese % 

Theoretical  furnace  Tons  made  on  present 

yield 56.63%       lining. 

Actual      furnace  Iron 

yield 54.17%    

Fumaceloss 2.46%    Total 

Per    cent    Mesaba 

ore  used % 

Flue  dust  produced tons pounds 

per  ton  of  iron. 

Flue  dust  used tons pounds 

per  ton  of  iron. 

Date  furnace  blown  in ,  out 

Cost  Sheet  fok  All  Furnaces. 

This  cost  sheet  shows,  of  course,  only  the  furnace  cost,  and  does 
not  contam  any  provision  for  "additional  costs"  mentioned  above. 
It  illustrates  the  great  detail  in  which  such  cost  statements  are 
made.  The  cost  sheets  for  other  products,  such  as  rails,  show  the 
items  of  cost  with  equal  minuteness. 

As  already  stated  (p.  6),  the  average  costs  for  the  five-year  period 
1902  to  1906  are  to  be  summarized,  first,  according  to  the  results 
shown  in  the  cost  sheets  and  accounts  of  the  several  companies,  with 
the  addition  of  general  items  ("additional  cost")  shown  in  the  profit 
and  loss  accounts  (p.  10),  but  without  any  elunination  of  iutermediate 
or  intercompany  profits  arisiug  at  some  prior  stage  of  production. 
After  considering  these  costs  and  some  of  the  facts  concerning  inter- 
mediate profits,  certain  other  statements  of  cost  are  presented  in 
Chapter  V  showing  the  effect  of  the  elimination  of  intermediate  profits 
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arising  from  the  sale  or  transfer  of  materials  from  one  stage  of  pro- 
duction to  another  within  the  same  concern  (but  not  the  profit  from 
transportation  of  the  materials  used  in  manufacture).  For  this  form 
of  statement  the  average  costs  are  also  distinguished  as  between  large 
companies  and  smaller  companies. 

The  average  total  book  cost — i.  e.,  the  cost  including  aU  additional 
costs  for  general  expense  and  depreciation  and  not  excluding  the  inter- 
mediate profits  on  transfer  or  transportation  of  materials — will  now 
]|e  summarized  for  the  period  1902  to  1906. 

For  the  chief  raw  materials,  namely,  ore  and  coke,  and  pig  iron,  the 
varying  character  of  the  items  of  cost  make  it  necessary  to  state  the 
costs  separately,  but  the  rolled  steel  products  may  be  conveniently 
combined  in  a  single  table. 

Section  2.  Book  cost  of  ore. 

Lake  ore. — The  cost  of  ore  is  generally  the  prime  cost  in  iron  and 
steel  manufacture.  Taking  the  steel  industry  alone,  during  the 
period  in  question  the  great  bulk  of  the  ore  used  was  that  of  the  Lake 
Superior  region.  The  only  other  important  domestic  source  of  ore 
supply  was  the  South;  but  almost  all  this  ore  was  used,  from  1902 
to  1906,  in  the  production  of  foundry  iron,  for  cast-iron  products. 

The  Lake  Superior  ore  is  mined  in  several  ranges  in  Minnesota, 
Michigan,  and  Wisconsin,  two  important  ranges,  namely,  the  Mesabi 
and  the  Vermilion,  being  located  in  Minnesota,  and  three  ranges, 
namely,  the  Gogebic,  Marquette,  and  Menominee,  being  located  in 
the  northern  peninsula  of  Michigan,  two  of  them  lapping  over  into 
Wisconsin.  The  methods  of  ore  mining  are  in  general  similar  to 
those  for  mining  other  minerals.  It  is  important  to  note,  however, 
that  a  good  deal  of  the  ore  on  the  Mesabi  range  is  mined  from  open 
pits.  The  costs  of  production  at  the  mine  differ  considerably,  on  the 
average,  between  the  Mesabi  Range  on  the  one  hand  and  the  other 
ranges  (which  are  known  as  the  Old  Ranges,  because  they  were  the 
first  in  which  mining  was  developed),  and  it  is  important  to  note  these 
differences  by  ranges.  Moreover,  as  the  ore  is  sold  not  at  the  mine 
but  at  lower  Lake  ports  (e.  g.,  Cleveland,  Chicago,  etc.),  and  as  there 
are  important  differences  between  the  several  ranges  in  the  cost  of 
transportation  to  the  lower  Lake  ports,  it  is  desirable  to  distinguish 
their  costs  at  lower  Lake  ports  also.  This  transportation  cost  is 
comprised  of  (1)  rail  transportation  from  the  mines  to  upper  Lake 
ports  and  (2)  vessel  transportation  from  upper  to  lower  Lake  ports. 
Both  of  these  differ  to  some  extent  for  the  several  ranges. 

The  table  following  shows  the  average  book  cost  of  Lake  ore  at 
lower  Lake  ports,  by  ranges,  for  the  five-year  period  1902  to  1906: 
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Table  2.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  LAKE  SUPERIOR  ORE  AT  LOWER 
LAKE  PORTS,  AS  SHOWN  BY  THE  ORE  COMPANIES'  ACCOUNTS  (INCLUDING 
INTERMEDIATE  PROFITS),  BY  RANGES,  1902-1906. 


Items  of  cost. 

Marquette 
Range. 

Menominee 
Range. 

Gogebic 
Range. 

Vermilion 
Range. 

Mesabi 
Range. 

Total  and 
average. 

Tons  mined. 

12,016,253 

11,358,357 

11,548,988 

6,260,574 

64,484,550 

106,268,728 

Labor. 

SO.  79 
.57 
.10 

$0.78 
.68 
.24 

$0.78 
.53 
.39 

$0.50 
.44 
.33 

$0.26 
.26 
.26 

$0.45 
.37 

1.46 
.30 
.68 

1.60 
.40 
.59 

1.70 
.40 
.77 

L27 
.99 
.77 

.78 
.80 
.77 

1.07 
.67 
.74 

Rail  freight 

Cost  lower  Lake  ports. . . 
General  charges 

2.44 
.18 

2.S9 
.34 

2.87 
.22 

3.03 
.17 

2.35 
.10 

2.48 
.16 

Total  book  cost 

2.62 

2.93 

3.09 

3.20 

2.45 

2.64 

The  average  book  cost  of  Lake  ore  at  lower  Lake  ports  during  the 
five  years  1902  to  1906  was  $2.64  per  ton.  There  were  considerable 
differences  in  book  cost  for  the  several  ranges. 

The  average  cost  at  mine,  including  royalty,  was  11.07  per  ton, 
and  ranged  from  $0.78  for  the  Mesabi  to  $1.70  for  the  Gogebic.  The 
average  cost  at  mine  for  the  Old  Ranges  (i.  e.,  all  except  the  Mesabi) 
was  $1.54  per  ton,  the  average  royalty  being  $0.25  per  ton,  or  almost 
the  same  as  for  the  Mesabi,  which  was  $0.26. 

The  Mesabi  range  enjoyed,  therefore,  a  large  advantage  in  respect 
to  cost  at  mine,  but  its  transportation  costs  were  higher  than  any  of 
the  Old  Ranges  except  the  Vermilion.  The  prevailing  rail  rate  for 
the  Mesabi  was  $0.80  per  ton,  for  Vermilion  it  averaged  nearly  $1 
per  ton,  and  for  the  other  Old  Ranges  rates  varied  from  $0.40  to  $0.30 
per  ton.  The  average  Lake  rate  was  the  same  for  the  Mesabi,  Ver- 
miUon,  and  Gogebic,  namely,  $0.77  per  ton,  but  somewhat  lower  for 
the  other  two  ranges,  namely,  $0.68  for  the  Marquette  and  $0.59  for 
the  Menominee. 

Taking  the  cost  at  lower  Lake  ports,  that  of  the  Mesabi  was  $2.35 
per  ton  as  against  $2.70  for  the  Old  Ranges  combined;  adding  the 
general  charges,  that  of  the  Mesabi  was  $2.45  and  that  for  the  Old 
Ranges  combined  $2.93. 

The  total  average  book  cost  for  all  ranges,  as  stated  above,  was  $2.64. 
This  average  represents  the  cost  of  about  73  per  cent  of  the  total  tonnage 
produced  durmg  1 902  to  1 906  in  the  Lake  Superior  district.  It  includes 
large  profits  to  railroads  and  substantial  profits  to  ore  fleets  in  the 
charges  for  rail  and  lake  transportation,  which  accrued  in  large  part 
to  the  steel-making  interests  consuming  the  ore.  Thus,  the  rail  rates 
charged  on  a  large  part  of  the  Mesabi  and  Vermilion  ore  yielded 
a  large  profit  to  the  Steel  Corporation,  while  several  producing  com- 
panies operated  ore  vessels  and  made  large  profits  on  the  ore  carried. 
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Southern  ore. — ^By  far  the  most  important  other  ore-mining  dis- 
trict was  the  South,  although  even  this  was  of  little  significance  in  com- 
parison with  the  Lake  Superior  district.  The  average  cost  of  South- 
em  ores  is  very  low;  but  this  ore  is  very  much  inferior  in  grade  to 
Lake  ore,  containing  a  much  smaller  proportion  of  iron,  and  none  of 
it  being  of  Bessemer  quahty.  The  costs  of  Southern  ore  were  not 
as  carefully  kept  as  for  Lake  ore,  but  charges  for  depreciation  and 
royalty  were  naturally  lower  on  account  of  its  inferior  quality.  As 
the  ores  are  sold  and  used  in  the  district  where  they  are  produced, 
thus  differing  from  the  Lake  ore,  no  charges  for  transportation 
appear  in  the  cost  statements.  The  average  mine  cost  of  12,164,584 
tons  of  Southern  ore  in  the  five  years  1902  to  1906  was  10.73  per  ton, 
as  follows : 

Labor $0. 52 

Other  mining  expenses 16 

Depreciation  and  royalty 05 

Total  mine  cost 73 

As  most  of  the  Southern  mines  are  owned  instead  of  being  leased,  the 
item  of  royalty  is  partly  represented  by  the  allowance  for  depreciation. 
The  average  mine  cost  of  Southern  ore  was  $0.05  lower  than  the 
Mesabi,  chiefly  on  account  of  the  low  depreciation  and  royalty  on 
Southern  ore  due  largely  to  its  inferior  quality.  Ehminating  charges 
for  depreciation  and  royalty,  the  remaining  mine  cost  of  Mesabi  ore 
was  considerably  lower.  The  average  mine  cost  of  all  Lake  ore  on  the 
same  basis,  however,  was  much  higher  than  for  Southern  ore. 

The  costs  at  the  furnace  for  Southern  ore,  however,  include  very 
small  transportation  charges,  a  decidedly  important  factor  in  the 
lower  total  cost  figures  for  such  ore. 

For  some  iron  and  steel  making  concerns  on  the  lower  Lakes  (as, 
for  example,  those  located  at  Cleveland,  Buffalo,  or  Chicago)  the  cost 
of  ore  at  lower  Lake  ports  practically  covers  the  total  cost  dehvered  at 
the  furnace.  For  other  producing  districts  (such  as  Pittsburgh  or 
the  Shenango  and  Mahoning  Valleys)  a  rail  freight  charge  must  be 
added  to  the  cost  at  lower  Lake  ports  to  give  the  total  cost  at  the 
furnace. 

Profits  on  transfers. — ^The  cost  of  ore  at  lower  Lake  ports  is 
important,  because  it  is  the  usual  point  of  sale.  Even  those  concerns 
which  produce  and  transport  their  own  ore  compute  cost  at  furnace 
on  the  basis  of  the  market  prices  at  lower  Lake  ports,  adding  freight 
charges  to  such  market  prices  instead  of  to  the  actual  cost  at  lower 
Lake  ports. 

There  is,  as  a  matter  of  fact,  a  very  large  margin  of  profit  between 

cost  and  market  price  of  ore  at  lower  Lake  ports.     This  ore  profit 

has  a  very  important  bearing  on  the  whole  industry.     For  the  five 

years  1902  to  1906  the  profit  and  loss  accounts  of  these  ore-producing 

4525°— 11 31 
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interests  show  that  the  sales  and  transfers  of  over  109,000,000  tons 
of  Lake  ore  yielded  an  average  profit  of  $0.66  per  ton.  On  transfers 
alone  (these  excluding  sales  to  outside  parties)  the  average  profit 
was  no  less  than  $0.75  per  ton.  The  taking  of  these  intermediate 
profits  thus  greatly  increased  the  book  cost  of  the  ore  in  the  pig  iron 
for  those  companies  which  produced  their  ore  (p.  48). 

As  these  profit  and  loss  statements  respecting  the  price  and 
cost  of  Lake  ore  are  of  importance  in  the  subsequent  discussion  of 
the  net  cost  of  ore,  the  average  costs  shown  by  these  statements  for 
the  five  years  1902  to  1906  should  be  noted  here,  namely,  $2.67  per 
ton  at  lower  Lake  ports.  This  is  practically  the  same  as  the  pro- 
duction cost,  computed  from  the  cost  sheets,  at  lower  Lake  ports 
noted  above,  namely,  $2.64  per  ton.  The  difference  in  cost  of  $0.03 
per  ton  was  chiefly  due  to  comparatively  slight  differences  between 
the  tonnages  of  production  (shown  in  the  cost  sheets)  and  the  ton- 
nages sold  (shown  in  the  profit  and  loss  sheets). 

Section  3.  Book  cost  of  coke. 

The  principal  blast  furnace  coke  production  of  the  United  States 
is  found  in  the  ConneUsville  region,  in  Peimsylvania.  The  product 
of  this  district,  particularly  during  the  period  1902  to  1906,  was  the 
one  chiefly  used  in  almost  all  the  large  iron  and  steel  producing  dis- 
tricts except  the  Southern. 

Beehive  coke. — In  this  process  the  coal  is  converted  into  coke  in 
ovens  of  beehive  form  and  without  the  recovery  of  any  by-products. 
The  ConneUsville  coke  is  aU  produced  in  beehive  ovens.  The  South- 
ern district,  although  second  in  importance,  had  a  comparatively 
smaU  production.  The  only  other  important  district  producing  bee- 
hive coke  was  the  Pocahontas,  but  there  was  considerable  miscellar 
neous  beehive  coke  production  for  which  cost  data  were  obtained 
by  the  Bureau. 

The  cost  of  beehive  coke  by  the  chief  districts  of  production  for 
the  five-year  period  1902  to  1906  is  shown  in  the  following  table: 

Table  3.— AVERAGE  BOOK;  COST  PER  NET  TON  OF  BEEHIVE  COKE,  AS  SHOWN  BY 
THE  PRODUCING  COMPANIES'  ACCOUNTS,  BY  DISTRICTS,  1902-1906. 


Items  of  cost. 

ConneUs- 
ville 
district. 

Birming- 
ham 
district. 

Pocahon- 
tas 
district. 

Miscel- 
laneous. 

Total  and 
average. 

53,154,034 

7,513,182 

4,170,396 

4,214,446 

69,052,058 

JO.  97 
1.26 
.20 

81.73 
".59 
.11 

$1.26 
.27 
.21 

$1.92 
>.70 
.11 

$1.11 

Other  opera  ting ...  .....  - 

<.32 

.19 

Total 

1.43 

2.43 

1.74 

2.73 

LM 

1  Including  credits  $0.03. 
'Inoluding  freight  $0.16. 


3  Including  freight  $0.03. 

*  Including  credits  $0.03,  and  freights  $0.02,  ornet  deduction  of  J0.01. 
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These  costs  comprise  those  for  mining  the  coal  as  well  as  for  making 
le  coke. 

The  cost  of  labor  for  the  Connellsville  coke  averaged  only  $0.97  per 
m  as  against  $1.26  for  the  Pocahontas  district  and  $1.73  for  the 
irmingham  district.  The  other  operating  costs  for  the  ConneUsviUe 
jke  were  low  also,  but  on  account  of  the  greater  value  of  this  coal 
16  charges  for  depreciation  and  royalty  (mostly  coal  extinguishment) 
'ere  higher  than  for  the  Birmingham  district. 

WhUe  the  cost  of  ConneUsvUle  coke  was  the  lowest,  it  must  be 
emembered  that  a  considerable  item,  and  sometimes  a  very  large 
;ein,  of  freight  must  be  added  to  this  cost  to  get  the  cost  at  the  blast 
umaces  where  it  is  used.  The  same  is  true  of  Pocahontas  coke.  The 
iouthern  coke,  on  the  other  hand,  is  produced  at  or  very  near  the 
laces  of  consumption.  These  coke  costs  include  no  transfer  profits 
or  the  coal  used  in  the  Connellsville  and  Pocahontas  districts  and 
Tactically  none  for  the  Birmingham  district. 

By-product  coke. — This  process  involves  the  use  of  much  more 
laborate  ovens  than  the  beehive  process,  and  results  in  the  recovery 
if  valuable  by-products  such  as  tar,  gas,  ammonium  sulphate,  etc.,  the 
values  of  which  are  customarily  treated  as  credits  to  the  cost  of  the 
;oke.  The  Bureau  had  returns  for  the  production  of  3,911,349  tons 
if  by-product  coke.  This  was  generally  made  at  the  iron  and  steel 
rorks,  and  involved,  in  addition  to  the  cost  of  coal  at  the  mine,  a 
arge  item  of  freight  on  the  coal,  including  some  transfer  profits  on  coal. 

The  average  cost  of  this  by-product  coke  for  the  five  years  1902  to 
.906  was  as  follows: 

^iBLE  4.— AVEEAGB  BOOK  COST  PEE  NET  TON  OF  BY-PRODUCT  COKE,  AS  SHOWN 
BY  THE  COST  ACCOUNTS  (INCLUDING  INTERMEDIATE  PROFITS),  1902-1906. 

Items.  Cost. 

?oiia  produced 3,911,349 

)oal  (at  mine) *!•  27 

!oal  freight 1-25 

Jibot .52 

)ther  operating -57 

)6prcciation •  1" 

Gross  cost 3.71 

Jet  credit  for  by-products -76 

Net  cost 2. 95 
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While  the  cost  of  this  coke  was  high  compared  with  beehive  coke, 
this  was  largely  due  to  the  freight  included  in  the  coal  used.  It  was 
produced  at  the  place  of  consumption,  so  that  there  was  no  additional 
freight  on  the  coke. 

Profits  on  transfers. — In  most  cases  coke  produced  by  a  given 
interest  was  transferred  to  alUed  departments  of  iron  and  steel  pro- 
duction at  a  large  profit,  but  in  some  cases  at  cost.  Such  charging 
of  transfer  profit  in  the  case  of  companies  using  their  own  coke  had 
the  effect,  as  already  explained  (p.  5),  of  enhancing  the  book  cost  of 
coke  used  in  such  branches  of  manufacture  without  any  corresponding 
real  increase  in  expense.  For  the  ConnellsviUe  coke  used  during  the 
five  years  1902  to  1906  such  transfer  profits  for  the  companies  whose 
costs  and  sales  were  examined  by  the  Bureau  averaged  no  less  than 
S0.67  per  ton  on  transfers  only. 

Section  4.  Book  cost  of  pig  iron. 

Kinds  of  pig  iron. — The  costs  of  pig-iron  production  differ  so 
widely  for  the  different  kinds  of  pig  iron  and  also  as  between  North- 
ern and  Southern  districts  that  it  is  necessary  to  present  them  in 
three  different  groups.  These  groups  are:  (1)  Bessemer  pig  iron, 
which  was  used  almost  entirely  for  making  Bessemer  steel,  and  pro- 
duced only  in  the  Northern  districts;  (2)  basic  pig  iron,  used  for 
making  open-hearth  steel,  and  produced  in  the  Northern  districts; 
and  (3)  Southern  pig  iron,  used  chiefly  during  1902  to  1906  for 
foundry  purposes,  although  also  to  a  slight  extent  for  open-hearth  steel 
production.  The  first  two  kinds  of  pig  iron  were  made  from  Lake 
Superior  ores  and  ConnellsviUe  coke  for  the  great  bulk  of  the  out- 
put covered  by  the  cost  statements,  while  the  Southern  pig  iron 
was  made  from  the  local  ores  and  coke  of  the  Birmingham  district. 

The  following  table  shows  the  average  costs  for  these  three  kinds; 
of  pig  iron  in  summary  form  for  the  five-year  period  1902  to  1906. 
These  costs,  it  must  be  repeated,  are  the  book  costs,  with  various: 
intermediate  profits  included  in  them.  The  eHmination  of  these; 
profits  wiU  be  considered  later.  In  order  to  show  clearly  the  meaning! 
of  this  cost  statement,  certain  statistical  data  as  to  prices,  yield,  etc., 
also  derived  from  the  cost  sheets,  are  subjoined  thereto. 
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IBLE  5.— AVERAGE  BOOK  COSTS  PEE  GROSS  TON  OF  SPECIFIED  KINDS  OF  PIG  IRON, 
SHOWING  FURNACE  COST  AS  GIVEN  IN  THE  COST  SHEETS  (INCLUDING  INTERME- 
DIATE PROFITS),  TOGETHER  WITH  "ADDITIONAL  COSTS"  (DERIVED  FROM 
PROFIT  AND  LOSS  ACCOUNTS),  1902-1906. 


Items. 

Bessemer 
iron. 

Basic  iron. 

Southern 
iron. 

51,902,699 

9,673,639 

6,339,766 

et  metallic  mixture 

$7.30 

3.89 

.43 

.77 

.87 

$7.14 

3.30 

.47 

.62 

.77 

$2.36 
4  48 

)][6 

jbor 

1  23 

13.26 
.75 

12.30 

,    .62 

dditional  cost 

13 

14.01 

12.82 

$4.07 
$3.97 
54.4 
$3.37 
2,311 

$3.73 
$3.64 
50.9 
$2.90 
2,282 

$0  95 

rice  net  metallic  mixture  ^ 

$0.95 

■  40.6 

rice  colie,  net  ton 

$2.64 

3,623 

iThe  price  of  the  gross  metallic  mixture  is  the  price  of  the  ore,  scrap,  etc.,  at  the  furnace,  per  gross  ton; 
lowing  for  the  tonnage  and  value  of  the  scrap  recovered  gives  the  basis  for  figuring  the  price  of  the  net 
etallic  mixture  per  gross  ton,  and  this  figure  multiplied  by  the  number  of  tons  required  to  make  a  ton  of 
g  iron  (indicated  by  the  per  cent  yield)  gives  the  cost  per  ton  of  pig  iron. 

The  discussion  following  is  an  explanation  of  certain  items  of  cost, 
ad  also  serves  to  bring  out  more  clearly  the  causes  for  the  differences 
1  cost  for  the  different  kinds  of  pig  iron. 

The  cost  of  pig  iron  depends  chiefly  on  the  cost  of  the  raw  mate- 
als — ore,  coke,  and  limestone — which  are  put  in  the  blast  furnace, 
he  ore  is  smelted  by  burning  the  coke,  and  the  limestone  is  put  in 
)  facilitate  the  process  and  particularly  to  form  a  liquid  slag  to 
irry  off  the  impurities.  The  other  expenses,  such  as  labor,  supplies, 
spairs,  maintenance,  furnace  relining,  general  expense,  and  deprecia- 
on,  form  a  comparatively  small  proportion  of  the  total  book  cost. 

Book  cost  of  raw  materials. — The  cost  of  the  net  metallic 
lixture  shown  in  the  above  statements  of  cost  comprises  the  total 
5ok  cost  of  the  ore  used,  including  small  proportions  of  cinder  and 
Tap,  less  any  credit  for  scrap  recovered  from  the  furnace.  The 
e  or  metallic  mixture  used  is  only  partly  iron.  It  therefore  takes 
ore  than  one  ton  of  it  to  make  a  ton  of  pig  iron.  The  net  quantities 
■  metallic  mixture  required  for  the  pig  iron  represented  in  the  above 
ble  averaged  1.84  tons  for  Bessemer  pig  iron,  1.96  tons  for  basic, 
id  2.46  tons  for  Southern  pig  iron,  corresponding  to  "yields"  of 
3n  per  ton  of  ore  of  54.4  per  cent,  50.9  per  cent,  and  40.6  per  cent, 
spectively. 
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The  prices  per  ton  of  the  gross  metallic  mixture  (i.  e.,  the  actual 
prices  for  ore,  scrap,  cinder,  etc.,  put  in  the  furnace,  without  the  credit 
for  the  scrap  recovered),  as  shown  below  the  cost  statement,  were 
$4.07  for  Bessemer,  $3.73  for  basic,  and  $0.95  for  Southern  pig  iron. 
These  prices  were,  of  course,  the  prices  at  the  furnace,  practically 
for  ore,  since  that  formed  the  great  bulk  of  the  metallic  mixture, 
including  all  freight  expenses  and  antecedent  transfer  profits  on  ore. 

These  great  differences  in  the  prices  of  the  gross  metallic  mixture 
were  chiefly  due  to  differences  in  the  freight  charges  on  ore.  For 
Southern  ore  there  was  but  little  freight,  whereas  for  the  ore  for 
the  two  kinds  of  Northern  pig  iron  there  was  not  only  the  freight 
(both  rail  and  lake)  from  the  Lake  mining  districts  to  the  lower  Lake 
ports,  but  also  the  rail  freight  from  the  lower  Lake  ports  (at  which 
point  the  ore  is  generally  sold  or  transferred)  to  the  furnaces. 

The  average  rail  and  lake  transportation  charge  from  mines  to 
lower  Lake  ports  for  aU  the  ore  covered  by  the  Bureau's  computations 
(bothBessemer  and  non-Bessemer)  was  $1.41  per  ton.  (Table2,p.  16.) 
If  to  this  be  added  the  average  freight  charge  from  lower  Lake  ports 
to  the  furnaces,  which  averaged  $0.67  per  ton  for  the  ore  used  in  both 
Bessemer  and  basic  furnaces,  the  total  transportation  charge  is  $2.08 
per  ton.  In  other  words,  the  freight  charges  on  ore  for  the  North- 
ern pig  iron  were  more  than  twice  the  price  of  the  Southern  ore  at 
the  furnace. 

The  great  differences  between  the  ore  costs  for  Northern  and  South- 
ern pig  iron  were  due  to  these  large  freight  charges  on  Northern  ore 
and  also  largely  to  the  fact  (discussed  in  much  detail  later)  that  the 
Northern  ore  costs  included  considerable  transfer  profits  on  ore, 
the  ore  being  transferred  to  the  fiu-nace  above  the  real  cost.  For 
Bessemer  and  basic  pig  iron  combined  this  transfer  profit  was  about 
$0.65  per  ton  of  ore  used  and  nearly  double  that,  of  course,  in  the 
quantity  of  ore  used  to  make  a  ton  of  pig  iron. 

The  Southern  ore  costs  included  practically  no  transfer  profit. 

The  costs  of  coke  in  the  pig-iron  cost  statements  may  be  analyzed 
in  a  similar  way.  They  differed  considerably,  owing,  first,  to  the 
different  average  prices  of  coke  at  the  furnace,  and,  second,  to  the  dif- 
ferent quantities  required  per  ton  of  pig  iron.  The  coke  used  for  bothi 
Bessemer  and  basic  iron  was  chiefly  ConneUsville  coke.  The  price 
f.  o.  b.  ConneUsviUe  was  about  $2.01  per  net  ton  in  each  case.  The 
average  freight  to  the  furnace  was  about  $1.36  per  net  ton  for  the 
furnaces  making  Bessemer  iron  and  about  $0.89  per  net  ton  for  the 
basic  furnaces,  giving  furnace  prices  of  $3.37  and  $2.90  per  net  ton, 
respectively.  Whfle  the  higher  cost  of  the  coke  per  ton  of  pig  iron 
in  the  Bessemer  fiu-naces  was  chiefly  due,  therefore,  to  this  difference; 
in  price  at  the  furnace,  it  was  also  due  in  part  to  the  use  of  a  larger 
quantity  of  coke  per  ton  of  pig  iron,  namely,  2,311  pounds  in  the  case 
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of  Bessemer  as  compared  with  2,282  pounds  per  ton  in  the  case  of  basic 
pig  iron.  For  both  kiads  of  Northern  pig  iron  the  book  cost  of  the 
coke  included  large  transfer  profits. 

For  Southern  pig  iron  the  cost  of  coke  per  ton  of  pig  iron  was  very 
high,  namely,  $4.48,  not  so  much  because  the  price  of  coke  at  the  fur- 
nace was  high  (only  $2.54  per  ton,  with  very  little  freight  expense  or 
transfer  profit  included),  but  because  an  exceptionally  large  quan- 
tity was  required  to  melt  the  low-grade  Southern  ores,  namely,  3,523 
pounds  per  ton  of  pig  iron. 

In  the  cost  of  limestone  per  ton  of  pig  iron  there  was  very  little 
difference  between  the  Bessemer  and  basic  pig  iron,  as  both  the  prices 
at  the  furnace  and  the  quantities  used  were  about  the  same  in  each 
case. 

Although  some  of  the  Southern  ores  contain  considerable  lime  and 
some  of  them  consequently  are  self-fiuxing,  or  almost  so  (i.  e.,  they 
do  not  require  the  addition  of  limestone  to  flux  them),  yet  on  the 
average  the  Southern  pig  iron  for  which  cost  statements  were  pro- 
cured by  the  Bureau  required  over  100  pounds  more  limestone  per 
ton  of  pig  iron  than  either  the  Northern  Bessemer  or  basic  iron.  It 
should  be  noted,  however,  that  for  the  last  two  years  covered  by 
these  averages  the  quantity  of  limestone  required  for  the  Southern 
furnaces  was  somewhat  lower  than  for  the  Northern  furnaces.  (See 
p.  109.) 

Labor  and  other  costs  above  materials. — The  labor  costs  for 
Bessemer  pig  iron  averaged  somewhat  higher  than  for  basic;  this  was 
probably  due  to  a  greater  average  size  and  efiiciency  of  equipment  for 
the  basic  furnaces.  The  labor  costs  for  Southern  pig  iron  were  very 
much  greater  than  for  either  Bessemer  or  basic  pig  iron.  The  chief 
reason  for  this  probably  was  that  the  Southern  furnaces,  on  account 
of  the  low  grade  of  the  ore,  required  the  using  of  a  much  greater 
quantity  of  materials  in  the  furnace  per  ton  of  product.  Thus,  for 
the  production  shown  in  the  above  table,  the  average  quantity  of  ore, 
coke,  and  limestone  per  ton  of  pig  iron  in  the  Bessemer  and  basic 
furnaces  combined  was  3.36  tons  as  against  4.53  tons  for  the  South- 
ern furnaces,  or  34.8  per  cent  more  for  the  latter.  Other  factors 
accounting  for  the  high  labor  cost  of  Southern  pig  iron  were  smaller 
and  less  efficient  furnaces  and  the  lower  efficiency  of  labor  itself. 

Practically  the  same  circumstances  explain  the  fact  that  the  other 
operating  costs  were  higher  for  Southern  than  for  Northern  pig  iron. 

Furnace  costs  and  total  book  costs. — The  table  shows  that 
the  furnace  cost  of  Bessemer  pig  iron  was  $13.26  per  ton,  as  com- 
pared with  $12.30  for  basic,  this  difference  being  chiefly  due  to  the 
lower  price  of  ore  and  lower  freights  on  ore  and  coke  combined  for 
the  basic  furnaces. 
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For  Southern  pig  iron  the  furnace  cost  was  $9.52,  which  was  much 
lower  than  for  either  Bessemer  or  basic.  The  chief  reasons  for  the 
higher  furnace  cost  of  Northern  pig  iron  were  (1)  the  large  freight 
charges  involved  in  assembhng  the  raw  materials  at  the  Northern 
furnaces  and  (2)  the  large  profits  on  ore  and  coke  included  in  the  costs 
of  those  materials  for  the  Northern  furnaces.  The  transfer  profits 
on  ore  and  coke  used  in  making  Southern  pig  iron  were  very  small. 

The  items  of  "additional  cost"  derived  from  the  profit  and  loss 
accounts  can  not  be  allocated  except  by  more  or  less  arbitrary  meth- 
ods of  apportionment.  (See  p.  11.)  They  comprise  the  items  of 
general  expense  and  depreciation.  It  is  probable  that  the  Bureau 
has  erred  on  the  side  of  making  the  costs  too  high  in  including  the 
full  amount  of  these  additional  charges  in  the  case  of  Bessemer  and 
basic  pig  iron,  inasmuch  as  the  charges  for  general  expense  are 
incurred  only  in  a  small  degree  in  connection  with  the  pig-iron  branch 
of  the  business  for  large  steel  companies,  though  the  system  of  allocat- 
ing these  additional  expenses  gave  an  item  of  general  expense  of  $0.36 
per  ton  for  Bessemer  pig  iron  and  $0.27  for  basic  pig  iron.  A  fair 
average  depreciation  for  a  blast-furnace  plant  is  $0.40  per  ton  of 
product.  The  allocation  of  "additional  costs"  for  this  item,  on  the 
principle  applied,  worked  out  to  give  an  average  depreciation  charge 
of  $0.39  for  Bessemer  pig  iron,  but  of  only  $0.25  per  ton  for  basic. 
For  basic  iron,  therefore,  the  allowance  for  depreciation  was  probably 
too  low.  Taking  the  total  additional  cost,  the  allowance  per  ton  is 
considerably  too  high  for  Bessemer  and  a  little  too  high  for  basic. 
For  Southern  pig  iron,  on  the  other  hand,  it  was  evidently  too  low. 
These  additional  expenses  are,  therefore,  stated  in  full  as  sepa- 
rate items,  with  the  caution  that  they  are  undoubtedly  sometimes 
excessive  and  sometimes  inadequate. 

The  furnace  cost  plus  the  additional  expenses  gives  the  total  book 
cost  already  described  (p.  11).  This  book  cost,  it  should  be  remem- 
bered, is  computed  without  any  reduction  for  the  large  intermediate 
profits  included  in  the  costs  of  the  raw  materials;  that  is  to  say,  the 
ore  and  coke  going  into  the  pig-iron  cost  statement,  at  least  for  a 
large  part  of  the  tonnage  shown,  has  been  charged  at  a  transfer  price 
considerably  higher  than  the  real  cost  of  the  raw  material  to  the  con- 
cerns whose  costs  are  shown. 

It  is  evident  that  since  the  book  costs  of  pig  iron  are  thereby 
increased,  the  book  cost  of  making  steel  (for  which  pig  iron  is  the 
chief  raw  material)  is  necessarily  increased  also,  even  though  no  profits 
were  charged  when  pig  iron  was  sold  or  transferred  to  the  steel  works. 
As  a  matter  of  fact,  however,  such  profits  are  sometimes  charged. 
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The  allocation  of  the  "additional  cost"  items  to  the  costs  of  pig 
iron  still  further  increases  the  advantage  of  the  Southern  pig  iron 
over  the  Northern  in  respect  to  costs,  giving  for  the  total  Ijook  costs 
per  ton  $14.01  for  Bessemer,  $12.82  for  basic,  and  $9.65  for  Southern. 
As  stated  above,  however,  while  these  allowances  for  Northern  fur- 
naces 'were  too  high,  those  for  Southern  furnaces  were  too  low. 
Therefore,  if  these  allowances  were  all  figured  on  a  uniform  basis, 
these  additional  costs  for  the  two  districts  would  be  more  nearly 
equal.  If  an  additional  cost  of  $0.50  per  ton,  for  both  general 
expense  and  general  depreciation  combined,  be  assumed,  and  it  is 
undoubtedly  enough  for  most  iron  and  steel  companies,  the  total 
costs  would  be  as  follows:  Bessemer,  $13.76;  basic,  $12.80;  and 
Southern,  $10.02  per  ton. 

Judging  from  the  book  cost  of  production  simply,  the  Southern 
pig  iron  shows  a  distinct  advantage  over  Northern  basic  pig  iron, 
with  which  it  should  be  compared  (and  not  with  Bessemer) .  As  will 
be  shown  later  (see  p.  109),  this  holds  true  even  after  the  elimination 
of  intermediate  profits.  But  it  must  be  considered  that  this  is 
counterbalanced  by  the  much  higher  freight  charges  necessary  to 
get  the  Southern  pig  iron  to  the  most  important  markets  of  con- 
sumption. 

Peofits  on  pig  ieon  SOLD  AND  USED. — Only  a  small  proportion  of 
the  total  quantity  of  Northern  pig  iron  produced  was  sold  or  trans- 
ferred at  a  profit.  The  technique  of  the  industry  has  bound  so 
closely  together  the  blast-furnace  plants  making  pig  iron  for  steel 
production  with  the  steel  works,  that  the  two  departments  of  the 
business  in  naost  large  companies  are  conducted  on  the  basis  of 
transferring  the  pig  iron  from  the  blast  furnaces  to  the  steel  works 
at  furnace  cost,  without  profit.  Where  a  concern  controls  several 
companies,  however,  it  may  transfer  some  of  its  pig  iron  from  one 
company  to  another  at  a  profit  over  the  furnace  cost.  During  the 
period  1902  to  1906  the  records  of  profit  and  loss  on  Northern  pig 
iron  transferred  at  a  profit  showed  transfers  of  12,223,498  tons  at  an 
average  price  of  $14.38  per  ton  and  an  average  profit  (for  this  step 
alone)  of  $0.55  per  ton.  There  were  also  sales  of  such  pig  iron 
amounting  to  3,188,377  tons,  on  which  the  average  profit  was  $2.05 
per  ton.  Most  of  the  Northern  pig  iron,  however,  was  transferred 
to  steel  works  without  any  profit,  so  that  the  average  profit  on  the 
total  quantity  sold  and  used  was  a  much  smaller  amount  per  ton. 

The  situation  was  somewhat  different  with  respect  to  Southern 
pig  iron.  Most  of  it  was  used  for  foundry  purposes,  and  was  largely 
sold  to  Northern  consumers  of  pig  iron  at  market  prices.  A  part 
of  it  was  used  by  the  same  concerns  which  produced  it  either  for 
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making  iron  castings  or  for  conversion  into  steel.  The  total  quantity 
of  Southern  pig  iron  transferred  at  a  profit  (which  comprised  practi- 
cally all  which  was  not  sold)  for  the  five  years  1902  to  1906  was 
1,107,837  tons,  and  the  average  transfer  price  was  $11.32  per  ton, 
showing  an  average  transfer  profit  of  $1.62  per  ton.  These  transfer 
profits  tended  of  course  to  enhance  the  book  cost  of  the  pig  iron  in 
iron  castings  or  steel  made  by  the  same  concerns  which  produced  the 
pig  iron. 

Section  5.  Book  cost  of  steel  ingots. 

The  conversion  of  pig  iron  into  steel  forms  a  very  distinct  and  very 
important  stage  in  the  manufacture  of  steel  products.  This  conver- 
sion involves  a  change  in  composition,  or  chemical  change.  It  is 
accomplished  usually,  for  ordinary  commercial  grades  of  steel,  either 
in  the  Bessemer  converter  (Bessemer  steel)  or  in  open-hearth  furnaces, 
which  are  distinguished  as  being  either  acid  or  basic,  according  as 
they  use  pig  iron  and  scrap  which  are  low  in  phosphorus  (Bessemer 
iron)  or  pig  iron  and  scrap  which  are  high  in  phosphorus  (basic  iron). 
The  steel  is  also  distinguished,  with  respect  to  the  products  to  be 
made  from  it,  into  rail  ingots  and  billet  ingots,  although  this  has 
very  Httle  effect  on  the  character  of  the  process.  During  the  period 
here  under  consideration  this  distinction  has  httle  importance  except 
for  Bessemer  steel,  as  very  little  open-hearth  steel  was  then  used  in 
making  raUs.  The  production  of  acid  open-hearth  steel  is  more 
expensive  than  basic  open-hearth  steel  and  is  largely  for  special 
quahties,  and  it  is  not  important  to  present  the  results  herein.  The 
production  of  basic  open-hearth  steel,  which  by  1908  exceeded 
Bessemer  steel,  was  considerably  less  during  the  period  here  under 
consideration.     . 

The  following  table  shows  the  average  book  costs  for  the  pro- 
duction of  Bessemer  rail  ingots  and  Bessemer  billet  ingots  and  of 
basic  open-hearth  ingots  for  all  districts  for  the  five-year  period  1902 
to  1906,  inclusive. 

Subjoined  to  the  cost  statement  are  certain  statistical  data  respect- 
ing the  prices  and  quantities  of  materials  used,  etc.,  which  are  also 
derived  from  the  cost  sheets  and  are  of  importance  in  analyzing  the 
results  and  in  facilitating  a  comparison  between  the  cost  of  the  pig 
iron  used,  per  ton,  and  the  average  costs  of  pig  iron  previously  shown. 
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Table  6— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  SPECIFIED  KINDS  OF  STEEL 
INGOTS,  SHOWING  WORKS  COST  AS  GIVEN  IN  THE  COST  SHEETS  (INCLUDING  IN- 
TERMEDIATE PROFITS),  TOGETHER  WITH  ADDITIONAL  COSTS  (DERIVED  FROM 
THE  PROFIT  AND  LOSS  ACCOUNTS),  1902-1906. 


Items. 


Bessemer 
rail  ingots. 


Bessemer 
billetingots. 


Basic 

open-hearth 

ingots. 


Tons  produced 

Pig  iron  and  scrap. 


19,486,978 


29,099,783 


24,731,706 


Labor 

Fuel 

Other  operating.. 
Rebuilding  fund. 


$14.84 
.82 
.61 
.18 
.70 


$14.88 
.31 
.57 
.24 
.64 


$14. 13 
.34 
.92 
.70 
1.10 
.22 


Worlfflcost. 
Additional  cost... 


17.15 
1.05 


16.64 
.92 


17.41 
.79 


Total  cost. 


18.20 


17.56 


Price  of  pig  iron  and  scrap  used 

Founds  of  pig  Iron  and  scrap  used. 

Price  of  scrap  recovered 

Pounds  of  scrap  recovered 

Net  cost  of  waste 


$13.69 

$13.59 

2,451 

2,490 

S6.92 

S7.94 

45 

65 

$1.15 

$1.29 

$13. 18 
2,480 
$9.29 
110 
$0.95 


It  should  be  stated  at  the  outset  that  a  comparison  of  these  cost 
averages  for  the  purpose  of  determining  the  relative  economy  or  ad- 
vantages of  the  Bessemer  as  compared  with  the  open-hearth  process 
would  be  somewhat  misleading.  A  more  satisfactory  comparison 
for  this  purpose  would  be  found  in  taking  a  single  district  producing 
large  tonnages  of  both  sorts  of  steel  for  a  particular  year. 

Cost  of  iron  and  mangankse. — The  Bessemer  process  uses  pig 
iron  almost  entirely  (with  very  little  scrap),  and  in  molten  form 
usually  direct  from  the  blast  furnace,  but  to  some  extent  (particularly 
for  the  Sunday  production  of  pig  iron,  during  which  day  the  steel 
works  are  not  operating)  cold  pig  iron  and  scrap  remelted  in  cupola 
furnaces.  The  prices  at  which  this  metal  was  charged  into  the  ingot 
cost  were  usually  the  furnace  costs  at  the  blast  furnace,  which  was 
invariably  connected  with  the  steel  works  for  the  plants  whose  costs 
are  here  shown.  This  cost  of  the  iron  (pig  iron  and  scrap  exclusive  of 
manganese  and  similar  additions)  used  per  ton  of  product  depended 
also  on  the  quantity  of  the  gross  loss,  the  price  of  the  metal  thus  lost, 
and  the  quantity  and  value  of  the  scrap  recovered.  In  other  words, 
the  net  waste  per  ton  of  product  which  is  shown  below  the  cost  state- 
ment, if  added  to  the  price  per  ton  of  the  material  used,  gives  the  cost 
of  the  net  pig  iron  and  scrap.  In  order  to  show  more  clearly  the 
difference  between  rail  and  billet  ingots,    the  cost   of   manganese 
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(including  similar  additions  of  a  metallic  character)  has  not  been 
included  in  the  pig  iron  and  scrap  in  tlois  cost  statement,  but  is  shown 
separately. 

The  costs  of  the  pig  iron  and  scrap  for  Bessemer  rail  ingots  and 
Bessemer  biUet  ingots  for  the  production  covered  by  the  above  state- 
ment were  nearly  the  same,  namely,  $14.84  and  $14.88,  respectively. 

In  the  open-hearth  process  the  proportion  of  scrap  used  is  very 
large,  and  for  the  production  of  the  basic  steel  here  under  considera- 
tion constituted  about  one-half  of  the  total  pig  iron  and  scrap. 
Other  things  being  equal,  the  price  of  this  pig  iron  and  scrap  tends 
to  be  lower  than  for  the  Bessemer  process,  not  only  on  account  of 
the  greater  proportion  of  low-priced  scrap,  but  also  because  basic 
iron  is  used  instead  of  Bessemer.  The  cost  of  the  waste  also  tends 
to  be  lower  because  the  price  of  the  material  lost  tends  to  be  lower, 
while  the  price  of  the  scrap  recovered  tends  to  be  higher,  being  very 
low  in  phosphorus.  Hence,  the  cost  of  the  pig  iron  and  scrap  for 
the  basic  open-hearth  ingots  was  considerably  lower  than  for  the 
Bessemer  ingots,  namely,  $14.13  per  ton. 

The  average  quantity  of  manganese  which  is  put  into  the  molten 
steel  is  especially  large  for  rail  ingots  in  order  to  harden  them,  and 
the  cost  was  relatively  high  at  $0.82  per  ton,  but  was  much  less  for 
Bessemer  bUlet  and  open-hearth  ingots,  namely,  $0.31  and  $0.34, 
respectively. 

Labor  and  other  costs  above  materials. — For  nearly  all  these 
expenses  the  open-hearth  process  is  at  a  distinct  disadvantage  com- 
pared with  the  Bessemer.  This  is  due  partly  to  the  more  elaborate 
plant  and  equipment  necessary  compared  with  the  tonnage  pro- 
duced, and  also  to  special  depreciation  charges  which  are  necessary 
for  the  rebuilding  of  open-hearth  furnaces.  Thus,  the  item  of  labor 
per  ton  was  more  than  50  per  cent  higher  for  the  basic  open-hearth 
process.  The  item  of  fuel  was  also  much  higher;  this  expense  is 
largely  for  natural  gas  or  coal  to  make  producer  gas  for  open-hearth 
furnaces,  and  for  cupola  coke  at  Bessemer  plants.  The  disproportion 
in  other  operating  expenses  was  even  greater.  This  results  largely 
from  much  heavier  expenses  per  ton  for  limestone  (used  in  the 
open-hearth  furnace),  for  materials  and  supplies,  etc.  The  cost  of 
steam  power  is  the  only  important  expense  of  this  kind  in  which 
the  Bessemer  process  was  at  a  disadvantage  compared  with  the  open 
hearth. 

Thus  the  cost  above  materials  (i.  e. ,  works  or  mill  cost  exclusive  of 
cost  of  pig  iron  and  scrap  and  manganese)  was  much  higher  for  the 
basic  open-hearth  process,  being  $2.94  per  ton  as  against  $1.49  per 
ton  for  Bessemer  rail  ingots  and  $1.45  per  ton  for  Bessemer  billet 
ingots. 
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Works  costs  and  total  book  costs. — This  higher  cost  above 
materials  for  basic  open-hearth  ingots  more  than  offsets  the  lower 
cost  of  the  pig  iron  and  scrap  used  and  resulted  in  a  total  works  cost 
of  117.41  per  ton  as  agaiast  $17.15  per  ton  for  Bessemer  rail  iugots 
and  $16.64  per  ton  for  Bessemer  billet  ingots. 

Although,  as  already  stated,  the  particular  average  costs  of  ingots 
here  compared  may  not  be  the  most  representative,  it  is  evident  that 
the  works  cost  of  opfen-hearth  steel,  in  spite  of  the  cheaper  priced 
metal  used,  is  generally  higher  than  Bessemer  steel.  In  the  foregoing 
figures  the  pig  iron  is  usually  taken  over  at  book  cost.  This  higher  cost 
above  materials  explains  in  part  the  lower  price  of  basic  iron,  and, 
through  the  lower  price  of  basic  iron,  the  lower  price  of  non-Bessemer 
ores. 

The  "additional  costs,"  which  have  been  explained  above 
(p.  10),  happened  to  be  higher  for  the  Bessemer  ingots  than  for  the 
basic  open  hearth.  These  additional  costs  appear  very  high,  largely  on 
account  of  their  cumulative  character  (p.  10);  that  is,  the  pig  iron 
being  transferred  to  the  steel  works  generally  at  furnace  cost  without 
regard  to  the  items  of  additional  expense,  the  additional  costs  for  pig 
iron  not  being  carried  forward  in  the  price  thereof  are  practically 
repeated  in  the  additional  costs  for  ingots  along  with  such  part  of 
these  additional  costs  as  is  attributed  to  the  process  of  converting 
the  pig  iron  into  steel. 

The  total  book  cost  of  ingots  (i.  e.,  the  works  costs  plus  the  addi- 
tional costs)  was  $18.20  for  Bessemer  rail  ingots,  $17.56  for  Bessemer 
billet  ingots,  and  $18.20  for  basic  open-hearth  ingots.  These  addi- 
tional costs  have  just  been  criticised  above.  Instead  of  the  figures 
used  in  the  table,  an  estimated  figure  for  general  expense  and 
general  depreciation  may  be  given  as  in  the  case  of  pig  iron. 
Allowing,  of  course,  for  the  cumulative  principle  just  described,  it  is 
estimated  that  $0.60  per  ton  would  be  sufficient  for  the  Bessemer 
plants  and  $0.85  for  the  open-hearth  plants.  Adding  these  to  the 
works  costs  already  stated,  the  total  costs  of  these  ingots  would 
be  as  follows:  Bessemer  rail  ingots,  $17  75;  Bessemer  billet  ingots, 
$17.24;  and  open-hearth  ingots,  $18.26  per  ton. 

These  costs  are  book  costs;  that  is,  they  include,  of  course,  aU  such 
intermediate  transfer  profits  on  ore,  coke,  and  pig  iron  a,s  may  have 
been  charged  into  the  prices  of  the  materials  used  either  in  preceding 
stages  of  manufacture  or  in  the  conversion  of  pig  iron  into  steel,  as 
well  as  transportation  profits  for  certain  companies.  As  shown 
above  (p.  25),  transfer  profits  were  seldom  charged  on  pig  iron,  and 
these  when  spread  over  the  entire  tonnage  used  in  making  steel 
averaged  only  a  small  amount  per  ton. 
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Section  6.  Book  costs  of  rolled  products. 

The  rolling  of  ingots  into  various  forms,  such  as  billets,  rails,  bars, 
tubes,  sheets,  and  wire  rods,  which  constitutes  a  change  of  form  in 
the  steel,  is  a  third  stage  in  manufacture.  In  general  this  report 
does  not  extend  beyond  the  rolled  products.  There  are,  however, 
two  important  exceptions,  namely,  drawn  wire  and  tin  and  teme 
plate.  In  addition  to  drawn  wire,  there  are  numerous  other  more 
elaborated  wire  products,  such,  for  instance,  as  nails,  but  these  are 
not  included  in  the  Bureau's  cost  averages.  Similarly,  black  sheets 
are  often  coated  in  other  ways  than  by  tinning,  as,  for  instance,  by 
galvanizing  with  zinc,  but  galvanized  and  other  sheet  products  are 
not  discussed  in  this  report. 

The  following  table  shows  the  average  book  costs  of  these  prod- 
ucts for  the  five-year  period  1902  to  1906: 

TABLE  7.— AVERAGE  BOOK  COSTS  PER  GROSS  TON  i  OF  SPECIFIED  PRODUCTS,  SHOW- 
ING MILL  COSTS  AS  GIVEN  IN  COST  SHEETS  (WITHOUT  DEDUCTION  OF  INTER- 
MEDIATE PROFITS),  TOGETHER  WITH  ADDITIONAL  COSTS  (DERIVED  FROM  THE 
PROFIT  AND  LOSS  ACCOUNTS),  1902-1906. 


Products. 


Tons  pro- 
duced. 


Cost. 


Raw 

mate- 
rial. 


Cost  above  materials. 


Labor. 


Other 
operat- 
ing. 


Total. 


Mill 
cost. 


Addi- 
tional 
cost. 


Total 
cost. 


Bessemer  heavy  rails  (from  in- 
gots)  

Large  Bessemer  billets  (from 
ingots) 

Large  basic  open-hearth  billets 
(from  ingots) 

Small  Bessemer  billets  (from 
ingots) 

Bessemer  sheet  bars  (from  in- 
gots)  

Sheared  plates  (from  slabs) 

Universal  plates  (from  ingots).. 

Universal  plates  (from  slabs).. 

Structural  (from  ingots) 

Structuia!  (from  billets) 

Merchant  bars  (from  large  bil. 
letc) 

Wire  rods  (from  billets) 

Bright  coarse  wire  (from  rods).. 

Black  sheets  (from  sheet  bars). 

Black  plate  (from  sheet  bars)... 

Tin  and  teme  plate  (from  black 
plate) 


14,020,303 

17,908,033 

13,422,740 

2,086,706 

4,808,673 
3,317,232 
1,032,388 
2,007,344 
1,724,611 
2,693,231 

4,379,780 
6,867,310 
6,610,368 
2,418,214 
2,091,615 

38,404,002 


SIS.  29 

17.72 

18.45 

16.88 

16.45 
21.65 
17.70 
21.78 
20.21 
21.88 

21.41 
21.42 
23.50 
22.99 
25.25 

2  2.67 


$1.25 

.55 

.55 

.66 

.57 
2.36 
1.24 
1.83 
2.15 
2.S4 

3.06 
1.53 
1.62 
10.39 
14.19 


tl.43 

.82 

.97 

1.16 

1.12 
2.19 
1.89 
1.94 
2.74 
2.11 

2.28 
2.28 
1.87 
4.12 
7.41 

.18 


S2.68 

1.37 

1.62 

1.82 

1.69 
4.55 
3.13 
3.77 
4.89 
4.66 

5.34 
3.81 
3.49 
14.51 

21.60 

.37 


$20.97      11.26 


19.09 


18.70 

18.14 
26.10 
20.83 
25.66 
25.10 
26.53 

26.75 
25.23 
26.99 
37.50 
46.85 

3.04 


1.09 


.84 
1.39 
.99 
.85 
1.42 
1.23 

1.37 
1.98 
2.13 
1.87 
2.14 

.14 


$22.23 

20.18 

20.87 

19.68 

18.98 
27.49 
21.82 
26.40 
26.62 
27.76 

28.12 
27.21 
29.12 
39.37 


3.18 


'  Except  for  bright  coarse  wire  and  black  sheets,  which  are  for  net  tons,  and  for  tin  and  teme  plate, 
which  are  for  base  boxes  of  100  pounds. 
'  Includes  $2.04  for  black  plate  and  $0.63  for  tin. 
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The  above  table  shows  the  product/  the  tons  produced,  the  costs 
per  ton  of  product  distinguished  with  respect  to  the  raw  material, 
the  labor,  and  the  other  operating  expense,  and  the  cost  of  the  last 
two  items  (cost  above  materials)  combined ;  and  the  cost  of  raw  mate- 
rial and  cost  above  materials,  together  constituting  the  mill  cost. 
There  are  then  added  the  "additional  costs"  (which  the  Bureau 
derived  from  the  profit  and  loss  statements  of  the  companies),  which 
include  chiefly  general  expense  and  general  depreciation  not  specific- 
ally allotted  to  the  various  products,  or  even  included  in  the  several 
companies'  statements  of  manufacturing  and  producing  cost,  but 
which  were  nevertheless  expenses  of  the  business  and  allowances 
actually  made  for  depreciation.  These  allowances  were  undoubtedly 
sometimes  too  high  for  the  average  of  the  total  production,  but  a  read- 
justment of  these  allowances  for  each  product  would  have  been 
practically  impossible.  It  should  also  be  borne  in  mind,  as  explained 
already  (p.  29),  that  in  consequence  of  the  fact  that  each  product, 
from  the  pig  iron  on,  is  generally  charged  into  the  next  step  at  miU 
cost  instead  of  the  total  book  cost  here  shown — that  is,  without  taking 
account  of  these  additional  expenses — the  result  is  that  these  items 
naturally  increase  in  a  cumulative  manner.  Thus  they  tend  to  be 
higher  per  ton  for  ingots  than  for  pig  iron,  for  the  heavy-roUed 
products  than  for  ingots,  and  for  Hght-roUed  products  than  for  heavy- 
roUed  products.  There  were,  however,  great  differences  in  these  addi- 
tional expenses  for  different  companies,  and  the  different  companies 
did  not  have  the  same  proportions  of  the  total  output  for  each 
product,  and  often  for  some  products  no  output  at  all. 

Furthermore,  it  is  probable  that  the  additional  costs  for  the 
lighter  rolled  products  are  in  most  cases  too  low,  on  account  of  the 
methods  used  in  allocating  them.  As  appears  from  the  foregoing 
discussion,  they  were  too  high,  on  the  average,  for  pig  iron  and  ingots, 
but  probably  about  right  for  rails.  If  the  total  amount  is  assumed  to 
be  right  for  general  expenses  and  not  greatly  excessive  for  deprecia- 
tion, it  follows  that  in  so  far  as  the  additional  costs  for  the  earher 
stages  of  production  are  cut  down,  they  must  be  increased  at  the 
later  stages.  This  view  is  apparently  correct  for  the  depreciation, 
and  undoubtedly  correct  for  general  expenses.  The  latter  are  very 
largely  incurred  in  connection  with  the  sale  of  finished  products,  and 
more  particularly  such  products  as  structural  materials,  merchant 
bar,  wire  products,  sheets,  tin  plate,  and  tubes.     Steel  makers  rarely 

'  The  Biireau  obtained  and  compiled  data  with  regard  to  the  costs  of  certain  other  rolled  products,  such 
as  billets  from  acid  open-hearth  ingots,  sheet  bars  from  open-hearth  steel,  light  rails,  girder  rails,  hoops 
and  bands,  cotton  ties,  merchant  bar  from  small  billets,  muck  bar  and  tubes,  most  of  which  will  be 
covered  in  detail  in  the  full  report.  In  some  cases,  however,  the  tonnage  reported  was  too  small  for  the 
results  to  be  significant,  while  in  some  other  cases  the  product  itsel  included  too  great  a  range  of  sizes  to 
make  the  average  of  much  value. 
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sell  pig  iron,  and  generally  only  a  small  portion  of  their  billets  and 
other  semifinished  steel.  Billets  do  not  require  much  expense  to 
sell,  and  rails  probably  even  less. 

It  should  be  noted  in  connection  with  costs  for  particular  roUed 
products  that  there  are  often  considerable  differences  between  the 
average  costs  of  products  which  do  not  seem  to  be  proportional  to 
the  normal  differences  of  costs  of  production.  It  is  important  to 
bear  in  mind,  therefore,  that  for  different  plants  there  were  marked 
differences  in  the  cost  of  the  same  product,  and  further  that  in  most 
cases  the  group  of  plants  whose  costs  are  averaged  for  one  product 
is  not  the  same  as  the  group  for  another  product.  Thus  billets  were 
made  by  a  great  number  of  plants,  but  sheet  bars  by  a  comparatively 
smaU  number,  and  the  latter,  moreover,  included  some  of  the  most 
efficient  plants  in  the  country.  This  explains  why  the  average  cost  of 
Bessemer  sheet  bars  was  lower  than  the  average  cost  of  large  Bessemer 
billets,  although  sheet  bars  produced  at  any  given  plant  would  cost 
more  than  such  biUets. 

It  would  involve  a  tedious  discussion  to  consider  the  circumstances 
governing  the  costs  of  each  of  these  rolled  products.  It  will  be 
sufficient  to  consider  briefly  a  few  of  the  most  important  ones,  and 
to  mention  some  of  the  characteristic  conditions  and  conspicuous 
differences  affecting  book  costs.  In  particular  it  is  interesting  to 
note  the  proportion  that  the  labor  cost  bears  to  the  total  mill  cost. 
For  this  purpose  it  is  not  possible  here  to  take  account  of  any  labor 
costs  except  those  which  are  directly  entered  as  such  in  the  cost 
sheets,  but  it  should  be  clearly  understood  that  the  pay  roll  would,  if 
completely  analyzed  and  allocated,  show  a  distinctly  larger  proportion. 

Book  cost  of  billets. — These  are  the  simplest  of  the  products 
roUed  from  ingots,  and  consist  in  typical  form  of  lengths  of  steel  4 
by  4  inches  square.  As  they  are  only  semifinished  and  must  be 
rolled  further  to  have  a  merchantable  character  (that  is,  to  be  pur- 
chased by  other  manufacturers  than  those  operating  rolling  mills),  it 
is  not  necessary  during  the  process  of  rolHng  to  cut  or  "crop"  the 
defective  ends  so  closely  as  for  some  products.  The  labor  cost  is  very 
low  compared  with  the  cost  of  the  ingots  from  which  the  billets  are 
rolled.  For  the  above  noted  production  of  large  Bessemer  billets,  the 
labor  cost,  which  was  only  $0.55  per  ton,  formed  2.9  per  cent  of  the  mill 
cost,  while  the  total  cost  above  materials,  namely,  $1.37,  was  only  7.2 
per  cent  of  the  mill  cost.  The  mill  cost  of  large  Bessemer  billets 
was  $19.09  per  ton,  and  the  total  book  cost — that  is,  including 
profit  and  loss  items  of  general  expense  and  depreciation — was 
$20.18  per  ton. 

Book  cost  of  bails. — The  cost  of  rails,  made  from  rail  ingots,  is 
also  chiefly  a  question  of  the  cost  of  the  raw  material.  The  labor  cost 
for  the  above-noted  production  was  $1 .25  per  ton,  which  formed  only  6 
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per  cent  of  the  mill  cost,  and  the  total  coat  above  materials  was  $2.68 
per  ton,  or  only  12.8  per  cent  of  the  mill  cost.  Rails,  moreover,  are 
not  a  particularly  simple  product,  because  they  must  be  made  with 
great  care,  and  the  ends  must  be  cropped  off  during  the  process  of 
rolling  to  a  greater  extent  than  for  billets.  Furthermore,  they 
require  considerable  labor  for  straightening  and  fuiishing  after  they 
are  cold. 

The  total  mill  cost  was  $20.97  per  ton,  and  this  with  the  additional 
costs  made  the  total  book  cost  $22.23  per  ton. 

Book  cost  of  plates. — It  is  interesting  to  compare  the  costs  of 
sheared  plates  from  slabs  with  universal  plates  from  slabs.  Slabs  are 
a  semifinished  product  Hke  billets.  Sheared  plates  are  rolled  from 
the  slabs  and  then  the  rough  edges  are  sheared  off  to  give  them  uni- 
form gauge  and  the  required  form.  Universal  plates  are  rolled 
directly  both  to  uniform  gauge  and  required  form.  The  former 
process  involves  more  labor  than  the  latter,  which  is  largely  auto- 
matic. This  result  is  shown  in  the  item  of  labor  cost,  which  was 
12.36  per  ton  for  sheared  plates  from  slabs  and  $1.83  per  ton  for  uni- 
versal plates  from  slr.bs;  a  substantially  proportional  difference  ap- 
pears for  the  total  costs  above  materials.  Consequently,  although  it 
happened  that  the  slabs  cost  a  Uttle  less  for  sheared  plates  than  for 
universal  plates,  the  mill  cost  was  lower  for  the  latter. 

That  the  universal  plates  from  ingots  had  a  lower  cost  above  mate- 
rials than  universal  plates  from  slabs,  in  spite  of  the  fact  that  the 
former  included  two  stages  of  rolling  as  compared  with  one  for  the 
latter,  was  due  chiefly  to  the  fact  that  they  comprised  plates  of 
greater  average  thickness  of  gauge,  enabUng  the  production  of  a 
much  larger  tonnage  during  a  given  period  of  time,  thus  making  the 
labor  cost  per  ton  and  all  other  items  of  cost  above  materials  much 
lower. 

Book  cost  of  merchant  bars. — This  product  includes  a  variety 
of  shapes,  such  as  rounds,  squares,  flats,  etc.,  and  a  very  great  vari- 
ety of  dimensions.  It  is  the  chief  article  of  steel  required  in  the 
manufacture  of  machines,  implements,  and  tools,  besides  a  great 
many  other  kinds  of  ordinary  hardware.  The  merchant  bars  shown 
m  the  above  tarble  were  rolled  from  large  billets,  which  shows  that  the 
bars  produced  were  chiefly  of  the  heavier  shapes.  Owing  to  the  great 
variety  of  forms  and  sizes  of  steel  bars  and  the  comparatively  small 
tonnages  at  most  mills  for  a  given  size,  the  labor  cost  tends  to  be 
higher  than  for  many  products  which  otherwise  would  involve  quite 
as  much  labor  per  unit.  For  the  same  reasons  the  other  items  of  cost 
above  materials  tend  to  be  high.  The  total  cost  above  materials  for 
the  steel  bars  shown  in  the  foregoing  table  was  $5.34  per  ton,  and  con- 
stituted 20  per  cent  of  the  mill  cost,  which  was  $26.75  per  ton.  The 
average  book  cost  was  $28.12  per  ton. 
4525"— 11 32 
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Book  cost  of  wire  rods. — This  product,  like  hoops,  is  rolled  out 
to  such  small  dimensions  that  it  is  coiled  up  as  it  emerges  from  the 
mill.  The  most  modern  mills  are  largely  automatic,  a  billet  being 
started  at  the  beginning  and  running  through  a  succession  of  rolls, 
with  rapidly  accelerating  speed  as  it  decreases  in  diameter.  Although 
the  gauges  of  drawn  wire  are  very  numerous,  the  gauges  of  wire  rods 
are  few  in  comparison,  and  an  immense  tonnage  is  roUed  for  the 
standard  sizes  of  such  widely  used  articles  as  fence  wire  and  wire 
nails.  The  cost  above  materials  for  wire  rods  is  chiefly  on  this  ac- 
count much  lower  than  for  merchant  bar,  averaging  S3. 81  per  ton 
for  the  quantity  covered  in  the  foregoing  table,  or  15.1  per  cent  of 
the  mill  cost,  namely,  $25.23  per  ton.  The  total  book  cost  was 
$27.21  per  ton. 

Book  cost  of  black  sheets. — This  product  differs  markedly  from 
most  of  those  previously  discussed,  particularly  with  respect  to  the 
large  labor  cost  involved  in  its  manufacture.  The  modern  rolling 
mills  for  the  products  heretofore  considered  (except  certain  kinds  of 
light  bars  and  wire  rods  not  made  at  the  automatic  or  continuous 
miUs)  are  generally  so  constructed  that  the  material  is  lifted  and 
placed  between  the  rolls  and  moved  either  continuously  forward,  or 
back  and  forth,  under  them  with  the  intervention  of  a  comparatively 
smaU  amount  of  manual  labor.  For  sheets  and  allied  products, 
however,  invention  has  not  succeeded  to  the  same  degree  in  sub- 
stituting automatic  devices.  In  making  sheets  the  sheet  bars  are 
passed  through  the  rolls  and  worked  back  and  forth  by  laborers  who 
stand  at  either  side,  and  who  are  also  required  to  double  the  material 
several  times  as  it  is  reduced  in  thickness  and  expands  in  area. 
This  process  is  also  interrupted  for  the  reheating  of  the  partially 
rolled  material.  The  number  of  passes  through  the  rolls  depends 
partly  on  the  original  thickness  of  the  sheet  bar  and  partly  on  the 
gauge  to  which  the  sheets  are  to  be  rolled.  The  sheet  rollers  form 
a  class  of  specially  sldlled  labor. 

The  cost  of  labor  in  the  manufacture  of  black  sheets  constitutes, 
therefore,  a  considerable  element  in  the  mill  cost.  For  the  tonnage 
represented  in  the  foregoing  table  the  labor  cost  was  $10.39  per  net 
ton,  or  27.7  per  cent  of  the  mill  cost;  the  total  cost  above  materials 
was  $14.51  per  net  ton,  or  38.7  per  cent  of  miU  cost.  The  null  cost 
was  $37.50  per  net  ton,  and  total  book  cost  $39.37  per  net  ton. 

Book  cost  of  black  plate. — This  commodity  is  similar  to  black 
sheets,  but  is  subject  to  further  treatment  to  make  it  suitable  for 
tinning.  The  additional  processes  are  pickling,  annealing,  and  cold 
roUiag.  Pickling  consists  in  putting  the  black  sheets  through  an  acid 
bath  to  remove  impurities  from  the  surface;  annealing,  in  heating 
and  cooling  the  metal  slowly  to  make  it  pliable;  and  cold  rolling,  in 
giving  it  a  final  rolling  to  insure  perfect  smoothness  and  correctness  in 
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gauge.    All  of  these  processes  involve  considerable  handling  and 
labor,  and  also  large  expenses  for  materials  and  supplies. 

The  labor  cost  of  black  plate  forms,  therefore,  a  considerable  item, 
and  for  the  production  shown  in  the  foregoing  table  amounted  to 
$14.19  per  ton,  or  30.3  per  cent  of  the  mill  cost.  The  other  items  of 
cost  above  materials  were  $7.41  per  ton,  so  that  the  total  cost  above 
materials  was  no  less  than  $21.60  per  ton,  or  46.1  per  cent  of  the  mill 
cost.  The  mill  cost  was  $46.85  per  ton,  and  the  total  book  cost  $48.99 
per  ton. 

Book  cost  or  tin  and  terne  plate. — This  product  is  sold  and 
the  cost  is  reckoned  on  the  basis  of  a  standard  or  base  box  which  con- 
tains 100  pounds  of  tin  plate.  To  compare  the  costs  of  tin  plate  with 
black  plate,  from  which  it  is  made,  they  should  be  multiplied  by  22.4 
to  get  both  on  a  gross-ton  basis.  Apart  from  the  black  plate  used, 
the  most  important  item  of  expense  is  for  pig  tin.  The  labor  cost  in 
tinning  is  comparatively  small. 

For  the  production  shown  in  the  above  table  the  average  cost  of 
the  black  plate  was  $2.04  per  base  box,  and  the  pig  tin  $0.63  per  base 
box.  These  two  items  are  grouped  together  in  the  table  for  con- 
venience in  statement.  While  the  black  plate  has  a  cost  which,  even 
for  the  least  integrated  companies,  goes  back  to  the  cost  of  sheet  bars 
and  for  most  of  the  producing  interests  goes  back  to  the  cost  of  ore 
and  coke,  the  pig  tin  is  an  imported  article  purchased  in  the  world 
market  and  at  prices  which  show  considerable  fluctuations. 

The  labor  cost  of  tin  plate  for  the  production  under  consideration 
was  $0.19  per  base  box,  and  formed  6.3  per  cent  of  the  mill  cost.  The 
total  cost  above  materials  was  $0.37  per  base  box,  or  12.2  per  cent  of 
the  miU  cost.  The  mill  cost  was  $3.04  per  base  box,  and  the  total 
book  cost  $3.18  per  base  box  ($71.23  per  gross  ton). 

Section  7.  Character  and  significance  of  foregoing  book  cost  statements. 

The  foregoing  discussion  covers  the  mill  costs  as  shown  on  the 
books  of  the  companies,  and  also  shows  the  book  costs  by  adding  to 
the  former  the  "  additional  costs"  (general  expense  and  depreciation) 
shown  by  the  profit  and  loss  statements.  These  book  costs,  however, 
if  taken  by  themselves,  form  an  imperfect  basis  for  judging  thp  cost  of 
production.  This  is  because,  as  already  explained,  there  are  large 
but  very  varying  items  of  intermediate  profit  included  in  the  price 
of  the  materials  transferred  from  one  stage  of  production  to  a  suc- 
ceeding stage. 

The  next  and  far  more  important  step  will  be  to  show  what  these 
book  costs  become  when  intermediate  transfer  profits  are  eliminated. 
This  further  process  could  be  carried  out  by  the  Bureau,  however, 
only  for  ore,  pig  iron,  and  crude  steel,  and  a  very  limited  number  of 
rolled  products.     For  the  other  products  shown  above,  therefore,  the 
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total  book  cost  is  a  figure  of  distinctly  limited  value.  The  principal 
interest,  indeed,  of  the  foregoing  cost  statements  for  most  of  the 
finished  products  ia  found  not  in  the  book  cost  or  even  in  the  mill  cost, 
but  in  the  costs  above  materials,  or,  in  other  words,  all  items  of  mill 
cost  except  the  material  used.  This  is  a  much  better  standard  of 
comparison  than  the  conversion  cost,  which  includes  the  cost  of  waste, 
because  the  cost  of  waste  must  be  figured  on  the  prices  of  the  mate- 
rials used — itself  a  fluctuating  and,  as  has  been  shown,  unreliable 
figure,  often  containing  considerable  items  of  antecedent  profit.  The 
costs  above  materials,  on  the  other  hand,  are  of  great  value  and  great 
interest. 


CHAPTEE  IV. 

METHODS    OF    ELIMINATING    INTERMEDIATE    TRANSFER 
PROFITS  FROM  BOOK  COSTS. 

Section  1.  Two  kinds  of  profits  included  in  book  costs. 

The  importance  of  eliminating  intermediate  profits  included  in 
the  foregoing  book  costs  has  been  repeatedly  referred  to.  These 
intermediate  profits  are  of  two  kinds — (1)  transfer  profits  and  (2) 
profits  on  transportation. 

Transfer  profits,  as  already  made  clear,  are  profits  added  by  an 
integrated  concern  to  the  cost  of  an  antecedent  raw  material — such 
as  ore  or  coke,  or  a  relatively  crude  material,  as,  for  instance,  pig 
iron,  ingots,  or  billets — in  transferring  these  materials  from  one  sub- 
company  to  another  or  from  one  department  to  another. 

Transportation  profits  are  the  profits  from  the  transportation  of 
ore  used  in  making  pig  iron  and  steel.  These  are  the  only  profits 
of  this  kind  directly  connected  with  the  cost  of  production  of  iron 
and  steel  which  can  be  determined  with  any  degree  of  accuracy. 

The  elimination  of  these  profits  would  present  a  somewhat  different 
problem  than  in  the  case  of  transfer  profits.  Integration  of  the 
production  of  raw  materials  may  be  regarded  as  a  normal  con- 
dition in  the  steel  industry  at  the  present  time.  On  the  other 
hand,  the  integration  of  such  production  with  the  transporta- 
tion agencies  which  serve  them  is  exceptional.  Railroads,  apart 
from  industrial  switching  facilities  (and  as  distinguished  from  vessel 
fleets),  could  not,  under  most  conditions  of  the  industry,  be  provided 
for  each  integrated  concern,  no  matter  how  large,  without  involving 
great  waste  of  capital  in  investment  and  excessive  costs  of  produc- 
tion. Hence,  whUe  the  costs  arrived  at  by  eliminating  transfer 
profits  may  be  regarded  as  normal  figures  for  successful  modern 
companies,  the  ehmination  of  transportation  profits  would  tend  rather 
to  show  the  influence  of  an  exceptional  factor  in  the  industry. 

For  these  reasons  the  Bureau  has  revised  the  book  costs  at  this 
point  in  one  way  only,  namely,  eliminating  merely  the  intermediate 
transfer  profits  on  materials  passing  from  one  stage  of  production  to 
another.  In  Chapter  VII  the  costs  will  be  shown :for  the  Steel  Cor- 
poration alone  for  the  year  1910,  eliminating  both  transfer  and  trans- 
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portation  profits,  as  it  is  for  this  concern  only  that  the  transportation 
profits  are  of  great  significance  in  the  cost  of  production. 

It  is  desirable  first  to  point  out  the  scope  of  the  cost  data  from 
which  such  profits  are  eliminated  and  then  certain  general  rules 
followed  in  eliminating  transfer  profits. 

Section  2.  Extent  of  industry  covered  and  distinction  of  large  and  small 
companies. 

Limitation  of  discussion  to  Lake  oee-using  districts. — In 
making  its  revision  of  book  cost  data  the  Bureau  has  confined  itself 
to  concerns  using  almost  exclusively  Lake  ores.  At  the  present  time 
the  steel  industry  is  practically  based  on  Lake  ores.  The  districts  of 
production  which,  considering  both  volume  of  output  and  conditions 
of  cost,  most  fairly  represent  the  position  of  the  United  States  as  a 
whole  are  those  whict  lie  west  of  the  Allegheny  Mountains,  north  of 
the  Ohio,  and  east  of  the  Mississippi  Elvers.  This  region  includes 
such  important  districts  as  Pittsburgh,  the  Valleys,  Lake  Erie,  Wheel- 
ing, southern  Ohio,  and  Chicago. 

While  the  limitation  of  the  discussion  of  the  revised  costs  to  these 
particular  districts  necessitates  the  exclusion  of  considerable  of  the 
data  presented  in  preceding  book  cost  statements,  nevertheless  the 
cost  data  comprised  in  this  study  of  revised  costs  embrace  not  only 
the  bulk  of  those  obtained  by  the  Bureau,  but  also  include  a  very 
substantial  proportion  of  the  total  business  of  the  United  States  for 
the  period  in  question.     This  is  clearly  shown  by  the  following  table: 

Table  8— PRODUCTION  OF  SPECIFIED  PRODUCTS  COMPRISED  IN  BUREAU'S  COMPU- 
TATIONS  OF  REVISED  COSTS  AND  PER  CENT  OF  SAME  TO  TOTAL  PRODUCTION  IN 
THE  UNITED  STATES,  1902-1906. 


Produota. 


Production. 


Per  cent 
of  total 

for 
United 
States. 


Lake  ore 

Connellsville  coke  (net  tons) 

Total  coke  (net  tons) 

Bessemer  pig  iron 

Basic  pig  iron 

Bessemer  billet  ingots 

Bessemer  rail  ingots 

Large  Bessemer  billets 

Bessemer  standard  rails 


Gross  tons. 

106,268,728 
51,867,247 
67,121,843 
44,311,530 
9,161,685 
29,099,783 
15,495,210 
17,161,389 
10,618,799 


73.3 
72.2 
40.0 
79.6 
68.4 

91.6 


(') 


77.1 


'  Probably  about  90  per  cent. 


COST   OF  PKODTJCTION PKEDIMTPTAKT^  HEPOET.  39" 

It  is  apparent,  therefore,  that  these  revised  cost  figures  in  most 
cases  cover  a  very  large  proportion  of  the  total  production  of  the 
products  specified.  They  include  the  total  production  of  the  Steel 
Corporation  for  these  products.  Moreover,  they  include  all  the  Lake 
ore  for  which  the  Bureau  received  returns  and  practically  aU  the  Con- 
nellsville  beehive  coke  included  in  the  cost  statements  furnished  for 
the  period  in  question. 

During  the  period  1902  to  1906  the  only  important  companies 
furnishing  cost  statements  which  were  outside  of  the  districts  above 
named,  and  which  manufactured  steel  in  important  quantities,  com- 
prised two  in  the  East  and  one  in  the  Far  West.  One  of  the  eastern 
companies  used  foreign  ores  chiefly,  and,  both  on  this  account  as  well 
as  on  account  of  the  difficulty  of  revising  its  costs  on  the  basis 
planned,  was  naturally  excluded  from  the  computation.  The  other 
large  eastern  company  was  also  excluded  with  respect  to  most 
products  as  being  outside  the  region  regarded  as  typical,  although 
included  for  two  important  products. 

The  production  of  the  Southern  companies  which  furnished  cost 
data  was  important  only  for  ore,  coke,  and  foundry  pig  iron.  The 
costs  of  these  products,  as  already  shown  above  (see  pp.  17, 19,  and  22), 
were  very  nearly  on  a  net  basis,  as  shovm  by  the  books  of  account, 
and  no  important  change  would  have  resulted  from  revising  them  in 
the  manner  described  above.  Furthermore,  it  would  have  been 
quite  improper  to  have  combined  them  with  the  costs  for  the  districts 
using  Lake  ore. 

Owing  to  this  difference  in  the  extent  of  the  industry  between  the 
costs  covered  by  the  cost  statements  hereafter  to  be  given  and  the 
book  costs  for  the  country  as  a  whole  presented  above  (Chap.  Ill), 
it  was  necessary,  of  course,  to  compute  the  book  costs  also  for  these 
Lake  ore-using  districts  alone,  in  order  that  comparisons  could  be 
made  between  the  revised  costs  and  the  proper  book  costs.  For 
this  reason  the  book  costs  for  these  districts,  as  shown  in  the  next 
chapter,  wUl  differ  slightly  from  those  shown  in  Chapter  III.  The 
diflPerences,  however,  are  small  and  tend  to  show,  as  stated,  that  the 
costs  for  this  particular  region  (Lake  ore-using  districts)  are  a  fair 
basis  for  judging  the  position  of  the  iron  and  steel  iadustry  in  the 
United  States. 

Separation  of  large  and  small  companies. — ^A  very  significant 
feature  of  the  comparison  of  revised  costs  with  book  costs  to  be 
presented  later  is  the  distinction  made  between  the  average  costs  of 
large  and  small  companies.  There  were,  of  course,  great  differences 
between  the  various  reporting  companies  in  the  degree  of  integration, 
and  hence  in  the  extent  to  which  intermediate  profits  from  transfers 
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figure  in  their  cost  statements.  It  was  obviously  desirable,  there- 
fore, to  group  such  companies  in  order  to  show  these  differences 
clearly.  Generally  speaking,  the  large  companies  were  best  inte- 
grated; the  exceptions  to  this  condition  were  comparatively  unim- 
portant when  the  output  was  taken  into  consideration.  For  the 
large  companies,  furthermore,  the  production  processes  were  more 
comprehensive,  and  the  tonnages  so  much  larger  that  they  enjoyed, 
on  the  whole,  considerable  technical  advantages  with  respect  to  the 
economy  of  operation.  It  was  believed  that  these  large  concerns 
might  fairly  be  regarded-  as  the  representative  units  of  the  industry 
for  the  purposes  of  this  cost  discussion. 

The  companies  whose  costs  of  production  were  uniformly  combined 
in  the  cost  averages  for  large  companies,  so  far  as  they  produced  the 
several  products,  were  (1)  the  United  States  Steel  Corporation,  (2) 
the  Lackawanna  Steel  Co.  (Buffalo  plant),  (3)  the  Jones  &  Laughlin 
Steel  Co.,  and  (4)  the  Republic  Iron  &  Steel  Co.  (Northern  plants). 
The  costs  of  production  of  the  Republic  Iron  &  Steel  Co.  for  its 
Southern  plants  were  not  included  in  this  computation,  nor  certain 
minor  plants  of  the  Lackawanna  Steel  Co.,  situated  east  of  the 
Allegheny  Mountains.  For  two  products  the  average  for  the  large 
companies  includes  also  the  costs  of  the  Cambria  Steel  Co.,  which  is 
located  at  Johnstown,  only  about  80  miles  east  of  Pittsburgh,  but 
which  is  generally  grouped  with  the  eastern  companies. 

The  smaller  companies  whose  costs  of  production  are  comprised  in 
the  averages  need  not  be  specified  in  detail.  The  number  included 
in  the  statement  of  average  costs  for  particular  products  varied  con- 
siderably. They  include  a  few  companies  of  intermediate  size,  as 
well  as  more  numerous  companies  which  are  more  accurately  described 
as  small. 

To  sum  up,  therefore,  the  revised  cost  data  presented  in  this  por- 
tion of  the  report  comprehend  the  costs  for  all  the  companies  in  the 
Lake  ore-using  districts.  These  costs  are,  for  purposes  of  compari- 
son, shown  in  two  ways — first,  in  the  form  of  the  book  costs  already 
discussed  (these  have  been  computed  on  the  basis  of  the  costs  reported 
by  the  companies),  and,  second,  the  same  costs  excluding  transfer 
profits.  These  costs  will  be  shown  separately  for  large  and  for  small 
companies. 

Section  3.  Method  of  eliminating  transfer  profits. 

The  elimination  of  profits  by  the  Bureau  was  based  on  information 
furnished  by  the  companies  themselves  respecting  the  amount  of 
such  profits.  The  computations  were  of  an  elaborate  and  com- 
pUcated  character  and  can  not  be  well  explained  in  detail  at  this 
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time;  they  will  be  set  forth  in  detail  in  the  full  text  of  the  report. 
It  is  important,  however,  to  indicate  in  a  very  general  manner  the 
methods  adopted  for  determining  transfer  profits  and  certain  general 
rules  which  governed  computations  before  stating  these  revised  costs 
themselves. 

In  the  first  place,  it  should  be  noted  that  the  whole  process  of  com- 
putation was  conducted  separately  for  each  company  and  was  made 
according  to  the  actual  circumstances  of  its  production  and  consump- 
tion of  the  several  products,  with  amounts  of  cost  and  profit  and  not 
by  the  use  of  averages  per  ton. 

The  several  companies  reporting  their  costs  also  reported  their  sales 
and  profits  on  sales,  by  products,  some  references  to  which  (in 
averages  per  ton)  have  been  made  above.  (See  pp.  18,  20,  and  25.) 
The  profits  by  products  which  have  been  cited  above  were  the  profits 
remaining  after  the  deduction  of  "  additional  costs, "  which  have  been 
already  explained  (p.  10).  As  the  method  of  allocating  such  addi- 
tional costs  is  necessarily  somewhat  arbitrary,  it  is  important  to  note 
that  there  were  no  additional  costs  to  be  distributed  in  the  case  of  ore 
and  coke,  and  hence  no  adjustment  to  be  made  respecting  the  profits 
thereon.  It  was  on  these  two  products  that  almost  all  of  the  transfer 
profits  which  are  to  be  deducted  were  received. 

One  rule  followed  was  that  for  deducting  the  profit  on  sales  as 
well  as  on  transfers,  in  so  far  as  the  consumption  of  the  product 
in  question  exceeded  the  quantity  transferred.  This  rule  can  be 
made  clear  by  a  brief  illustration.  Suppose  a  company  produced 
100,000  tons  of  Bessemer  pig  iron  in  a  year  at  an  average  cost  of  |12 
per  ton,  and  sold  35,000  tons  from  time  to  time  at  an  average  price  of 
$14  per  ton,  or  at  $2  per  ton  profit.  Suppose  it  consumed  in  its  own 
steel  works  65,000  tons  of  pig  iron  of  its  own  production  and  10,000 
tons  additional  purchased  in  the  open  market  at  an  average  price  of 
$15  per  ton.  The  direct  cost  of  the  pig-iron  tonnage  consumed 
would  therefore  be  65,000  tons  at  $12  per  ton,  and  10,000  tons  at  $15 
per  ton,  or  a  total  of  $930,000.  Against  this  cost,  according  to  the 
rule  adopted  by  the  Bureau,  there  was  put  the  profit  on  so  much  of 
the  tonnage  sold  as  corresponded  to  the  quantity  purchased.  In  the 
above  case  the  profit  of  $2  per  ton  on  10,000  tons  of  the  total  tonnage 
sold  gives  $20,000.  The  net  cost  of  the  pig  iron  consumed,  therefore, 
was  $910,000.  Of  course,  not  all  the  profit  on  sales  was  charged, 
but  only  the  profit  on  a  quantity  equal  to  the  quantity  purchased. 
Such  transactions  of  purchase  and  sale  during  a  year  are  not  uncom- 
mon. They  are  sometimes  important  for  companies  mining  and 
consuming  ore,  where  a  variety  of  grades  is  desirable,  so  that  the 
product  of  one  mine  is  sold  in  order  to  buy  that  of  another. 
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It  should  be  noted,  however,  that  even  if  no  credit  had  been  given 
for  profit  on  such  sales,  the  total  results  arrived  at  would  not  have 
shown  any  material  difference. 

Another  rule  was  that  of  allocating  the  transfer  profit  for  a  given 
commodity  which  was  used  in  the  production  of  two  or  more  com- 
modities. In  such  cases  the  rule  adopted  was  the  obvious  one, 
namely,  to  prorate  the  profits  per  ton  according  to  the  tonnage 
consumed. 

A  conspicuous  difficulty  occurred  with  respect  to  the  question  of 
the  period  during  which  a  given  profit  was  earned  and  the  period  of 
production  against  which  it  should  be  applied  in  the  next  succeeding 
stage.  For  the  steel  products  here  under  consideration,  namely, 
ingots,  bUlets,  and  rails,  this  is  a  comparatively  unimportant  matter, 
as  the  pig  iron  and  subsequent  materials  generally  move  day  by  day 
with  little  interruption  from  one  stage  of  production  to  another.  It 
is  of  great  importance,  however,  with  the  ore  going  into  pig  iron, 
because  ore  shipments  are  not  continuous  throughout  the  year  on 
account  of  the  winter  closing  of  Lake  navigation.  While  this  fact 
undoubtedly  introduces  considerable  liability  to  error  in  comparing 
ore  profits  with  pig-iron  costs  for  any  single  year  (due  chiefly  to  con- 
siderable fluctuations  in  the  price  of  ore),  it  is  not  a  serious  matter 
when  the  business  of  five  consecutive  years  is  averaged. 

The  difficulty  suggested  above  was  partly  obviated  also  by  carrying 
inventories  forward  into  the  consumption  of  the  succeeding  year. 
The  computation  of  the  average  costs  for  five  years  combined,  as 
well  as  for  single  years,  was  made  more  accurate  by  the  application 
of  this  obviously  correct  rule. 

The  most  difficult  question  presented  in  the  computation  of  transfer 
profits  was  in  distinguishing  the  rates  of  profit  on  Bessemer  ores  and 
on  non-Bessemer  ores.  The  profit  statements  furnished  to  the  Bureau 
did  not  make  this  distinction.  For  some  companies  it  was  unneces- 
sary, because  they  produced  only  one  variety  of  ore.  For  certain 
other  companies  it  was  a  matter  of  indifference,  because  they  made 
only  one  kind  of  pig  iron.  But  for  companies  which  produced  both 
Bessemer  and  non-Bessemer  ores  and  which  likewise  produced  both 
Bessemer  and  basic  pig  iron  it  was  necessary  to  divide  the  known  ore 
profit  between  the  two  grades  of  ores.  The  exact  manner  in  which 
this  W£is  done  is  too  comphcated  to  be  described  in  detail ;  but,  in  brief, 
it  consisted  in  determining  the  average  prices  and  profits  on  the  ores 
from  a  comparison  of  the  actual  average  prices  and  average  costs  of 
the  ores  for  all  ranges  and  grades  with  the  ofiicial  prices  for  the 
Bessemer  and  non-Bessemer  ores  for  the  Mesabi  and  Old  Ranges. 
This  required  an  allotment  of  tonnages  by  ranges  and  by  grades, 
which  in  both  cases  involved  some  approximations,  also  certain  ad- 
justments to  make  tonnages  shipped  proportional  to  tonnages  mined, 
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and  certain  other  adjustments  for  special  sales  below  the  market 
price,  etc.^ 

1  The  Bureau's  methods  and  results  in  computing  the  approximate  division  of  proiit  between  Bessemer 
and  non-Bessemer  ores  are  partly  indicated  here  and  will  be  fully  explained  in  the  full  report. 

The  actual  average  prices,  profits,  and  costs  for  the  sales  and  transfers  of  109,424,041  tons  of  Lake  ore 
during  the  five  years  1902-1906  which  were  reported  to  the  Bureau  were  as  follows: 

AVERAGE  COSTS,  PRICES,  AND  PROFITS  ON  LAKE  ORE,  PER  GROSS  TON,  BY  YEARS, 

1902-1906. 


Year. 

Tonnage. 

Cost  per 
ton. 

Price  per 
ton. 

Profit  per 
ton. 

1902 

20,111,011 
17,627,423 
16,555,393 
26,093,788 
29, 036, 426 

S2.77 
2.70 
2.70 
2.68 
2.64 

$3.34 
3.57 
3.06 
3.18 
3.47 

80.57 

1903 

.87 

1904 

.36 

1905 

.60 

1906 

.83 

1902-1906 

109,424,041 

2.67 

3.33 

.66 

The  final  allocation  of  these  prices,  profits,  and  costs  to  the  two  grades  of  ore  for  the  Mesabi  and  Old 
Ranges,  respectively,  the  details  of  which  will  be  shown  in  the  full  report,  was  as  follows: 

ACTUAL  AVERAGE  PRICES,  COSTS,  AND  PROFITS  ON  SALES  AND  TRANSFERS  OF  ALL 
LAKE  ORE,  PER  GROSS  TON,  REPORTED  TO  THE  BUREAU,  AND  ESTIMATED 
DIVISION  OF  THE  SAME  FOR  BESSEMER  AND  NON-BESSEMER  ORES,  BY  YEARS, 
1902-1906. 


Year. 

Grade. 

Tons. 

Cost. 

Price. 

Profit. 

1902 

13,000,000 
7,100,000 

S2.71 
2.88 

$3.53 
2.98 

$0.82 

Non-Bessemer... 

.10 

Total 

20,100,000 

2.77 

3.34 

.67 

Bessemer. 

1903...                                              

11,700,000 
8,900,000 

2.64 
2.81 

3.77 
3.17 

1.13 

.36 

Total 

17,600,000 

2.70 

3.57 

.87 

1904...                               

11,200,000 
6,300,000 

2.66 
2.82 

3.19 
2.80 

.63 

O.02 

Total 

16,500,000 

2.70 

3.06 

.36 

1906....                   

17,200,000 
8,900,000 

2.64 
2.66 

3.32 
2.91 

.78 

Non-Bessemer..,. 

.26 

Total 

Bessemer 

26,100,000 

2.68 

3.18 

.60 

1906 

19,100,000 
9,900,000 

2.59 
2.71 

3.69 
3.22 

1.00 

Non-Bessemer. . 

.51 

Total, 

29,000,000 

2.64 

3.47 

.83 

72,200,000 
37,100,000 

2.62 
2.76 

3.48 
3.03 

.86 

Non-Bessemer 

.27 

Total 

109,300,000 

2.67 

3.33 

.66 

While  the  total  average  profits  for  each  year  were  compiled  from  books  of  accoimt,  the  profits  for  the  two 
grades  of  ore  are  approximate  and  apply  to  the  particular  toimages  comprised  in  the  above  table. 

The  principal  interest  of  this  table  lies  in  the  fact  that  it  was  the  basis  for  apportioning  the  profits  on 
Bessemer  and  non-Bessemer  ore  for  the  Steel  Corporation.  Of  course,  the  greater  part  of  the  tormage 
shown  in  this  table  was  that  of  the  Steel  Corporation.  For  the  Steel  Corporation  alone,  however,  the 
average  profits  per  ton  in  each  year  varied  slightly  from  the  averages  shown  above,  and  adjustments  were 
made  accordingly  in  the  computations  for  that  concern. 

Separate  treatment  was  made  of  ore  sales  and  ore  transfers  in  making  [these  adjustments  on  account 
of  the  marked  differences  in  the  average  prices  at  which  such  sales  and  transfers  were  made. 

As  just  noted,  while  in  the  determination  of  these  profits  on  ore  certain  approximations  were  necessary, 
yet  the  average  profit  for  both  Bessemer  and  basic  pig  iron  combined  is  a  Jmown  amount  derived  from 
the  records  submitted  by  the  companies.  There  is,  moreover,  no  doubt  that  this  allocation  of  the  total 
profits  as  between  Bessemer  and  basic  iron  is  substantially  correct. 
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Section  4.  Principal  products  for  whicli  transfer  profits  were  deducted. 

The  principal  items  of  transfer  profit  were  for  ore  and  coke,  and  to 
a  less  extent  for  pig  iron  and  certain  minor  raw  materials,  such  as 
ferromanganese.  The  profits  on  all  ore  and  coke  entering  the  net 
metallic  mixture  and  coke  items,  respectively,  in  the  pig-iron  cost 
sheets  were  deducted  from  the  costs  of  these  items,  thus  giving  the 
net  costs.  In  the  cost  of  ingots  these  deductions  appear  again  in  the 
reduced  cost  of  the  pig  iron  and  scrap  along  with  any  deductions  on 
account  of  intermediate  profits  on  pig  iron,  so  far  as  they  were  ap- 
plicable to  the  production  of  the  ingots  in  question.  Similar  deduc- 
tions were  made  from  manganese  costs  on  account  of  intermediate 
profits  in  the  ferromanganese  or  other  similar  additions  to  the  metal. 
As  these  deductions  resulted  in  a  revised  cost  for  the  ingots,  they 
likewise  affected  in  a  similar  manner  the  cost  of  ingots  used  in  mak- 
ing rails  and  large  billets. 


CHAPTER  V. 

COMPAEISON  OF  BOOK  COSTS  FOR  1902-1906  WITH  COSTS 
AFTER  EIIMINATIOir  OF  INTERMEDIATE  TRANSFER 
PROFITS. 

Section  1.  Introductory. 

Haying  made  clear  the  general  principles  followed  by  the  Bureau 
in  determining  the  amount  of  transfer  profits  to  be  eliminated,  it 
now  remains  to  compare  the  costs  computed  in  the  two  ways  noted 
on  page  6,  namely,  (1)  book  cost,'  and  (2)  book  costless  intermediate 
transfer  profits.  These  costs  are  shown  not  only  for  all  companies 
combined,  but  also,  as  far  as  practicable,  grouped  for  large  companies 
and  small  companies.  For  convenience  and  brevity  the  different 
forms  of  statement  are  presented  side  by  side.^ 

Owing  to  the  nature  of  the  information,  it  was  impracticable,  as 
already  stated,  to  carry  such  revision  of  costs  beyond  crude  steel, 
except  for  two  of  the  most  important  roUed  products — Bessemer 
rails  and  large  Bessemer  billets. 

Section  2.  Comparison  of  costs  for  lake  ore. 

The  present  section  takes  up  ore  costs  for  all  the  companies 
reporting,  combined,  and  includes  the  Steel  Corporation  in  those 
figures. 

The  costs  of  Lake  ore  require  only  one  insignificant  elimination, 
namely,  a  very  small  intermediate  profit  from  intercompany  royalty. 
That  there  are  no  intermediate  transfer  profits  on  materials  is  due, 
of  course,  to  the  fact  that  ore  is  an  original  raw  material.  There  is, 
of  course,  a  large  and  very  important  transportation  profit  in  the 
carriage  of  ore,  but  accruing  almost  entirely  to  the  Steel  Corporation; 
on  account  of  this  circumstance,  as  already  made  clear,  this  profit  is 
not  to  be  eliminated  in  these  comparisons  of  average  costs  for  several 
companies,  but  the  extent  of  it  will  be  shown  in  detail  at  the  end  of 
this  chapter,  and  wQl  be  taken  up  in  Chapter  VII,  as  already  noted, 
in  connection  with  the  costs  of  the  Steel  Corporation  alone  for  the 
year  1910. 

'  Except  for  ore  for  which  only  a  trifling  deduction  for  intermediate  profits  was  necessary. 

2  The  costs  which  are  shown  in  this  chapter  do  not  cover  all  the  cost  statements  furnished  to  the 
Bureau  as  stated  above  (p.  38),  but  that  part  for  the  production  of  the  chief  Lake  ore-usmg  districts, 
which,  however,  comprised  the  great  bulk  of  the  production  of  the  country.  (See  Table  8.)  For  some 
products,  e.  g..  Lake  ore  and  Bessemer  billet  ingots,  it  comprises  the  total  tonnage  reported  to  the 
Bureau, 
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Table  9.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  LAKE  ORE  AT  LOWER  LAKE 
PORTS,  EXCLUDING  INTERCOMPANY  ROYALTY,  DISTINGUISHING  LARGE  AND 
SMALL  COMPANIES,  1902-1906. 


Items  of  cost. 


All  companies 

(106,268,728 

tons). 


Large  compa- 
nies (84,920,942 
tons). 


Small  compa- 
nies (21,347,786 
tons). 


Labor 

Other  operating 

Royalty 

Mine  cost 

Rail  freight 

Lake  freight 

Lower  Lake  cost 

General  expense,  depreciation,  and  taxes. 

Total  cost  at  lower  Lake  ports 


to.  45 
.37 
.23 


{0.44 
.38 
.23 


(0.50 
.34 
.21 


1.06 
.67 
.74 


1.06 


1.05 
.58 
.74 


2.46 
.16 


2.48 
.16 


2.37 
.12 


2.64 


2.49 


The  costs  as  shown  in  this  table  differ  from  the  book  costs  shown 
above  (p.  16)  in  two  respects  only.  First,  they  distinguish  all 
companies,  and  large  and  small  companies,  and,  second,  they  show 
the  costs  after  eliminating  intercompany  royalties-  Inasmuch  as 
the  changes  in  costs  on  account  of  the  elimination  of  intercompany 
royalties  were  very  slight,  it  is  unnecessary  to  show  the  book  costs 
together  with  the  same  costs  after  eliminating  such  intercompany 
royalties.  The  intercompany  royalties  averaged  only  $0.02  per  ton 
for  all  companies  combined,  and  $0.03  for  the  large  companies,  while 
for  the  small  companies  there  was  no  deduction  on  this  account. 

After  making  this  small  deduction,  the  average  mine  cost  was  the 
same  for  the  three  groups  shown,  namely,  $1.05  per  ton.  There  were, 
however,  some  differences  in  the  various  items  for  the  different  groups. 
Thus  for  the  item  of  labor,  which  represents  the  direct  labor  cost 
only,  the  average  for  aU  companies  was  $0.45  per  ton,  as  compared 
with  $0.44  per  ton  for  the  large  companies  and  $0.50  per  ton  for  the 
small  companies.  The  higher  cost  of  labor  for  the  small  companies 
was  largely  offset,  however,  by  lower  costs  for  other  operating 
expenses,  na*mely,  $0,34  for  the  small  companies,  as  compared  with 
$0.38  for  the  large  companies.  The  small  companies  also  showed  a 
lower  average  royalty,  even  after  the  deduction  of  intercompany 
royalties,  the  average  for  the  small  companies  being  $0.21  per  ton,  as 
against  a  net  average  royalty  of  $0.23  for  the  large  companies.  A 
good  many  fee-ore  mines  (largely  in  the  Marquette  Range)  were  in  the 
small-company  group.  These  having,  of  course,  no  royalty,  tended 
to  reduce  the  average  royalty  cost  of  that  group  as  a  whole. 

The  small  companies  showed  a  lower  average  rail  freight,  prin- 
cipally due  to  the  fact  that  no  mines  in  the  Vermilion  Range  were 
included  among  them,  the  average  being  $0.58  per  ton,  as  against 
$0.69  for  the  large  companies.     On  the  other  hand,  their  average 
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Lake  freight  charge  happened  to  be  just  the  same  as  for  the  large 
companies,  namely,  $0.74  per  ton. 

The  small  companies  also  had,  on  the  average,  smaller  additional 
expenses  for  general  administration,  depreciation,  and  taxes,  namely, 
$0.12  per  ton,  as  compared  with  $0.16  for  the  large  companies. 

Consequently  the  small  companies  happened  to  have  a  lower  aver- 
age total  cost  at  lower  Lake  ports,  namely,  $2.49  per  ton,  as  compared 
with  $2.64  for  the  large  companies,  a  difference  of  $0.15  per  ton. 
This  advantage  of  the  small  companies  was  not  due,  however,  to 
cheaper  mining  as  such,  but  to  different  conditions  with  respect  to 
royalty  and  freights.  It  should  be  distinctly  understood  that  the 
small  companies  whose  ore  costs  are  shown  here,  for  the  most  part, 
are  not  the  same  small  companies  for  which  the  average  costs  of  pig 
iron  are  given  later. 

These  figures  show  the  average  costs  of  ore  at  lower  Lake  ports, 
but  not,  of  course,  at  the  furnace.  While  some  of  the.  consuming 
furnaces  are  located  at  lower  Lake  ports,  the  net  costs  of  a  particular 
furnace  can  not  be  figured  from  these  averages. 

For  the  average  of  all  the  furnaces  using  Lake  ore,  a  considerable 
amount  of  rail  freight  has  to  be  added  because  most  of  them  are 
located  at  a  considerable  distance  south  of  the  Great  Lakes. 

As  has  been  clearly  explained  above,  these  costs  of  ore  at  lower 
Lake  ports  do  not  contain  any  deduction  on  account  of  the  large 
profits  from  the  transportation  of  ore  which  are  made  by  a  few 
ore-producing  interests,  and,  in  fact,  almost  entirely  by  the  Steel 
Corporation.  The  effect  of  such  transportation  profits  on  the  net 
cost  of  ore  at  lower  Lake  ports  is  taken  up,  therefore,  at  the  end  of 
this  chapter  and  also  in  another  chapter  (see  Chap.  VII),  namely, 
in  the  discussion  of  the  integration  costs  of  the  Steel  Corporation  for 
the  year  1910. 
Section  3.  Comparison  of  costs  of  coke. 

The  coke  produced  by  the  companies  which  are  considered  in  these 
computations  of  revised  costs  was  of  three  kinds — (1)  Connehsville 
coke,  (2)  Pocahontas  coke,  and  (3)  by-product  coke.  In  none  of 
these  three  was  there  any  profit  included  in  the  coke  costs  themselves, 
on  account  of  the  transfer  prices  of  coal,  which  could  be  excluded  on  the 
basis  of  data  furnished  the  Bureau.  (In  the  subsequent  use  of  such 
coke  in  making  pig  iron,  however,  there  was  a  considerable  transfer 
profit,  as  noted  on  p.  50.)  Furthermore,  with  respect  to  the  differ- 
ences between  large  and  small  companies,  it  should  be  noted  that 
practically  aU  the  Connehsville  coke  (beehive)  for  which  the  Bureau 
had  returns  was  made  by  the  large  companies,  and  hkewise  all  the 
by-product  coke.  As  to  Pocahontas  coke,  it  was  not  practicable  to 
show  the  cost  of  large  and  small  companies  separately.  Taking  aU 
the  coke  production  of  the  companies  here  under  consideration,  it 
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would  be  possible,  however,  to  distinguish  the  costs  of  the  lai^e 
companies  from  the  costs  of  the  small  companies,  but  there  would  be 
Httle  utility  in  presenting  the  figures  because  averages  of  the  items  of 
coke  cost  for  districts  working  under  such  different  conditions  would 
have  almost  no  significance.  It  is  sufficient,  therefore,  to  note  that  the 
average  cost  of  coke  at  the  oven  for  aU  the  companies  here  under  con- 
sideration was  $1.49  per  net  ton.  The  average  costs  at  the  oven  for 
all  companies,  for  the  several  kinds  of  coke,  for  the  five-year  period 
1902  to  1906,  were  as  follows: 

Per  net  ton. 

Connellsville  (51, 867, 247  tons) $1. 43 

Pocahontas  (4, 170, 396  tons) 1.  74 

By-product  (1, 084, 200  tons) ; 3. 43 


Average 


1.49 


For  most  of  this  coke  a  considerable  freight  has  to  be  paid  to  get  the 
coke  to  the  blast  furnace;  i.  e.,  for  aU  coke  except  the  by-product 
coke. 

For  the  Connellsville  coke  and  the  Pocahontas  coke,  these  average 
costs  are  the  same  as  for  the  total  production  already  given,  although 
the  tonnage  in  the  case  of  the  former  is  not  quite  so  large  (p.  18). 
For  the  by-product  coke,  the  average  costs  here  shown  are  con- 
siderably higher  than  for  the  average  costs  of  aU  by-product  coke 
reported  to  the  Bureau,  which  is  shown  elsewhere  (p.  19).  The 
details  as  to  differences  in  items  are  not  of  any  special  importance. 

Section  4.  Comparison  of  costs  of  Bessemer  pig  iron. 

The  book  costs  of  Bessemer  pig  iron  are  compared  with  the  costs 
after  the  elimination  of  intermediate  transfer  profits  on  ore  and  coke. 
The  costs  of  the  large  and  small  companies  are  distinguished  in  each 
case.    They  are  for  the  Lake  ore-using  districts  only.     (See  p.  38.) 

Table  10.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  BESSEMER  PIG  IRON  AND 
COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHING  LARGE  AND  SMALL  COM- 
PANIES, 1902-1906. 


All  companies 
(44,311,530  tons). 

Large  compa- 
nies (40, 873, 250 
tons). 

Small  compa- 
nies (3,438,280 
tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 
trans. 

fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
elud- 
ing 
trans- 
fer 
profits. 

J7.36 

3.81 

.43 

.73 

.80 

J6.10 

3.28 

.43 

.73 

.80 

$7.38 

3.75 

.43 

.69 

.79 

$6.01 

3.19 

.43 

.69 

.79 

$7.20 
4.41 

.49 
1.26 

.82 

$7.14 

Coke  ..                          

4.41 

.49 

1.26 

Other  operating ...        

.82 

13.13 
.76 

11.34 
.76 

13.04 
.82 

11.11 

.82 

14.18 
.09 

14.12 

.09 

li.S9 

12.10 

13.80 

U.93 

14.27 

14.21 
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CoMPAEisoN  OF  BOOK  COSTS.— The  table  shows  that  the  average 
Bessemer  pig-u-on  costs  of  the  large  companies  even  before  the  ehmi- 
natio4  of  antecedent  transfer  profits  were  distinctly  lower  than  those 
of  the  small  companies,  the  furnace  costs  being,  respectively,  $13.04 
and  $14.18  per  ton,  giving  an  advantage  for  the  large  companies  of 
$1.14  per  ton.  The  chief  differences  between  the  furnace  costs  of  the 
large  and  small  companies  are  found  in  the  costs  of  ore,  coke,  and 
labor.  The  ore  cost  of  the  large  companies  was  indeed  higher,  being 
booked  at  $7.38,  or  $0.18  higher  than  that  of  the  small  companies, 
$7.20  per  ton;  the  difference  was  chiefly  due  to  location  of  furnaces. 
As  stated  above  (p.  47),  the  small  companies  for  which  the  costs  of 
pig  iron  are  shown  here  are  not,  generally  speaking,  the  same  small 
companies  for  which  average  costs  of  ore  were  shown  above.  The 
disadvantage  of  the  large  companies  in  respect  to  book  cost  of  ore 
was  more  than  offset  in  the  book  cost  of  coke.  The  large  companies, 
with  an  average  book  cost  of  coke  of  $3.75  per  ton,  had  an  advantage 
of  $0.66  per  ton  over  the  small  companies  ($4.41).  In  this  case  also 
location  was  the  chief  factor. 

The  net  advantage  of  location  with  respect  to  these  two  materials 
may  be  roughly  estimated,  therefore,  at  $0.48  for  the  large  companies. 

The  chief  advantage  of  the  large  companies  was,  however,  in  the 
labor  cost,  namely,  $0.69  per  ton,  as  compared  with  $1.26  for  the 
small  companies — a  difference  of  $0.57  per  ton.  This  was  due 
chiefly  to  differences  in  efficiency  of  plants,  volume  of  production, 
etc.,  and  was  perhaps  partly  the  natural  result  of  a  larger  investment 
of  capital  per  ton  of  product.  Of  course,  even  where  the  investment 
is  not  greater  in  proportion  to  output,  it  is  generally  possible  to  have 
a  more  efficient  equipment  with  large  tonnages  of  product  than  with 
small  ones. 

The  other  items  of  furnace  cost  noted  in  the  foregoing  table  did  not 
show  any  marked  differences  between  large  and  small  companies. 

As  already  stated  elsewhere  (p.  24),  the  "additional  costs"  probably 
were  not  made  on  a  comparable  basis,  those  for  the  large  companies 
beiag,  on  the  average,  undoubtedly  too  high,  and  those  for  the  small 
companies  probably  being  too  low.  Such  "additional  costs"  for  the 
large  companies  might  be  expected  to  run  higher,  especially  on 
account  of  more  elaborate  technical  organization  and  equipment 
intended  to  reduce  operating  costs.  A  more  detailed  statement  of 
these  additional  costs  follows: 


Items. 


Large 
compahies. 


Small 
companies. 


General  and  miscellaneous  expense  . 
Depreciation 

Total 

4525°— 11 33 


.82 
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The  general  and  miscellaneous  expenses  were  considerable  for  the 
large  companies,  partly  on  account  of  their  more  complicated  organi- 
zation. Some  costs  comprehended  therein  were  probably  put  by  the 
smaller  companies  in  their  furnace  costs,  although  this  probably  was 
not  the  case  to  any  great  extent.  It  is  very  plain,  however,  that  the 
large  companies  made  very  heavy  charges  for  depreciation  as  compared 
with  the  small  companies.  Some  difference  in  this  respect  may  have 
been  necessary,  owing  to  the  more  elaborate  equipment  of  the  large 
companies;  but  it  must  be  remembered  that  this  depreciation  is 
reckoned  per  ton  of  product,  and  more  elaborate  equipment  tends  to 
faciUtate  larger  tonnages.  In  other  words,  more  extensive  plant 
investment  is  not  synonymous  with  greater  investment  per  ton  of 
product,  or  with  greater  depreciation  per  ton  of  product.  For  depre- 
ciation alone,  however,  $0.40  per  ton  is  regarded  as  ample,  while  gen- 
eral expenses  properly  chargeable  to  blast  furnaces  are  undoubtedly 
small  for  steel-making  companies. 

Bearing  these  facts  in  mind,  the  total  book  costs  of  large  and  small 
companies  shown  in  the  foregoing  table  may  be  noted,  namely,  $13.86 
per  ton  of  pig  iron  for  large  companies  and  $14.27  for  small  companies, 
giving  a  difference  of  $0.41  per  ton  in  favor  of  the  former. 

If  instead  of  these  additional  costs  an  assumed  normal  allowance 
for  such  costs  (see  p.  24),  namely,  $0.50  per  ton,  be  added,  the  total 
book  costs  would  be  $13.54  for  the  large  companies  and  $14.68  for  the 
small  companies — a  difference  of  $1.14  per  ton. 

Comparison  of  costs  of  all  companies  after  elimination  of 
INTERMEDIATE  TRANSFER  PROFITS. — There  Were  great  differences 
between  the  average  book  costs  of  all  the  companies  combined  and 
these  costs  after  eliminating  antecedent  profits  from  transfers  of 
materials.  These  differences  were  far  greater  for  large  companies 
than  for  small  companies. 

The  only  items  of  cost  which  are  changed  by  the  revision  are  for  net 
metalhc  mixture  and  coke.  As  shown  on  the  books,  the  average  cost 
of  the  net  metallic  mixture  for  all  companies  was  $7.36  per  ton  of  pig 
iron.  The  ehmination  of  transfer  profits  reduced  this,  however,  to 
$6.10  per  ton,  a  difference  of  $1.26  per  ton.  This  corresponds  to  a 
transfer  profit  on  the  ore  consumed  of  approximately  $0.70  per  ton, 
about  1.8  tons  of  ore  being  used  on  the  average  to  produce  a  ton  of 
Bessemer  pig  iron. 

The  transfer  profits  eliminated  from  the  cost  of  coke  reduced  the 
book  cost  for  aU  companies  from  $3.81  per  ton  of  pig  iron  to  a  cost 
of  $3.28  per  ton,  a  reduction  of  $0.53  per  ton.  A  Httle  more  than  a 
net  ton  of  coke  was  used  on  the  average  for  a  ton  of  pig  iron,  and  the 
transfer  profit  was  about  $0.46  per  net  ton  of  coke  used. 

On  account  of  these  differences  in  particular  items  the  total  furnace 
costs  necessarily  differed  greatly.     The  average  furnace  cost  for  all 
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companies,  as  shown  on  the  books,  was  $13.13  per  ton  of  pig  iron, 
as  against  $11.34  per  ton,  after  taking  out  the  transfer  profits.  Cor- 
respondiag  differences  existed  for  the  total  costs  before  and  after  such 
revisions.  Thus  the  .total  book  cost  was  113.89  per  ton  of  pig  iron; 
or,  less  transfer  profits,  $12.10  per  ton. 

It  should  be  distinctly  borne  in  mind,  of  course,  that  as  these 
differences  were  due  to  the  elimination  of  profits  derived  from  pre- 
ceding stages  of  production,  it  is  logical  that  the  costs  should  be 
lower  in  order  that  there  may  be  a  larger  margin  of  profit  to  furnish 
a  return  to  the  larger  investment  involved. 

COMPAEISON    OF    COSTS    OF    LARGE    AND    SMALL    COMPANIES    AFTER 

EXCLUDING  INTERMEDIATE  TRANSFER  PROFITS. — The  great  reductions 
in  cost  which  are  shown  above  were  more  characteristic  of  the  large 
companies  than  of  the  small  companies,  because  the  former,  generally 
speaking,  were  more  completely  integrated,  and  consequently  earned 
larger  profits  from  antecedent  stages  of  production. 

Thus,  while  the  large  companies  showed  higher  book  costs  for  net 
metallic  mixture  than  the  small  companies,  the  cost  of  this  item, 
after  eliminating  the  transfer  profits,  was  very  much  lower  for  them, 
namely,  $6.01  per  ton  of  pig  iron,  as  against  $7.14  per  ton.  The 
small  companies,  on  the  average,  showed  very  httle  profit  on  this 
account — only  $0.06  per  ton,  as  against  $1.37  for  the  large  companies. 

In  the  case  of  coke  there  was  no  intermediate  transfer  profit  for 
the  small  companies,  while  that  for  the  large  companies  averaged 
$0.56  per  ton. 

Consequently  the  average  furnace  cost  after  the  ehmination  of 
transfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $14.12  per  ton  for  the  small  companies. 

These  marked  differences  in  furnace  costs  are  somewhat  diminished, 
when  the  total  costs  are  compared,  on  account  of  the  greater  ' '  addi- 
tional costs"  of  the  large  companies.  (See  p.  10.)  Eliminating 
transfer  profits,  the  total  cost  for  the  large  companies  was  $11.93 
per  ton,  as  compared  with  $14.21  for  the  small  companies,  a  difference 
of  $2.28  per  ton. 

If  the  additional  costs  were  taken  as  equal  for  each  group  of  com- 
panies at  $0.50  per  ton  (see  p.  24),  the  difference  would  have  been 
$3.01. 

While  in  this  revision  of  book  costs  the  Bureau  is  not  attempting 
to  eliminate  any  profits  except  those  from  the  transfers  of  materials, 
it  should  be  remembered  that  if  transportation  profits  on  ore  (see  p. 
70)  were  also  eliminated  the  reduction  in  the  cost  of  pig  iron  result- 
ing therefrom  would  have  been  much  greater,  of  course,  than  in  the 
case  of  ore,  inasmuch  as  about  1.8  tons  of  ore  are  required  to  make 
a  ton  of  Bessemer  pig  iron.  The  same  would  be  true  also  in  the 
case  of  other  kinds  of  pig  iron.    Moreover,  for  steel  products  made 
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from  pig  iron  there  would  be  a  still  larger  deduction  on  account  of 
the  larger  quantities  of  ore  required  per  ton  of  product.  This  gen- 
eral fact  is  noted  here  and  need  not  be  repeated  in  discussing  the  coats 
of  other  kinds  of  pig  iron  or  for  steel  products  made  therefrom. 

Section  5.  Comparison  of  costs  of  basic  pig  iron. 

The  book  costs  of  basic  pig  iron  in  the  Lake  ore-usiag  districts  (see 
p.  38)  are  likewise  compared  with  the  costs  after  the  ehmination  of 
intermediate  transfer  profits  on  ore  and  coke.  The  costs  of  the  large 
and  small  companies  are  hkewise  distinguished  in  each  case. 

Table  11.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  BASIC  PIG  IRON  AND  COST  EX- 
CLUDING TRANSFER  PROFITS,  DISTINGUISmNG  LARGE  AND  SMALL  COMPANIES, 
1902-1906. 


All  compa- 
nies (9,161 ,6«5 
tons). 

Large  compa- 
nies (8,466,492 
tons). 

Small  compa- 
nies (696,193 
tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
elud- 
ing 
trans- 
fer 
profits. 

Net  metallic  mixture 

t7.15 

3.32 

.47 

.60 

.75 

J6.69 

2.79 

.47 

.60 

.75 

$7.17 

3.26 

.46 

.67 

.71 

S6.69 

2.08 

.46 

.67 

.71 

16.90 

4.11 

.64 

1.06 

LIO 

S6  68 

Coke .     . .           

4  11 

Labor .  .                       

1  06 

1  10 

12.29 
.62 

11.30 
.62 

12.17 

.54 

11.11 
.64 

13.81 
.31 

13.69 

Additional  costs 

31 

Total  cost 

12.81 

11.82 

12.71 

11.66 

14.12 

13  90 

CoMPAKisoN  OF  BOOK  COSTS. — The  average  costs  of  basic  pig  iron 
for  large  companies,  even  before  the  elimination  of  antecedent 
transfer  profits,  were  distinctly  lower  than  those  of  small  companies,' 
the  furnace  costs  being,  respectively,  $12.17  and  $13.81  per  ton, 
giving  an  advantage  for  the  large  companies  of  $1.64  per  ton. 
Considerable  differences  appear  in  the  costs  of  each  item  shown. 

The  ore  cost  of  the  large  companies  as  shown  in  the  above  table 
exceeded  that  of  the  small  companies  by  $0.27  per  ton.  For  coke, 
however,  the  book  costs  were  considerably  lower  for  the  large  com- 
panies, namely,  $0.85  less  per  ton.  The  large  companies  had  also 
an  advantage  in  the  cost  of  limestone,  which  on  the  average  amounted 
to  $0.18  per  ton.  Location  of  furnaces  was  undoubtedly  the  prin- 
cipal factor  in  these  differences  in  cost  of  ore,  coke,  and  limestone. 
Other  reasons  have  already  been  made  clear. 

'  The  small  companies  whose  pig-iron  costs  are  shown  here  are  by  no  means  identical  with  those  whose 
ore  costs  are  shown  in  Table  9. 
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The  large  companies  had  a  labor  cost  of  only  $0.57  per  ton,  as  against 
$1.06  for  the  small  companies,  showing  a  difference  of  $0.49  per  ton. 
This  was  due  chiefly  to  differences  in  efficiency  of  plants,  volume  of 
production,  and  to  some  extent  perhaps  iavolved  larger  iavestments 
per  ton  of  product.  Likewise  for  other  operating  costs  the  large 
companies  enjoyed  a  distinct  advantage,  amounting  to  no  less  than 
$0.39  per  ton.  Over  haK  of  this  difference  was  due  to  the  cost  of 
steam,  the  details  not  being  given  ia  the  foregoing  table. 

The  large  companies  had  greater  additional  costs  allotted  to  basic 
pig  iron  which  tended  to  diminish  their  advantage  in  total  costs  over 
the  small  companies.  These  additional  costs,  stated  in  more  detaU, 
were  as  follows: 


Items. 


Large 
com- 
panies. 


Small 
com- 
panies. 


General  and  miscellaneous  expense. 
Depreciation 

Total  


$0.28 
.26 


SO.  15 
.16 


.31 


The  differences  in  these  items  for  the  large  and  the  small  companies 
were  not  nearly  as  conspicuous  for  basic  pig  iron  as  for  Bessemer  pig 
iron,  and  consequently  the  comments  made  with  respect  to  the  latter 
(p.  50)  would  apply  only  in  a  slight  degree  in  this  case. 

The  total  book  costs  for  basic  pig  iron  showed  an  average  of  $12.71 
per  ton  for  the  large  companies  and  $14.12  for  the  small  companies, 
giving  a  difference  of  $1.41  per  ton. 

If  an  assumed  normal  additional  cost  of  $0.50  per  ton  were  used 
instead,  the  total  cost  for  the  large  companies  would  be$12.67  perton, 
as  against  $14.31  for  the  small  companies — a  difference  of  $1.64. 

Comparison  of  costs  of  all  companies  after  elimination 
OF  intermediate  transfer  profits. — ^Although  the  antecedent 
profits  involved  in  the  book  costs  of  basic  pig  iron  were  not  as  large 
as  for  Bessemer,  there  were,  nevertheless,  great  differences  between 
the  book  costs  and  these  costs  after  eliminating  the  profits  on  trans- 
fers of  materials.  These  differences  were  much  more  marked  also  for 
large  companies  than  for  small  companies. 

In  basic  pig  iron,  as  in  Bessemer  pig  iron,  the  only  items  of  cost 
which  were  changed  by  these  eliminations  were  the  items  for  net  me- 
tallic mixture  and  coke.  Taking  first  the  average  for  all  companies, 
the  book  cost  of  the  net  metaUic  mixture  was  $7.15  per  ton  of  pig 
iron,  and  eliminating  the  transfer  profits  on  ore  this  was  reduced  to 
$6.69  per  ton,  a  difference  of  $0.46  per  ton.     Taken  on  a  ton  of  ore. 
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this  would  amount  to  about  $0.23  per  ton.  The  profits  on  the  non- 
Bessemer  ore  used  in  makiag  basic  pig  iron  are  much  lower  than  for 
Bessemer  ore,  inasmuch  as  the  prices  are  much  lower,  while  the  costs 
of  non-Bessemer  ore  averaged  a  little  higher. 

For  coke  the  average  book  cost  for  all  companies  was  $3.32  per 
ton  of  pig  iron,  and  this  cost  less  transfer  profit  was  $2.79  per  ton, 
giving  a  difference  of  $0.53  per  ton.  Figured  per  net  ton  of  coke 
used,  this  would  be  about  $0.46  per  ton. 

On  account  of  these  eliminations  of  antecedent  profits,  there  were 
marked  differences  in  the  average  furnace  costs  of  basic  pig  iron. 
Thus,  against  the  book  furnace  cost  of  $12.29  per  ton  for  all  com- 
panies, the  elimination  of  transfer  profits  gave  $11.30  per  ton,  show- 
ing a  difference  of  $0.99  per  ton. 

Corresponding  differences  existed  in  the  total  costs  before  and  after 
such  ehmi nations,  the  average  total  costs  per  ton  being,  respectively, 
$12.81  and  $11.82. 

As  stated  before  (p.  51),  these  transfer  profits  applied  to  produc- 
tive activities  in  prior  stages  of  production,  and  hence  the  margins 
between  cost  and  price  should  be  greater  after  such  eliminations,  in 
order  to  furnish  any  return  on  the  investment  in  such  prior  produc- 
tive enterprises. 

Comparison  of  revised  costs  for  large  and  small  companies. — 
The  costs  of  the  net  metalhc  mixture  for  the  large  companies  ($7.17 
per  ton),  as  shown  on  the  cost  sheets,  averaged  higher  than  for  the 
small  companies  ($6.90),  as  already  shown  (p.  52),  but  after  the 
transfer  profits  on  ore  were  eliminated  in  eacli  case  these  costs  were 
practically  the  same  for  these  two  groups,  namely,  $6.69  per  ton  of 
pig  iron  and  $6.68  per  ton,  respectively. 

The  coke  cost  of  the  large  companies  was  reduced  by  the  elimina- 
tion of  transfer  profits  from  $3.26  per  ton  of  pig  iron  to  $2.68  per  too, 
or  $0.58  per  ton,  whUe  for  small  companies  it  was  not  reduced  at  all. 

Consequently  the  average  furnace  cost  after  the  elimination  of 
transfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $13.59  per  ton  for  the  small  companies,  giving  a  differ- 
ence of  $2.48  per  ton. 

Owing  to  the  fact  that  the  additional  costs  of  the  large  companies 
were  considerably  larger  than  for  the  small  companies,  the  revised 
total  costs  did  not  differ  so  greatly  as  the  revised  furnace  costs. 
Thus,  eliminating  transfer  profits,  the  total  cost  for  the  large  com- 
panies was  $11.65  per  ton,  as  against  $13.90  for  the  small  companies, 
giving  a  difference  of  $2.25  per  ton. 

If  the  additional  cost  were  assumed  to  be  $0.50  in  each  case  (see 
p.  24),  the  difference  in  the  costs  of  large  and  small  companies  would 
have  been  $2.48. 
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Section  6.  Comparison  of  costs  for  Bessemer  and  basic  pig  iron  com- 
bined. 

For  ordinary  cost  statements,  at  least  according  to  the  forms  of 
accounting  usually  followed,  a  combination  of  Bessemer  and  basic 
pig-iron  costs  would  be  of  little  value.  This  is  due,  of  course,  to  the 
fact  that  the  ores  used  are  customarily  charged  at  market  prices, 
and  that  the  prices  for  the  two  grades  of  ore  used  ia  maldng  these 
kinds  of  pig  iron  are  widely  different. 

For  the  present  purpose,  however,  two  reasons  appear  for  combia- 
ing  the  costs  of  Bessemer  and  basic  pig  iron.  In  the  first  place,  the 
method  of  distinguishing  the  profit  on  Bessemer  and  non-Bessemer 
ores  (see  p.  42)  was  only  approximate.  The  results  obtained  are 
beUeved  to  have  been  close  enough  to  the  actual  facts,  so  that  the 
difference  was  of  no  practical  importance.  Even  in  strict  accounting 
statements  there  are  many  approximations  which  contain  probability 
of  greater  variations  than  in  this  case.  Nevertheless,  a  result  arrived 
at  by  such  a  method  is  not  always  satisfactory  and  sometimes  not  so 
convincing  as  one  which  is  based  on  the  use  of  a  definite  amount  of 
profit.  Evidently  by  combining  the  total  amounts  of  cost  of  Besse- 
mer and  basic  pig  iron  and  eliminating  all  the  ore  profits  from  this 
cost,  any  possible  objections  to  the  Bureau's  approximate  method  of 
dividing  the  ore  profits  are  completely  avoided.' 

In  the  second  place,  it  should  be  noted  that  a  combination  of  Bes- 
semer and  basic  pig-iron  costs,  while  comparatively  meaningless 
when  the  ores  are  put  in  at  market  prices,  is  not  so  when  the  ores  are 
put  in  at  cost,  or  at  figures  approximating  cost. 

The  revised  averages  do  not,  of  course,  give  a  furnace  cost  for  ore 
which  is  an  absolute  cost  of  production,  plus  freight,  to  the  furnace,  be- 
cause a  good  many  concerns  had  to  purchase  a  part  of  their  ore  and 
some  of  the  smaller  ones  all  of  it.  For  the  large  companies  the  revised 
cost  of  the  ore  (net  metallic  mixture)  found  by  eliminating  transfer 
profit  is  very  nearly  the  cost  of  the  ore  at  the  furnace,  including  full 
transportation  charges. 

Hence,  while  the  costs  of  both  Bessemer  and  basic  pig  iron  combined 
are  shown  in  the  table  below  in  the  same  form  as  above,  the  results 
which  are  of  interest  are  comparatively  limited,  and  may  be  more 
briefly  described.  These  costs  are  for  the  Lake  ore-using  districts 
only.     (See  p.  38.) 

*  A  slight  exception  must  be  made  to  this  statement  of  the  process  with  respect  to  the  small  und  prac- 
tically negligible  estimated  amounts  of  profit  on  both  Bessemer  and  non-Bessemer  ores  credited  by  the  Bu- 
reau to  thecosts  of  ore  used  in  basic  open-hearth  furnaces,  and  in  very  small  tonnages  of  miscellaneous 
pig  iron,  such  as  foundry  and  malleable  Bessemer. 
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Table  12.— AVERAGE  BOOK  COST  PEE  GROSS  TON  OF  BESSEMER  AND  BASIC  PIQ 
IRON  COMBINED  AND  COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHINO 
LARGE  AND  SMALL  COMPANIES,  1902-1906. 


All  companies 
(63,473,215  tons). 

Large  companies 
(49,339,742  tons). 

Small  companies 
(4,133,473  fens). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 

cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Npt.  TTiptnllin  Tnivhirp 

$7.33 

3.72 

.44 

.71 
.79 

$6.20 

3.20 

.44 

.71 

.79 

$7.34 

3.67 

.43 

.67 

.78 

$6.13 

3.10 

.43 

.67 

.78 

$7.15 
4.36 

.52 
1.22 

.87 

$7  06 

Coke 

4.36 

LimPfitnnp 

.52 

1.22 

Other  operating ., 

87 

12.99 
.72 

11.34 
.72 

12.89 
.77 

11.11 
.77 

14.12 
.13 

Additional  costs       

13 

Total  cost 

13.71 

12.06 

13.66 

11.88 

14.25 

14  16 

An  inspection  of  this  table  shows  at  once  that  in  this  combined 
pig-iron  cost  the  ehmination  of  transfer  profits  had  practically  no  effect 
on  the  small  companies.  Inasmuch  as  the  revised  costs  for  all  companies 
for  Bessemer  and  basic  separately  have  already  been  discussed  in 
detail,  it  wiU  be  sufficient  to  consider  here  the  results  for  large  com- 
panies only. 

For  the  large  companies  the  average  book  cost  of  the  net  metallic 
mixture  was  $7.34  per  ton,  but  the  elimination  of  the  transfer  profits 
reduced  it  to  $6.13  per  ton.  This  latter  figure  may  be  compared  with 
$6.01  for  Bessemer  pig  iron  and  $6.69  for  basic  pig  iron  for  this  item 
for  this  group  of  large  companies.  The  reason  why  the  net  cost  of 
this  item  was  higher  for  basic  than  for  Bessemer  was  due  chiefly  to 
differences  in  the  locations  of  the  groups  of  furnaces  making  these  two 
kinds  of  iron,  though  also  to  the  different  amounts  of  profit  in  the 
ore  which  were  eliminated  from  the  book  prices. 

The  cost  of  coke,  after  eliminating  transfer  profits,  for  Bessemer 
and  basic  pig  iron  combined,  for  the  large  companies,  was  $3.10  per 
ton  of  pig  iron,  as  compared  with  a  book  cost  of  $3.67,  showing  a 
difference  of  SO. 57  per  ton  of  pig  iron  and  indicating  a  profit  of 
about  $0.50  per  net  ton  of  coke.  This  net  cost  may  be  compared 
with  S3. 19  per  ton  of  coke  for  Bessemer  and  $2.68  for  basic  furnaces. 
The  net  cost  for  the  basic  furnaces  was  lower,  chiefly  on  account  of 
lower  freight  charges. 

The  other  items  of  furnace  cost  for  Bessemer  and  basic  pig  iron 
combined,  for  the  large  companies,  did  not  undergo  any  change 
through  the  elimination  of  profits,  while  the  costs  per  ton  for  the 
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several  items  were  nearly  the  same  as  for  Bessemer  pig  iron,  on 
account  of  the  preponderance  of  tonnage  for  that  grade. 

The  furnace  cost  for  both  grades  of  iron  combined,  for  the  large 
companies,  after  eliminating  transfer  profits,  was  $11.11  per  ton.  It 
happens  that  this  was  also  the  furnace  cost  of  both  Bessemer  and ' 
basic  separately  after  the  elimiaation  of  transfer  profits.  If  the 
additional  costs  are  taken  into  consideration,  however,  the  com- 
bined cost  becomes  $11.88  per  ton,  as  against  $11.93  for  Bessemer 
and  $11.65  for  basic.  This  combined  total  cost  of  Bessemer  and 
basic  pig  iron,  for  the  large  companies,  excluding  these  transfer  profits, 
namely,  $11.88,  may  be  regarded  as  coming  close  to  a  normal  net  cost 
of  pig  iron  for  large  integrated  companies  during  the  period  1902 
to  1906. 

It  should  be  repeated,  however,  that  a  concern  with  excep- 
tional transportation  facilities,  such  as  the  Steel  Corporation,  would 
have  a  much  lower  integration  cost  if  transportation  profits  were 
eliminated,  as  well  as  transfer  profits. 

Section  7.  Comparison  of  costs  of  Bessemer  billet  ingots. 

The  great  bulk  of  the  steel  made  during  the  period  1902  to  1906, 
inclusive,  was  made  by  the  Bessemer  process.  This  steel  may  be 
divided  into  two  kinds,  namely,  billet  (or  soft)  steel  and  rail  steel. 
The  former  is  covered  by  the  term  "Bessemer  billet  ingots."  The 
production  included  is  the  same  as  that  shown  in  Table  6.  The 
costs  of  this  steel,  before  and  after  the  elimination  of  antecedent  profits 
from  transfers  of  materials,  showing  the  costs  of  large  and  small  com- 
panies, are  given  in  the  following  table : 

Table  13.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  BESSEMER  BILLET  INGOTS 
AND  COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHING  LARGE  AND  SMALL 
COMPANIES,  1902-1906. 


All  companies 
(29,099,783  tons). 

Large  compa- 
nies (27,519,174 
tons). 

Small  oompar 

nies  (1,580,609 

tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

$14.88 
.31 
.24 
.57 
.64 

$12.84 
.28 
.22 
.67 
.64 

$14.73 
.31 

.23 
.55 
.63 

$12.62 
.28 
.20 
.55 
.63 

$17.53 
.37 
.46 
.89 
.71 

S16. 67 

Mangj^mppp 

.37 

Fuel..                             

.46 

.89 

.71 

16.64 
.92 

14.55 
.92 

16.45 
.98 

14.28 
.98 

19.96 
.02 

19.10 

Additional  costs                  - 

.02 

17.66 

16.47 

17.43 

15.26 

19.98 

19.12 
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CoMPAEisoK  OF  BOOK  COSTS. — There  were  marked  differences  in  the 
costs  of  the  large  and  small  companies  as  shown  by  the  books  of 
account.  Thus  the  average  book  cost  of  ingots  at  the  steel  works 
for  all  companies  was  $16.64  per  ton;  for  large  companies  it  was  $16.45 
per  ton;  and  for  small  companies  $19.96  per  ton,  or  $3.51  per  ton 
higher  than  for  large  companies.  This  difference  was  due  chiefly  to 
the  higher  cost  of  the  metal  used,  but  also  in  part  to  higher  costs 
for  other  items. 

The  book  cost  of  the  pig  iron  and  scrap  used  was  $14.73  per  ton  of 
steel  for  the  large  companies  and  $17.53  for  the  small  companies, 
giving  a  difference  of  $2.80  per  ton  in  favor  of  the  large  companies. 
A  part  of  this  difference  was  due  to  the  fact  that  the  small  concerns 
which  used  their  own  pig  iron  had  higher  furnace  costs;  a  part  was 
due  to  the  fact  that  the  small  companies  had  to  purchase  a  much 
greater  proportion  of  the  pig  iron  used  than  the  large  companies,  and 
this  involved,  of  course,  paying  market  prices  and  freights  to  the  steel 
works  for  it  instead  of  furnace  costs.  The  large  companies  had  very 
little  expense  on  these  accounts,  as  they  purchased  a  comparatively 
small  proportion  of  their  pig  iron  during  this  five-year  period.  Never- 
theless, they  purchased  some,  and  this  tended  to  increase  the  aver- 
age cost  of  their  pig  iron  and  scrap  used. 

For  the  same  reasons  the  book  cost  of  manganese  was  higher  for 
the  small  companies  than  for  the  large  companies,  namely,  $0.37  per 
ton  of  steel,  as  against  $0.31. 

The  small  companies  were  also  at  a  disadvantage  with  respect  to 
the  cost  of  fuel — i.  e.,  coke  used  in  remelting  cold  pig  iron  and  scrap 
in  cupola  furnaces — ^this  book  cost  of  fuel  per  ton  of  steel  being  $0.46 
for  them,  as  against  $0.23  for  the  large  companies.  This  shows  clearly, 
of  course,  not  only  the  much  greater  use  of  cold  metal,  but  also 
indirectly  confirms  the  statement  that  a  larger  proportion  of  the  pig 
iron  and  scrap  used  by  small  companies  was  purchased. 

Labor  costs  of  the  small  companies  were  also  higher,  their  average 
being  $0.89  per  ton  of  steel,  as  compared  with  $0.55  for  the  large 
companies.  This  was  partly  due  to  their  less  efficient  equipment  in 
labor-saving  devices,  smaller  volume  of  production,  etc.,  but  probably 
more  particularly  to  the  fact  that  they  bought  a  greater  proportion 
of  pig  iron  and  scrap,  so  that  a  greater  expense  for  labor  in  remelting 
the  metal  at  the  cupola  furnaces  was  involved. 

The  fact  that  other  operating  expenses  were  higher  for  the  small 
companies  than  for  the  large  companies  was  chiefly  due  to  the  same 
reasons  just  given  with  respect  to  labor  cost.  These  were  $0.71  per 
ton  for  the  small  companies,  as  against  $0.63  for  the  large  companies. 

The  greater  works  cost  of  the  small  companies,  as  shown  on  the 
books,  was  partly  offset  by  lower  additional  expenses.  The  aUoca- 
tions  as  made  from  the  profit  and  loss  statements  were  only  $0.02  per 
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ton  of  steel  for  the  small  companies,  as  against  $0.98  for  the  large 
companies.     In  more  detaU  these  were  as  foUows : 


Items. 


Large 
com- 
panies. 


Small 
corn- 


General  and  miscellaneous  expense  . 
Depreciation 

Total 


10.49 
.49 


SO.  02 


.02 


The  reasons  for  the  differences  and  the  criticism  of  them  are  sub- 
stantially the  same  as  for  Bessemer  pig  iron  (p.  50),  and  need  not  be 
repeated  here.  The  cumulatiTe  character  of  these  additional  costs, 
due  to  the  usual  system  of  charging  the  pig  iron  to  the  steel  works  at 
furnace  cost,  without  respect  to  the  additional  costs  shown  by  the 
Bureau,  has  already  been  explained  elsewhere  (p.  29).  Of  course, 
in  comparing  these  additional  costs  due  allowance  must  be  made 
for  the  fact  that  the  group  of  small  companies  varies  considerably 
for  each  product.  This  explains  why  the  additional  cost  for  these 
ingots  for  small  companies  is  less  than  the  additional  costs  for 
Bessemer  pig  iron  for  small  companies. 

The  total  book  costs  of  the  large  companies  and  of  small  companies 
per  ton  of  steel  were  $17.43  and  $19.98,  respectively,  showing  a 
difiference  of  $2.55  per  ton. 

Instead  of  using  the  foregoing  additional  costs,  an  assumed  normal 
cost  for  general  expense  and  general  depreciation  for  Bessemer  steel 
works  may  be  used,  including,  of  course,  the  cumulative  cost  of 
pig  iron  on  the  same  basis  (see  p.  29),  namely,  $0.60  per  ton.  In 
that  case  the  total  cost  for  the  large  companies  would  be  $17.05 
and  for  the  small  companies  $20.56  per  ton — a  difference  of  $3.51. 

Comparison  of  costs  after  elimination  of  intermediate 
TRANSFER  PROFITS. — The  elimination  of  antecedent  profits  on 
transfers  of  materials  used  greatly  reduced  the  costs  of  these 
Bessemer  billet  ingots  for  all  companies  combined,  these  effects 
being,  of  course,  much  more  conspicuous  for  the  large  companies 
than  for  the  small  companies. 

The  only  items  of  cost  affected  by  such  ehmiaations  were  pig  iron 
and  scrap,  manganese,  and  fuel  (coke). 

The  book  costs  for  aU  companies  showed  a  cost  for  pig  iron  and 
scrap  of  $14.88  per  ton.  The  elimination  of  transfer  profits  made 
the  cost  $12.84,  or  $2.04  per  ton  lower.  This  transfer  profit  com- 
bines, of  course,  aU  transfer  profits  in  the  ore  and  coke  used  in  the 
pig  iron,  as  well  as  any  profit  on  the  transfer  of  the  pig  iron  itself. 
Generally  speaking,  however,  the  pig  iron  was  not  transferred  at  a 
profit,  so  that  this  factor  was  of  very  slight  importance. 
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The  profits  in  manganese  relate  to  the  same  sources  as  for  pig 
iron,  being  small  quantities  of  profit  on  account  of  ore  and  coke  used 
ia  making  ferromanganese  and  spiegeleisen,  as  well  as  for  transfer 
profits  for  this  material  itself.  Eliminating  the  transfer  profits,  the 
average  manganese  cost  for  all  companies  was  reduced  from  $0.31 
per  ton  of  steel  to  $0.28  per  ton. 

The  profits  ehminated  from  the  cost  of  fuel  relate  to  the  transfer 
profits  on  the  coke  used  ia  the  cupola  furnaces.  The  quantity  of 
coke  required  for  this  purpose  is  very  small  per  ton  of  steel  produced. 
The  transfer  profits  on  such  coke  resulted  ia  reducing  this  fuel  cost 
from  $0.24  per  ton  of  steel  to  $0.22  per  ton  for  the  average  of  all 
companies. 

The  total  book  cost  for  all  companies,  including  additional  costs, 
was  $17.56  per  ton;  the  elimination  of  transfer  profits  reduced  this  to 
$15.47  per  ton.  The  reduction  from  book  cost  was  therefore  $2.09 
per  ton. 

The  fact  that  these  reductions  were  greater  than  those  for  pig 
iron  is  due  chiefly  to  the  fact  that  more  than  1  ton  of  pig  iron  and 
scrap  is  required  to  produce  a  ton  of  steel,  on  account  of  waste  in 
conversion.  As  repeatedly  shown,  these  profits  go  back  chiefly  to 
the  raw  materials.  The  amount  of  transfer  profit  on  pig  iron  as  such 
was  of  very  little  significance  against  the  total  tonnage  used. 

It  should  be  repeated  here  that  the  elimination  of  these  antecedent 
profits,  while  it  reduces  cost  and  tends  to  show  a  greater  margin 
between  cost  and  price,  makes  it  necessary,  on  the  other  hand,  to 
take  account  of  the  fact  that  the  investment  in  several  prior  stages 
of  production  must  be  covered  by  whatever  margin  of  profit  may 
result  therefrom. 

The  profits  ehminated  from  the  cost  of  Bessemer  billet  ingots  had 
reference  chiefly  to  the  large  companies.  The  only  item  of  coat  of 
the  small  companies  which  was  affected  by  these  profit  eliminations 
was  pig  iron  and  scrap.  The  whole  discussion  of  the  revised  costs  of 
the  small  companies  may  be  dismissed,  therefore,  with  the  simple 
comment  that  the  cost  of  the  pig  iron  and  scrap  was  reduced  from 
$17.53  per  ton  of  ingots  to  $16.67  per  ton,  giving  a  difference  of  $0.86 
per  ton.  An  equal  difference  naturally  resulted  in  the  revised  works 
costs  and  revised  total  costs  of  the  small  companies  with  respect  to 
this  product. 

For  the  large  companies,  the  elimination  of  transfer  profits  reduced 
the  cost  of  the  pig  iron  and  scrap  from  $14.73  per  ton  of  steel  to 
$12.62  per  ton,  giving  a  difference  of  $2.11  per  ton. 

The  change  in  the  cost  of  manganese  due  to  the  elimination  of 
transfer  profits  was  $0.03,  and  revised  manganese  costs  appear, 
therefore,  at  $0.28  per  ton.  i 

The  only  other  change  in  the  items  of  cost  resulting  from  the 
elimination  of  antecedent  transfer  profits  was  for  profits  included  in 
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the  book  cost  of  fuel — i.  e.,  cupola  coke.  The  average  book  cost 
per  ton  for  the  large  companies  was  $0.23,  which  was  reduced  to  $0.20 
per  ton  by  the  elimination  of  transfer  profit  on  the  cupola  coke. 

In  consequence  of  the  changes  in  these  three  items,  the  works  cost 
of  Bessemer  billet  ingots  for  the  large  companies  was  reduced  from  a 
book  figure  of  $16.45  per  ton  to  $14.28  per  ton.  The  elimination  of 
the  transfer  profits  thus  reduced  the  book  cost  by  $2.17  per  ton. 
Corresponding  reductions  resulted,  of  course,  in  the  total  costs  of  the 
large  companies,  which  were  $17.43  and  $15.26  per  ton,  respectively. 

The  difference  in  total  cost  (excluding  transfer  profits)  between 
large  and  small  companies,  as  shown  by  the  foregoing  table,  was 
$3.86.  If  an  assumed  normal  charge  for  additional  general  expense 
and  depreciation  ($0.60)  were  added  to  the  works  cost  of  the  large 
and  small  companies,  the  difference  after  eliminating  transfer  profits 
would  have  been  $4.82  per  ton. 

Section  8.  Comparison  of  costs  of  Bessemer  rail  ingots. 

Bessemer  rail  ingots  are  practically  the  same  as  Bessemer  biUet 
ingots,  except  that  the  steel  is  hardened  by  the  use  of  a  larger  pro- 
portion of  manganese,  which  tends  to  increase  the  cost  slightly. 
While  all  the  products  considered  in  this  chapter  were  produced 
in  the  same  districts,  and  by  the  same  companies  (so  far  as  each- 
produced  the  products  under  consideration),  a  shght  variation  from 
this  rule  is  found  in  the  case  of  Bessemer  rail  ingots  and  raUs  (cf. 
p.  40),  by  the  inclusion  of  another  company  in  this  case.  This  does 
not  introduce,  however,  any  disturbing  elements  of  substantial 
importance. 

The  following  table  gives  the  costs  of  Bessemer  rail  ingots  both 
before  and  after  the  elimination  of  antecedent  profits  from  transfers 
of  materials.  As  all  the  companies  making  rail  steel  were  large  con- 
cerns, only  one  group  is  presented  in  the  table. 

Table  14.-AVERAGE  BOOK  COST  PER  GROSS  TON  OF  BESSEMER  RAIL  INGOTS  AND 
COST  EXCLUDING  TRANSFER  PROFITS,  FOR  ALL  COMPANIES,  1902-1906. 

[15,495,210  tons.] 


Items  of  cost. 


Pig  iron  and  scrap 

Manganese 

Fuel 

Labor 

Other  operating . . 

Works  cost . 
Additional  costs . . 

Total  cost . . 


Book 
cost. 


S14.45 
.80 
.15 
.56 
.59 


1C.64 
1.05 


17.69 


Exclud- 
ing 
transfer 
profits. 


$12. 70 
.73 
.13 
.65 
.59 


14.70 
1.05 


15.75 
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The  only  items  in  the  cost  of  Bessemer  rail  ii^ots  affected  by  the 
elimination  of  antecedent  profits  from  transfers  were  pig  iron  and 
scrap,  manganese,  and  fuel  (cupola  coke). 

The  book  cost  of  pig  iron  and  scrap  was  $14.45  per  ton  of  ingots, 
as  compared  vsdth  $12.70  per  ton  after  the  elimination  of  transfer 
profits.  The  character  of  these  transfer  profits  has  been  already  ex- 
plained above  in  connection  with  Bessemer  billet  ingots  (p.  59). 

The  book  cost  of  the  manganese  was  $0.80  per  ton,  which  was 
reduced  to  $0.73  per  ton  by  the  elimination  of  transfer  profits. 
These  profits  go  back  to  the  ore  and  coke,  as  already  stated  (p.  60). 

The  transfer  profits  efinoinated  from  the  item  of  fuel  relate  to  coke 
used  in  the  cupolas;  the  book  cost  of  fuel  was  reduced  thereby  from 
$0.15  to  $0.13  per  ton  of  ingots. 

In  consequence  of  these  changes  in  the  items  of  cost,  the  works  cost 
was  reduced  from  $16.54  per  ton,  as  shown  by  the  books,  to  $14.70. 

The  additional  costs  for  Bessemer  rail  ingots,  which  averaged  $1.05 
per  ton,  consisted  of  $0.51  for  general  and  miscellaneous  expenses  and 
$0.54  for  depreciation.  They  brought  the  total  book  cost  up  to 
$17.59  per  ton;  which,  after  deducting  transfer  profits,  became  $15.75 
per  ton. 

These  additional  costs  show  probably  about  a  normal  figure  for 
depreciation  (including  cumulative  additions  for  pig  iron  additional 
costs),  but  they  are  altogether  too  high  for  general  expenses.  A 
normal  figure  for  the  two  combined  is  estimated  at  $0.60  per  ton. 
This  would  make  the  total  book  cost  $17.14,  and  the  same  less  trans- 
fer profits,  $15.30. 

As  stated  in  previous  cases  where  book  costs  and  these  revised  costs 
were  compared,  the  reduction  of  the  book  costs  by  eliminatir^  ante- 
cedent profits,  while  increasing  the  margin  of  profit  between  cost  and 
price,  also  makes  it  necessary  to  take  into  account  the  investment  in 
a  greater  number  of  stages  of  production. 

Section  9.  Comparison  of  costs  of  large  Bessemer  billets. 

For  the  districts  which  are  here  under  consideration  (p.  38),  about 
two-thirds  of  the  output  of  Bessemer  billet  ingots  was  used  in  making 
large  Bessemer  billets.  These  were  the  most  important  single  rolled 
product,  not  only  of  Bessemer  steel,  but  of  any  kind  whatever,  during 
the  period  under  consideration.  In  rolling  them  from  ingots  they  pass 
through  an  intermediate  stage  in  the  form  of  blooms,  for  which  costs 
are  sometimes  kept  separately.  Billets  are  a  semifinished  or  partly 
rolled  product,  which  are  used  either  immediately  or  finally  in  making 
a  great  variety  of  steel  commodities,  such  as  some  of  the  struc- 
tural material,  merchant  bar,  wire  rods,  etc.  Rails  and  plates,  and 
to  some  extent  structural  material,  are  not  rolled  from  billets,  but 
either  directly  from  ingots  or  from  blooms  (in  the  case  of  rails  and 
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structural  material)  or  slabs  (in  the  case  of  plates).  In  the  present 
cost  statements  for  billets  the  costs  for  the  blooming  mill  are  com- 
bined with  the  costs  for  the  billet  mill,  giving  the  cost  of  convertiag 
ingots  iato  large  billets. 

The  costs  of  large  Bessemer  billets  both  before  and  after  the  elimina- 
tion of  antecedent  profits  from  transfers  of  materials,  and  distiaguish- 
ing  the  costs  of  large  and  small  companies,  are  given  in  the  following 
table : 

TABLE  15.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  LARGE  BESSEMER  BILLETS 
AND  COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHING  LARGE  AND  SMALL 
COMPANIES,  1902-1906. 


All  companies 
(17,161,389  tons). 

Large  compa- 
nies (15,722,275 
tons). 

Small  compa- 
nies (1,429,114 
tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Booi: 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Ingots.                           .      .                   

S17.67 
.63 
.81 

$16. 46 
.63 
.81 

S17.38 
.61 
.80 

$15.05 
.61 
.80 

S20. 91 
.76 

.84 

S20.06 

.76 

Other  operating..               

.84 

Millcost               

19.01 
1.10 

16.80 
1.10 

18.69 
1.20 

16.36 
1.20 

22.51 
.03 

21.66 

.03 

20.11 

17.90 

19.89 

17.66 

22.54 

21.69 

Comparison  or  book  costs. — Comparison  may  be  made  first  of 
the  differences  between  the  average  book  costs  for  all  companies 
with  those  for  large  and  small  companies.  The  average  mill  cost 
of  large  Bessemer  billets,  as  shown  by  the  books,  was  $19.01  per 
ton  for  all  companies  and  $18.69  and  $22.51,  respectively,  for  the 
large  and  small  companies.  Thus  the  average  mill  cost  of  the  large 
companies  was  $0.32  per  ton  lower  than  the  average  for  all,  while 
the  average  mUl  cost  for  the  small  companies  was  $3.50  per  ton 
higher.  The  much  higher  mill  costs  of  the  small  companies  were  due 
chiefly  to  a  great  difference  in  the  average  cost  of  the  ingots  used, 
and  also  to  a  small  extent  to  higher  labor  costs. 

The  average  book  cost  of  ingots  used  was  $17.67  per  ton  for  aU 
companies,  compared  with  $17.38  for  the  large  companies  and 
120.91  for  the  small  companies.  The  difference  in  this  item  between 
the  large  and  small  companies,  namely,  $3.53  per  ton,  corresponds 
almost  exactly  to  the  difference  between  the  works  cost  of  Bessemer 
billet  ingots  for  the  large  and  the  small  companies  already  given 
(p.  57). 

There  were  also  marked  differences  in  labor  cost.  The  average 
for  all  companies  was  $0.53  per  ton,  as  compared  vsdth  $0.51  for  the 
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large  companies  and  $0.76  for  the  small  companies.  The  chief 
cause  for  this  difference  is  probably  found  in  differences  in  average 
output  per  mill,  but  partly  also  to  differences  in  labor-saving  devices. 

Against  these- lower  mill  costs,  however,  the  large  companies  had 
much  higher  additional  costs,  namely,  $1.20  for  the  large  companies 
as  compared  with  $0.03  for  the  small  companies.  As  already  ex- 
plaiaed  (p.  29),  most  of  this  additional  cost  is  an  accumulation  of 
additional  costs  in  prior  stages  of  production,  which  does  not  appear 
in  the  cost  of  the  ingots  used,  because  these  were  generally  trans- 
ferred at  works  cost.  These  additional  costs  were  invariably  much 
heavier  for  the  large  companies,  and,  as  already  explained,  were 
generally  unduly  high  for  them,  both  for  general  expense  and  de- 
preciation, whUe  too  low  for  the  small  companies. 

The  details  of  this  additional  cost  were  as  follows: 


Items. 


Large 
com- 
panies. 


Small 
com- 
panies. 


General  and  miscellaneous  expense. 
Depreciation 

Total 


SO.  61 
.59 


$0.03 


The  criticism  of  these  items  is  in  part  the  reverse  of  that  for  the 
similar  items  previouslj''  considered  (p.  59).  In  this  case  the  depre- 
ciation appears  too  low  for  the  large  compaides,  although  the  general 
expense  is  much  too  high.  For  the  small  companies  these  charges 
appear  entirely  inadequate. 

On  account  of  these  inequalities  in  additional  costs  the  differences 
in  total  book  costs  were  not  so  great  for  the  large  and  small  com- 
panies as  the  differences  in  mill  costs. 

The  average  total  book  cost  for  all  companies  was  $20.11  per  ton  of 
large  Bessemer  billets,  for  large  compaiues  $19.89,  and  for  small  com- 
panies $22.54  per  ton.  The  difference  in  total  book  cost  between 
the  large  and  small  companies,  therefore,  was  $2.65  per  ton. 

If  instead  of  the  above  additional  costs  an  assumed  normal  cost 
of  $1.10  per  ton  be  taken  (including  cumulative  additions  for  pig 
iron  and  ingots),  the  difference  in  total  book  cost  between  large  and 
small  companies  would  be  $3.82. 

Comparison  of  costs  after  elimination  of  intermediate 
TRANSFER  PROFITS. — The  eUmination  of  antecedent  profits  from 
transfers  of  materials  tended  to  reduce  the  average  costs  for  all 
companies,  this  effect  being  very  pronounced  for  the  large  com- 
panies and  of  much  less  importance  for  the  small  companies.  The 
only  item  of  cost  which  was  affected  in  any  case  by  the  revision  was 
that  for  the  ingots  used. 
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The  book  costs  of  ingots  used  for  all  the  companies — $17.67  per 
ton  of  billets — ^was  reduced  to  $15.46  per  ton  by  the  deduction  of 
transfer  profits.  The  transfer  profits  so  deducted  comprise,  of  course, 
all  the  transfer  profits  in  prior  stages  of  production  affecting  the 
cost  of  this  item  from  the  ore,  coke,  pig  iron,  ingots,  etc. 

The  average  mill  costs  of  large  Bessemer  billets  for  all  companies 
were  reduced  from  a  book  figure  of  $19.01  per  ton  to  $16.80  by  the 
elimination  of  these  transfer  profits.  In  a  similar  manner  the  total 
book  cost  was  reduced  from  $20.11  per  ton  to  $17.90.  The  final 
differences  were  exactly  the  same,  of  course,  as  the  differences  in 
the  cost  of  ingots  used,  which  are  given  above.  They  were  naturally 
a  Uttle  greater  than  for  the  correspondiag  costs  of  Bessemer  billet 
ingots,  because  a  little  more  than  1  ton  of  ingots  is  required  to  make 
a  ton  of  billets. 

As  stated  in  discussing  these  costs  for  the  preceding  products, 
while  the  elimination  of  antecedent  profits  tends  by  lowering  costs 
to  show  a  greater  margin  between  costs  and  prices,  it  also  makes  it 
necessary  to  compare  this  greater  margin  of  profit  with  a  greater 
total  investment. 

The  elimination  of  antecedent  profits  affected  chiefly  the  costs  of 
the  large  companies.     The  cost  of  ingots  was  the  only  item  affected. 

For  the  large  companies  the  elimination  of  transfer  profits  reduced 
the  cost  of  ingots  from  $17.38  per  ton  of  billets  to  $15.05,  a  difference 
of  $2.33  per  ton. 

The  same  differences  naturally  appear  in  the  mUl  costs  in  each 
case,  the  elimination  of  transfer  profits  reducing  the  original  figure 
of  $18.69  to  $16.36. 

In  exactly  the  same  way  the  total  book  cost  of  large  companies 
of  $19.89  per  ton  of  billets  was  reduced  to  $17.56. 

The  elimination  of  transfer  profits  reduced  the  cost  of  ingots  for 
small  companies  from  a  book  figure  of  $20.91  per  ton  of  biUets  to 
$20.06  per  ton,  or  by  $0.85  per  ton.  A  corresponding'  difference 
appears  for  the  mill  costs  as  shown  on  the  books  ($22.51)  and  the 
revised  mill  costs  ($21.66),  and  likewise  between  the  total  book  cost 
($22.54)  and  the  revised  total  costs  ($21.69). 

Comparing  the  large  and  small  companies,  the  difference  in  total 
cost  was  $4.13  after  eliminating  transfer  profits. 

If,  however,  instead  of  taking  these  additional  costs  as  a  basis  an 
assumed  normal  cost  of  $1.10  were  used,  the  difference  would  be 
$5.30. 

Section  10.  Comparison  of  costs  of  Bessemer  rails. 

During  the  period  here  under  consideration,  namely,  1902  to  1906, 
practically  the  whole  rail  production  of  the  country  was  from  Besse- 
mer steel.     The  figures  of  rail  costs  which   are   presented  below 
4525°— 11 34 
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include  the  most  important  and  efficient  mills  which  produced 
Bessemer  rails,  and,  as  already  shown  (p.  38),  77.1  per  cent  of  the 
total  production  of  the  entire  country. 

The  following  table  gives  the  book  costs  of  heavy  Bessemer  rails, 
and  the  same  costs  after  the  elimination  of  antecedent  transfer  profits. 
As  all  the  companies  making  heavy  Bessemer  rails  were  large  com- 
panies, only  one  group  is  shown  in  the  table. 

Table  16.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  HEAVY  BES.SE1[ER  RAILS  AND 
COST  EXCLUDING  TRAIJSFER  PROFITS,  FOR  ALL  COMPANIES,  1902-1906. 


[10,618,799  tons.] 

Items  of  cost 

Book 
cost. 

E.xclud- 

ing 
transfer 
profits. 

S17.52 
1.16 
1.30 

S15.05 

1.16 

Other  operating      . .                             -                          

1.30 

Mill  cost.. 

19.98 
1.29 

17.61 

1.29 

Total  cost 

21.27 

18.80 

The  only  item  of  cost  affected  by  the  elimination  of  antecedent 
profits  was  that  of  the  ingots  used. 

The  average  book  cost  of  ingots  used  was  $17.52  per  ton  of  rails. 
This  was  reduced  to  S15.05  by  the  elimination  of  transfer  profits,  or 
by  $2.47.  The  transfer  profits  thus  excluded  relate  ia  a  greater  or 
less  degree  to  all  the  successive  antecedent  stages  of  the  business 
(except  the  transfer  of  ingots  to  the  rail  mill). 

The  average  mill  cost  of  rails,  which  on  the  books  stood  at  $19.98 
per  ton,  was  reduced  to  $17.51. 

The  mill  cost  as  shown  by  the  cost  sheets  was  increased  by  the 
allotted  additional  expense  from  the  profit  and  loss  statements  by 
$1.29  per  ton,  of  which  $0.62  was  for  general  and  miscellaneous 
expenses  and  $0.67  for  depreciation.  There  is  no  doubt  that  ia  this 
case  this  allocation  of  depreciation  charges  gives  too  low  a  rate  for 
rails  (including  the  cumulative  depreciation  on  account  of  pig  iron 
and  ingots),  while  the  general  expenses  are  probably  too  high  for  this 
product.  The  total  amount  is  probably  a  fairly  reasonable  one. 
Added  to  the  mill  costs,  they  give  S21.27  as  the  average  total  book 
cost,  which  after  the  profit  eliminations  described  above  was 
reduced  to  $18.80. 
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While  the  cost  of  rails  is  thus  greatly  reduced,  the  margin  of  profit 
between  this  cost  and  the  prevailing  prices  is  consequently  increased; 
it  must,  therefore,  be  constantly  borne  in  mind  that  the  investment 
which  must  be  covered  by  the  profit  shown  is  also  greatly  increased. 

Section  11.  Summary  of  total  costs  on  basis  of  assumed  normal  charges 
for  additional  costs. 

In  the  cost  statements  in  the  foregoing  chapter  (and  also  in  Chap. 
Ill),  certain  inconsistencies  in  the  additional  costs  have  been  noted 
in  connection  with  particular  products,  which  were  in  part  due  to 
the  use  of  an  arbitrary  rule  in  allocating  the  general  expense  and 
general  depreciation,  but  also  to  the  fact  that  there  were  great  dif- 
ferences in  the  way  different  companies  conducted  their  business 
and  kept  their  accounts. 

Hence  certain  assumed  normal  additional  costs  were  given  in  each 
case  in  order  to  give  what  was  thought  to  be  a  fairer  estimate  of  total 
cost  and  also  to  make  a  fairer  comparison  between  the  total  costs  of 
the  large  and  small  companies.  These  assumed  normal  costs  are  as 
follows:  Pig  iron,  $0.50;  Bessemer  ingots,  $0.60;  Bessemer  billets, 
$1.10;  Bessemer  rails,  $1.30. 

It  wijl  be  convenient,  therefore,  to  summarize  the  total  costs  arrived 
at,  by  the  use  of  these  assumed  additional  costs,  in  a  single  table. 
For  this  purpose  it  is  sufficient  to  show  the  furnace,  works,  or  mill 
costs  and  the  total  costs  forthe  products  whose  costs  are  discussed 
in  this  chapter.  These  are  given  in  the  following  table,  distinguish- 
ing (1)  book  costs  and  (2)  book  costs  less  transfer  profits  for  each  of 
the  groups  of  companies  which  have  been  discussed. 
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Table  17.— TOTAL  COSTS  PEE  GROSS  TON  FOR  SPECIFIED  PRODUCTS,  ARRIVED  AT  BY 
ADDING  TO  THE  AVERAGE  MILL  COSTS,  AS  SHOWN  BY  THE  COST  SHEETS,  AN  AS- 
SUMED NORMAL  CHARGE  IN  PLACE  OF  COMPUTED  ADDITIONAL  COSTS  (GENERAL 
EXPENSE  AND  DEPRECIATION),  AND  THE  SAME  TOTAL  COSTS  EXCLUDING  TRANS- 
FER PROFITS,  1903-1906. 


AU  companies. 


Book 
cost. 


Exclud- 
ing 
transfer 
profits. 


Large  companies. 


Boot 
cost. 


Exclud- 
ing 
transfer 
profits. 


Small  companies. 


Book 
cost. 


Exclud- 
ing 
transfer 
profits. 


Bessemer  pig  iron: 

Furnace  cost 

Total  cost  (witli  assumed  addition  of 

$0.50  per  ton) 

Basic  pig  iron: 

Furnace  cost 

Total  cost  (with  assumed  addition  of 

$0.50  per  ton) 

Bessemer  billet  ingots: 

Works  cost 

Total  cost  (with  assumed  addition  of 

$0.60  per  ton) 

Bessemer  rail  ingots:' 

Works  cost 

Total  cost  (with  assumed  addition  of 

$0.60  per  ton) 

Large  Bessemer  billets: 

Mill  cost 

Total  cost  (with  assumed  addition  of 

$1.10  per  ton) 

Heavy  Bessemer  rails: ' 

Mill  cost 

Total  cost  (with  assumed  addition  of 
$1.30  per  ton) 


$13. 13 
13.63 
12.29 
12.79 
10.64 
17.24 
16.64 
17.14 
19.01 
20.11 
19.98 
21.28 


$11.34 
11.84 
11.30 
11.80 
14.55 
15.15 
14.70 
15.30 
16.80 
17.90 
17.61 
18.81 


$13.04 
13.54 
12.17 
12.67 
16.45 
17.05 


$11. 11 
11.61 
11.11 
11.61 
14.28 
14.88 


$14. 18 
14.68 
13.81 
14.31 
19.96 
20.66 


$14.12 
14.62 
13.59 
14.09 
19.10 
19.70 


18.69 
19.79 


16.36 
17.46 


22.61 
23.61 


21.66 
22.76 


I  No  small  companies. 

The  general  effect,  it  will  be  remembered,  of  substituting  these 
assumed  normal  charges  for  general  expense  and  general  depreciation 
("additional  costs")  in  place  of  the  arbitrary  allocations  from  data 
shown  in  profit  and  loss  statements  was  to  reduce  the  total  costs  of 
aU  products  for  the  average  costs  of  all  companies  in  each  instance 
except  billets  and  rails,  and  still  more  so  for  the  group  of  large  com- 
panies. On  the  other  hand,  this  method  of  fixing  these  additional 
costs  raised  the  average  total  costs  of  small  companies  for  the  same 
products  in  every  instance  (except  for  rail  ingots  and  raUs,  for  which 
no  small  companies  had  any  production). 

Section  12.  limitations  and  interpretation  of  foregoing  cost  data. 

-4.S  previously  stated,  the  elimination  of  antecedent  profits  from 
the  costs  as  shown  by  the  books  of  the  companies  could  not  safely  be 
carried  beyond  the  products  discussed  above  with  the  data  available 
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to  the  Bureau,  particularly  because  the  quality  of  the  steel  used  for 
many  rolled  products  was  not  generally  specified. 

It  might  appear,  nevertheless,  that  the  foregoing  discussion  of 
costs,  eliminating  transfer  profits,  in  connection  with  the  book  costs 
of  other  finished  steel  products  would  afford  a  means  of  roughly 
estimating  the  net  costs  of  such  other  more  highly  manufactured 
products,  and  to  a  certain  extent  this  is  undoubtedly  true.  For 
example,  the  net  cost  of  ingots  produced  as  computed  by  the  Bureau, 
together  with  the  data  as  to  waste,  would  afford  a  means  of  revising 
the  net  cost  of  ingots  used  in  making  structural  steel  from  ingots. 
To  this  could  be  added  the  costs  above  materials  and  any  addi- 
tional costs  shown  by  the  books  of  account.  A  still  simpler  and 
rougher  method  would  be  to  deduct  the  difference  between  net  cost 
and  book  cost  of  ingots  from  the  book  cost  of  ingots  used.  Really  a 
greater  difference  should  be  deducted  if  the  ingots  used  are  the  same 
as  those  for  which  the  production  costs  are  given,  on  account  of  the 
change  in  the  cost  of  waste.  The  costs  above  materials  would  give 
all  other  items  of  miU  cost. 

There  are  two  serious  objections,  however,  to  such  an  attempt 
to  estimate  net  costs  for  other  products.  In  the  first  place,  the 
quahty  of  steel  used  is  not  always  known,  and  it  makes  a  great  dif- 
ference whether  it  was  Bessemer  or  basic.  Most  of  the  structural 
steel  for  which  the  costs  are  shown  was  of  Bessemer  steel,  but  the 
plates  wsre  to  a  large  extent  of  basic  open-hearth  steel.  The  greater 
part  of  the  sheets  and  almost  all  the  wire  rods  for  which  cost  data  are 
presented  were'  likewise  made  from  Bessemer  steel.  Nevertheless, 
except  perhaps  for  wire  rods,  there  would  be  a  considerable  proba- 
bihty  of  error  on  this  account  if  net  costs  were  estimated  in  the 
manner  indicated. 

In  the  second  place,  the  costs  of  production  differed  widely  between 
different  plants,  so  that  the  average  production  cost  for  all  the  con- 
cerns producing  a  certain  product  would  afford  no  exact  indication 
of  the  cost  of  this  same  product  for  the  particular  concerns  which 
furnished  the  material  used  for  making  a  given  product  in  a  succeed- 
ing stage  of  production.  This  would  be  especially  true  of  a  product 
like  billets,  which  may  be  used  for  producing  wire  rods,  merchant 
bars,  and  other  articles.  The  particular  quantities  of  billets  supphed 
for  making  wire  rods  might  come  from  different  plants  from  those 
used  for  making  merchant  bars,  and  have  considerably  different 
costs  of  production. 

For  these  reasons,  as  well  as  other  technical  difficulties,  the  Bureau 
refrained  from  estimating  such  costs,  and  confined  its  attention  to 
the  cost  computations  given  above,  which  involved  the  deduction  of 
actual  amounts  of  profit  for  the  several  companies  whose  costs  were 
averaged. 
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The  foregoing  statements  of  costs,  including  and  excluding  the 
antecedent  transfer  profits,  show  in  a  broad  way  the  effect  of  such 
profits  on  the  costs  of  products.  They  do  not  show  the  effect  of  such 
profits  exactly,  because  it  was  not  possible  to  ascertain  aU  such 
profits,  although  there  is  no  doubt  that  the  great  bulk  of  such  trans- 
fer profits  was  ascertaiued  and  ehminated;  moreover,  from  the 
nature  of  the  transactions  and  the  character  of  the  records  kept,  no 
system  of  distributing  such  profits  can  be  exact.     (See  note,  p.  122.) 

The  elimination  of  the  actual  antecedent  profits  for  transfers  does 
not  give,  of  course,  an  ideal  or  perfect  integration  cost,  even  for  the 
large  companies,  because  all  thelargecompanies included  werenot  com- 
pletely or  equally  integrated.  The  Steel  Corporation  was,  of  course, 
integrated  very  thoroughly  with  respect  to  aU  stages  of  production 
and  manufacturing;  but  several  of  the  other  large  companies  were  not 
so  fuUy  integrated,  often  being  obhged  to  purchase  a  part  of  their 
materials  of  production.  Hence,  the  average  result  for  the  revised 
costs,  exclusive  of  transfer  profits,  is  somewhat  higher  than  it  would 
be  had  the  integration  been  absolutely  complete. 

Finally,  the  caution  should  be  reiterated  that  when  these  net  costs 
are  considered  it  is  absolutely  necessary  to  have  regard  to  the  fact  that 
whatever  margia  of  profit  may  be  found  between  them  andthe  prices 
of  the  respective  products,  this  margin  of  profit  must  be  compared 
with  a  larger  investment — ^i.  e.,  furnish  the  return  to  investment  not 
only  on  the  immediate  stage  of  production,  but  also  on  all  anterior 
stages  comprehended,  back  to  and  including  the  production  of  the 
raw  materials. 

Section  13.   Effect  of  Steel  Corporation's  transportation  profits  on  the 
cost  of  its  ore. 

General  ohakacter  of  transportation  profits. — The  profits 
which  were  eliminated  from  the  costs  of  raw  materials  and  finished 
products  in  the  foregoing  sections  related  entirely  to  transfer  profits 
on  materials  which  were  included  in  such  costs.  It  was  made  clear, 
however,  that  in  addition  to  these  transfer  profits  there  were  transpor- 
tation profits  earned  by  these  concerns  which  also  had  an  important 
relation  to  the  net  costs  of  such  products.  These  transportation 
profits  relate  to  three  classes  of  agencies,  namely,  railroads,  Lake 
vessels,  and  docks  for  the  transshipment  of  ore. 

While  each  of  these  classes  of  transportation  facilities  were  pos- 
sessed by  several  of  the  companies  whose  costs  have  been  averaged, 
the  only  company  for  which  they  were  of  any  great  importance  was 
the  Steel  Corporation.  For  the  Steel  Corporation  these  transporta- 
tion agencies  were  not  only  of  extraordinary  importance,  but  they 
also  yielded  to  the  Corporation  in  connection  with  ore  traffic  a  very 
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large  profit.  As  has  been  shown  m  Part  I  of  this  report,  already  pub- 
lished, the  Steel  Corporation  owns  two  raikoads  operating  in  the  Lake 
ore  mining  districts,  and  particularly  in  the  Mesabi  Range,  which  were 
of  unusual  importance  for  this  traffic,  namely,  the  Duluth  &  Iron 
Range  Railroad,  and  the  Duluth,  Missabe  &  Northern  Railway.  It 
also  owns  the  largest  fleet  of  ore-carrying  vessels  on  the  Great  Lakes, 
which  is  operated  under  the  name  of  the  Pittsburgh  Steamship  Co. 
At  lower  Lake  ports  it  owns,  besides  several  important  docks 
serving  plants  located  on  the  Great  Lakes,  other  docks  for  trans- 
shipping ore  destined  for  points  beyond,  and  in  particular  the  Pitts- 
burgh &  Conneaut  Dock  Co.  This  dock  is  operated  in  connection 
with  the  Bessemer  &  Lake  Erie  Railroad,  which  is  owned  by  the  Steel 
Corporation  and  which  furnishes  it  with  the  means  of  transporting  its 
ore  from  the  Great  Lakes  to  the  Pittsburgh  district.  At  its  terminal  in 
the  Pittsburgh  district  the  Bessemer  &  Lake  Erie  Railroad  connects 
with  a  belt  line  known  as  the  Union  Railroad,  another  subsidiary 
of  the  Steel  Corporation,  which  serves  the  various  plants  of  the  Steel 
Corporation  in  that  district. 

The  Steel  Corporation  has  other  important  railway  properties  used 
for  the  transportation  of  ore,  particularly  in  the  Chicago  district, 
where  two  of  its  railways,  namely,  the  Chicago,  Johet  &  Eastern,  and 
the  Chicago,  Lake  Shore  &  Eastern,  connect  its  ore  docks  with  all  of 
its  plants  in  that  locahty. 

By  means  of  these  various  transportation  facflities  the  Steel  Cor- 
poration is  enabled  to  carry  the  great  bulk  of  its  ore  from  the  mines 
to  the  manufacturing  plants  where  it  is  consumed.  In  the  mining 
region  only  a  small  part  of  its  ore,  namely,  that  portion  mined  on  the 
Old  Ranges  in  Michigan  and  Wisconsin,  is  necessarily  transported  by 
other  railroads.  On  the  Great  Lakes,  however,  the  Corporation  ships 
a  very  considerable  part  of  its  total  ore — rather  more  than  one-third — 
by  independent  Lake  carriers.  Moreover,  inasmuch  as  south  of  the 
Great  Lakes  a  number  of  its  furnaces  can  not  be  reached  by  its  own 
railways,  it  is  obhged  to  transport  a  considerable  part  of  its  ore  ship- 
ments on  other  railway  lines. 

Certain  of  these  transportation  agencies,  particularly  the  two  ore 
roads  in  the  ore-mining  region,  the  Lake  ore  vessels,  the  ore  docks, 
and  the  Bessemer  &  Lake  Erie  Railroad,  are  primarily  carriers  of  ore. 
The  ore  tonnage  of  the  Union  Railroad  is  also  very  heavy.  For  the 
other  carriers  mentioned,  however,  the  transportation  of  ore  is  of 
secondary  importance.  Consequently  it  is  not  practicable  to  deter- 
mine with  any  satisfactory  degree  of  accuracy  the  profits  obtained 
from  the  carriage  of  ore  except  for  those  agencies  which  have  just 
been  mentioned. 
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Method  of  determining  transportation  profits  on  ore  from 
GROSS  receipts  THEREON. — ^Whcre  railroads  or  other  carriers  handle 
several  commodities,  it  is  of  course  quite  evident  that  there  is  gener- 
ally no  possibility  of  determining  with  absolute  exactness  the  amount 
of  profit  from  each.  A  large  part  of  the  costs  of  the  business  can 
not  be  allocated  to  particular  lines  of  traffic,  and  consequently  their 
particular  profits  can  not  be  determined.  Inasmuch  as  the  ore  traffic 
was  the  chief  business  of  these  ore  carriers,  the  Bureau  regarded  it  as 
reasonable  to  allot  to  the  ore  traffic  the  same  proportions  of  the  total 
net  operating  profit  as  the  gross  receipts  from  the  ore  traffic  bore  to 
the  gross  receipts  from  all  traffic.  It  is  certain  that  this  does  not 
tend  to  magnify  the  profit  attributable  to  ore. 

Indeed,  this  method  of  computation  probably  underestimates  the 
net  profit  from  ore  traffic — first,  because  the  rates  and  receipts  from 
ore  were  unusually  high,  and  second,  because  the  direct  cost  of 
handling  the  traffic  was  relatively  low.  That  the  ore  rates  were 
high  is  evidenced  by  the  fact  that  on  the  railroads  in  the  ore  region 
they  averaged  about  1  cent  per  ton  mile  during  this  period.'  On 
other  railroads  they  were  also  relatively  High,  though  not  in  the  same 
degree.  That  the  direct  costs  of  conducting  the  ore  traffic  were  low 
is  plain  when  it  is  considered  that  this  commodity  is  generally  handled 
in  trainloads. 

The  same  principle  would  hold  true  in  the  case  of  the  Pittsburgh 
Steamship  Co.  It  was  also  undoubtedly  true  of  the  Bessemer  &  Lake 
Erie.  In  the  case  of  the  Union  Railroad  it  is  possible  that  the  ore 
profits  were  relatively  no  greater,  or  possibly  not  as  great,  as  for  the 
other  traffic  on  that  road,  which  is  considerable;  but  taking  the  car- 
riers south  of  the  Lakes  together  there  can  be  no  question  whatever 
that  the  total  net  profits  here  assigned  the  ore  understate  the  facta. 

The  data  for  estimating  these  profits  on  the  basis  indicated  for  the 
calendar  years  1902  to  1906,  inclusive,  were  furnished  by  the  Steel 
Corporation. 

Estimated  net  profits  of  Steel  Corporation  on  transpor- 
tation OF  ore. — The  following  table  shows  the  gross  receipts  from 
all  freight  traffic  and  the  gross  receipts  from  ore,  together  with  the 
net  operating  profit  from  all  traffic,  as  reported  by  the  Steel  Cor- 
poration. As  already  explained,  the  Bureau's  estimate  of  the  net 
profit  from  ore  is  computed  on  the  assumption  that  it  bore  the  same 
ratio  to  the  total  net  operating  profits  as  the  gross  receipts  from  ore 
bore  to  the  gross  receipts  from  all  freight  traffic. 

1  These  rates  have  recently  been  reduced.    (See  p.  79.) 
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Table  18.— TOTAL  ESTIMATED  NET  PROFITS  OF  STEEL  CORPORATION  ON  TRANS- 
PORTATION OF  ORE  (INCLUDING  ORE  SHIPMENTS  OF  OUTSIDERS)  FROM  MINING 
REGIONS  TO  FURNACES  BY  COMPANIES,  1902-1906. 


Carriers. 


Dulutli&  IronRaDge  R.  R 

Duluth,  Missabe  &  Northern  Ry 

Pittsburgh  Steamship  Co 

Bessemer  &  Lalse  Erie  R.R 

Union  R.  R 

I'ittsburgh  &  Conneaut  Dock  Co.,  and 
other  docks 


Total. 


Gross  receipts. 


$32,037,940.42 
32,104,324.00 
41,622,827.98 
23,661,689.97 
12,681,621.97 


142,108,404.34 


Gross  receipts 
from  ore. 


$26,590,173.84 

28,570,826.98 

37,692,370.08 

14,274,443.61 

6,804,815.97 


113,932,630.48 


Total 

net  operating 

profits. 


$15,703,239.47 

18,420,574.97 

9,743,161.46 

9,642,528.76 

4,928,873.56 


68,444,378.22 


Estimated 

net  operating 

protits  from 

ore.' 


$13,017,615.59 
16,417,332.68 
9,397,035.62 
5,834,472.20 
2,646,026.39 

2  5,571,121.88 


62,883,503.36 


1  While  these  are  derived  by  proportion  from  the  total  net  operating  profit  and  the  gross  earnings  from 
ore  and  total  gross  earnings,  this  was  worked  out,  of  course,  by  years  and  should  not  be  computed  from  the 
five-year  totals. 

'  Partly  estimated  from  gross  receipts  and  partly  reported  directly. 

The  profits  of  the  Steel  Corporation  from  the  transportation  of  ore, 
in  so  far  as  they  can  be  estimated,  as  shown  in  the  foregoing  table, 
include  the  profits  earned  on  the  ore  shipments  of  outsiders.  It  is  a 
fair  question  whether  in  estimating  the  net  result  to  the  Steel  Cor- 
poration in  respect  to  its  position  as  a  producer  of  ore  and  manu- 
facturer of  iron  and  steel  products,  the  full  amount  of  this  profit  should 
not  be  deducted  from  the  cost  of  its  ore.  Looking  at  the  problem 
from  a  broad  standpoint  rather  than  a  cost-accounting  standpoint, 
the  Bureau  is  inclined  to  the  opinion  that  this  would  be  a  reasonable 
and  proper  method  for  determining  the  full  and  complete  n&t  results 
to  the  Steel  Corporation.  However,  from  a  strict  cost-accounting 
point  of  view,  in  order  to  determine  the  cost  of  ore  at  lower  Lake  ports 
or  other  points,  it  is  quite  proper  to  Umit  the  profits  to  be  taken  into 
consideration  to  those  which  are  earned  by  the  Steel  Corporation  on 
the  carriage  of  its  own  ore.  This  is  the  practice  of  the  Steel  Corpo- 
ration in  determining  its  own  integration  costs  (see  p.  94),  and  after 
discussion  of  the  matter  with  representatives  of  the  Corporation  the 
Bureau  has  accepted  it  for  the  purpose  of  the  present  computation. 
Hence,  from  the  amount  of  profit  on  the  transportation  of  ore  shown 
in  the  foregoing  table,  it  is  necessary  to  deduct  that  part  of  the  profit 
which  was  earned  on  the  carriage  of  outside  ore.  These  profits  on 
outside  ore  are  computed  as  follows: 

Duluth  &  Iron  Range  B.  B $4,331,334.87 

Duluth,  Missabe  &  Northern  By 1,482,129.95 

Pittsburgh  Steamship  Co 522,871.43 

Total 6,336,336.25 

The  profits  of  the  other  transportation  agencies  noted  in  the  fore- 
going table  are,  so  far  as  the  Bureau's  information  goes,  earned 
entirely  on  the  transportation  or  handling  of  the  Steel  Corporation's 
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own  ore.  Deducting  the  above  profits  on  outside  ore  from  the  total 
net  profits  earned  by  the  Steel  Corporation  on  the  transportation  of 
ore  shown  in  the  above  table,  gives  the  profit  earned  by  the  Steel 
Corporation  from  the  carriage  of  its  own  ore,  which  in  the  aggregate 
was  $46,547,167.11. 

The  significance  of  this  aggregate  profit  of  the  Steel  Corporation 
on  the  transportation  of  its  own  ore  with  respect  to  the  net  cost  of 
ore  can  be  best  shown  by  comparing  it  with  the  total  dehveries  of  the 
Steel  Corporation's  ore  at  lower  Lake  ports  during  this  same  period 
(1902-1906),  namely,  77,304,164  tons.  Distributed  over  this  ton- 
nage, the  foregoing  profits  amounted  to  a  trifle  over  $0.60  per  ton  of 
ore.  Of  this,  $0.42  was  earned  on  the  transportation  of  ore  to  lower 
Lake  ports.  This  amount  per  ton  shows  practically  what  may  be 
deducted  from  the  average  cost  of  ore  of  the  Steel  Corporation  at 
lower  Lake  ports.  The  total  average  amount  per  ton,  namely, 
$0.60,  is  the  deduction  to  be  made  from  the  cost  of  ore  at  the  blast 
furnaces  in  order  to  determine  the  total  effect  of  transportation 
profits  on  the  cost  of  the  Corporation's  ore  used  in  making  pig  iron. 

These  profits,  as  already  stated,  are  figured  against  its  total  deliv- 
eries at  lower  Lake  ports  as  a  convenient  common  denominator. 
These  deliveries  were  nearly  the  same  as  the  furnace  consumption. 
Of  course,  the  actual  profit  on  transportation  for  a  given  lot  of  ore 
would  vary  between  one  specific  shipment  as  compared  with  another 
according  to  its  origin  and  destination.  On  the  other  hand,  it  would 
make  no  difference  what  the  quality  of  the  ore  was.  The  fairest  way 
to  show  the  total  effect  of  such  profits  is  in  the  form  stated  above. 

It  should  be  noted  that  tliis  average  profit  is  that  on  the  ore  of  the 
Steel  Corporation  alone,  and  should  not,  of  course,  be  applied  to  the 
average  ore  costs  for  the  large  companies  given  in  section  2  of  this 
chapter. 

Effect  of  this  teanspoetation  peofit  on  costs  of  ieon  and 
STEEL  PEODtJCTs. — ^This  large  profit  of  the  Steel  Corporation  on  the 
transportation  of  its  own  ore  is  an  exceedingly  important  factor  in 
its  net  cost  of  m.anufacture  for  iron  and  steel  products,  owing  to  the 
fact  that  approximately  1.9  tons  of  Lake  ore,  on  the  average,  includ- 
ing both  Bessemer  and  non-Bessemer  ores,  were,  during  this  period, 
required  to  produce  1  ton  of  pig  iron.  This  ore  profit  assumes 
increased  importance  in  the  costs  for  pig  iron,  and  still  further  impor- 
tance in  the  costs  of  steel  products,  owing  to  the  fact  that  in  each 
successive  stage  there  is  some  further  loss  of  material.  It  is  not  in- 
tended, however,  at  this  place  to  take  up  the  relation  of  this  profit  to 
the  cost  of  the  iron  and  steel  products  of  the  Steel  Corporation  for  this 
period  (1902-1906).  In  Chapter  VII  the  "integration"  costs  of  the 
Corporation  for  the  year  1910 — that  is,  the  costs  after  deducting  both 
the  intermediate  transfer  profits  and  the  Corporation's  profit  on  the 
transportation  of  its  ore — will  be  shown  according  to  its  own  records. 


CHAPTER  VI. 
COMPAEISOIT  OF  1902-1906  COSTS  WITH  PRESENT  COSTS. 

Section  1.  Introductory, 

The  average  costs  for  1902  to  1906,  as  already  stated  (p.  7),  were 
too  elaborate  to  be  brought  down  to  date.  Furthermore,  it  was 
reasonably  certain  that  an  average  for  such  a  recent  five-year  period 
would  be  representative  of  present  conditions.  There  had  been 
no  important  changes  since  then  in  the  fundamental  conditions 
of  the  industry,  such  as  the  character  of  ore  and  fuel  used,  and  no 
very  marked  changes  in  the  operating  conditions,  such  as  wages  of 
labor,  transportation  charges,  or  technical  methods.  In  fact,  in  so 
far  as  changes  had  occurred  in  operating  conditions,  it  was  hkely  that 
they  would  to  a  considerable  extent  offset  each  other.  Thus  an 
increase  in  wages  would  be  partly  offset  by  increased  volume  of  output 
and  a  greater  application  of  labor-saving  devices. 

The  Bureau  did  not  leave  the  determination  of  this  question  to 
a  priori  arguments,  however,  but  obtained  considerable  information 
from  various  companies  concerning  the  actual  changes  in  cost  in  the 
pruicipal  branches  of  production  and  manufacture. 

The  primary  question  to"  be  determined  was  whether  there  had 
been  any  increase  in  the  cost  of  producing  the  raw  materials,  and  if 
this  was  so  whether  such  increase  in  cost  had  been  offset  by  arfy  added 
economy  in  converting  them  into  iron  and  steel.  The  examination 
of  this  subject,  therefore,  is  divided  into  two  parts — (1)  the  cost  of 
production  of  ore  and  coke  and  limestone  and  (2)  the  costs  above 
materials  in  making  pig  iron,  steel,  and  some  of  the  chief  rolled 
products. 

The  costs  for  1902  to  1906  will  be  compared,  therefore,  with  those 
for  the  most  recent  year  available,  namely,  1910.  Certain  compari- 
sons, particularly  for  ore,  will  combine  a  greater  number  of  years 
since  1902  to  1906  to  show  more  clearly  the  general  average  conditions 
in  recent  years  as  compared  with  1902  to  1906. 

Section  2.  Comparison  of  the  costs  of  raw  materials. 

The  costs  of  ore  and  coke  are,  of  course,  fundamental  for  the  pro- 
duction of  pig  iron,  steel,  and  steel  products.  Limestone  forms 
such  a  comparatively  small  item  of  cost  and  is  so  abundant  in  aU 
regions  that  changes  in  respect  thereto  are  insignificant.  The  item 
of  limestone  in  pig-iron  costs  can  be  conveniently  covered  by  a  simple 
comparison  of  what  the  pig-iron  cost  sheets  themselves  show. 
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Ore. — The  Bureau  obtained  the  book  costs  of  Lake  ore  at  lower 
Lake  ports  for  all  the  mines  of  the  Steel  Corporation  for  the  whole 
period  1902  to  1910,  inclusive,  and  also  the  costs  of  two  other  impor- 
tant interests  mining  Lake  ore  for  the  period  1902  to  1909,  inclusive. 
As  the  tonnage  of  these  two  latter  companies  formed,  however,  but  a 
small  proportion  of  the  total,  the  lack  of  them  for  the  year  1910  does 
not  have  any  material  effect  on  the  average  cost  for  the  period  1907 
to  1910.  There  is  little  doubt  that  if  they  were  included  the  average 
cost  would  tend  to  be  a  little  lower  rather  than  higher.  This  is  evi- 
dent from  the  following  facts,  namely,  that  the  average  for  these  two 
concerns  in  1909  was  $2.61  per  ton  as  against  $2.63  per  ton  for  the 
Steel  Corporation,  while  the  latter  showed  a  sudden  increase  to 
$2.88  per  ton  in  1910  due  in  part  to  the  HOI  royalties,  which  are 
discussed  below  (p.  77).  This,  of  course,  would  not  have  affected 
the  costs  of  the  other  companies.  Moreover,  its  effect  on  the  aver- 
age for  all  the  companies  for  the  four  years  1907  to  1910  was,  of 
course,  small. 

The  following  table  shows  the  average  book  cost  of  ore  for  all  three 
companies  at  lower  Lake  ports  in  substantially  the  same  form  as  that 
already  used,  divided  into  two  groups  of  years,  namely,  1902  to  1906, 
inclusive,  and  1907  to  1910,  inclusive. 

Table  19.— COMPARISON  OF  AVERAGE  BOOK  COST  PER  GROSS  TON  OF  LAKE  ORE 
AT  LOWER  LAKE  PORTS  FOR  1902-1906,  INCLUSIVE,  WITH  1907-1910,  INCLUSIVE,  FOR 
THE  STEEL  CORPOR.VTION  AND  TWO  OTHER  LARGE  COMPANIES. 


Item.9  of  cost. 

1902-1900 

(88,082  661 

tons). 

1907-1910  I 

(88,833166 

tons). 

Items  of  cost. 

1902-1906 

(88,082,551 

tons). 

1907-1910 ' 

(88,833,156 

tons). 

$0.43 
.21 
.03 
.13 
.26 

JO.  35 
.20 
.11 
.13 
.29 

Rail  freight 

to.  70 
.74 

10.74 

Other  mining 

.72 

Cost  at  lower  Lake 

Stripping  and  development . 
Depreciation 

2.49 
.09 

Royalty 

General  charges . . 

.16 

Total  book  cost 

Cost  at  mine 

1.05 

1.08 

2.58 

2.70 

1  For  1910  includes  the  costs  of  the  Steel  Corporation  only. 

In  the  first  place,  it  should  be  noted  that  these  costs  cover  a  very 
large  quantity  of  ore,  namely,  88,082,551  tons  for  the  five  years  1902 
to  1906  (an  average  quantity  of  17,616,510  tons  per  annum),  and 
88,833,156  tons  for  the  four  years  1907  to  1910  (an  average  quantity 
of  22,208,289  tons  per  annum).  For  the  two  periods  stated  they 
cover  60.8  per  cent  and  56.3  per  cent,  respectively,  of  the  total  tonnage 
mined  on  the  Lake  Superior  ranges. 

The  total  book  cost  at  lower  Lake  ports,  as  shown  by  the  combined 
cost  sheets,  for  the  period  1902  to  1906  was  $2.58,  whUe  for  the  period 
1907  to  1910  it  was  $2.70  per  ton,  showing  an  increase  of  $0.12  per  ton 


COST   OF   PRODUCTION ^PRELIMINAEY  KEPOET.  77 

of  ore.  The  direct  labor  expense  in  mining  showed  a  decrease  from  an 
average  of  $0.43  per 'ton  for  the  period  1902  to  1906  to  $0.35  for  the 
period  1907  to  1910,  a  reduction  of  $0.08  per  ton.  This  was  undoubt- 
edly due  to  two  causes — (1)  a  greater  proportion  of  the  production  in 
the  second  period  was  from  the  Mesabi  Eange,  where  the  labor  costs  of 
mining  are  generally  lower,  and  (2)  there  were  more  open-pit  mines 
worked  in  the  second  period  than  in  the  first,  for  which  mine  labor 
and  "other  mining"  costs  average  less  per  ton.  The  "other  mining" 
items,  however,  showed  a  decrease,  namely,  from  $0.21  to  $0.20 
per  ton.  The  lower  labor  costs  are  offset  by  increased  charges  for 
stripping,  which,  Lti  part,  was  the  cause  of  such  lower  costs. 
This  item,  so  far  as  ascertainable,  is  therefore  shown  separately, 
although  it  might  be  treated  as  a  part  of  depreciation  for  improve- 
ments. Stripping  operations,  however,  are  sometimes  charged  in  the 
direct  mining  costs  of  labor,  supplies,  etc.,  about  70  per  cent  of  the 
cost  being  for  labor.  These  operations,  by  enabling  the  extraction  of 
ore  from  open  pits  instead  of  through  shafts,  etc.,  reduce  the  direct 
operating  expenses.  The  stripping  cost  increased  from  an  average  of 
10.03  per  ton  for  the  period  1902  to  1906  to  $0.11  per  ton  for  the  period 
1907  to  1910,  an  increase  of  $0.08  per  ton.  This  was  practically  an 
offset  to  the  lower  labor  and  "other  mining"  cost  just  noted  of  $0.09 
per  ton.  The  increase  in  stripping  is  unduly  exaggerated  in  this 
comparison,  however,  because  in  the  first  years  covered  by  these 
comparisons,  especially  1902,  1903,  and  1904,  none  of  the  mines 
showed  the  costs  for  this  item  separately,  though  they  were  then 
relatively  small. 

The  item  of  depreciation  is  to  some  degree  arbitrary  in  amount. 
It  averaged  $0.13  per  ton  for  the  period  1902  to  1906,  and  was  the 
same  also  for  the  period  1907  to  1910. 

The  average  royalty  for  the  period  1902  to  1906  was  $0.25  per  ton, 
as  against  $0.29  for  the  period  1907  to  1910,  showing  an  increase  of 
$0.04  per  ton.  This  increase  in  average  royalty  was  partly  due  to 
the  inclusion  of  the  abnormally  high  royalties  paid  by  the  Steel  Cor- 
poration on  the  "HUl  lease,"  which  have  been  discussed  in  some 
detail  in  Part  I  of  this  report.  Inasmuch  as  the  Steel  Corporation 
has,  since  Part  I  of  this  report  of  the  Bureau  was  published,  given 
notice  of  the  cancellation  of  this  lease  (to  take  effect  Jan.  1,  1915), 
these  abnormally  high  royalties  will  not  form  a  permanent  and 
increasing  burden  on  the  ore  industry  of  the  Lake  region  after  that 
date.  Indeed,  they  should  not  be  regarded  as  a  normal  increase  in 
the  cost  of  producing  ore  even  at  the  present  time,  inasmuch  as  the 
purpose  of  this  lease,  in  the  opinion  of  the  Bureau,  was  to  mo- 
nopolize the  ore  reserves  of  the  Lake  region.  The  quantitative  effect 
of  these  HUl  royalties  is  partly  indicated  in  the  average  royalty  cost 
of  the  Steel  Corporation  in  1910.     (See  p.  95.)     If  the  HOI  royalties 
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and  the  tonnage  of  ore  mined  from  the  Hill  leases  were  eliminated 
from  the  Steel  Corporation's  royalty  cost  in  1910,  the  average  royalty 
for  that  company  would  have  been  only  $0.28  per  ton,  instead  of  S0.34, 
a  difference  of  $0.06  per  ton. 

The  average  cost  at  mine  for  the  period  1902  to  1906  was  $1.05 
per  ton,  and  for  the  period  1907  to  1910  it  was  $1.08,  an  increase  of 
$0.03  per  ton. 

The  cost  of  transporting  ore  by  rail  from  the  mines  to  upper  Lake 
ports  averaged  $0.70  per  ton  for  the  period  1902  to  1906  and  $0.74 
for  the  period  1907  to  1910,  an  increase  of  $0.04  per  ton.  This  was 
not  due,  however,  to  any  change  in  freight  rates,  but  to  the  fact  that  in 
the  second  period  a  greater  proportion  of  the  total  tonnage  was  mined 
from  the  Mesabi  Range,  which  has  a  higher  freight  rate  than  the 
Michigan  ranges. 

For  Lake  freights,  on  the  other  hand,  there  was  a  slight  decrease 
in  cost,  the  average  for  1902  to  1906  being  $0.74  per  ton,  as  against 
$0.72  for  1907  to  1910,  showing  a  decline  of  $0.02  per  ton.  Lake 
freights,  unlike  rail  freights,  were  changed  from  year  to  year.  In 
spite  of  the  greater  proportion  of  ore  shipped  from  the  Mesabi  Range 
(which  has  a  relatively  high  Lake  freight),  the  general  decline  in 
Lake  rates  resulted  in  a  small  decline  in  the  average  Lake  freight. 

Taken  together,  the  raU  and  Lake  freights  for  1907  to  1910  showed 
a  sUght  increase,  namely,  $0.02  per  ton  more  than  in  1902  to  1906. 

The  cost  at  lower  Lake  ports,  exclusive  of  general  administrative 
charges  and  taxes,  averaged  $2.49  for  the  period  1902  to  1906,  as 
compared  with  $2.54  per  ton  for  1907  to  1910,  an  increase  of  $0.05 
per  ton. 

There  was  a  marked  increase  in  the  general  charges  for  admuiis- 
tration,  depreciation,  and  taxes,  namely,  from  an  average  of  $0.09  per 
ton  in  the  first  period  as  compared  with  $0.16  in  the  second  period, 
showing  a  difference  of  $0.07  per  ton.  The  greater  part  of  this  in- 
crease was  due  to  increases  in  the  taxes  on  ore  companies.  WhUe 
the  Bureau  does  not  commit  itself  to  the  propriety  of  charging  prop- 
erty taxes  into  the  costs  of  production,  it  has  included  them  in  all 
the  foregoing  statements  of  cost  of  production,  according  to  a 
common  practice  of  conmaercial  accounting. 

The  total  book  cost  at  lower  Lake  ports  thus  arrived  at  averaged, 
as  stated  above,  $2.58  for  the  period  1902  to  1906  and  $2.70  for  the 
period  1907  to  1910,  an  increase  of  $0.12  per  ton. 

These  costs  are  all  "book  costs,"  i.  e.,  there  has  not  been  any  deduc- 
tion of  transportation  profits  on  ore  of  the  Steel  Corporation  or  of 
the  other  companies  whose  costs  are  combined  in  this  average.  If 
these  had  been  eliminated,  there  is  no  question  that  the  integrated 
cost  so  arrived  at  would  have  been  lower  for  the  period  1907  to  1910 
than  for  the  period  1902  to  1906.     This  would  be  so,  because  (1)  a 
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greater  proportion  of  Mesabi  ore  was  produced  in  the  period  1907  to 
1910  than  in  the  prior  period,  upon  the  shipments  of  which  the  Steel 
Corporation's  transportation  profits  chiefly  accrue,  and  (2)  the  rates 
of  profit  per  ton  of  ore  on  the  Steel  Corporation's  two  railroads  in  the 
ore  region  were  considerably  higher  in  the  period  1907  to  1910  than 
in  the  prior  period,  as  is  plainly  indicated  by  a  marked  decrease  in  the 
average  ratio  of  operating  expense  to  gross  receipts  for  these  roads. 

Another  fact  of  great  importance  in  considering  the  present  costs 
of  Lake  ore,  as  well  as  the  probable  costs  for  the  next  few  years,  as 
distinguished  from  the  comparison  for  the  two  periods  covered  by  the 
foregoing  table,  is  found  in  the  recent  change  made  in  the  rail  rates  on 
ore  from  the  Mesabi  and  Vermilion  Ranges.  During  the  latter  part 
of  1911  (and  since  the  publication  of  the  first  part  of  this  report)  the 
Steel  Corporation  announced  reductions  in  the  rail  rates  for  the 
Mesabi  and  Vermilion  Eanges  as  follows :  The  Mesabi  rate  was  reduced 
from  $0.80  per  gross  ton  to  $0.60  per  gross  ton,  and  the  several  Ver- 
milion rates  of  $0.90  and  $1  per  gross  ton  were  reduced  to  a  flat  rate 
of  $0.60  per  gross  ton.  Just  what  efl^ect  these  reductions  will  have  on 
the  cost  of  ore  at  lower  Lake  ports  depends,  of  course,  on  the  particular 
tonnages  shipped  from  each  range.  For  the  mines  whose  costs  for 
the  period  1907  to  1910  are  comprised  in  the  foregoing  table  (Table 
19)  the  reduction  in  average  freight  rate  would  be  about  $0.17  per 
ton,  and  this  would  result  in  a  reduction  in  the  average  cost  at  lower 
Lake  ports  of  an  equal  amount  per  ton.  Taking  the  average  book 
costs  of  the  period  1907  to  1910  as  a  basis,  the  cost  of  ore  at  lower 
Lake  ports  would  be  reduced  thereby  from  $2.70  per  ton  to  $2.53,  and 
this  ore,  cost  would  be  $0.05  per  ton  lower  than  the  average  cost  for 
the  period  1902  to  1906,  namely,  $2.58  per  ton. 

Looking  merely  at  the  book  cost  of  Lake  ore  for  the  years  1907  to 
1910  as  compared  with  that  for  1902  to  1906,  there  would  appear, 
therefore,  to  be  an  increase  of  about  $0.12  per  ton.  Considering, 
however,  the  lower  ore  rates  now  prevailing,  it  is  clear  that  the  costs 
of  ore  at  the  present  time  (1912)  are  probably  lower  than  those  in 
the  period  1902  to  1906. 

Coke. — For  all. practical  purposes  the  question  whether  there  has 
been  an  increase  since  1902  to  1906  in  the  cost  of  coke  used  in  making 
pig  iron  is  determined  by  a  comparison  of  the  costs  for  Connellsville 
beehive  coke.  The  data  on  this  point  available  to  the  Bureau  are 
less  complete  than  for  Lake  ore,  and  consist  (1)  of  average  costs 
for  the  Steel  Corporation's  Connellsville  coke  for  the  period  1902  to 
1906  and  for  the  single  year  1910,  and  (2)  of  average  costs  of  Connells- 
ville coke  for  two  important  independent  companies  for  the  periods 
1902  to  1906  and  1907  to  1909.  The  latter  may  be  conveniently 
taken  up  first. 
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The  costs  for  these  two  independent  companies  can  not  be  shown 
by  items  because  in  one  case  the  cost  was  figured  with  the  cost  of  coal 
at  the  ovens,  and  in  the  other  case  was  a  cost  which  included  an 
item  of  freight  to  ovens  in  the  cost  of  coal.  The  significant  figures, 
however,  are  the  total  costs  of  the  coke,  which  for  the  two  companies 
combined  were  as  follows: 


Periods. 


Tonnage. 


1902-1906  (5  years). 
1907-1909  (3  years).. 


5,345,280 
3,049,689 


Average  cost 
per  net  ton. 


12.02 
2.11 


From  this  comparison  it  appears  that  there  was  a  small  increase 
in  the  cost  of  Connellsville  beehive  coke,  namely,  10.09  per  net  ton. 
While  the  production  was  considerable,  it  was,  of  course,  only  a  small 
part  of  the  total,  and  can  not  be  regarded  as  conclusive  as  to  the 
change  in  average  cost. 

The  second  comparison  to  be  presented  is  that  of  the  average  book 
cost  for  the  total  production  of  the  H.  C.  Frick  Coke  Co.  for  1902  to 
1906,  inclusive,  with  the  average  book  cost  for  the  single  year  1910. 
This  is  shown  in  the  following  table : 

Table  20.— COMPARISON  OF  COST  PEH  NET  TON  OF  CONNELLSVILLE  BEEHIVE  COKE 
OF  THE  H.  C.  FBICK  COKE  CO.  FOR  1902-1906  WITH  1910. 


Items  of  cost. 

1902-1906 

(43,679.144 

tons). 

1910 

(9,824,446 

tons). 

Labor                   

10.94 
.24 
.14 

J1.07 

.30 

Depreciation 

.18 

Total 

1.32 

1.65 

I  Includes  materials  and  supplies,  general  expense  (administration,  taxes,  and  insurance),  less  credits  for 
profits  on  tenements,  blacksmithing,  farms,  etc. 

According  to  the  foregoing  table,  there  was  a  marked  increase  in 
the  cost  of  producing  coke  in  1910  as  compared  with  the  average  of 
the  five  years  1902  to  1906,  inclusive,  namely,  $0.23  per  net  ton. 

It  is  quite  probable  that  if  the  average  for  the  period  1907  to  1910 
was  given  instead,  the  increase  would  have  been  decidedly  less. 
However,  in  the  absence  of  definite  figures,  the  Bureau  prefers  to 
accept  this  statement  for  the  purposes  of  the  present  comparison. 
Furthermore,  in  view  of  the  importance  of  the  Frick  company  and 
the  immense  tonnage  it  produces,  it  is  disposed  to  disregard  the  pre- 
ceding comparison  for  the  two  independent  companies  whose  costs 
showed  a  much  smaller  increase. 
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Limestone. — The  Bureau  did  not  attempt  to  ascertain  the  direct 
costs  of  production  of  limestone  because  this  cost  was  a  small  item 
per  ton  of  pig  iron  and  the  conditions  of  the  industry  were  such  that 
it  did  not  seem  necessary.  For  the  purpose  of  determining  whether 
there  has  been  any  important  change  in  the  cost  of  the  raw  material, 
the  pig-iron  cost  sheets  afford  sufficiently  conclusive  evidence. 

For  such  a  coBiparison  it  is  preferable,  of  course,  to  compare  pig- 
iron  costs  which  do  not  show  any  considerable  change  ia  the  quantity 
of  ore  and  coke  used  per  ton  of  pig  iron.  A  good  basis  for  this  is 
found  in  the  limestone  costs  for  Bessemer  pig  iron  at  three  large 
furnace  plants  of  the  Steel  Corporation  for  the  five-year  period  1902 
to  1906  and  for  the  year  1910.  These  are  shown  in  Table  21  (p.  82) 
in  connection  with  the  costs  of  pig  iron.  The  costs  and  quantities 
used  per  ton  of  pig  iron  produced  were  as  follows : 


1910 


Limestone  cost  per  ton  of  pig  iron 

Gross  tons  of  limestone  used  per  ton  of  pig  iron. 


$0.40 
0.447 


$0.40 
0.443 


The  limestone  costs  were  identical  per  ton  of  pig  iron  for  the  five- 
year  period  and  for  the  year  1910.  Furthermore,  there  was  substan- 
tially no  change  in  the  quantity  required  per  ton  of  pig  iron. 

It  may  be  concluded,  therefore,  that  neither  the  cost  of  production 
of  limestone  itself  nor  the  cost  of  limestone  used  in  the  production 
of  Bessemer  pig  iron  has  changed  in  any  significant  degree. 

In  the  case  of  ba^sic  pig  iron,  however,  it  may  be  that  there  has  been 
a  slight  increase  in  limestone  costs  per  ton  of  pig  iron  made,  due  to 
lower  average  iron  content  of  ores  used,  but  the  available  data  do  not 
furnish  any  rehable  evidence  on  this  point. 

Section  3.  Costs  above  materials  of  pig  iron,  Bessemer  steel,  and  heavy 
standard  rails. 

In  the  preceding  section  the  costs  of  the  raw  materials  for  the  period 
1902  to  1906  have  been  compared  with  the  costs  for  subsequent  years, 
and  it  has  been  shown  that  there  was  a  small  increase  in  the  actual 
costs  of  raw  materials  used  in  making  pig  iron.  Furthermore,  it  was 
shown  that  at  the  present  time  (1912)  the  cost  of  the  most  important 
raw  material  is  probably  less  rather  than  greater. 

The  next  question  to  be  determined  is  whether  the  costs  other  than 

materials,  or,  as  they  are  usually  called,  costs  above  materials,  in  the 

manufacture  of  pig  iron,  steel,  and  rolled  products  have  increased  or 

decreased.     Obviously,  no  further  attention  need  be  paid  to  the  raw 
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materials  when  once  the  general  changes  m  the  costs  thereof  have  been 
ascertamed  and  their  cumulative  eflFect  in  subsequent  stages  of  pro- 
duction computed. 

Pig  moN. — The  general  position  of  the  iron  and  steel  industry  of 
any  country  or  district  with  respect  to  the  cost  of  production  is  prac- 
tically determined  by  its  cost  of  pig  iron.  This  assumes,  of  course, 
that  the  manufactures  of  steel  are  developed  on  a  large  scale,  and  that 
the  market  for  products  is  broad  enough  to  enable  a  large  tonnage 
to  be  produced,  and  so  to  justify  modern  equipment  and  methods. 

It  has  already  been  shown  (p.  21)  that  the  cost  of  pig  iron  is  chiefly 
a  question  of  the  cost  of  the  raw  materials,  ore,  coke,  and  limestone, 
which  costs  for  1902  to  1906  have  already  been  compared  with  the 
costs  of  subsequent  years. 

The  costs  above  materials,  however,  are  of  considerable  importance 
for  this  comparison,  and  these  will  now  be  considered. 

For  the  comparison  of  these  costs  the  principal  data  relied  on  by 
the  Bureau  are  the  average  costs  of  Bessemer  pig  iron  for  three 
important  plants  of  the  Steel  Corporation  for  the  five-year  period 
1902  to  1906  and  for  the  year  1910.  These  are  shown  in  the 
following  table: 

TABLE  21.— COMPARISON  OF  BOOK  COST  PER  GROSS  TON  OF  BESSEMER  PIG  IRON  AT 
THREE  FURNACE  PLANTS  OF  THE  STEEL  CORPORATION  FOR  1902-1906  WITH  1910. 


Items  of  cost. 

1902-1906 

(13;051,404 

tons). 

1910 

(2,668,230 

tons). 

Net  metallic  mixture ,.. 

$7.39 

4.06 

.40 

.67 

.73 

J8.77 

Coke 

3.94 

.40 

.48 

Other  operating    .                -  -  - 

1  .43 

Furnace  cost* 

13.24 

14.02 

1  The  Items  covered  in  this  figure  show  a  lower  aggregate  sum  in  1910  than  lor  the  previous  period 
chiefly  on  account  of  credits  for  gas  used  in  other  departments  of  the  works. 

»  This  does  not  include  any  allowance  for  "additional  costs"  shown  on  profit  and  loss  accoxmts.  (See 
pp.  10  and  25.) 

These  three  furnace  plants  together  produced  13,051,404  tons  of 
pig  iron  in  the  five-year  period  1902  to  1906,  or  an  average  of  2,610,281 
tons  per  annum,  and  they  produced  2,668,230  tons  in  1910.  Two  of 
them  are  among  the  very  best  of  the  Steel  Corporation's  furnace 
plants,  while  the  third  is  probably  of  somewhat  less  efficient  character. 

While  all  the  items  of  furnace  cost  are  shown  in  this  table,  it  should 
be  distinctly  understood  that  the  comparison  which  should  now  be 
made  is  simply  that  for  costs  above  materials,  disregarding  the  "book 
costs"  of  the  raw  materials.    The  reason  for  this  is  evident,  namely, 
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that  the  book  costs  of  the  ore  (net  metallic  mixture)  and  coke  are  not 
net  costs  (i.  e.,  they  are  costs  based  on  transfer  prices,  which  include 
profits  paid  to  the  Steel  Corporation's  ore  and  coke  companies),  and 
hence  the  differences  between  them  do  not  even  tend  to  show  a 
difference  in  real  net  cost. 

Consideration  is  given,  therefore,  simply  to  the  items  of  labor 
cost  and  "other  operatiag"  costs.  It  appears  from  the  table  that 
for  these  furnace  plants  the  average  cost  for  labor  was  $0.67  per 
ton  of  Bessemer  pig  iron  for  the  five-year  period  1902  to  1906  and 
10.48  for  the  year  1910,  a  decline  of  SO. 19  per  ton.  This  marked 
reduction  in  cost  was  probably  due  to  a  more  effective  appUcation  of 
labor-saving  methods.  The  other  operating  costs  averaged  $0.73 
per  ton  of  pig  iron  for  the  five-year  period  and  $0.43  for  the  year  1910, 
a  decline  of  $0.30  per  ton.  The  chief  cause  for  this  decline  was  the 
more  extensive  utiHzation  of  a  by-product  of  the  furnace,  namely, 
blast-furnace  gas,  which,  so  far  as  used  in  steel  works,  rolling  mills, 
and  other  producing  departments  of  the  same  plant,  is,  of  course, 
credited  to  the  blast-furnace  plant.  It  is  true  that  such  deduction 
for  costs  of  making  pig  iron  were  not  as  carefully  kept  in  the  five- 
year  period  1902  to  1906  as  in  the  year  1910,  so  that  the  real  gain  in 
this  respect  was  less  than  the  cost  sheets  indicate.  On  the  other 
hand,  the  costs  above  materials  for  making  pig  iron  into  steel  and 
for  rolling  steel  must  have  been  understated  in  the  five-year  period 
in  a  corresponding  degree.  As  will  be  shown  later,  such  costs  have 
in  fact  shown  a  shght  increase  for  certaia  products,  which  are  com- 
pared, and  this  increase  may  be  partly  explained  by  this  difference 
in  the  methods  of  cost  accounting.  However,  if  full  credit  is  to  be 
given  for  the  increase  in  the  latter  costs,  full  credit  should  also  be 
given  for  the  decrease  in  pig-iron  costs.  Hence,  it  is  proper  to  com- 
pare these  costs  as  they  are  shown  in  the  cost  sheets  themselves. 
The  total  reduction  in  the  "other  operating"  costs  at  the  blast 
furnaces  was  not  due  solely  to  this  particular  credit  item  for  gas,  but 
also  in  part  to  other  improvements  in  furnace  operation. 

The  total  cost  above  materials  of  Bessemer  pig  iron  for  these 
furnaces,  therefore,  averaged  $1.40  per  ton  for  the  five-year  period 
1902  to  1906,  as  compared  with  $0.91  for  1910,  showing  a  decline 
of  no  less  than  $0.49  per  ton. 

In  converting  the  chief  raw  materials  (ore  and  coke)  into  pig  iron, 
there  were  certain  changes  involved  in  the  cost  of  these  raw  materials 
independent  of  the  cost  of  producing  them.  These  arose  from  dif- 
ferences in  the  average  quality  used,  such  as  iron  content,  or  from 
differences  in  the  skill  used  in  combining  them  (furnace  practice). 

The  net  metallic  mixture  required  to  produce  a  ton  of  Bessemer  pig 
iron  averaged  1.84  gross  tons  for  the  five-year  period  1902  to  1906  and 


84  THE   STEEL.  INDtTSTRY. 

1.83  gross  tons  in  1910.^  Chiefly  in  consequence  of  this,  perhaps,  the 
quantity  of  coke  required  per  ton  of  pig  iron  produced  declined  also; 
it  averaged  1.13  net  tons  for  the  five-year  period  1902  to  1906  and 
1.12  net  tons  for  1910. 

Assuming  now  the  average  increase  in  the  cost  of  Lake  ore  for  all 
companies  in  the  four-year  period  1907  to  1910,  as  compared  with  the 
five-year  period  1902  to  1906  (see  Table  19),  as  a  basis,  namely,  $0.12 
per  gross  ton,  it  is  evident  that  inasmuch  as  about  1.83  gross  tons  of 
ore  were  required  per  ton  of  Bessemer  pig  iron  ia  1910  (as  just  shown 
above) ,  the  increase  in  the  cost  of  this  ore  per  ton  of  pig  iron  may  be 
roughly  computed  at  1.83  times  $0.12,  or  $0.22  per  ton. 

If,  instead  of  these  ore  costs  for  aU  companies,  the  average  ore  costs 
of  the  Steel  Corporation  alone  be  taken  for  the  same  periods  as  for  the 
pig-iron  costs,  namely,  $2.58  per  ton  for  the  five-year  period  1902  to 
1906  and  $2.88  for  the  year  1910,  the  difference  would  be  $0.30  per 
ton,  and  the  increase  in  ore  costs  for  these  furnaces,  computed  in  the 
same  manner,  would  be  $0.55  per  ton  of  pig  iron.  The  average  costs 
of  ore  for  this  one  year  are  hardly  as  representative  of  the  general 
conditions  as  those  for  the  average  for  the  four-year  period  used  in 
the  first  case. 

In  the  same  way,  assuming  the  average  increase  in  the  cost  of 
ConnellsvUle  coke  for  the  Steel  Corporation  in  1910,  as  compared  with 
the  five-year  period  1902  to  1906  (Table  20)  as  a  basis,  namely,  $0.23 
per  net  ton,  the  increase  in  the  cost  of  coke  in  Bessemer  pig  may  be 
computed  from  the  average  quantity  required.  This,  as  shown 
above,  was  1.12  net  tons,  which,  multipUed  by  the  increase  in  cost  per 
net  ton,  gives  $0.26  per  ton  of  pig  iron. 

The  costs  of  limestone,  as  stated  above  (p.  81),  may  be  taken  at 
the  same  figures  as  shown  on  the  cost  sheets  (see  Table  21),  which 
showed  no  change  for  Bessemer  pig  iron  as  between  the  five-year 
period  1902  to  1906  and  the  year  1910. 

Hence,  to  determine  whether  there  has  been  any  increase  in  the  net 
costs  of  producing  Bessemer  pig  iron  the  increases  in  the  costs  of  ore 
and  coke  may  be  compared  with  the  decreases  in  the  costs  above 
materials.     The  results  are  shown  as  foUows: 

Ore  cost,  increase $0.  22 

Coke  cost,  increase 26 

Total,  increase 48 

Cost  above  materials,  decrease 49 

Net  decrease  (per  ton  of  pig  iron) 01 

1  The  let  metaUio  mixture  used  by  these  lumaoes  thus  showed  a  alight  improvement  in  iron  yieid  and 
it  shoulQ  be  noted  that  a  slightly  greater  yield  is  shown  lor  all  Bessemer  furnaces  of  the  Steel  Corpora- 
tion in  1910. 
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If,  however,  the  increase  in  ore  costs  in  1910  were  taken  at  $0.55 
per  ton  instead  of  $0.22,  as  shown  above,  there  would  have  been  a  not 
increase  of  $0.32  per  ton  of  pig  iron. 

As  akeady  stated,  however,  the  Bureau  regards  the  first  result, 
namely,  a  decrease  ia  cost  of  $0.01  per  ton  of  Bessemer  pig  iron,  as 
more  correctly  representative  of  recent  conditions. 

When,  moreover,  present  conditions  (1912)  are  considered,  there  is 
no  doubt  that  the  costs  of  Lake  ore  are  lower  rather  than  higher, 
for  the  reasons  already  given  in  detail  (p.  79),  namely,  lower  ore 
rates  on  the  railroads  serving  the  Mesabi  and  Vermilion  Ranges. 
The  present  cost  of  ore  being  lower,  there  is  no  question  that  the  pres- 
ent cost  of  making  pig  iron  is  somewhat  lower  than  ia  the  period 
1902  to  1906.^ 

Bessemer  ingots. — The  cost  of  Bessemer  steel  manufacture  is  just 
the  same  for  Bessemer  billet  ingots  and  for  Bessemer  rail  ingots 
except  for  the  extra  cost  of  manganese.  This  is  true  at  least  if  the 
same  works  are  operated  in  the  same  way,  with  respect  to  the  use  of 
direct  metal.  The  difl'erence  in  cost  of  manganese  is  of  no  conse- 
quence in  this  case,  because  only  costs  above  materials  are  especially 
under  consideration.^ 

Bessemer  billet  ingots. — While  much  more  Bessemer  billet 
steel  is  produced  by  the  Steel  Corporation  than  Bessemer  rail  steel, 
the  available  data  for  comparison  are  in  this  case  the  costs  for  one 
plant  only,  namely,  the  average  works  costs  as  shown  by  the  books 
for  the  five-year  period  1902  to  1906  and  for  the  year  1910. 

TiUiLE  22.— COMPARISON    OF   BOOK   COST    PEE    GROSS    TON    OF   BESSEMER    BILLET 
INGOTS  AT  ONE  PLANT  OF  THE  STEEL  CORPORATION  FOR  1902-1906  WITH  1910. 


Items  of  cost. 

1902-1906 

(2,737,387 

tons). 

1910 

(590,503 

tons). 

Pig  iron  and  scrap  ^                                                  

$15.46 
.62 
.33 
.65 

S14. 84 

.54 

Fuel...                                                                                      

.18 

Other  operating                                                     

.65 

Worlds  cost  * 

17.06 

16.21 

1  While  the  Bureau  had  certain  other  comparative  data  which  threw  some  light  on  the  changes  in  cost 
above  materials  of  pig  iron,  none  of  them  was  satisfactory,  either  on  account  of  greatly  varying  tonnages 
or  mixture  of  basic  and  Bessemer  pig  iron. 

'  The  available  evidence  does  not  show  any  increase  in  the  average  cost  of  manganese  for  the  plants  of 
the  Steel  Corporation. 

^  Including  manganese. 

*This  does  not  include  any  allowance  for  "additional  coBt"  shown  on  profit  and  loss  accounts.  (See 
pp.  10  and  25.) 
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As  stated  above  (see  p.  82),  no  attention  need  be  paid  in  this  com- 
parison to  the  cost  of  pig  iron  and  scrap  (including  manganese), 
because  the  comparison  to  be  made  is  simply  between  the  "cost 
above  materials." 

This  cost  above  materials  is  summarized  in  the  items  of  labor,  fuel, 
and  other  operating.  The  average  labor  cost  for  the  five-year  period 
was  $0.62  per  ton  of  ingots  as  compared  with  $0.54  for  1910,  a  reduc- 
tion of  $0.08  per  ton.  The  fuel  cost  showed  an  even  greater  reduction, 
namely,  from  $0.33  to  $0.18,  or  $0.15  per  ton  of  ingots. 

This  large  reduction  in  fuel  cost  was  eviderftly  due  to  a  great  change 
in  economy  of  production  obtained  by  using  much  larger  propor- 
tions of  molten  pig  iron  direct  from  the  blast  furnaces.  There 
was  no  change  in  the  "other  operating"  costs,  which  averaged 
exactly  $0.65  per  ton  of  ingots  in  each  case.  Comparing  the  "cost 
above  materials,"  that  for  1902  to  1906  averaged  $1.60  per  ton  of 
ingots  and  that  for  1910  only  $1.37,  a  reduction  of  no  less  than  $0.23 
per  ton. 

In  the  foregoing  comparison  of  the  changes  in  the  cost  of  making 
Bessemer  pig  iron  for  these  same  two  periods  (p.  84)  the  general  con- 
clusion was  that  there  was  probably  a  very  small  decrease — $0.01  per 
ton — but  if  the  average  ore  costs  of  the  Steel  Corporation  for  the  year 
1910  alone  were  taken,  there  would  be  an  increase  of  $0.32  per  ton. 

In  making  the  Bessemer  billet  ingots  in  1910  comprised  in  the 
above  table  the  net  quantity  of  pig  iron  and  scrap  used  was  1.08  tons 
per  ton  of  product.  Hence,  according  as  the  cost  of  Bessemer  pig 
iron  is  assumed  to  have  decreased  in  1910  as  compared  with  the 
five-year  period  (1902-1906)  by  1  cent  per  ton  or  increased  by  $0.32 
per  ton,  the  net  change  in  cost  on  this  account  would  be  1  cent 
decrease  or  $0.35  increase  per  ton  of  ingots,  respectively. 

Allowing  next  for  the  indicated  reduction  in  "  cost  above  materials  " 
shown  above,  namely,  $0.23  per  ton,  the  total  change  in  the  cost  of 
making  Bessemer  billet  ingots  for  these  two  periods  might  be  com- 
puted to  be  either  a  decrease  of  $0.24  per  ton  or  an  increase  of  $0.12 
per  ton. 

These  computations  refer,  of  course,  only  to  the  change  in  cost 
between  this  five-year  period  and  the  year  1910.  Taking  into 
account  the  present  position  (1912)  of  the  industry,  i.  e.,  the  lower 
cost  of  ore  at  lower  Lake  ports  on  account  of  reductions  in  ore  freights, 
there  is  no  doubt  that  the  net  cost  of  making  Bessemer  biUet  ingots 
is  distinctly  lower  than  in  1910,  and  also  somewhat  lower  than  for 
the  five-year  period  1902  to  1906. 

Bessemer  rail  ingots. — For  the  comparison  of  the  costs  of 
Bessemer  rail  ingots  the  following  table  gives  the  book  costs  at  two  of 
the  largest  Bessemer  rail  plants  of  the  Steel  Corporation  for  the  five- 
year  period  1902  to  1906  and  the  year  1910. 
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Table  23.— cTOMPAEISON  OF  BOOK  COST  PEE  GROSS  TON  OF  BESSEMER  RAIL  INGOTS 
AT  TWO  PLANTS  OF  THE  STEEL  CORPORATION  FOR  1902-1906  WITH  1910. 


Items  ol  cost. 


Pig  iron  and  scrap ' 

Labor 

Fuel 

Other  operating — 

Works  cost «. 


1  Including  manganese. 

« This  does  not  include  any  allowance  lor  "additional  costs"  shown  on  profit  and  loss  accounts.    (See 
pp.  10  and  25.) 

As  already  explained  (see  p.  82),  the  cost  of  the  pig  iron  and 
scrap  (including  manganese)  is  of  little  interest  in  the  present  com- 
parison, which  is  directed  simply  at  the  cost  above  materials. 

This  cost  is  summarized  in  items  of  labor,  fuel,  and  other  operating. 
The  average  labor  cost  for  the  five-year  period  1902  to  1906  was  $0.49 
per  ton  of  ingots  produced  as  against  $0.52  for  the  year  1910,  an 
increase  of  $0.03  per  ton.  There  was  no  difference  in  the  average 
cost  of  fuel.  For  the  various  other  operating  expenses  the  average 
cost  in  the  five-year  period  was  $0.47  per  ton,  as  compared  with 
SO. 56  in  1910,  an  increase  of  $0.09  per  ton.  The  total  cost  above 
materials  was  $1.06  for  the  five-year  period  1902  to  1906  and  $1.18 
for  1910.     The  total  increase  in  this  cost,  therefore,  was  $0.12  per  ton. 

With  this  slight  increase  in  the  cost  above  materials  of  Bessemer 
rail  ingots  should  be  considered  the  net  change  in  the  cost  of  making 
Bessemer  pig  iron,  which  has  already  been  discussed.  The  general 
conclusion  arrived  at  there  was  that  for  the  two  periods  here  com- 
pared there  was  probably  a  trifling  decrease  m  the  cost  of  Bessemer  pig 
iron  ($0.01  per  ton),  although  taking  the  Steel  Corporation's  average 
ore  costs  for  the  year  1910  as  a  basis,  an  increase  of  $0.32  might  be 
figured. 

For  the  particular  Bessemer  ingots  here  under  consideration  the 
net  quantity  of  pig  iron  and  scrap  required  to  produce  a  ton  of  ingots 
was  1.06  tons  in  1910.  According  as  the  changes  in  pig-iron  costs 
are  taken  as  $0.01  decrease  or  $0.32  increase,  the  change  on  account 
of  this  item  would  be  $0.01  decrease  or  $0.34  increase  per  ton  of 

ingois. 

Adding  to  these  last  two  results  the  increase  in  cost  above  mate- 
rials of  these  ingots,  namely,  $0.12  per  ton,  would  give  the  total 
change  in  cost  'of  production  as  $0.11  per  ton  increase  or  $0.46  per 
ton  increase,  respectively. 

These  computations  relate,  of  course,  simply  to  the  above  compari- 
son, which  is  between  the  five-year  period  1902  to  1906  and  the  year 
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1910.  As  already  stated  (p.  85),  however,  the  present  (1912)  net 
cost  of  production  of  pig  iron  is  undoubtedly  distinctly  lower  than 
in  1910.  Hence,  there  is  no  doubt  that  the  net  cost  of  producing 
Bessemer  ingots  is  somewhat  lower  now  than  for  the  five-year  period 
1902  to  1906. 

Heavy  standard  rails. — The  most  important  single  finished  prod- 
uct of  the  roUing  miU  is  rails.  The  cost  of  roUing  them  (as  distin- 
guished from  the  material  used)  does  not  depend,  of  course,  upon 
the  quality  of  the  steel,  but  (volume  of  tonnage  being  the  same)  upon 
the  weight  per  unit  of  length  and  the  section.  The  most  important 
kind  of  rails  are  heavy  standard  or  T  rails,  used  for  steam  railways. 

A  comparison  of  the  cost  above  materials  of  heavy  standard  raUs 
at  two  of  the  largest  rail  plants  of  the  Steel  Corporation  for  the  five- 
year  period  1902  to  1906  with  the  year  1910  is  shown  in  the  following 
table : 


Table  24.— COMPARISON  OF  BOOK  COST  PER  GROSS  TON  OP  HEAVY  BESSEMER  RAILS 
AT  TWO  PLANTS  OF  THE  STEEL  CORPORATION  FOR  1902-1906  WITH  1910. 


Items  of  cost. 

1902-1906 

(5,944,409 

tons). 

1910 
(923,651 
tons). 

Tngnt."? 

$16.94 

1.01 

.10 

.94 

117.86 

1.14 

Fuel             .           .  -           

.17 

1.06 

Works  cost' 

18.90 

20.23 

1  This  does  not  include  any  allowance  for  "additional  costs"  shown  on  profit  and  loss  accounts.    (See 
pp.  10  and  31.) 

As  repeatedly  explained  (see  p.  87),  no  attention  is  paid  here  to 
the  book  cost  of  the  ingots  used,  inasmuch  as  the  question  is  simply 
one  of  differences  in  cost  above  materials. 

This  cost  is  shown  in  the  items  of  labor,  fuel,  and  other  oper- 
ating expenses.  The  average  labor  cost  for  the  five-year  period 
1902  to  1906  was  $1.01  per  ton  of  raUs,  as  compared  with  $1.14  for 
1910,  an  increase  of  $0.13  per  ton.  The  cost  of  fuel  showed  an 
increase  from  $0.10  for  the  five-year  period  to  $0.17  for  the  year 
1910,  or  $0.07  per  ton.  Other  operating  expenses  increased  also, 
namel}",  from  $0.94  for  the  five-year  period  to  $1.06  for  the  year 
1910,  or  $0.12  per  ton.  The  total  cost  above  materials  increased, 
therefore,  from  $2.05  per  ton  to  $2.37,  an  increase  of  $0.32  per  ton 
of  rails. 

This  higher  cost  above  materials  for  rails  is  partly  due,  at  least, 
to  the  fact  that  more  care  is  taken  in  making  them  in  accordance 
with  the  recent  changes  in  contract  specifications  for  rails,  involving 
slower  "breaking  down"  of  the  ingot  in  the  blooming  null,  increased 
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cropping  of  the  blooms,  and  increased  care  in  finishing  and  inspect- 
ing. The  increase  in  cost  for  these  reasons  corresponds  to  an 
improvement  in  quality,  and,  if  it  could  be  accurately  determined, 
might  fairly  be  taken  account  of  in  the  increase  in  cost  above 
materials. 

Considering  now  the  net  cost  of  the  raw  material,  reference  is 
made  to  the  statements  regarding  the  change  in  cost  of  ingots  in 
1910  as  compared  with  the  five-year  period  1902  to  1906  (see  p.  87), 
namely,  an  increase  of  $0.11  per  ton  or  of  $0.46  per  ton,  according  to 
the  average  ore  cost  used  (pp.  84  and  85). 

The  net  quantity  of  steel  used  for  the  rail  plants  here  under  con- 
sideration was  1.02  tons  per  ton  of  rails  produced.  Applying  this 
factor  to  the  increases,  respectively,  mentioned  above,  the  increase 
for  computed  cost  of  material  in  rails  are,  respectively,  $0.1 1  and  $0.47. 

Combining  these  results  with  the  increase  in  cost  above  materials 
shown  above,  namely,  $0.32  per  ton,  gives  a  net  increase  in  each 
case,  namely,  $0.43  and  $0.79  per  ton  of  rails.  So  far  as  these  data 
are  typical,  therefore,  the  computation  of  net  cost  shows  a  compara- 
tively small  increase  in  the  cost  of  rails  in  1910  as  compared  with 
the  five-year  period  1902  to  1906. 

As  repeatedly  noted  (see  p.  79),  however,  there  is  no  doubt  that  the 
cost  of  ore  at  the  present  day  (1912)  is  distinctly  lower  than  in  1910, 
and  hence  the  costs  of  pig  iron,  Bessemer  steel,  and  rails  are  undoubt- 
edly somewhat  lower  also  than  they  were  in  the  five-year  period 
1902  to  1906. 

Other  rolled  products. — If  the  net  cost  of  Bessemer  rails  is 
lower  to-day  than  in  the  five-year  period  1902  to  1906,  there  is  no 
doubt  that  the  same  is  true  of  billets  and  probably  also  of  other 
heavy  rolled  products  made  from  Bessemer  steel.  As  for  the  lighter 
rolled  products,  the  Bureau  has  no  satisfactory  data,  but  if  there 
has  been  a  general  increase  in  costs  above  materials  ion^  all  rolled 
products  it  is  quite  likely  that  for  some  of  them,  especially  those 
requiring  much  labor,  there  has  been  and  is  to-day  a  distinct  increase 
over  the  average  for  1902  to  1906.  For  some  of  the  lighter  rolled 
products  there  have  been  technical  improvements  and  labor-saving 
devices  of  sufl&cient  importance  to  counteract  any  tendency  to  increase 
which  may  have  existed  for  certain  items  of  conversion  expense. 


CHAPTEE  VII. 

COSTS  OF  THE  STEEL  CORPOEATION  IIT  1910. 

Section  1.  Distinction  between  Steel  Corporation's  book  costs  and  integra- 
tion costs. 

This  chapter  of  the  report  deals  with  costs  of  the  Steel  Corporation 
alone  for  the  year  1910,  for  the  chief  raw  materials,  and  for  typical 
finished  products. 

As  already  shown  (p.  8),  the  unique  character  of  the  Steel  Corpora- 
tion and  its  dominating  position  in  the  industry  make  the  subject 
of  its  costs  of  production  a  matter  of  public  concern. 

All  the  considerations  noted  in  preceding  chapters  as  to  the  neces- 
sity for  revision  of  costs,  owing  to  the  effect  of  legal  organization, 
intercompany  transactions,  arbitrary  transfer  prices,  etc. ,  apply  with 
especial  force  in  the  case  of  the  Steel  Corporation,  which  is  a  holding 
company  with  a  large  number  of  constituent  and  subsidiary  com- 
panies, and  which,  moreover,  is  the  only  steel-making  concern  with 
extensive  railroad  properties. 

The  industrial  activity  of  the  Steel  Corporation  covers  not  only 
the  mining  of  iron  ore  and  of  coal  and  the  making  of  coke,  but  also 
the  transporting  of  ore  by  both  raU  and  Lake,  while  its  iron  and  steel 
manufacturing  enterprises  cover  the  making  of  pig  iron,  steel,  and 
most  of  the  various  lines  of  rolled  products,  besides  some  more 
elaborated  commodities,  such  as  tin  plate,  manufactures  of  wire,  etc. 

As  to  organization,  its  ore  business  is  conducted  by  a  distinct 
company,  and  likewise  the  business  of  its  several  railroads,  its  ore 
fleet,  and  its  several  coal  and  coke  producing  enterprises,  while  its 
iron  and  steel  manufacturing  business  is  divided  up  among  numerous 
companies,  most  of  which  are  severally  engaged  in  the  production  of 
iron,  steel,  and  numerous  finished  products  of  steel. 

These  several  companies  have  an  independent  legal  existence,  and 
are  held  together  as  an  industrial  unit  through  the  ownership  of  their 
stock  by  the  Steel  Corporation,  which  is  simply  a  holding  company. 
The  natural  consequence  of  this  independent  existence  of  these  several 
producing,  transporting,  and  manufacturing  companies  is  that  each 
one  of  them  has,  and  necessarily  must  have,  its  own  separate  financial 
accounts,  cost  accounts,  etc.,  and  these  accounts,  at  least  in  most 
cases,  have  had  a  continuous  existence  from  a  time  prior  to  the  forma- 
tion of  the  Steel  Corporation.  Even  where  prior  to  the  organization 
of  the  Steel  Corporation  these  manufacturing  companies  controlled 
90 
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ore-mining  property  and  indirectly  were  engaged  in  the  production  of 
ore,  this  was  always  done,  at  least  for  the  districts  usiag  Lake  ore, 
through  a  separate  company.  Thus,  the  consolidation  of  the  various 
ore  companies  controlled  by  the  Steel  Corporation  under  a  central 
direction,  as  at  the  present  time,  produced  no  change  in  the  manner 
of  accounting. 

Owing  in  part  to  this  legal  organization  and  in  part  to  a  more  or  less 
natural  separation  of  ore  mining,  ore  transportation,  and  coal  and 
coke  production  from  the  making  of  iron  and  steel  products,  the  costs 
of  production  in  these  several  branches  were  formerly  and  are  stiU 
generally  treated  as  independent  operations.  The  cost  of  a  product 
is  always  considered  by  the  Corporation  as  the  cost  of  the  product  to 
the  subsidiary  company  which  makes  it,  and  if  this  company  has  to 
pay  a  price  which  includes  a  profit  on  the  ore  it  purchases  from 
another  subcompany,  or  on  the  coke,  such  price  is  regarded,  and  for 
the  fuiancial  accounts  of  the  subcompany  in  question  must  be 
regarded,  as  a  cost  to  that  company. 

While  this  is  the  natural  basis  for  cost  accounts  for  the  several 
constituent  companies,  it  is  important  to  bear  in  mind  that  these 
various  constituent  companies,  whether  engaged  in  ore  raining,  ore 
traasportation,  coal  mining,  coke  making,  or  the  manufacture  of  iron 
and  steel  products,  are  in  fact  combined  into  a  single  industrial  and 
commercial  unit,  though  by  more  or  less  artificial  legal  arrangements, 
under  a  central  control  with  respect  to  every  branch  thereof,  and  that 
the  divisible  profits  from  each  of  these  companies  fiow  or  can  be 
directed,  if  need  be,  into  a  single  treasury,  namely,  that  of  the  Steel 
Corporation. 

Now,  just  as  the  Steel  Corporation  in  its  combined  statements  of 
earnings  finds  it  important  to  distinguish  between  profits  finally  real- 
ized by  sales  to  outsiders  and  profits  resulting  from  intercompany 
sales  between  its  subcompanies  (see  Part  I,  pp.  332—344),  so  in  its  cost 
accounting  it  is  important  for  a  full  understanding  of  its  position  as  a 
producer  to  know  the  cost  of  its  products  without  the  inclusion  of  the 
profits  on  materials  or  transportation  services  sold  by  one  subcom- 
pany to  another.  For  this  reason  the  Steel  Corporation  keeps  a 
record  of  such  intercompany  profits  with  respect  to  materials  trans- 
ferred or  transportation  services  rendered  in  such  a  manner  as  to 
enable  it  to  determine,  at  least  with  approximate  accuracy,  what  the 
cost  would  be  if  no  such  intermediate  profits  were  charged  into  costs. 
Thus,  for  iron  ore  used  in  making  pig  iron  the  profit  on  ore  transpor- 
tation, whether  by  rail  or  Lake,  as  near  as  it  can  be  determined, 
together  with  profits  accruing  from  ore  docks,  besides,  of  course,  the 
profit  on  the  sale  of  the  ore  (i.  e.,  the  difference  between  its  cost  and 
price  received  by  the  ore  company),  is  duly  computed  and  credited 
to  the  item  of  ore  or  metaUic  mixture  in  the  pig-iron  cost  sheet.  The 
same  principle  applies  to  the  coke  used  in  making  pig  iron.     These 
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comprise  the  only  important  items  of  intercompany  profit  that  have 
relation  to  the  costs  of  pig  iron.  The  subtraction  of  these  items  of 
profit  for  ore,  coke,  etc.,  provides  the  Corporation  with  a  means  of  revis- 
ing the  pig-iron  cost  as  shown  by  the  producing  company's  accounts. 
The  cost  thus  arrived  at  may  be  regarded  as  a  statistical  or  "integra- 
tion "  cost;  that  is,  a  cost  which  differs  from  the  cost  as  shown  by  the 
books  of  account  of  the  producing  subcompany.  It  may  be  correctly 
called  a  statistical  or  integration  cost,  inasmuch  as  it  relates  to  the 
organization  as  a  highly  integrated  industrial  unit  and  does  not  corre- 
spond, of  course,  with  the  books  of  account  of  the  several  producing 
companies. 

It  should  be  reiterated  that  it  is  desirable  to  have  the  costs  stated 
in  this  manner  because  the  inclusion  of  iatercompany  profits  involves, 
from  a  statistical  point  of  view,  an  inconsistent  treatment  of  several 
stages  of  production,  inasmuch  as  such  profits  are  not  charged  or 
included  on  the  basis  of  any  economic  principle,  but  simply  on  the 
basis  of  legal  organization  of  companies.  Furthermore,  if  at  any 
particular  stage  of  production,  as  for  example  ore  mining  or  ore 
transportation,  the  profits  charged  were  unreasonably  high,  such 
charges  would  be  incorporated  in  all  subsequent  costs  and  enhance 
them  unduly. 

In  comparing  the  book  costs  and  the  statistical  or  integration 
costs  as  described  above,  it  is  of  vital  importance  to  discriminate  as 
to  the  respective  margins  between  these  two  costs  and  the  selling  price 
in  every  instance,  inasmuch  as  the  margin  in  the  first  case  consti- 
tutes a  return  to  quite  a  different  investment  as  compared  with  the 
second.  Take,  for  example,  the  book  cost  of  pig  iron,  which  may  be 
assumed  at  $14  per  ton,  and  the  selling  price  at  $16  per  ton.  The 
margin  here  is  $2  per  ton,  and  this  represents  a  profit  for  the  invest- 
ment and  risk  in  the  operation  of  blast-furnace  plant  only.  For  this 
same  pig  iron  the  integration  cost  may  be  assumed  to  be  $10.50  per 
ton,  which  at  the  same  market  price  leaves  a  margin  or  profit  of  $5.50 
per  ton,  but  the  total  amount  of  profit  corresponding  to  this  margin 
constitutes  the  return  on  the  investment,  operation,  and  risk,  not  only 
for  the  blast-furnace  plant,  but  also  on  ore  mines,  ore  railroads,  ore 
fleets,  and  docks,  besides  coal  mines  and  coke  works.  A  much  larger 
return  is  requisite,  obviously,  in  the  second  case  than  in  the  first, 
inasmuch  as  the  profit — i.  e.,  the  margin  between  cost  and  price — 
must  afford  a  return  to  more  extensive  operations,  and  consequently 
to  a  very  much  larger  investment. 

The  question  as  to  what  constitutes  a  fair  return  to  the  capital 
invested  in  the  case  of  the  above  illustration,  or  under  the  actual 
circumstances  about  to  be  presented,  can  not  be  discussed  at  this 
point,  but  must  depend  on  a  careful  consideration  of  the  investment 
and  operations  in  each  department  of  the  business  and  the  attendant 
risks. 
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Section  2.  Character  of  antecedent  profits  eliminated  from  the  Steel  Cor- 
poration's book  costs. 

Although,  the  Steel  Corporation  possesses  extraordinarily  complete 
records  of  its  business  and  profits,  even  it  can  not  figure  with  absolute 
precision  the  exact  amount  of  antecedent  transfer  profit  which  is 
contained  in  the  book  cost  or  company  cost  of  a  particular  product 
at  a  particular  plant.  Nor  can  such  a  calculation  be  absolutely  pre- 
cise in  the  case  of  transportation  profits,  because  with  respect  to  such 
profits  any  rule  for  allocating  the  total  net  operating  profits  to  a  par- 
ticular commodity  transported  must  be  more  or  less  arbitrary,  how- 
ever reasonable  or  proper  such  rule  may  be.     (See  p.  72.) 

Furthermore,  the  computations  of  the  Steel  Corporation  with 
respect  to  antecedent  transfer  profits  included  in  book  costs  are  not 
absolutely  complete.  In  such  a  complicated  business  as  that  con- 
ducted by  this  great  concern  there  are  a  great  many  possible  ways  for 
some  insignificant  items  of  profit  to  get  into  the  cost  of  supplies, 
repairs,  etc.,  quite  apart  from  the  main  sources  of  such  profit,  namely, 
the  transfer  and  transportation  profits  on  the  chief  raw  material  of 
pig-iron  manufacture,  ore,  and  the  transfer  profits  on  coal  and  coke  and 
on  pig  iron  and  manufactures  of  iron  and  steel  (which  are  occasionally 
charged  as  they  pass  from  one  subcompany  to  another)  in  succeeding 
stages  of  manufacture.  Nevertheless,  the  Steel  Corporation  does 
trace  out  and  include  such  antecedent  transfer  profit  with  extraor- 
dinary care.  In  the  detailed  statements  of  integration  profit,  par- 
ticular items  of  such  profit  as  small  as  one-tenth  of  1  cent  per  ton  are 
sometimes  shown  against  minor  items  of  cost. 

As  already  pointed  out  (see  pp.  70-71),  the  great  bulk  of  the  Steel 
Corporation's  transportation  profit  on  ore  is  derived  from  (1)  the 
transportation  over  the  Duluth  &  Iron  Eange  Railroad  and  the 
Duluth,  Missabe  &  Northern  Railway,  from  the  mining  region  to  the 
head  of  the  Lakes ;  (2)  over  the  vessels  of  the  Pittsburgh  Steamship 
Co.,  from  the  head  of  the  Lakes  to  lower  Lake  ports;  (3)  from  certain 
docks  at  lower  Lake  ports;  and  (4)  over  certain  railroads  running 
from  the  Great  Lakes  to  furnaces  south  thereof,  and  particularly  the' 
Bessemer  &  Lake  Erie  Railroad,  coimecting  Conneaut  with  the  Pitts- 
burgh district,  and  the  Union  Railroad.  In  the  computations  of  such 
transportation  profit  made  by  the  Bureau,  these  were  the  only  trans- 
portation agencies  for  which  any  determination  of  the  profit  was 
attempted.  The  Steel  Corporation,  however,  is  able  to  take  account 
of  certain  other  transportation  profits.  Furthermore,  the  extensive 
records  at  the  disposal  of  the  Steel  Corporation  make  it  possible  for 
the  Corporation  to  determine  the  transportation  profits  to  be  elimin- 
ated with  greater  completeness  and  accuracy  than  was  possible  for  the 
Bureau.  However,  the  results  obtained  by  the  Bureau's  method  and 
those  obtained  by  the  Steel  Corporation  are  very  close  to  each  other. 
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Wliile,  therefore,  the  Steel  Corporation's  computations  of  the 
profits  of  integration  included  in  book  cost  are  not  absolutely  complete 
or  precise,  they  are  made  with  unusual  care  and  accuracy.  Moreover, 
there  would  be  no  practical  advantage  even  to  the  Corporation  in 
making  such  computations  absolutely  precise,  and  as  the  possible 
differences  in  cost  depending  on  such  precision  would  be  very  small 
they  would  be  also  of  little  public  interest. 

Section  3.  Steel  Corporation's  integration  cost  of  Lake  Superior  ore  for 
1910. 

The  total  production  of  Lake  Superior  ore  in  1910  is  officially 
reported  at  46,328,743  tons,  and  the  total  shipments  from  the  upper 
Lake  ports  at  43,442,397  tons.  The  production  of  Lake  ore  by  the 
Steel  Corporation  in  1910  was  23,010,216  tons,  or  49.7  per  cent  of 
the  total,  and  its  shipments  from  upper  Lake  ports  were  21,546,824 
tons,  or  49.6  per  cent  of  the  total.* 

Of  the  total  production  of  the  Mesabi  Range,  which  has  by  far  the 
largest  output,  and  also  the  lowest  costs,  and  which  consequently  is 
of  dominating  importance,  the  Steel  Corporation  produced  no  less 
than  58.6  per  cent  in  1910.  For  all  the  other  ranges  combined  ("Old 
Ranges")  the  Steel  Corporation's  production  in  1910  was  32.6  per 
cent. 

The  costs  of  Lake  ore,  as  has  already  been  shown  above  (pp.  16  and 
46),  are  usually  stated  at  lower  Lake  ports,  where  the  ore  is  generally 
sold,  and  include,  therefore,  important  items  of  freight  for  both  rail  and 
Lake  transportation.  The  Steel  Corporation's  position  as  one  of  the 
principal  ore  carriers  both  by  rail  and  Lake  has  already  been  stated 
(pp.  70-74),  with  the  Bureau's  computation  of  the  total  amount  of 
these  profits  as  weU  as  the  average  rate  of  profit  per  ton  of  total 
deliveries  at  lower  Lake  ports.  In  its  computations  of  the  statistical 
or  integration  cost  of  its  ore  at  lower  Lake  ports,  the  Steel  Corpora- 
tion does  not,  as  already  stated,  take  any  account  at  all  of  the  profits; 
which  it  receives  from  the  transportation  of  ore  for  other  concerns. 

1  The  total  production  of  Lake  ore  and  the  production  of  the  Steel  Corporation,  by  ranges,  tor  the  year 
1910  are  shown  in  the  following  table: 


Ranges. 

Production  of  Steel 
Corporation. 

Total 
production. 

Oross  torn. 
17,876,059 

Per  cent. 
68.6 

Qro8S  ton». 
30,576,409 

1,338,110 

1,817,698 

792, 639 

1,186,910 

96.2 
38.3 
17.1 
23.8 

1,390,360 

4,746,818 

4,631,427 

4, 983, 729 

Total  Old  Ranees 

6,135,157 

32.6 

16, 752, 334 

23,010,216 

49.7 

46,328,743 

COST  OF   PRODUCTION ^PRELIMINAEY  EEPOET. 
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Averages  for  Corporation's  total  Lake-ore  production.-^ - 
The  following  table  for  the  cost  of  the  Steel  Corporation's  ore  at  low^" 
Lake  ports  in  1910  is  shown  in  the  same  summary  form  as  used  iiii 
previous  statements  of  book  cost  (pp.  16  and  46),  with  two  additional- 
columns  showing,  respectively,  the  items  of  transportation  profit' 
elimiaated  and  the  resultant  integration  cost: 

Table  25.— STEEL  CORPORATION'S  BOOK  COST  PER  GROSS  TON  OF  LAKE  ORE  AT 
LOWER  LAKE  PORTS,  AS  SHOWN  BY  PRODUCING  SUBCOMPANIES'  COST  STATE- 
MENTS, APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  NET 
INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[23,010,216  tons.] 


Items. 


Lat)or 

Other  operating 

Royalty 

Mine  cost 

Rail  freight 

Lake  freight 

Total  lower  Lake  ports. 
General  charges 

Total 


Company 

or  book 

cost. 


$0.35 
.52 
.34 


1.21 
.74 
.75 


2.70 
.18 


Intercom- 
pany profit 
(approxi- 
mate). 


Integration 
cost  (exclusive 
of  any  return 
to  investment 
.on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 


(1) 


$0.34 
.14 


SO.  35 
.52 
.34 


L21 
.40 
.61 


2.22 
.18 


1  Intercompany  royalty  $0,002. 

The  average  cost  of  Lake  ore  at  lower  Lake  ports,  as  shown  by  the 
ore  company's  books,  was  $2.88  per  ton.  This  cost  includes,  as  shown 
in  the  second  column  of  the  table,  items  of  intercompany  profit  aggre- 
gating $0.48  per  ton,  which  went  to  the  railroad  and  vessel  companies 
transporting  the  ore.  The  actual  amounts  of  profit  corresponding  to 
these  profits  per  ton  constituted,  so  |far  as  this  part  of  the  ore  traflac 
is  concerned,  the  total  return  to  the  investment  in  such  transportation 
agencies. 

The  chief  part  of  this  intercompany  profit  is  found  in  the  profits 
from  rail  freights.  These  profits  average  $0.34  per  ton  in  a  total 
average  freight  charge  of  $0.74  per  ton.  The  net  cost  of  the  rail  freight 
averaged,  therefore,  only  $0.40  per  ton.  This  is  the  average  profit 
based  on  the  total  ore  shipments  of  the  Corporation  from  the  Lake 
region.  On  that  part  of  the  tonnage  hauled  by  the  railroads  of  the 
Steel  Corporation  the  average  was,  of  course,  much  higher  because 
out  of  the  total  tonnage  shipped  probably  not  more  than  three-fifths 
was  hauled  by  the  Steel  Corporation's  railroads.  On  its  own  ore, 
hauled  by  its  own  railroads,  the  Steel  Corporation's  railroad  profit 
was  probably  about  $0.45  per  ton.     (See  p.  97.) 
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Effective  November  30,  1911,  the  Steel  Corporation's  subsidiary- 
railroads  in  the  ]\Iesabi  and  Vermilion  districts  reduced  the  long  estab- 
lished rates  by  20  cents  per  gross  ton  on  the  ore  from  the  Mesabi 
Range,  and  from  30  to  40  cents  per  gross  ton  on  the  ore  from  the 
Vermilion  Range.  This,  of  course,  will  have  a  decided  effect  in 
reducing  the  book  cost  of  ore  at  lower  Lake  ports,  but  has  no  effect 
on  the  integration  cost  computed  in  the  above  manner. 

The  average  profit  from  Lake  transportation  was  much  smaller, 
namely,  only  $0.14  per  ton  in  an  average  cost  of  $0.75  per  ton.  The 
net  cost  for  Lake  freight,  therefore,  averaged  $0.61  per  ton.  If  the 
Steel  Corporation  had  carried  all  of  its  own  ore,  the  rate  of  profit  per 
ton  probably  would  have  averaged  considerably  higher.  The  pro- 
portion of  its  ore  shipments  by  boats  of  other  carriers  in  1910  was  a 
little  over  one-third  of  its  total  shipments. 

The  average  cost  of  transporting  the  ore  from  the  mines  to  lower 
Lake  ports  was  thus  reduced  from  $1.49  per  ton  to  only  $1.01  per  ton. 
The  resulting  profit  of  $0.48  per  ton  constituted  the  entire  return 
from  this  part  of  the  ore  traffic  on  the  investment  in  the  raOroads 
and  Lake  vessels,  which  traffic  was,  of  course,  the  chief  part  of  their 
transportation  business.  However,  this,  as  shown  elsewhere,  was  a 
very  large  and  indeed  unreasonable  profit.     (See  p.  72.) 

No  other  items  of  book  ore  cost  were  affected  by  intercompany 
profits  excejDt  royalties.  The  intercompany  royalties  were,  however, 
too  small  to  affect  the  average  cost  as  stated  in  cents  per  ton.  In 
this  connection  it  may  be  noted  that  the  average  royalty  cost  shown 
in  the  table,  namely,  $0.34  per  ton,  was  high  on  account  of  the  pay- 
ment of  abnormally  large  royalties  on  the  ore  mined  under  the 
"HUl"  lease.  Eliminating  both  the  production  and  royalty  from  that 
lease,  the  average  royalty  was  only  $0.28  per  ton.  Inasmuch  as 
this  lease  has  been  canceled  by  the  Steel  Corporation  (to  take  effect 
Jan.  1,  1915),  it  is  evident  that  these  abnormally  high  charges  are  not 
to  be  regarded  as  a  permanent  factor  in  the  Corporation's  ore  costs. 

The  company  or  book  cost  of  Lake  ore  at  lower  Lake  ports  was 
thus  reduced  from  an  average  of  $2.88  per  ton  to  only  $2.40  per  ton, 
this  being,  as  already  noted,  a  cost  which  does  not  include  any 
return  to  investment  in  the  agencies  of  ore  transportation,  in  so  far 
as  this  part  of  the  traffic  was  concerned. 

CoiiPARisoN  OF  COSTS  FOR  Mesabi  AND  Vermilion  Ranges. — The 
preceding  table  shows  the  book  costs  less  transportation  profits  for  all 
the  production  of  Lake  ore  of  the  Steel  Corporation  in  1910.  Inas- 
much as  its  chief  ore  production  was  from  the  Mesabi  Range  (see  p. 
94),  while  its  railroads  operated  only  in  the  Mesabi  and  Vermilion 
Ranges,  the  costs  for  the  ore  of  the  Steel  Corporation  for  these  two 
ranges  are  shoAvn  in  the  following  table  in  the  same  manner.' 

1  For  the  other  ranges  practically  the  only  item  of  profit  to  be  deducted  is  that  from  Lake  freights,  which 
is  the  same  for  the  Gogebic  as  for  the  Mesabi  and  Vermilion,  and  from  2  to  3  cents  lower  tor  the  other 
two  ranges,  on  account  of  lower  Lake  freight  rates  from  those  ranges. 
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Table  26— STEEL  COBPORATION'S  BOOK  COST  PEE  GROSS  TON  OF   ORE  PROM  THE 
MESABI  AND  VERMILION  RANGES,  AT  LOWER  LAKE  PORTS,  AS  SHOWN  BY  PRO-' 
DUCING  SUBCOMPANIES'  COST  SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS 
INCLUDED  THEREIN,  AND  NET  INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS 
OF  THE  CORPORATION,  FOR  1910. 


Mesabi  Range 
(17,875,059  tons). 

Vermilion  Range 
(1,338,110  tons). 

Items. 

Com- 
pany or 
book 
cost. 

Inter- 
company 

profit 
(approx- 
imate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

Com- 
pany or 
book 
cost. 

Inter- 
company 

profit 
(approx- 
imate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  interior 
stage  of  produc- 
tion or  trans- 
portation). 

$0.21 
.50 
.34 

10.21 
.50 
.34 

$0.57 
.49 
.39 

$0.67 

Other  operating 

.49 

^39 

1.05 
.80 
.76 

1.05 
.41 
.62 

1.45 
.99 
.76 

1.45 

Rail  freight 

$0.39 
.14 

$0.62 
.14 

.47 

.62 

Total  lower  Lake  ports.. 

2.61 
.18 

.53 

2.08 
.18 

3.20 
.17 

.66 

2.64 
.17 

Total '.  ... 

2.79 

.S3 

2.26 

3.37 

.66 

2.71 

This  table  is  of  particular  interest  as  showing  the  situation  with 
respect  to  the  cost  of  production  on  the  chief  range  of  the  Lake 
Superior  district  (the  Mesabi),  which  is  particularly  low,  and  also 
because  the  profits  earned  from  transportation  by  the  Steel  Corpo- 
ration are  more  clearly  brought  out  by  taking  the  particular  ranges 
in  which  their  railroads  operate.  Of  the  Corporation's  ore  produc- 
tion in  1910,  77.7  per  cent  was  from  the  Mesabi  Eange. 

The  low  costs  of  the  Mesabi  Range  are  due  chiefly  to  the  low  mine 
costs,  its  total  transportation  charges  being  a  little  over  the  average. 
(See  also  p.  16.)  The  mine  cost  for  the  Mesabi  Range  was  $1.05 
per  ton  in  1910,  of  which  only  $0.21  was  for  direct  mining  labor.  The 
Vermilion  Range,  on  the  other  hand,  showed  an  average  mine  cost  of 
$1.45  per  ton,  which  included  a  direct  labor  cost  of  $0.57  per  ton.  Its 
freight  charges  were  even  higher  than  for  the  Mesabi  Range,  and  its 
total  book  cost  the  highest  for  any  range. 

The  items  of  profit  included  in  these  book  costs  for  the  Mesabi  and 
Vermilion  Ranges  (except  insignificant  items  of  intercompany  roy- 
alty) were  entirely  for  rail  and  Lake  freight.  The  average  rail  freight 
for  the  Mesabi  Range  was  $0.80  per  ton,  and  the  average  freight  profit 
on  the  total  shipments  $0.39.  This  average  freight  profit  is,  of  course, 
considerably  lower  than  it  would  be  if  all  the  ore  went  over  the  lines 
of  the  Steel  Corporation.  A  considerable  portion  is  hauled  by  the 
Great  Northern.  If  the  profit  earned  by  the  Steel  Corporation's 
4525°— 11 36 
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railroads  were  averaged  over  the  ore  carried  by  those  roads  only, 
the  average  profit  would  be  approximately  $0.45  per  ton  instead  of 
$0.39  per  ton.  However,  this  average  transportation  profit  of  $0.39 
per  ton  for  the  ore  shipped  from  the  Mesabi  Range  had  the  effect  of 
reducing  its  net  rail  freight  cost  from  $0.80  to  $0.41  per  ton. 

The  rail  freight  from  the  Vermihon  Range  averaged  $0.99  per  ton, 
and  the  average  transportation  profit  was  $0.52  per  ton.  The  ore 
shipped  from  this  range  was  handled  by  the  Steel  Corporation's  raUroad 
(Duluth  &  Iron  Range)  exclusively.  Deducting  the  average  profit 
from  the  average  freight  charge  gives  a  net  cost  for  rail  freight  of  $0.47 
per  ton  for  the  ore  from  the  Vermilion  Range. 

Both  the  Mesabi  and  Vermihon  Ranges  ship  their  ore  to  ports  at  the 
head  of  Lake  Superior,  which  aU  have  the  same  rate  to  lower  Lake 
ports.  Consequently,  their  Lake  freight  charges  average  the  same 
($0.76  per  ton),  and  also  the  profits  from  Lake  transportation  ($0.14 
per  ton).  The  net  cost  of  Lake  freight  for  the  ore  of  these  two  ranges, 
therefore,  was  identical,  namely,  $0.62  per  ton. 

Deducting  the  items  of  transportation  profit  from  the  book  cost 
at  lower  Lake  ports  for  Mesabi  ore  ($2.79)  gives  the  net  cost  of  only 
$2.26  per  ton,  which  is  the  lowest  net  cost  for  any  of  the  ranges. 

Deducting  in  like  manner  the  items  of  transportation  profit  from 
the  book  cost  at  lower  Lake  ports  for  Vermilion  ore  ($3.37)  gives  a  net 
cost  of  $2.71  per  ton,  which  is  the  next  lowest  net  cost  for  any  of  the 
ranges. 

As  repeatedly  stated  above,  it  should  be  remembered  that  these 
integrated  costs,  to  the  extent  that  they  take  out  all  transportation 
profit,  include  no  return  to  the  investment  in  these  transportation 
agencies  in  so  far  as  they  are  used  for  this  part  of  the  ore  traffic. 

Section  4.  Steel  Corporation's  costs  of  coke  for  1910. 

The  great  bulk  of  the  coke  of  the  Steel  Corporation  is  produced  in 
the  ConnellsvUle  district  in  beehive  ovens,  but  there  are  two  important 
subcompanies  which  make  by-product  coke.  It  is  only  in  the  case  of 
the  by-product  coke  costs  that  intermediate  profits  appear. 

Beehive  coke. — ^The  beehive  coke  of  the  Steel  Corporation  in 
1910  was  produced  by  three  companies,  two  in  the  ConnellsviUe  dis- 
trict, namely,  the  H.  C.  Frick  Coke  Co.,  and  the  Hostetter  Connells- 
viUe Coke  Co.,  and  one  in  the  Pocahontas  district,  the  United  States 
Coal  &  Coke  Co.  Although  the  method  of  cost  keeping  practiced  by 
these  companies  did  not  involve  the  inclusion  of  any  integration 
profits,  their  costs  are  of  importance,  and  are  summarized  in  the 
following  table. 
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Table  27— STEEL  COEPOEATION'S  AVERAGE  COST  PER  NET  TON  OF  BEEHIVE  COKE 
IN  THE  CONNELLSVILLE  AND  POCAHONTAS  DISTRICTS,  AS  SHOWN  BY  PRODUC- 
ING COMPANIES'  COST  SHEETS  (WHICH  DO  NOT  INCLUDE  ANY  INTERCOMPANY 
PROFIT),  FOR  1910. 


Connellsville 

district: 

H.  C.  Frio)!: 

Pocahontas 

Coke  Co.  and 

district:  U.S. 

Items. 

Hostetter 

Coal  &  Coke 

ConnellsviUe 

Co.  (633,680 

Coke  Co. 

tons). 

(10,241971 

tons). 

$1.07 
1.28 

$1.06 

>.40 

.19 

.19 

1.64 

1.65 

1  Includes  credits  $0.07. 


2  Includes  credits  SO.C 


The  production  of  the  Frick  company  was  so  large  in  comparison 
with  the  other  two  that  an  average  of  the  total  production  is  very 
nearly  the  same  as  the  costs  for  the  Frick  company.  The  cost  of 
labor  ($1.07),  which  includes  the  cost  of  labor  in  mining  the  coal 
used,  was  by  far  the  most  important  item  of  coke  cost.  The  "other 
operating"  costs  include  a  great  variety  of  mining  and  coking  expense, 
besides  certain  credits  to  cost,  the  most  important  class  of  which  is 
the  rents  from  dweUings.  The  ConnellsviUe  coking  coal  is  chiefly 
owned  in  fee,  so  that  most  of  the  item  "depreciation  and  royalty" 
for  that  district  is  for  extinguishment  of  the  coal.  In  the  Pocahontas 
district,  however,  royalty  constitutes  the  main  part  of  this  item.  The 
total  book  cost  of  coke  per  net  ton  was  $1.54  for  the  Connellsville  dis- 
trict and  $1.65  for  the  Pocahontas  district.  These  costs,  as  already 
stated,  are  also  net  costs,  because  no  intercompany  profits  were  in- 
cluded therein. 

By-product  coke. — A  comparatively  small  tonnage  of  the  coke 
produced  by  the  Steel  Corporation  is  made  in  by-product  ovens,  these 
coke  plants  being  located  at  certain  steel  works. 
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The  following  table  shows  the  production  of  by-product  coke  at 
two  important  works  in  1910,  which  comprises  all  directly  produced 
by  the  Steel  Corporation  in  that  year: 

TABLE  28.— STEEL  COEPOKATION'S  BOOK  COST  OP  BY-PRODUCT  COKE  FEB  NET 
TON  AT  TWO  WORKS,  AS  SHOWN  BY  PRODUCING  SUBCOMPANIES'  COST 
SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND 
NET  INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION, 
FOR  1910. 

[1,474,447  tons.] 


Items. 


Coal,  including  freight 

Producing  labor 

Other  operating,  less  "breeze' 
Rebuilding  fund 

Cost  at  ovens 

Net  credit  for  by-products  . . 

Net  cost 


Com- 
pany or 
boo]£cost. 


S3. 68 
.26 
.29 
.05 


4.27 
.58 


Inter- 
company 

profit 
(approx- 
imate). 


$0.34 


« 


.34 


Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 


13.34 
.25 
.29 
.06 


3.93 
.58 


1  $0,001  only. 

The  book  cost  of  by-product  coke  in  1910  at  these  two  important 
works,  after  deducting  the  credits  for  "breeze"  (fine  coke  not  suit- 
able for  furnaces)  and  for  the  sale  of  by-products,  was  $3.69  per 
net  ton.  This  cost  depends  chiefly  on  the  cost  of  coal,  which  in- 
cludes, of  course,  a  considerable  freight  expense  for  bringing  it  to 
the  coke  plant.  This  item  of  cost  for  coal  was  $3.68  per  net  ton 
of  coke  produced  as  against  a  total  book  cost  of  $3.69  for  coke 
produced.  The  labor  and  other  operating  costs  include  only  those 
at  coke  ovens,  as  the  labor  and  other  operating  costs  at  the  acces- 
sory by-product  recovery  plant  are  kept  separate  and  deducted  from 
the  gross  value  of  the  by-products.  Thfe  rebuilding  fund  relates  to 
the  coke  ovens  and  is  substantially  a  depreciation  allowance. 

The  gross  book  cost  of  the  coke  was  $4.27  per  net  ton.  Against 
this  gross  cost  the  net  profit  from  by-products  is  customarily  credited, 
which  amounted  to  $0.58  per  ton  of  coke.  The  deduction  of  these 
credits  leaves  a  net  cost  of  $3.69  per  net  ton  of  coke,  as  stated  above. 

In  these  book  costs  as  shown  above  there  is  an  item  of  inter- 
company profit  included  in  the  price  of  the  coal  used  which  accrued 
to  subsidiary  coal  companies  of  the  Steel  Corporation.  This  inter- 
company profit  averaged  $0.34  per  net  ton  of  coke  produced. 

Deducting  this  item  of  intercompany  profit  from  the  cost  of  the 
coal  used  reduces  the  coal  cost  from  $3.68  per  net  ton  of  coke  to  $3.34. 
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As  this  is  the  only  item  of  intercompany  profit  affecting  the  book 
cost  of  coke  at  these  works,  the  gross  cost  of  coke,  at  ovens,  and 
the  net  cost  are  reduced  in  exactly  the  same  measure  as  the  cost 
of  the  coal  used.  The  final  effect  of  the  elimination  of  this  profit  is 
seen,  of  course,  in  the  net  cost  of  coke,  which  was  reduced  from  S3. 69 
to  $3.35  per  net  ton. 

These  costs  represent,  therefore,  the  net  or  integration  costs  of 
this  by-product  coke,  without  including  any  ret\u'n  to  the  capital 
iavested  in  the  coal  mines  supplying  the  coal,  in  so  far  as  this  part 
of  their  coal  business  is  concerned. 


Section  5.  Steel  Corporation's  integration  costs  of  pig  iron  in  1910. 

The  pig  iron  produced  by  the  Steel  Corporation  in  1910  was  of 
three  principal  kinds,  namely,  (1)  Bessemer  (produced  only  at 
northern  furnaces),  (J2)  Northern  basic,  used  for  steel  making  in 
open-hearth  works,  and  (3)  Southern,  used  partly  for  foundry  pur- 
poses and  partly  for  making  open-hearth  steel. 

For  these  three  kinds  of  pig  iron,  which  include  all  the  grades 
important  for  steel  naanufacture  in  1910y  the  Steel  Corporation's 
production  was  52.5  per  cent  of  the  total.  Its  proportion  was  highest 
with  respect  to  Bessemer  pig  iron,  namely,  57.1  per  cent,  and  lowest 
with  respect  to  Southern  pig  iron,  namely,  25  per  cent.* 

Bessemer  pig  iron. — ^Bessemer  pig  iron  was  the  chief  kind  of  pig 
iron  produced  in  the  United  States  in  1910,  and  also  the  chief  kind 
produced  by  the  Steel  Corporation.  As  it  is  the  basis  for  the 
cheapest  process  of  steel  making  (Bessemer),  its  cost  of  production 
is  a  matter  of  great  interest.  Inasmuch  as  the  ore  and  other 
metallic  materials,  however,  are  charged  in  the  furnace  at  market 
prices,  which  considerably  exceed  the  actual  cost  delivered  at  the  fur- 
nace, it  is  obvious  that  there  is  no  means  of  forming  a  definite  idea 
from  an  ordinary  company  cost  sheet  of  the  real  cost  of  making 
such  pig  iron.     This  is  a  matter  of  special  importance  in  the  case  of 

1  The  total  production  of  the  Steel  Corporation  tor  these  three  kinds  of  pig  iron  is  compared  with  the  total 
production  of  the  same  Iciuds  of  pig  iron  in  the  United  States  for  the  year  1910,  in  the  following  table; 

COMPAHISON  OF  STEEL  CORPORATION'S  PRODUCTION  OF  BESSEMER,  NORTHERN 
BASIC,  AND  SOUTHERN  PIG  IRON  WITH  THE  TOTAL  PRODUCTION  OF  THE  SAME 
GRADES  IN  THE  UNITED  STATES  FOR  1910. 


Kinds  of  pig  iron. 

Total. 

Steel  Corpo- 
ration. 

Per  cent  of 
total. 

Bessemer                                                  

Gross  tons. 

0  10,977,06.'' 

6  8,387,231 

0  2,336,716 

Gross  tons. 

6,269,534 

4,543,177 

585,273 

57  1 

Southern                                                    

25  0 

Total                                                   

21,701,012 

11,397,984 

52  5 

n  Bessemer  and  low  phosphorus.   ^  Mineralfuel  (i.  e.,  other  than  charcoal),   c  Tennesseeand  Alabamaonly. 
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Bessemer  pig  iron,  because  the  Bessemer  ores  which  are  used  are 
those  which  command  the  highest  prices  (other  conditions,  such  as 
iron  content  and  physical  structure,  being  similar). 

The  following  summary  table  shows  simply  the  average  furnace 
cost  (see  p.  10)  for  aU  the  Bessemer  pig  iron  (Northern  furnaces) 
produced  by  the  Steel  Corporation,  as  shown  by  the  producing  com- 
panies' books,  the  approximate  intercompany  profits  included  in  the 
several  items  of  cost,  and  the  net  statistical  or  integration  cost  for 
1910,  as  shown  by  the  records. of  the  Steel  Corporation: 

Table  29.— STEEL  COEPOKATION'S  FURNACE  COST  FEB  GROSS  TON  OF  BESSEMER  PIG 
IRON,  AS  SHOWN  BY  PRODUCING  SUBCOMPANIES'  COST  SHEETS,  APPROXIMATE 
INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  FURNACE 
COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOE  1910. 


[6,269,534  tons.) 

Items. 

f 

Company  or 
book  cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

S8.63 

3.79 

.42 

.55 

1.60 

t3.68 
.49 
.01 

$4.96 

Coke 

3.30 

T/impst^Tip. . 

.41 

.66 

Other  operating .... 

(') 

.60 

Furnace  cost  s . . 

13.89 

4.18 

9.71 

1  The  amount  of  tliis  item  was  $0.69  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  $0.19. 

'  Intercompany  profits  $0,002  and  losses  $0,002. 

'  This  does  not  include  any  allowance  for  "  additional  costs,"  shown  on  the  profit  and  loss  account. 
(See  pp.  10  and  24.) 

The  furnace  cost  of  Bessemer  pig  iron,  therefore,  as  shown  by 
the  cost  sheets  of  the  inanufacturing  companies  of  the  Steel  Corpora- 
tion, averaged  $13.89  for  the  year  1910.  An  interesting  feature  in  this 
furnace  cost  is  a  credit  item  of  $0.19  per  ton  for  gas  furnished 
by  the  blast  furnaces  to  other  departments  of  the  plant  where 
the  furnaces  were  located.  This,  of  course,  reduced  the  "other 
operating"  costs  from  $0.69  to  $0.50  per  ton,  as  shown  in  the  table. 
This  book  cost  of  $13.89  includes,  as  shown  in  the  second  column  of 
the  table,  certain  intercompany  profits,  as  already  explained  above 
(see  p.  91),  which  went  to  the  subsidiary  mining  companies  and  rail- 
road, vessel,  and  coal  and  coke  producing  companies  which  supplied 
the  raw  materials.  The  amounts  of  profit  corresponding  to  this 
intercompany  profit  per  ton  constituted,  so  far  as  the  quantities  of 
material  used  in  making  this  pig  iron  were  concerned,  the  entire  net 
remuneration  to  the  investment  in  such  anterior  stages  of  production 
and  transportation. 


It  will  be  noted  that  the  greater  part  of  the  total  intercompany 
profit  ($4.18  per  ton)  was  included  in  the  cost  of  the  ore  entering 
mto  the  net  metallic  mixture,  namely,  $3.68  per  ton.  While  the 
profit  included  in  the  cost  of  ore  used  would  be  considerable  for 
any  manufacturing  company  which  produced  its  own  ore  and  en- 
tered it  on  the  cost  sheets  at  market  prices,  in  the  case  of  the  Steel 
Corporation  it  is  greatly  enhanced  by  the  fact  that  the  antecedent 
operations  and  investment  of  the  Steel  Corporation  are  more  diver- 
sified than  those  of  any  other  company.  On  this  account,  therefore, 
the  deduction  of  the  intercompany  profit  for  the  Steel  Corporation 
results  in  a  much  lower  statistical  or  integration  cost  than  would  be 
found  in  any  other  case.  But,  on  the  other  hand,  this  lower  cost 
corresponds  to  a  much  greater  investment. 

This  item  of  $3.68  intercompany  profit  in  the  net  metaUic  mixture 
is  substantially  the  profit  on  the  ore  used  and  coiresponds  to  a  profit 
of  $2.  08  per  ton  of  ore  in  the  average  price  of  the  ore  at  the  furnace 
($4.81).  This  multipHcation  of  the  ore  profit  is  due,  of  course,  to  the 
fact  that  about  1.8  tons  of  ore  were  required  to  produce  a  ton  of 
pig  iron. 

The  item  of  intercompany  profit  shown  against  the  cost  of  coke  per 
ton  of  Bessemer  pig  iron,  namely,  $0.49  per  ton,  is  similar  in  general 
character,  of  course,  to  that  for  the  net  metallic  mixture  already 
discussed,  but  relates  almost  entirely  to  coke  transfer  profits.  The 
amount  of  profit  corresponding  to  this  per-ton  profit  represents, 
so  far  as  the  particular  quantity  of  coke  here  considered  is  con- 
cerned, the  total  remuneration  to  the  investment  in  the  anterior 
processes  of  mining  coal  and  making  coke.  Figured  on  the  coke 
used,  this  profit  item  of  $0.49  per  ton  of  pig  iron  corresponds  to  a 
profit  of  $0.44  per  net  ton  of  coke. 

The  only  other  item  of  intercompany  profit  large  enough  to  appear 
in  the  table  was  $0.01  per  ton  on  the  limestone  used,  and  requires  no 
especial  comment. 

Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  cost  gives  the  integration  or  statistical  furnace  costs  of  pro- 
duction of  pig  iron. 

The  item  of  net  metallic  mixture  is  thereby  reduced  from  $8.63  per 
ton  of  pig  iron  to  $4.95  per  ton.  The  item  of  coke  is  reduced  from 
$3.79  per  ton  to  $3.30  per  ton,  and  the  cost  of  limestone  by  1  cent. 
There  are  no  other  changes  in  the  items  of  furnace  cost  as  shown  by 
the  cost  sheets  combined.  The  total  reduction  in  the  furnace  cost 
is  from  $13.89,  as  shown  by  the  producing  companies'  cost  sheets, 
to  an  integration  cost  of  $9.71  per  ton.  This  constituted  the  furnace 
cost  of  the  Bessemer  pig  iron  produced  by  the  Steel  Corporation, 
without  any  return  to  the  investment  in  mining  and  transporting 
the  ore  or  mining  the  coal  and  making  the  coke  from  it. 
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It  should  be  clearly  understood  that  this  average  furnace  cost  of 
Bessemer  pig  iron,  as  shown  by  the  cost  sheets  of  the  Steel  Corporation, 
does  not  include  any  "additional  costs,"  such  as  were  presented  in 
Chapters  III  and  V  of  this  report.  It  was  pointed  out  (pp.  10  and  67) 
that  these  additional  costs,  while  based  on  real  expenses  and  real 
charges  to  depreciation,  were  allotted  by  a  somewhat  arbitrary  rule. 
The  Bureau  did  not  attempt  to  make  a  special  ascertainment  of  these 
items  of  additional  cost  in  this  case.  The  items  shown  for  the 
group  of  large  companies  in  Table  10,  namely,  $0.82  per  ton  of 
Bessemer  pig  iron,  naight  be  used  in  the  present  case.  If  this  were 
added  to  the  furnace  cost  as  shown  above,  it  would  give  a  total 
book  cost  of  $14.71  per  ton,  and  a  total  integration  cost  of  $10.53 
per  ton.  If  instead  of  this  additional  cost  an  assumed  normal  charge 
of  $0.50  per  ton  were  added,  the  total  book  cost  would  be  $14.39  and 
the  total  integration  cost  $10.21  per  ton. 

Basic  pig  iron  (Northern). ---Although  in  1910  the  Steel  Cor- 
portation  made  much  more  basic  steel  than  Bessemer  steel,  its  pro- 
duction of  Northern  basic  pig  iron  was  much  less  than  of  Bessemer 
pig  iron,  because  in  making  basic  steel  a  large  part  of  the  metal  used 
consisted  of  scrap  iron  and  steel.  (Seep.  28.)  While  the  antecedent 
transfer  profits  for  the  ore  used  in  making  basic  pig  iron  are  con- 
siderably lower  than  those  for  making  Bessemer,  yet,  taking  into 
account  also  the  antecedent  transportation  profits  on  ore  and  the 
transfer  profits  on  coke,  the  total  integration  profits  included  in  the 
company  cost  sheets  are  about  three-quarters  as  large  as  for  Bessemer 
pig  iron. 

The  following  summary  table  shows  the  average  furnace  cost  for 
all  the  basic  pig  iron  (Northern  furnaces)  produced  by  the  Steel 
Corporation,  as  shown  by  the  producing  companies'  books,  the 
approximate  intercompany  profits  included  in  the  several  items  of 
cost,  and  the  net  statistical  or  integration  furnace  cost  for  1910,  as 
shown  by  the  records  of  the  Steel  Corporation. 


COST  OF  PEODUCTION PBKLIMINAKY  KEPOKT. 


lUO 


Table  30— STEEL  CORPORATION'S  FURNACE  COST  PEE  GROSS  TON  OF  BASIC  PIG 
IRON  (NORTHERN  FURNACES),  AS  SHOWN  BY  THE  PRODUCING  SUBCOMPANIES' 
COST  SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN, 
AND  INTEGRATION  FURNACE  COST,  AS  SHOWN  BY  THE  RECORDS  OP  THE  COR- 
PORATION, FOR  1910. 

[4,543,177  tons.] 


Items. 


Company  or 
book  cost. 


Intercom- 
pany profit 
(approxi- 
mate). 


Integration 
cost  (exclusive 
ot  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 


Net  metallic  mixture 

Coke 

Limestone 

Labor 

Other  operating 

Furnace  costs. 


$7.88 

3.81 

.49 

.56 

1.46 


S2.60 
.50 
.01 


m 


$6.28 

3.31 

.48 

.66 

.46 


13.20 


3.11 


10.09 


I  The  amount  of  this  item  was  S0.67  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  $0.21. 

'  Intercompany  profits  $0,003  and  losses  $0,001. 

>  This  does  not  include  any  allowance  tor  "additional  costs"  shown  on  profit  dnd  loss  accounts.  (See 
pp.  10  and  29.) 

The  furnace  cost  of  basic  pig  iron,  as  shown  by  the  cost  sheets  of 
the  manufacturing  companies  of  the  Steel  Corporation,  averaged 
113.20  per  ton  for  the  year  1910.  The  other  operating  costs  included 
a  credit  item  of  |0.21  per  ton  for  gas  furnished  by  the  blast  furnaces 
to  other  departments  of  the  plant  where  the  furnaces  were  located. 
This,  of  course,  reduced  the  other  operating  costs  from  $0.67  to  $0.46 
per  ton, 'as  shown  in  the  table. 

This  cost  includes,  as  shown  in  the  second  column  of  the  table, 
certain  items  of  intercompany  profits  (similar  to  those  for  Bessemer 
pig  iron)  which  went  to  the  subsidiary  mining,  coal  and  coke,  railroad, 
and  vessel  companies.  The  amounts  of  profit  corresponding  to  these 
profits  per  ton  constituted,  so  far  as  the  quantities  of  material  used  in 
making  this  pig  iron  are  concerned,  the  entire  net  remuneration  to 
the  investment  in  such  anterior  stages  of  production  and  transpor- 
tation. 

As  in  the  case  of  Bessemer  pig  iron,  the  largest  item  of  intercompany 
profit  shown  is  against  the  cost  of  the  net  metallic  mixture,  namely, 
$2.60  per  ton.  While  for  this  item  there  might  be  a  considerable  profit 
for  any  concern  which  combined  the  mining  of  Lake  ore  with  the  man- 
ufacture of  pig  iron  and  entered  the  ore  on  its  cost  sheets  at  market 
prices,  in  the  case  of  the  Steel  Corporation  it  is  unusually  large,  on 
account  of  the  fact  that  this  concern  has  much  more  diversified  opera- 
tions and  investments  in  the  anterior  stages  of  production  and  trans- 
portation. On  this  account  the  deduction  of  the  intercompany 
profits  of  the  Steel  Corporation  results  in  a  much  lower  integration 
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cost  than  would  be  found  in  the  case  of  any  other  maker  of  pig  iron 
whose  costs  were  shown  in  the  same  manner.  While  the  Steel  Cor- 
poration's net  costs  are  therefore  very  low,  it  must  be  constantly  kept 
in  mind  that  it  has  a  much  larger  investment,  against  which  it  must 
set  the  greater  margin  of  profit  which  obtains  between  its  net  cost 
and  the  price  of  pig  iron. 

This  item  of  $2.60  per  ton  of  intercompany  profit  in  net  metaUic 
mixture  is  practically  all  for  ore,  as  in  the  case  of  Bessemer  pig  iron, 
and  corresponds  to  a  profit  of  $1.34  per  ton  of  ore  in  the  average  fur- 
nace price  of  $3.98. 

The  item  of  intercompany  profit  set  against  the  coke  cost  for  basic 
pig  iron  is  $0.50  per  ton.  It  relates  almost  entirely  to  the  transfer 
profits  from  coke  used,  and,  of  course,  so  far  as  it  is  taken  out  of  the 
cost  of  coke  used  in  making  pig  iron,  it  deprives  the  anterior  proc- 
esses of  mining  and  producing  the  coke  and  coal  of  any  remuneration 
on  such  investment.  Figured  on  the  coke  used,  this  profit  item  of 
$0.50  per  ton  of  pig  iron  corresponds  to  a  profit  of  $0.43  per  net 
ton  of  coke. 

An  intercompany  profit  of  $0.01  for  the  cost  of  limestone  was  the 
only  other  item  which  was  of  sufficient  amount  to  affect  the  state- 
ment of  integration  cost. 

Subtracting  these  items  of  intercompany  profit  from  the  respective 
items  of  cost  gives  the  integration  or  statistical  furnace  cost. 

The  cost  of  the  net  metaUic  mixture  is  thereby  reduced  from  $7.88 
to  $5.28  per  ton,  and  the  cost  of  coke  from  $3.81  to  $3.31  per  ton  of 
pig  iron.  A  similar  reduction  of  1  cent  appears  for  the  cost  of  lime- 
stone. The  total  reduction  in  the  furnace  cost,  as  shown  on  the  cost 
sheets,  was  from  $13.20  to  $10.09  per  ton,  the  latter  being  the 
integration  or  statistical  cost  for  this  basic  pig  iron. 

The  integration  cost  of  basic  pig  iron  produced  by  the  Steel  Cor- 
poration, inasmuch  as  it  contains  no  intercompany  profit,  does  not 
include  any  return  to  the  anterior  processes  of  production,  namely, 
ore  and  coal  mining,  coke  malung,  and  ore  transportation. 

It  has  already  been  explained  above  (seep.  104),  in  connection  with 
Bessemer  pig  iron,  that  the  Bureau  did  not  attempt  to  ascertain  the 
exact  additional  costs  wMch  appear  on  the  profit  and  loss  accounts, 
which  should  be  added  to  these  costs  to  give  the  total  cost.  Probably 
the  item  shown  for  large  companies  in  Table  11,  namely,  $0.54  per 
ton  of  basic  pig  iron,  would  be  near  enough  to  the  facts  for  present  pur- 
poses according  to  that  method  of  allocating  such  costs.  If  this  were 
added  to  the  furnace  cost  as  shown  in  the  foregoing  table,  it  would 
give  a  total  book  cost  of  $13.74  per  ton,  and  a  net  total  integration 
cost  of  $10.63  per  ton.  If  in  place  of  this  additional  cost  an  assumed 
normal  charge  of  $0.50  per  ton  were  added,  the  total  book  cost  would 
be  $13.70  and  the  total  integration  cost  $10.59  per  ton. 


Southern  pig  iron. — In  the  Birmingham  district  the  technical 
conditions  of  producing  pig  iron  are  such  that  ordinarily  one  com- 
pany operates  directly  all  departments  of  the  business  from  the  min- 
ing of  ore  and  coal  to  the  production  of  coke,  pig  iron,  steel,  and 
various  steel  products.  The  only  exception  for  the  Steel  Corporation 
is  a  small  local  railroad,  the  Birmingham  Southern,  which  showed 
practically  no  profit  from  the  transportation  of  materials  in  1910. 
In  consequence  of  this  company  organization  there  was  naturally 
little  occasion  to  transfer  raw  materials  or  other  products  from  one 
department  of  the  business  to  another  at  a  profit  above  the  direct 
cost  of  production.  For  these  reasons  the  costs  of  the  Steel  Corpora- 
tion for  Southern  pig  iron  do  not  contain  any  intercompany  profits 
of  importance.  The  following  combined  cost  sheet  for  the  Southern 
pig  iron  of  the  Steel  Corporation  in  1910  is  at  the  same  time,  there- 
fore, a  company  cost  sheet  and  an  integration  cost  sheet. 

TABLE  31.— STEEL  CORPORATION'S  FURNACE  COST  PER  GROSS  TON  OF  SOUTHERN 
PIG  IRON,  AS  SHOWN  BY  THE  PRODUCING  COMPANY'S  COST  SHEETS,  WHICH  COST 
DOES  NOT  INCLUDE  INTERCOMPANY  PROFITS,  FOR  1910. 

[585,273  tons.] 

Cost  per  ton 
of  product. 

Net  metallic  mixture S2. 88 

Coke 3.80 

Limestone 19 

Labor 75 

Other  operating  i 95 

Furnace  cost ' 8. 57 

This  is  a  strikingly  low  average  cost.  Compared  with  the  average 
costs  of  Southern  pig  iron  shown  on  page  21  (which,  however,  included 
some  trifhng  items  of  intercompany  profit),  it  gives  evidence  of 
marked  superiority  in  furnace  practice,  the  use  of  labor-saving 
devices,  and  utilization  of  by-products.  The  items  most  greatly 
reduced  are  coke,  labor,  and  "other  operating"  costs.  The  better 
showing  with  respect  to  other  operating  costs  is  explained  chiefly  by 
the  fact  that  a  more  efficient  system  of  utilizing  gas  from  the  furnace 
resulted  in  an  average  credit  to  cost  of  pig  iron  of  $0.15  per  ton. 

In  the  preceding  table  of  furnace  cost  no  account  is  taken,  of  course, 
of  the  "additional  costs"  (from  the  profit  and  loss  statements  of, the 
producing  company).  It  would  scarcely  be  proper  to  take  those 
shown  on  page  21  for  all  Southern  furnaces  for  1902  to  1906  as 
typical,  because  the  Steel  Corporation  has,  and  all  companies  which 
keep  careful  accounts  have,  much  heavier  charges  generally  on  this 
account  than  there  shown.  While  the  additional  costs  for  the  large 
companies  for  Bessemer  and  basic  pig  iron  from  1902  to  1906  were 

1  The  amount  of  this  item  was  $1.10  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  $0.15. 

'  This  does  not  include  any  allowance  tor  additional  costs  shown  on  the  profit  and  loss  accounts.  (See 
p.  10.) 
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very  nearly  the  average  for  the  Steel  Corporation,  that  concern  was 
not  represented  in  the  Southern  iron  industry  at  that  time.  Owing 
to  the  Corporation's  policy  of  making  substantial  provisions  of  this 
sort,  the  additional  costs  from  1902  to  1906  for  the  Southern  district 
would  undoubtedly  have  averaged  much  higher  if  it  had  been  then, 
as  it  is  now,  the  principal  producer  in  that  district.  A  fair  allowance 
for  these  additional  charges  for  general  expense  and  general  depreci- 
ation is  $0.50  per  ton,  which  would  make  the  total  cost  of  Southern 
iron  $9.07. 

Comparison  of  net  costs  of  pig  iron. — For  convenience  in  com- 
parison, the  net  or  integration  furnace  costs  (i.  e.,  exclusive  of  inter- 
mediate profits  on  transfer  and  transportation)  of  the  Steel  Corpora- 
tion for  Bessemer,  Northern  basic,  and  Southern  pig  iron,  for  the 
year  1910  are  shown  in  the  following  table: 

TABLE  32.— COMPARISON  OF  STEEL  CORPORATION'S  INTEGRATION  FURNACE  COST 
PER  GROSS  TON  FOR  BESSEMER,  NORTHERN  BASIC,  AND  SOUTHERN  PIG  IRON, 
AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


Items  of  cost. 

Integration  cost  (exclusive  of 
any  return  to  investment  on 
any  anterior  stage  of  produc- 
tion or  transportation). 

Book  cost 
(which  does  not 
include  any  in- 
termediate 
profit). 

Bessemer 
(6,269,534  tons). 

Nortliern  basic 
(4,543,177  tons). 

Southern 
(585,273  tons). 

Net  metallic  mixture 

34.95 

3.30 

.41 

.55 

.50 

$5.28 

3.31 

.48 

.66 

.46 

52.88 

Coke 

3.80 

T-impstone 

19 

.75 

Other  operating    . 

95 

9.71 

10.09 

ii.57 

1  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 

The  marked  advantage  of  the  Southern  pig  iron  costs,  even  on  a 
net  basis,  is  evident  from  the  foregoing  table.  The  furnace  cost  of 
Southern  pig  iron  was  onl}'  $8.57  per  ton,  as  against  $9.71  for  Bes- 
semer and  $10.09  for  Northern  basic;  the  differences  were  $1.14  and 
$1.52,  respectively.  Of  course,  from  the  point  of  view  of  quality  the 
Southern  ore  should  be  compared  with  Northern  basic  and  not  with 
Bessemer.  On  the  other  hand,  however,  the  Northern  pig  iron  has 
a  great  advantage  in  location  with  respect  to  the  chief  markets  of 
consumption.  For  market  points  north  of  the  Ohio  River  the  freights 
on  Southern  pig  iron  are  much  higher  on  the  average  than  those  for 
Northern  furnaces,  and  more  than  offset  the  advantage  in  cost  of 
production,  as  shown  above. 

The  lower  costs  of  Southern  pig  iron  resulted  entirely  from  lower 
combined  costs  of  the  three  raw  materials.     The  ore  or  net  metallic 


mixture  of  the  Southern  pig  iron  averaged  only  $2.88,  as  against 
$4.95  for  Bessemer  and  $5.28  for  Northern  basic,  chiefly  due  to 
the  very  small  freight  charges  involved  in  gettiag  it  to  the 
furnaces.  The  coke  cost  of  the  Southern  furnaces,  on  the  other 
hand,  was  somewhat  higher,  namely,  $3.80  per  ton  of  pig  iron, 
as  against  $3.30  for  the  Bessemer  and  $3.31  for  the  Northern  basic 
furnaces.  This  was  due  partly  to  higher  costs  of  coke  at  ovens, 
partly  to  the  very  much  larger  quantity  of  coke  required  per  ton  of 
pig  iron.  These  together  more  than  offset  the  lower  average  freight 
charges  in  getting  the  coke  (or  the  coal  from  which  the  coke  was 
made)  to  the  furnaces.  The  cost  of  limestone  was  considerably 
lower  for  the  Southern  furnaces,  averaging  only  $0.19  per  ton  of  pig 
iron  as  against  $0.41  for  the  Bessemer  and  $0.48  for  the  Northern 
basic  furnaces.  This  was  partly  due  to  lower  costs  of  quarrying  and 
of  freight  to  furnace,  but  also,  in  an  important  degree,  to  the  use  of 
Southern  ores  containing  large  quantities  of  lime,  which  reduced  the 
need  for  additional  fluxing  material.  Thus  the  average  quantity  of 
limestone  used  by  the  Northern  furnaces  in  1910  was  1,028  pounds 
per  ton  of  pig  iron,  as  against  675  pounds  for  the  Southern  furnaces. 
There  has  been  a  marked  change  in  this  respect  in  recent  years. 
(See  p.  23.) 

Combining  the  costs  of  ore,  coke,  and  limestone,  the  cost  of  these 
three  raw  materials  for  the  Southern  furnaces  averaged  only  $6.87 
per  ton  of  pig  iron,  as  against  $8.66  for  the  Bessemer  and  $9.07  for 
the  Northern  basic  furnaces. 

On  the  other  hand,  the  Southern  furnaces  were  at  a  considerable 
disadvantage  in  the  cost  above  materials.  The  labor  cost  for  the 
Southern  furnaces  was  $0.75  per  ton,  as  against  $0.55  for  the  Bessemer 
and  $0.56  for  the  Northern  basic,  and  the  other  operating  costs  were 
respectively  $0.95,  $0.50,  and  $0.46  per  ton  of  pig  iron.  The  total 
cost  above  materials  of  the  Southern  furnaces  was  therefore  $1.70  per 
ton  of  pig  iron,  as  against  $  1 .05  for  the  Bessemer  furnaces  and  $  1 .02  for 
the  Northern  basic  furnaces.  Nevertheless,  as  shown  above,  the  net 
furnace  cost  for  Southern  pig  iron  was  much  lower  than  either  of 
these  two  Northern  grades,  on  account  of  its  much  lower  costs  of  raw 
materials  combined. 

The  foregoing  table  also  shows  that  on  the  basis  of  integration  cost 
Bessemer  pig  iron  has  an  advantage  of  $0.38  per  ton  over  Northern 
basic.  This  advantage  depends  chiefly  on  a  lower  furnace  cost  of  the 
net  metallic  mixture  after  intercompany  profits  have  been  eliminated, 
namely,  $4.95  for  Bessemer,  and  $5.28  for  basic,  a  difference  of  $0.33 
per  ton.  This  advantage  is  partly  due  to  lower  costs  for  Bessemer 
ores,  but  also  to  a  lower  net  cost  for  freight  for  the  ore  going  to  the 
Bessemer  furnaces.  There  was  not  much  compensating  advantage, 
evidently,  in  coke  freights  for  the  Northern  basic  furnaces,  as  the 
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costs  of  coke  were  practically  the  same.  However,  as  these  basic 
furnaces  used  a  little  more  coke  per  ton  of  pig  iron  (due  to  the 
lower  average  iron  content  of  basic  ores)  than  the  Bessemer  fur- 
naces, they  probably  had  a  smaU  freight  advantage  in  coke. 

Section  6.  Steel  Corporation's  integration  costs  of  ingots  for  1910. 

The  two  chief  kinds  of  steel  produced  ia  the  United  States  in  1910 
were  Bessemer  and  open-hearth  steel.  The  proportions  of  the  Steel 
Corporation's  production  to  the  total  production  in  the  United  States 
are  shown  ia  the  following  table: 

Table  33.— COMPARISON  OF  THE  PRODUCTION  OF  BESSEMER  AND  OPEN-HEARTH 
STEEL  PRODUCED  BY  THE  STEEL  CORPORATION  WITH  THE  TOTAL  PRODUCTION 
IN  THE  UNITED  STATES,  FOR  1910. 


United 
States. 


Steel  Corpora- 
tion, 


Per  cent. 


Bessemer  ingots  and  castings. . . 
Open-hearth  ingots  and  castings 

Total 


Gross  torn. 
9,412,772 
16,504,509 


Gross  tons. 
6,796,223 
8,383,146 


61.6 
50.8 


25,917,281 


14,179,369 


64.7 


While  the  foregoing  table  shows  the  production  of  both  ingots  and 
castings,  by  far  the  greater  part  of  it  consists  of  ingots. 

Bessemer  steel  is  of  two  kinds,  namely,  bdlet  steel  and  rail  steel, 
both  of  which  were  produced  in  large  quantities  but  the  tonnage  of 
which  is  not  reported  separately  for  the  United  States.  The  quantity 
of  Bessemer  rail  ingots  produced  can  be  determined  very  closely,  how- 
ever, from  the  tonnage  of  Bessemer  rails.  The  quantity  of  Bessemer 
rails  produced  would  indicate  that  about  one-quarter  of  the  Bessemer 
steel  produced  in  the  United  States  was  Bessemer  rail  steel,  and 
similarly  about  one-quarter  of  the  Bessemer  steel  produced  by  the 
Steel  Corporation  was  rail  steel. 

Open-hearth  steel  is  of  two  kinds,  namely,  acid  and  basic.  Very 
little  of  the  former  is  produced  in  the  United  States  and  hardly  any 
by  the  Steel  Corporation. 

Bessemer  billet  ingots. — Most  of  the  Bessemer  steel  produced 
is  billet  steel,  which,  as  already  noted  (p.  61),  is  substantially  the 
same  as  Bessemer  rail  steel,  except  that  a  smaller  quantity  of  manga- 
nese is  required  for  billet  steel,  in  consequence  of  which  the  cost  tends 
to  be  a  little  lower.  Inasmuch  as  the  production  of  Bessemer  billet 
ingots  by  the  Steel  Corporation,  namely,  4,395,606  tons,  was  con- 
siderably larger  than  that  of  Bessemer  rail  ingots,  the  costs  for  the 
former  are  a  better  indication  of  prevailing  conditions  of  cost. 

The  following  summary  table  shows  the  average  works  cost  of 
Bessemer  billet  ingots  for  the  Steel  Corporation  in  1910  together  with 
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the  intercompany  profits  included  in  the  items  of  cost  and  the  inte- 
gration works  cost: 

Table  34.-STBEL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BESSEMER 
BILLET  INGOTS,  AS  SHOWN  BY  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXI- 
MATE INTERCOMPANY  PROFITS  INCLUDED  THEREDi,  AND  INTEGRATION  WORKS 
COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[4,395,606  tons.] 


Items  of  cost. 


Pig  iron  and  scrap 

Manganese 

Fuel 

Labor 

Other  operating.. 

Works  cost  1, 


Company 

or  book 

cost. 


$15. 16 
.29 
.15 
.49 
.54 


16.63 


Inter- 
company 
profit  (ap- 
proximate) 


Integration 
cost  (exclusive 
of  any  return 
to  investment . 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 


$3.85 
.03 
.02 


.01 


S11.31 
.26 
.13 


1  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 

The  works  cost  of  Bessemer  billet  ingots,  as  shown  by  the  cost  sheets 
of  the  subsidiary  companies  of  the  Steel  Corporation,  averaged  $16.63 
per  ton. 

The  above  book  cost  includes  items  of  intercompany  profit,  which 
have  been  already  explained  (p.  91),  going  to  other  subsidiary  com- 
panies which  produced  or  transported  the  materials  used.  These 
profits  per  ton,  shown  in  the  second  column  of  the  table,  constituted 
the  total  remuneration  per  ton  going  to  such  producing  or  transporta- 
tion companies. 

Most  all  of  the  intercompany  profits  in  these  ingots,  which  aggre- 
gated $3.91  per  ton,  is  found  in  the  profit  contained  in  the  book  cost 
of  pig  iron  and  scrap,  namely,  $3.85  per  ton.  This  depends  almost 
wholly,  of  course,  on  the  transfer  profits  in  ore  and  coke  and  the 
transportation  profits  in  ore. 

There  was  a  small  profit  per  ton,  namely,  $0.03,  in  the  item  of  man- 
ganese, which  goes  back,  of  course,  almost  entirely  to  the  same  sources 
(ore  and  coke). 

The  profit  in  the  item  of  fuel,  namely,  $0.02  per  ton,  relates  chiefly 
to  the  transfer  profits  contained  in  the  cupola  coke  used. 

There  were  several  other  very  small  items  of  intercompany  profit 
which  could  be  ascertained,  which  aggregated  $0.01  per  ton  and 
which  are  found  in  the  "other  operating"  costs.  These  occurred 
chiefly  in  connection  with  molds  and  stools  (used  in  casting  steel), 
with  a  small  proportion  for  steam  and  negligible  items  for  materials. 
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The  deduction  of  these  items  of  intercompany  profit  from  the 
respective  items  of  book  cost  leaves  the  integration  cost  in  each  case. 

The  book  cost  of  pig  iron  and  scrap  is  thus  reduced  from  $15.16 
per  ton  of  ingots  to  $11.31.  The  other  changes  were  small  and  do 
not  require  any  further  notice. 

Deducting  the  total  intercompany  profit,  namely,  $3.91  per  ton, 
from  the  works  cost  as  shown  in  the  cost  sheets  ($16.63),  leaves  an 
integration  works  cost  of  $12.72  per  ton  of  ingots,  which  is,  of 
course,  exclusive  of  any  return  to  the  anterior  stages  of  produc- 
tion, transportation,  and  manufacture. 

No  provisions  for  additional  costs  appearing  in  the  profit  and  loss 
statements  are  comprised  in  the  cost  statement,  i.  e.,  general  expenses 
and  general  depreciation  not  allocated  to  costs  of  products.  The 
Bureau  did  not  ascertain  or  apportion  them  for  1910,  but  the  item 
for  such  costs  shown  for  large  companies  in  Table  13,  on  page  57, 
namely,  $0.98  per  ton,  might  be  used,  although  it  is  undoubtedly  too 
large.  This  item  added  to  the  works  integration  cost  shown  in  the 
table  ($12.72)  would  give  .$13.70  as  the  total  integration  cost  per  ton 
of  Bessemer  billet  ingots.  An  additional  cost  for  general  deprecia- 
tion and  general  expense  of  $0.60  per  ton  (including  cumulative 
charges  for  pig  iron)  is  probably  more  nearly  a  normal  requirement. 
(See  p.  59).  If  this  be  added  to  the  works  integration  cost,  the  total 
integration  cost  would  be  $13.32  per  ton. 

Bessemer  rail  ingots. — Before  1904  practically  all  steel  rails 
were  produced  from  Bessemer  steel,  both  for  the  United  States  as  a 
whole  and  for  the  Steel  Corporation  in  particular;  but  the  production 
in  1910  was  about  equally  divided  between  Bessemer  and  open-hearth 
steel.  The  cost  of  production  of  Bessemer  rails,  and  therefore  of 
Bessemer  rail  ingots,  is  a  matter  of  especial  interest.  In  the  first 
place,  this  process  is  cheaper;  in  the  second  place,  most  of  the  rails 
produced  and  sold  in  foreign  countries  are  made  by  the  Bessemer 
process  (either  acid  or  basic). 

The  following  summary  table  shows  the  average  works  cost  of 
Bessemer  rail  ingots  for  the  Steel  Corporation  for  1910,  as  shown  by 
the  books  of  the  producing  companies,  together  with  the  intercom- 
pany profits  included  in  the  items  of  cost  and  the  integration  cost  at 
works. 


Tabie  35.— steel  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BESSEMER  RAIL 
INGOTS,  AS  SHOWN  BV  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXIMATE 
INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS  COST, 
AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


[1,399,127  tons.] 

Items  of  cost. 

Company 

or  book 

cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

piiT  irnn  and  flnrari 

S14.90 
.77 
.10 
.62 
.66 

S4.66 
1.01 
.01 

$10.24 

Fuel 

09 

Other  operating. . . . 

2.02 

54 

Works  coat  3.. 

16.86 

4.68 

12  17 

'  Loss. 

2  In  molds  and  stools,  materials,  and  steam. 

'  This  does  not  include  any  allowance  tor  additional  costs  shown  on  the  profit  and  loss  accounts. 
p.  10.) 


(See 


The  works  cost  of  Bessemer  rail  ingots,  as  shown  by  the  cost  sheets 
of  the  manufacturing  companies  of  the  Steel  Corporation,  averaged 
$16.85  per  ton  in  1910. 

This  book  cost  includes,  however,  as  shown  in  the  second  column 
of  the  table,  certain  items  of  intercompany  profits,  as  explained 
above  (p.  91),  going  to  other  subsidiary  companies  which  produced 
or  transported  the  materials  used.  These  profits  per  ton  comprised 
the  total  remuneration  per  ton  accruing  to  such  producing  or  carrying 
companies  for  such  products  or  services. 

Practically  aU  of  this  intercompany  profit  relates  to  the  pig  iron 
and  scrap  used  in  making  the  steel,  namely,  $4.66  out  of  a  total  of 
$4.68.  This  large  profit  item  goes  back,  of  course,  through  the  pig 
iron  to  the  raw  materials,  and  consists  chiefly  of  profits  on  ore  and 
coke  and  the  transportation  of  ore. 

Taking  all  the  Bessemer  rail  ingot  production  of  the  Steel  Corpora- 
tion, the  prices  at  which  manganese  and  other  similar  metallic  ad- 
ditions were  charged  to  the  steel  works  resulted  in  an  intercofflpany 
loss  instead  of  an  intercompany  profit;  this  loss,  however,  amounted 
to  a  Httle  less  than  $0.01  per  ton  of  product. 

The  item  of  intercompany  profit  in  fuel  was  only  $0.01  per  ton, 
and  comprised  profits  in  the  cupola  coke. 

The  other  items  of  intercompany  profit  were  very  small,  and  came 
in  the  molds  and  stools  (used  in  casting  the  steel),  materials  (in 
repairs  and  maintenance) ,  and  steam.     These  profit  items  totaled 
only  $0.02  per  ton  of  product. 
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Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  book  cost  leaves  the  integration  works  cost  in  each  case. 
Thus,  the  cost  of  pig  iron  and  scrap  is  reduced  thereby  from  114.90 
to  only  $10.24  per  ton  of  ingots.  The  other  changes  in  the  integra- 
tion cost  do  not  call  for  any  particular  comment. 

Deducting  the  total  intercompany  profit  ($4.68  per  ton)  from  the 
book  works  cost  of  the  ingots,  reduces  it  from  $16.85  to  $12.17  per 
ton.  This  constituted  the  works  cost  of  these  ingots,  exclusive  of 
any  return  to  the  anterior  stages  of  production,  transportation,  and 
manufacture. 

This  works  cost,  it  should  be  kept  in  mind,  does  not  allow  for  any 
general  expenses  or  general  charges  for  depreciation  ("additional 
cost")  appearing  in  the  profit  and  loss  statements  of  the  producing 
companies  and  not  allocated  to  particular  products.  The  Bureau 
did  not  ascertain  or  apportion  these  expenses  for  the  year  1910,  but 
the  same  additional  expense  in  this  case  as  shown  in  Table  14,  on 
page  61,  for  a  number  of  large  companies  might  b»used,  although  it 
is  certainly  much  too  large.  This  was  $1.05  per  ton  of  ingots,  and 
would  increase  the  foregoing  works  cost  as  shown  on  the  cost  sheets 
from  $16.85  to  $17.90  per  ton,  and  the  integration  cost  from  $12.17 
to  $13.22  per  ton. 

If  instead  of  this  amount  the  estimated  normal  charge  for  general 
expense  and  depreciation  is  used,  namely,  $0.60  per  ton  (including 
cumulative  charges  for  pig  iron),  a  lower  result  is  arrived  at.  This 
gives  a  total  book  cost  of  $17.45  per  ton  and  an  integration  cost  of 
$12.77  per  ton. 

Basic  open-heaeth  ingots. — The  open-hearth  process  used  by 
the  Steel  Corporation  is  the  basic  process  in  the  North,  and  the 
duplex  process  in  the  South.  The  duplex  process  consists  in 
first  putting  basic  pig  iron  through  an  acid  Bessemer  converter, 
chiefly  to  remove  the  sihcon,  and  then  treating  the  metal  in  basic 
open-hearth  furnaces  to  remove  the  phosphorus. 

The  two  processes  are  so  different  that  the  costs  for  each  should 
not  be  combined.  Furthermore,  the  Northern  costs  show  important 
item^of  intercompany  profit,  while  the  Southern  works,  being  part 
of  a  completely  unified  company  (Tennessee  Coal,  Iron  &  Railroad 
Co.) ,  do  not  show  any  such  profits  in  their  costs. 


Table  36.— STEEL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BASIC  OPEN- 
HEARTH  INGOTS  AT  NORTHERN  WORKS  AND  AT  SOUTHERN  WORKS,  AS  SHOWN 
BY  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXIMATE  INTERCOMPANY 
PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS  COST,  AS  SHOWN  BY 
THE  RECORDS  OF  THE  CORPORATION,  lOR  1910. 


Items  of  cost. 


Northern  (3,707,749  tons). 


Company 

or  hook 

cost. 


Intercom- 
pany profit 
(approxi- 
mate). 


Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of 
production). 


Southern 
(509,007  tons). 


Company  or 
boolccost(which 
does  not  include 
any  interme- 
diate profit). 


Pig  iron  and  scrap. 

Manganese 

Fuel 

Labor 

Other  operating... 
Rebuilding  fund.. 

Worlcs  cost  2 


S14. 03 
.40 
.59 
.68 
.75 
.31 


S3. 50 
.01 
.02 


$10. 63 
.39 
.57 
.68 
.74 
.31 


89.36 
.63 
.62 
.79 
L49 
.45 


16.76 


3.54 


13.22 


13.34 


1  In  materials,  refractories,  fluxes,  tools,  lubricants,  etc. 

>  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 

Northern  works. — The  works  cost  of  basic  open-hearth  ingots  in 
1910,  as  shown  by  the  cost  sheets,  was  $16.76  per  ton. 

This  cost  includes  large  items  of  intercompany  profit  as  shown  in 
the  second  column  of  the  table.  These,  as  has  already  been  explained 
above,  represent  the  total  profit  earned  by  other  subsidiary  compa- 
nies on  the  materials,  etc.,  charged  in  the  cost  sheet,  and  constituted, 
of  course,  in  so  far  as  these  quantities  of  material  are  concerned,  the 
return  to  the  capital  invested  in  anterior  stages  of  production  and 
transportation. 

By  far  the  greater  part  of  the  intercompany  profit  charged  against 
the  cost  of  these  ingots  relates  to  the  item  of  pig  iron  and  scrap, 
namely,  $3.50  out  of  a  total  of  $3.54  intercompany  profit  per  ton. 
This  profit  goes  back,  of  course,  in  part  to  the  transfer  and  trans- 
portation profits  on  ore  and  coke,  and  also  to  coal  transfer  profits. 

In  the  manganese  used  there  was  a  small  intercompany  profit, 
averaging  $0.01  per  ton  of  ingots.  As  only  a  part  of  these  ingots 
were  rail  ingots,  the  cost  for  manganese  was  naturally  lower  than 
for  the  Bessemer  raU  ingots  above. 

The  intercompany  profit  for  fuel  averaged  $0.02  per  ton  of  ingots. 
This  was  chiefly  due  to  the  transfer  profits  included  in  the  cost  of 
coal  used  for  making  gas  in  the  "producer"  furnaces. 

There  were  various  very  small  items  of  intercompany  profit  in  the 
"other  operating"  costs,  aggregating  a  httle  less  than  $0.01  per  ton 
of  ingots.  These  occurred  chiefly  with  respect  to  materials  in  repairs 
and  mamtenance,  fluxes,  refractories,  tools^  and  lubricants. 
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Subtracting  these  items  of  intercompany  profit  from  the  respective 
items  of  book  cost  leaves  the  integration  cost  at  works  in  each  case. 
Thus  the  cost  of  pig  iron  and  scrap  is  reduced  from  $14.03  to  $10.53 
per  ton.  The  other  changes  in  particular  items  of  integration  cost 
do  not  require  detailed  comment. 

Deducting  the  total  integration  profit,  namely,  $3.54  per  ton, 
from  the  works  cost  of  these  ingots,  as  shown  on  the  cost  sheets, 
leaves  an  integration  cost  of  $13.22  per  ton.  This  constituted  the 
works  cost  of  these  ingots,  exclusive  of  any  return  to  the  anterior 
stages  of  production,  transportation,  and  manufacture. 

This  works  cost,  as  already  explained  in  the  case  of  other  products, 
does  net  include  any  of  the  unallocated  charges  for  general  expense 
and  general  depreciation  ("additional  cost")  appearing  in  the  profit 
and  loss  statements  of  the  producing  companies.  The  Bureau,  as 
already  noted  (p.  104),  did  not  ascertain  them  for  the  year  1910;  but 
the  average  figure  given  for  additional  costs  of  basic  open-hearth 
iugots  in  Table  6,  on  page  27,  might  be  used.  This  was  $0.79  per 
ton  of  basic  open-hearth  ingots.  The  addition  of  this  cost  to  the  fore- 
going integrated  works  cost  of  $13.22  would  give  a  total  integrated 
cost  of  $14.01  per  ton  of  basic  open-hearth  rail  ingots.  On  the  basis 
of  an  estimated  reasonable  charge  for  depreciation  and  general 
expense  this  is  probably  too  low.  Assuming  $0.85  as  a  normal 
charge  (including  cumulative  charges  for  pig  iron),  the  total  cost  for 
these  ingots  at  Northern  works  would  be  $14.07  per  ton. 

Southern  works. — As  already  noted,  the  cost  of  open-hearth  rail 
ingots  at  the  Southern  works,  owing  to  the  character  and  organization 
of  the  Southern  iron  industry,  does  not  include  any  intercompany 
profits.  The  costs  are,  nevertheless,  of  considerable  interest  for  pur- 
poses of  comparison,  particularly  with  those  of  the  Northern  works, 
which  have  just  been  considered. 

It  is  evident  that  for  such  a  comparison  the  proper  basis  is  the 
integration  cost  of  the  Northern  works ;  otherwise  large  intercompany 
profits  would  be  included  in  the  costs  in  one  case  and  not  in  the 
other. 

The  costs  of  pig  iron  and  scrap  per  ton  of  ingots  at  the  Southern 
works  was  $9.36.  This  low  cost  was  directly  due,  of  course,  to  the 
very  low  furnace  costs  of  pig  iron  for  the  furnaces  of  the  Steel  Cor- 
poration in  this  district  (see  p.  107),  namely,  $8.57  per  ton  of  pig  iron. 
The  actual  transfer  price  was  $8.60,  mostly  for  hot  metal  from  the 
blast  furnaces.  A  considerable  quantity  of  scrap  was  used — about  21 
per  cent  of  the  total  gross  metaUic  mixture — for  which  the  average 
price  was  a  little  over  that  of  the  pig  iron  (because  the  percentage  of 
pure  iron  is  higher  than  for  pig  iron) . 

In  the  cost  of  pig  iron  and  scrap,  therefore,  the  Southern  works 
had  a  slight  advantage  over  the  Northern,  these  costs  being,  respec- 
tively, $9.36  and  $10.53  per  ton  of  ingots. 
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The  manganese  cost  for  the  Southern  works  was  $0.63  per  ton  of 
product,  or  $0.24  higher  than  for  the  Northern  works,  but  this  was 
because  only  a  small  part  of  the  steel  produced  at  the  Northern 
works  was  for  making  rails. 

In  the  cost  of  fuel  the  Southern  works  showed  $0.62  per  ton 
of  ingots,  as  against  $0.57  for  the  Northern  works,  in  spite  of  much 
lower  transfer  prices  for  fuel.  Both  works  used  hot  pig  metal,  and 
the  differences  in  the  proportion  of  scrap  used  were  not  very  large. 

The  labor  cost  at  the  Southern  works  averaged  $0.79  per  ton  of 
ingots,  against  $0.68  at  the  Northern  works.  The  additional  labor 
involved  by  the  duplex  process  is  thus  apparently  reflected  in  the 
costs.  For  the  item  of  labor  for  melting  and  converting,  however, 
there  was  no  difference,  while  for  charging  the  open-hearth  furnaces 
the  Southern  works  had  a  slight  advantage;  in  both  cases  the  expla- 
nation is,  perhaps,  found  in  the  fact  that  the  Southern  works  used  a 
somewhat  higher  proportion  of  hot  metal. 

The  "other  operating"  costs  aggregated  $1.49  per  ton  of  ingots  for 
the  Southern  works  and  only  $0.74  for  the  Northern  works.  Here, 
again,  the  general  explanation  is  undoubtedly  found  in  the  more 
complicated  character  of  the  duplex  process.  This,  for  example, 
requires  a  much  greater  expenditure  for  steam  than  a  simple  open- 
hearth  plant. 

The  rebuildtag  fund,  which  is  an  item  of  depreciation,  was  $0.45  for 
the  Southern  works,  or  $0.14  higher  than  for  the  Northern. 

The  total  works  cost  of  the  Southern  works  was  $13.34  per  ton  of 
ingots,  as  agaiast  $13.22  for  the  Northern  works.  In  order  to  make 
a  fair  comparison  it  would  be  necessary,  however,  to  add  something 
to  the  manganese  cost  for  the  Northern  works  to  put  them  on  an 
even  basis  in  this  respect,  because  the  Southern  works  make  raUs 
only.  This  necessary  addition  may  be  estimated  at  the  difference 
between  the  two,  namely,  $0.24  per  ton,  which  would  increase  the 
cost  at  Northern  works  to  $13.46,  as  compared  with  $13.34  for  the 
Southern  works.  Thus,  while  the  Southern  steel  works  had  a  great 
advantage  in  the  cost  of  its  pig  iron  and  scrap,  this  advantage  was 
almost  entirely  offset  by  larger  costs  for  other  items. 

Neither  of  these  average  costs  just  compared  include  any  allow- 
ance for  additional  costs.  Assuming  an  arbitrary  addition  to  the 
works  costs  of  $0.85  for  the  Northern  works  and  of  $0.95  for  the 
Southern  works  (which  would  be  greater  on  account  of  the  duplex 
process),  the  total  costs  would  be  $14.07  for  the  Northern  works  and 
$14.29  for  the  Southern  works. 

Section  7.  Steel  Corporation's  integration  costs  of  heavy  steel  rails  in 
1910. 

In  recent  years,  as  stated  above,  there  has  been  a  very  great 
increase  in  the  production  of  rails  from  open-hearth  steel,  and  to  a 
considerable  extent  this  has  meant  a  substitution  of  open-hearth 
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rails  for  Bessemer  rails.  The  technical  reasons  for  this  change  are 
not  of  importance  here.  It  is  important,  however,  to  note  the  fact. 
It  may  also  be  repeated  that  the  great  bulk  of  heavy  rails  produced  in 
other  countries  are  made  from  Bessemer  steel — either  acid  or  basic — 
and  that  these  are  the  kinds  of  rails  which  figure  chiefly  in  interna- 
tional trade. 

The  total  production  of  the  Steel  Corporation  and  of  the  United 
States  for  both  Bessemer  and  open-hearth  rails  during  the  year  1910 
is  shown  in  the  following  table : 

TABLE  37.— COMPARISON  OP  PRODUCTION  OF  BESSEMER  AND  OPEN-HEARTH  STEEL 
RAILS  BY  THE  STEEL  CORPORATION  WITH  THE  TOTAL  PRODUCTION  IN  THE 
UNITED  STATES  FOR  1910. 


United 
States. 

Steel  Cor- 
poration. 

Per  cent 
of  total. 

Qross  tons. 
1,884,442 
1,751,359 

Qross  toTis, 
1,134,381 
1,004,666 

60.2 

67.4 

Total 

3,635,801 

2,138,946 

58.8 

The  foregoing  table  shows  the  total  production  of  steel  rails  in  each 
case,  including  light  rails  and  girder  rails,  as  well  as  heavy  standard 
rails.  As  these  different  kinds  of  rails  have  considerable  differences 
in  cost,  it  is  necessary  to  show  the  costs  for  heavy  standard  rails 
separately.  Consequently  the  tonnages  covered  by  the  following  cost 
statements  are  considerably  less  than  the  total  production  of  the 
Steel  Corporation  in  1910. 

Bessemer  rails. — Of  the  total  production  of  Bessemer  rails  by 
the  Steel  Corporation  m  1910  (1,134,381  tons),  923,651  tons  were 
heavy  standard  Bessemer  rails.  All  of  these  are  covered  by  the  fol- 
lowing cost  statement,  which  combines  the  costs  of  two  raU  plants 
of  the  Steel  Corporation  making  Bessemer  rails,  for  the  year  1910: 

Table  38.— STEEL  CORPORATION'S  MILL  COST  PER  GROSS  TON  OF  HEAVY  STAND- 
ARD BESSEMER  RAILS,  AS  SHOWN  BY  PRODUCING  COMPANIES'  COST  SHEETS, 
APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRA- 
TION MILL  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


1923,651  tons.] 

Items  of  cost. 

Company 

or  book 

cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  pro- 
duction or 
transportation). 

Ingots 

S17.86 
1.14 
1.23 

$4.83 

$13.03 

1.14 

1.03 

1.20 

Millcosts  

20.23 

4.86 

15.37 

1  In  fuel,  steam,  materials,  and  provision  for  rolls. 

2  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 
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The  mill  .cost  of  heavy  standard  Bessemer  rails,  as  shown  by  the 
cost  sheets  of  the  producing  companies  of  the  Steel  Corporation, 
averaged  $20.23  per  ton  in  1910.  This  cost,  as  in  the  case  of  products 
already  discussed,  includes  considerable  items  of  intercompany 
profit  (see  p.  91),  as  shown  in  the  second  column  of  the  table,  going 
to  other  subsidiary  companies,  which  produced  or  transported  the 
materials  used,  these  profits  per  ton  constituting  the  total  remunera- 
tion per  ton  accruing  to  such  producing  or  transportation  companies 
for  their  products  or  services. 

AU  but  an  insignificant  portion  of  this  profit  relates  to  the  cost  of 
the  ingots  used,  namely,  $4.83  per  ton  in  a  total  of  $4.86  per  ton. 
While  this  appears  as  a  very  large  item,  it  must  be  remembered  that 
it  goes  back  through  ingots  and  pig  iron  to  the  transfer  profits  on  the 
chief  raw  materials — ore  and  coke — and  also  to  the  large  transporta- 
tion profits  on  ore,  which  have  been  already  discussed.  The  ingots 
themselves  were  transferred  to  the  rolling  mills  without  profit  over 
mill  cost,  but  the  intercompany  profit  naturally  is  increased  in  this 
case  because  it  required  more  than  1  ton  of  ingots  to  produce  a  ton 
of  raUs.     (Cf.  p.  122.) 

The  other  items  of  intercompany  profit  were  very  small,  and  aggre- 
gated for  all  other  operating  expenses  only  $0.03  per  ton  of  rails. 
These  profits  related  to  fuel,  steam,  materials,  and  provision  for  rolls. 

Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  mill  cost  leaves  the  integration  cost  at  works  in  each  case. 

The  book  cost  of  ingots  used  is  thereby  reduced  from  $17.86  to 
$13.03  per  ton  of  rails,  while  the  other  operating  items  are  reduced 
from  $1.23  to  $1.20  per  ton  of  rails.  The  mill  cost  of  rails,  in  the  same 
manner,  is  reduced  from  $20.23  to  $15.37  per  ton  of  rails.  This  net 
integration  cost  excludes  any  return  to  anterior  stages  of  production, 
transportation,  and  manufacture  with  respect  to  the  materials  used 
in  making  these  rails. 

This  integration  mill  cost,  furthermore,  does  not  take  any  account 
of  the  "additional  costs"  of  manufacture  which  appear  in  the  profit 
and  loss  accounts  of  the  producing  companies  not  allocated  to  par- 
ticular products.  These  additional  costs  were  not  ascertained  by  the 
Bureau  for  the  year  1910,  as  already  stated  (p.  104),  but  the  average 
figure  given  for  additional  cost  of  rails  in  Table  16,  namely,  $1.29  per 
ton,  or,  say,  $1.30,  is  probably  a  fair  approximation  to  this  cost 
(including  cumulative  charges  for  anterior  processes),  which,  in  any 
case,  can  not  be  exactly  stated.  The  addition  of  this  cost  to  the 
foregoing  integrated  mUl  cost  of  rails,  jiamely,  $16.37  per  ton,  gives 
a  total  integrated  cost  of  $16.67  per  ton  for  these  Bessemer  rails. 

Open-heaeth  bails. — The  total  output  of  open-hearth  rails  by 
the  Steel  Corporation  in  1910  was  1,004,565  tons.  These  were  pro- 
duced at  both  Northern  and  Southern  mills.     Heavy  standard  raUs 
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formed  about  85  per  cent  of  the  total.  The  costs  for  these,  as  shown 
on  the  cost  sheets  of  the  producing  companies,  are  given  in  the  fol- 
lowing table: 

Table  39.— STEEL  CORPORATION'S  MILL  COST  PER  GROSS  TON  OF  HEAVY  OPEN. 
HEARTH  RAILS  AT  NORTHERN  AND  SOUTHERN  PLANTS,  AS  SHOWN  BY  PRO- 
DUCING COMPANIES'  BOOKS,  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED 
THEREIN,  AND  INTEGRATION  MILL  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE 
CORPORATION,  FOR  1910. 


Northern  (530,955  tons). 

Southern 
(323,061  tons). 

Items  of  cost. 

Company 

or  book 

cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 

stage  of 

production  or 

transportation). 

Company  or 

book  cost 

(which  does 

not  include  any 

intermediate 

profit). 

Tyignfji 

SIS.  37 
1.19 
1.35 

J3.54 

314.83 
1.19 
1.33 

tl4. 86 

1.72 

Other  operating 

.02 

2.66 

Mill  cost  > 

20.91 

3.66 

17.35 

19.24 

'  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts. 
(Seep.  10.) 

As  the  Northern  and  Southern  mills  which  made  these  rails  operate 
under  different  technical  conditions,  particularly  with  respect  to  cost 
of  materials,  the  costs  of  each  are  shown  separately.  Those  for  the 
Southern  mill  do  not  show  any  integration  profits  for  the  reasons 
already  stated  (p.  107). 

Northern  mills. — The  mUl  cost  of  heavy  standard  open-hearth 
rails  at  the  Northern  miUs  in  1910,  as  shown  by  the  cost  sheets, 
averaged  $20.91  per  ton. 

This  cost  includes  large  items  of  intercompany  profit  (see  p.  91) 
which  are  shown  in  the  second  column  of  the  table,  which,  so  far  as 
the  material  here  in  question  is  concerned,  constituted  the  total 
return  to  investment  of  antecedent  producing  or  transportation  com- 
panies for  their  products  or  services. 

Of  the  total  integration  profit  just  mentioned,  namely,  $3.56  per 
ton  of  rails,  all  but  a  very  small  fraction  was  due  to  the  profit  in 
ingots  used,  namely,  $3.54.  This  profit  goes  back,  of  course,  chiefly 
to  the  large  transfer  and  transportation  profits  in  ore  and  the  transfer 
profits  in  coke  used.  The  ingots  themselves  were  transferred  to  the 
rail  mill  without  charging  a  profit  over  the  costs  as  shown  by  the 
cost  sheets,  though  in  one  case  there  was  a  very  small  item  of  freight. 

The  intercompany  profits  tend  to  increase  for  each  stage  of  pro- 
duction, however,  on  account  of  the  fact  that  more  than  a  ton  of 
material  is  required  per  ton  of  product.  (Of.  p.  122.)  The  other  items 
of  intercompany  profit  were  insignificant,  aggregating  only  $0.02  per 
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ton  of  rails.  They  related  to  fuel,  materials,  tools,  lubricants,  and 
supplies.  These  items  of  profit  deducted  from  the  respective  items  of 
mill  cost  give  the  respective  integration  mill  costs. 

The  book  cost  of  the  ingots  used  is  thereby  reduced  from  $18.37  -per 
ton  of  rails  to  $14.83;  the  "other  operating"  costs  from  $1.35  to  $1.33. 
Thus  the  total  mill  cost  of  rails  is  reduced  from  $20.91  to  $17.35  per 
ton.  This  integration  cost  excludes  any  profit  for  the  anterior  proc- 
esses of  production,  manufacture,  or  transportation  so  far  as  the 
quantities  of  material  used  in  making  these  rails  are  concerned. 

This  net  or  integration  mill  cost,  moreover,  does  not  allow  for  any 
"additional  costs"  on  account  of  general  expense  or  general  deprecia- 
tion appearing  in  the  profit  and  loss  accounts  of  this  company  and 
not  allocated  to  particular  products.  These,  as  stated  elsewhere,  were 
not  determined  by  the  Bureau  for  the  year  1910,  but  a  fair  approxi- 
mate figure  for  open-hearth  rails  (including  cumulative  charges  for 
anterior  processes)  probably  would  be  $1.55  per  ton.  This  added  to 
the  integration  mill  cost  stated  above  would  give  a  total  integra- 
tion cost  of  $18.90  per  ton  of  these  open-hearth  raUs. 

Southern  mill. — As  already  stated,  the  cost  of  raUs  at  the  South- 
ern mill,  as  shown  by  the  cost  sheets,  does  not  contain  any  items 
of  intercompany  profit.  (See  p.  107.)  The  Southern  mill  starts, 
therefore,  with  practically  an  integration  cost  for  ingots  used,  namely, 
$14.86  per  ton  of  rails,  which  may  be  compared  with  the  integration 
cost  for  the  Northern  mills  of  $14.83  per  ton.  The  elimination  of  the 
intercompany  profits  in  this  item  for  the  Northern  mills  puts  them, 
therefore,  on  a  fairly  even  basis  to  start  with.  The  labor  and  other 
operating  costs  of  the  Northern  mills  are,  however,  considerably  lower, 
namely,  $1.19  per  ton  for  labor  and  $1.33  per  ton  for  other  operating 
costs,  as  against  $1.72  for  labor  at  the  Southern  mill  and  $2.66  for 
other  operating  items.  Hence,  the  total  integration  mill  cost  of  rails 
is  considerably  lower  for  the  Northern  mills  than  for  the  Southern 
mill,  namely,  $17.35  and  $19.24  per  ton  of  rails,  respectively.  The 
addition  of  an  assumed  normal  charge  for  general  expense  and  general 
depreciation  (which  must  be  taken  at  a  higher  figure  for  the  Southern 
than  for  the  Northern  plants  on  account  of  the  duplex  process), 
namely,  $  1 .  65 ,  would  give  a  total  cost  for  op  en-h  earth  rails  for  the  South- 
ern mill  of  $20.89  per  ton.  As  a  matter  of  fact  the  overhead  charges 
for  the  Southern  mill  are  understood  to  be  higher  on  account  of  the  low 
production  of  this  mill  as  compared  with  capacity.  Taking  both  these 
groups  on  the  basis  of  integration  cost  plus  additional  charges,  there- 
fore, the  Northern  mills  enjoy  an  advantage  of  no  less  than  $1.99  per 
ton  of  raUs.  The  question  of  location  with  respect  to  markets  is  not  of 
so  much  significance  in  this  case  as  for  pig  iron,  for  example.  The 
South  and  Southwest  is,  of  course,  a  good  market  for  raUs,  while  for 
the  export  trade  the  Birmingham  district  has  a  superior  location 
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compared  with  the  Chicago  district^  though  uot  any  better  perhaps 
than  Pittsburgh.  There  does  not  appear  to  be  much  export  demand, 
however,  for  open-hearth  rails. ^ 

1  A  feature  in  the  elimination  of  transfer  profits,  aad  one  to  which  attention  is  especially  called  (because 
the  Bureau's  method  differs  from  that  of  the  Steel  Corporation;  see  pp.  70  and  120),  is  the  treatment  of  scrap. 
The  transfer  or  integration  profit  in  the  ore,  coke,  scrap,  etc.,  may  be  regarded  from  two  points  of  view. 

The  first,  and  the  one  adopted  by  the  Bureau,  was  that  the  profit,  so  to  speak,  proceeded  directly  forward 
with  the  material  as  it  was  used  in  each  successive  stage  of  the  business  until  it  reached  a  finished  product. 
Inasmuch  as  the  profits  so  cairied  forward  did  not  diminish  in  amount,  but  were,  broadly  speaking,  rated 
against  smaller  and  smaller  tonnages  of  product  on  account  of  the  successive  reductions  due  to  the  gross 
waste,  the  rate  of  profit  per  ton  of  product  necessarily  increased  in  a  corresponding  degree.  None  of  the 
profit,  therefore,  was  cut  off  as  belonging  to  the  waste  material  recovered — e.  g.,  scrap  iron  and  steel.  There 
is  therefore  a  regular  and  sometimes  marked  increase  in  the  integration  profit  per  ton,  according  to  the 
percentage  of  waste.  As  the  scrap,  which  is  of  course  used  again,  does  not  carry  with  it  any  portion  of  this 
integration  profit  (according  to  the  Bureau's  computations),  it  does  not  contribute  to  the  integration  profit 
in  the  material  used,  where  such  scrap  is  added  to  the  primary  material,  as,  for  example,  to  the  ore  in  the 
blast  furnace,  or  to  the  pig  iron  in  the  Bessemer  plant  or  open-hearth  furnace.  For  a  highly  integrated 
steel  concern,  therefore,  the  Bureau's  method  tends  to  give  possibly  a  slightly  lower  amount  of  integration 
profit  for  the  pig  iron  and  a  distinctly  lower  integration  profit  for  ingots  than  would  otherwise  be  the  case. 
Consequently,  a  larger  increase  in  integration  profit  per  ton  is  found  between  certain  products  (e.  g.,  ingots 
and  rails)  than  if  the  second  method  were  used. 

The  second  method,  which  is  the  one  used  by  the  Steel  Corporation,  is  to  attribute  to  the  scrap  recovered 
a  part  of  the  accumulated  integration  profits  contained  in  the  material  used  for  each  particular  process. 
This  cuts  down,  of  course,  the  portion  of  this  integration  profit  going  into  the  product  in  question  by  a 
correspondiDgamount  and  consequently  the  average  per  ton  of  product.  But  the  scrap,  of  course,  is  used 
again  in  prior  processes  of  production  (and  sometimes  in  the  same  process  in  the  case  of  steel  works);  that 
is,  the  scrap  goes  back  either  to  the  blast  furnace  or  to  the  steel  works.  Inasmuch  as  it  carries  with  it  that 
portion  of  the  integration  profit  attributed  to  It,  it  tends  to  increase  the  integration  profit  in  the  pig  iron 
or  ingots,  respectively,  and,  hence,  to  give  them  still  higher  integration  profits,  and  consequently  lower 
integration  costs .  In  particular,  it  may  be  noted ,  it  tends  to  diminish  the  difference  in  the  integration  profit 
between  ingots  and  the  heavy  products  rolled  therefrom. 

This  whole  subject  is  a  highly  technical  one,  and  chiefly  of  interest,  perhaps,  to  the  accountant.  Illus- 
trations of  the  differences  in  the  effects  produced  by  these  two  methods  can  be  seen,  however,  by  com- 
paring the  relative  differences  in  the  integration  profits  in  Bessemer  ingots  and  Bessemer  rails,  as  shown 
by  the  Bureau's  computations  (cf.  pp.  61  and  66),  with  the  relative  differences  for  the  same  products  as 
shown  by  the  Steel  Corjwration'a  figures.    (Cf.  pp.  113  and  118.) 

It  is  unnecessary  to  discuss  the  relative  merits  of  these  two  systems.  It  is  obvious  that  one  which  Is  appli- 
cable to  a  liighly  integrated  concern  like  the  Steel  Corporation  would  have  no  application  at  all  to  one  which 
made  pig  iron  only.  Such  companies,  however,  were  comprised  In  the  Bureau's  cost  averages.  Hence, 
the  best  method  for  the  Bureau  was  to  use  that  which  it  actually  applied. 


CHAPTER  VIII. 

APPROXIMATE  INVESTMENT  IN  EAW  MATERIAIS,  PLANTS,  AND 
WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A  TON  OF  BESSE- 
MER STEEL  RAILS  FROM  LAKE  ORES. 

Section  I.  Basis  of  Bureau's  computation. 

The  Bureau  is  not  prepared  in  this  preltmuiary  report  to  enter  into 
an  extended  study  of  costs  in  relation  to  investment,  but  some  approxi- 
mate and  tentative  figures  for  one  important  steel  product  may  be 
presented  in  order  to  afford  the  reader  a  general  idea  of  the  invest- 
ment required  and  of  the  significance  of  the  cost  data  already  dis- 
cussed. For  this  purpose  the  Bureau  selected  standard  Bessemer  steel 
rails,  and  based  its  computations  on  a  plant  assumed  to  use  Lake 
Superior  ores  and  chiefly  Connellsville  coke.  The  results  are  pre- 
sented in  the  form  of  ranges  instead  of  averages.  Owing  to  the 
important  influence  of  differences  in  amounts  of  production  upon 
average  figures  of  investment  per  ton,  averages  should  be  used  only 
with  great  discretion.  Take,  for  example,  a  concern  with  an  invest- 
ment in  a  rail  mill  (exclusive  of  any  steel  works  or  antecedent 
stages)  of,  say,  $4,000,000,  with  an  output  of  500,000  tons  of  rails 
per  year;  such  a  concern  would  show  an  average  investment  of  $8  a 
ton,  whereas  if  it  produced  only  350,000  tons  its  average  would  be 
$11.50  per  ton. 

In  preparing  this  discussion  the  Bureau  had  very  extensive  figures 
of  investment  for  blast  furnaces,  Bessemer  works,  and  rail  nulls,  and 
it  is  beheved  that  the  ranges  later  presented  are  fair  and  substantially 
rehable  for  the  purposes  of  the  approximate  conclusions  reached. 
In  the  case  of  the  raw  materials  the  data  available  were  of  a  different 
character,  but  the  Bureau  is  of  the  opinion  that  the  results  obtained 
may  be  rehed  upon. 

WbUe  it  is  desired  to  arrive  at  an  investment  per  ton  in  order  to 
make  a  comparison  with  the  profits  per  ton  of  steel  rails,  it  will  be 
found  more  convenient  to  work  with  amounts  of  total  investment. 
For  this  purpose  the  Bureau  has  assumed  an  iron  and  steel  plant 
producing  steel  rails,  although  such  a  rail  mill  would  of  course 
ordinarily  form  part  of  a  more  comprehensive  plant,  producing  other 
products  for  which,  however,  it  is  not  necessary  to  present  invest- 
ment data  here. 

The  Bureau  assumed  an  ore  consumption  of  1,000,000  tons  of 
Bessemer  ore  yearly.     Owing  to  the  fact,  as  shown  on  page  21, 
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that  about  1 .84  tons  of  Bessemer  ore  are  required  to  produce  a  ton  of 
Bessemer  pig  iron,  1,000,000  tons  of  ore  would  produce  544,500  tons  of 
pig  iron.  Some  rail  and  other  scrap,  however,  could  be  used  with  such 
pig  iron  in  the  manufacture  of  rails.  It  would  require  about  105  to 
106  tons  of  such  mixture  of  pig  iron  and  scrap  to  make  100  tons  of 
ingots,  and  about  131  tons  of  ingots  to  make  100  tons  of  rails.  In  the 
manufacture  of  rails,  however,  there  would  be  a  large  amount  of  scrap, 
a  part  of  which  could,  as  just  explained,  be  used  in  the  manufacture  of 
ingots  (the  remainder  being  sold  or  used  elsewhere  in  the  works) .  On 
this  basis,  544,500  tons  of  pig  iron  together  with  the  amount  of  scrap 
wMch  could  be  reworked,  would  produce,  roughly,  555,000  tons  of  rail 
ingots,  and  from  425,000  to  430,000  tons  of  Bessemer  steel  rails. 
These  computations  are  necessarily  approximate,  depending  some- 
what upon  mill  practice.  The  Bureau  has  based  its  later  calculations 
on  the  lower  figure,  425,000  tons. 

As  stated,  such  a  plant  as  that  in  question  would  require  an  annual 
ore  supply  of,  roughly,  1,000,000  tons.  Without  attempting  to  fix 
upon  what  is  a  proper  reserve  supply,  a  period  of  30  years  may  be 
taken  as  a  fair  basis  for  this  discussion.  Figuring  on  this  basis  such  a 
concern  would  require  an  ore  reserve  of  approximately  30,000,000 
tons.  The  length  assumed  for  the  reserve  period  would  of  course  have 
a  direct  bearing  on  the  final  result. 

In  the  case  of  coke  there  would  be  required  to  produce  the  pig  iron 
(544,500  tons)  necessary  for  this  production  of  rails  yearly  an  annual 
supply  of  approximately  629,500  tons.  As  the  yield  of  good  coking 
coal  is  about  67  per  cent  in  coke,  such  a  coke  supply  would  call  for  an 
annual  supply  of  coal  of  939,000  tons;  on  this  basis  a  30 years'  supply 
would  be  28,170,000  tons. 

In  the  case  of  limestone  rather  less  than  half  a  ton  is  required  to 
produce  a  ton  of  pig  iron.  The  annual  supply  of  limestone  needed 
would  be  about  250,000  tons,  and  a  30  years'  supply,  roughly, 
7,500,000  tons. 

In  this  computation  the  Bureau  has  not  included  anything  for  trans- 
portation investment  in  railroad,  steamship,  or  dock  facilities,  be- 
cause the  ownership  of  such  facilities  and  especially  railroads  by  a 
steel  concern  is  an  exceptional  rather  than  a  normal  condition; 
accordingly,  the  investment  finally  arrived  at  will  be  compared  with 
the  average  profits  for  1902  to  1906,  as  shown  by  the  margin  be- 
tween price  and  cost  exclusive  of  transfer  profits  only. 

Having  arrived  at  the  total  quantities  of  the  various  raw  and  inter- 
mediate materials  required  for  the  production  of  425,000  tons  of 
rails  per  year,  the  fixed  investment  in  these  various  stages  will  now 
be  considered.  An  allowance  for  working  capital  will  be  made  at 
one  point  instead  of  distributing  it  to  the  various  antecedent  stages. 


Section  2.  Approximate  investment  required  in  raw  materials. 

Lake  ore. — As  above  shown,  the  rail  plant  here  under  considera- 
tion has  been  allowed  a  reserve  of,  roughly,  30,000,000  tons  of  Lake 
Superior  ore.  From  what  is  said  in  Chapter  IX,  it  is  reasonably 
certain  that  an  estimate  of  $0.10  to  $0.15  per  ton  for  ore,  taking 
a  reserve  comprising  both  leasehold  and  fee  properties,  would  be 
sufficiently  large.  This  is  on  the  basis  of  estimated  values  for  the 
period  1902  to  1906  and  not  on  what  ore  might  cost  a  new  concern 
about  to  enter  the  steel  business  at  present.  Such  an  estimate  would 
include  improvements,  as  well  as  the  ore  and  the  leaseholds  themselves; 
but,  as  just  pointed  out,  it  would  not  include  anything  for  working 
capital.  On  this  basis,  the  total  ore  body  under  consideration,  in- 
cluding improvements,  would  represent  an  investment  of  from 
$3,000,000  to  $4,500,000. 

It  should  be  noted  that,  inasmuch  as  this  discussion  relates  to  a 
plant  making  Bessemer  steel  rails,  it  would  be  necessary  to  have  a 
supply  of  Bessemer  ore,  and  that  in  order  to  acquire  a  reserve  of 
30,000,000  tons  of  Bessemer  ore  in  the  Lake  region  it  would  probably 
be  necessary  to  make  purchases  of  mining  lands  which  would  contain 
a  large  amount  of  other  ore.  However,  while  only  the  total  invest- 
ment required  for  a  Bessemer  rail  plant  is  here  under  discussion,  this 
should  be  regarded  as  a  part  of  a  larger  integrated  enterprise.  Con- 
sequently, non-Bessemer  ores  which  might  be  incidentally  acquired 
by  such  a  concern  in  order  to  get  a  Bessemer  ore  supply  for  its  raU 
plant  would  be  available  for  the  production  of  other  iron  and  steel 
products.  Hence,  it  would  not  be  proper  to  charge  the  cost  of  ac- 
quiring these  non-Bessemer  ores  against  the  Bessemer  rail  plant. 

CoNNELLSviLLE  COKE. — The  average  fixed  investment  of  the  Steel 
Corporation  in  coldng  coal  and  coke  property,  as  computed  by  the 
Bureau  for  the  period  1901  to  1910,  was  $8.37  per  ton  of  coke  pro- 
duced, this  investment  covering  coke  ovens  and  mining  improvements, 
as  well  as  a  very  large  supply  of  choice  Connellsville  coking  coal.  This 
investment  is  undoubtedly  too  high  to  be  representative  of  conditions 
generally.  Taking  the  large  steel  companies  as  they  are  at  present 
organized,  it  is  reasonable  to  assume  that  the  Connellsville  coking 
coal  has  not  cost,  on  the  average,  over  $1,000  to  $1,200  per  acre, 
and  the  original  cost  of  the  Steel  Corporation's  coking  coal  to  its 
principal  coke  subsidiary  (the  H.  C.  Frick  Coke  Co.)  was  very  much 
less  than  this.  However,  as  the  H.  C.  Frick  Coke  Co.  had  acquired  a 
large  proportion  of  its  present  holdings  of  coking  coal  land  long  before 
the  Steel  Corporation  was  organized,  the  low  figures  of  earlier  years 
can  not  be  fairly  used  in  this  computation. 

As  a  rough  average,  the  yield  of  good  Connellsville  coking  coal  per 
acre  may  be  set  at  about  10,000  tons. 
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On  this  basis  an  average  investment  of  $1,200  per  acre  would  be 
equivalent  to,  roughly,  $0.12  per  ton.  However,  there  is  a  large 
supply  of  less  expensive  coking  coal,  such,  for  instance,  as  that 
from  the  Pocahontas  district,  which  is  entirely  satisfactory  for 
blast  furnace  coke.  Assuming  that  a  large  steel  concern  would 
have  some  of  this  coal  as  well  as  that  in  the  GonnellsvUle  district,  the 
Bureau  is  of  the  opinion  that  an  average  cost  of  from  $0.10  to  $0.12 
per  ton  for  a  reserve  of  coking  coal  would  be  reasonable.  For  the 
28,170,000  tons  of  coking  coal  required  in  the  case  of  the  plant 
here  discussed,  this  would  mean  a  total  investment  in  coking  coal  of 
from  $2,817,000  to  $3,380,000.  To  this  should  be  added  the  invest- 
ment required  in  mining  improvements,  equipment,  and  miscel- 
laneous facilities,  which  may  be  roughly  placed  at  from  $1,000,000 
to  $1,500,000.  The  investment  in  an  ordinary  coke  oven  may  be 
placed  at  from  $750  to  $1,000  per  oven,  or,  say,  from  about  $1.50  to 
$2  per  ton  of  coke  produced.  On  this  basis  it  would  require  an  oven 
investment  of,  roughly,  $1,000,000  to  $1,500,000  to  produce  the 
annual  output  of  629,500  tons  of  coke  here  assumed  to  be  necessary. 

Steam  coal  or  gas. — Some  large  steel  companies  purchase  then- 
supply,  or  the  bulk  of  their  supply,  of  steam  and  heating  coal,  or  have 
natural-gas  properties  to  furnish  the  necessary  fuel.  Others  mine 
their  own  coal,  and  therefore  an  allowance  for  such  a  supply  may  be 
included  in  this  computation.  For  a  plant  producing  425,000  tons 
of  steel  raUs  yearly,  and  not  having  natural-gas  property,  the 
annual  requirements  of  such  coal  would  probably  be  in  the  neigh- 
borhood of  150,000  tons.  A  30  years'  supply  on  this  basis  would  be 
4,500,000  tons.  The  cost  of  such  supply,  including  necessary  im- 
provements and  equipment,  may  be  roughly  approximated  at 
$500,000  to  $1,000,000,  according  to  the  location,  quality,  and  other 
conditions.     A  considerable  part  of  this  would  be  for  improvements. 

In  the  case  of  concerns  having  a  supply  of  natural  gas,  the  invest- 
ment would  probably  be  somewhat  less.  For  the  purpose  of  this  dis- 
cussion, however,  the  foregoing  estimates  of  from  $500,000  to 
$1,000,000  may  be  regarded  as  covering  this  fuel  supply  for  power 
and  heating  purposes,  regardless  of  whether  coal  or  gas  was  employed. 

Limestone. — The  investment  in  limestone  property  is  compara- 
tively small  per  ton  of  output.  The  cost  of  a  limestone  quarry  which 
would  yield  the  above  noted  annual  requirement  (250,000  tons)  for  a 
30-year  period  may  be  safely  estimated  at  from  not  more  than  $75,000 
to  $150,000. 


Section  3.  Approximate  investment  required  in  manufacturing  plants. 

Blast  fuknaces. — For  the  determination  of  an  average  investment 
ia  blast  furnaces  per  ton  of  production,  the  Bureau  had  very  complete 
data.  As  stated  in  Part  I,  it  obtained  from  the  Steel  Corporation  a 
detailed  schedule  of  all  of  its  manufacturing  properties  as  of  January  1, 
1908,  this  distinguishing  real  estate  from  plants,  and,  moreover,  list- 
ing each  particular  kind  of  plant,  as,  for  instance,  blast  furnaces, 
Bessemer  works,  roUtag  miUs  for  each  kind  of  rolled  product,  as  well 
as  auxiliary  plants  (such  as  power  plants,  shops,  and  pumping 
plants)  separately.  Owing  to  the  fact  that  the  real  estate,  as  well 
as  considerable  of  the  miscellaneous  property,  such  as  auxiliary  plants, 
had  to  be  distributed  among  the  different  manufacturing  depart- 
ments, it  was  necessary  to  make  some  approximations  and  allocations 
of  a  more  or  less  arbitrary  character.  It  was  possible  to  arrive  at 
very  close  figures  for  the  construction  cost  of  blast  furnaces  and  ac- 
cessory plants,  taking  conditions  as  they  actually  existed.  The 
real-estate  valuations,  however,  presented  a  more  serious  problem. 
A  considerable  number  of  blast-furnace  plants  of  the  Steel  Cor- 
poration are  located  on  very  valuable  sites,  and  in  distributing  the 
total  site  among  the  various  departments  of  the  steel  works  a  very 
considerable  acreage  was  necessarily  allocated  to  the  blast-furnace 
plant.  In  several  instances  the  land  valuations  averaged  from 
$20,000  an  acre  upward.  The  original  cost  of  this  land  was,  of 
course,  very  much  less,  and  it  is  a  fair  question  how  far,  in  comput- 
ing the  investment  required,  the  enhanced  valuation  now  claimed 
should  be  allowed.  Since,  however,  the  Bureau  is  endeavoring  to 
arrive  at  a  result  which  will  substantially  represent  actual  condi- 
tions, it  was  deemed  proper  to  include  these  plants  with  very  high 
values  of  real  estate  with  those  built  on  much  less  expensive  sites  in 
arriving  at  a  general  average. 

While  it  is  impracticable  in  this  report  to  present,  or  even  to 
describe,  in  detail  the  Bureau's  computations,  it  is  believed  that  the 
results  arrived  at  fairly  represent  the  facts  as  submitted  to  the 
Bureau.  It  is  probable,  however,  that  the  resulting  averages  are 
somewhat  too  high  because  of  the  very  high  values  for  real  estate  just 
discussed.  Nevertheless,  such  figures  of  actual  investment  are  far 
more  conclusive  than  engineers'  estimates,  which,  however  carefully 
made  as  to  plants,  would  necessarily  be  exceedingly  arbitrary  as  to 
plant  sites. 

As  above  stated,  the  Bureau  worked  from  actual  production  rather 
than  capacity,  and  for  this  purpose  it  took  the  average  actual  output 
for  1905  and  1906.  These  were  both  years  of  large  production,  and 
it  seemed  fair  to  use  these  two  years,  the  production  for  1907  for  these 
plants  severally  not  being  available,  though  about  the  same  as  in  1906. 
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It  was  not  desirable  to  use  the  low  production  of  1904  in  computing 
the  average  investment  per  ton.  On  this  basis  blast-furnace  plants 
of  the  Steel  Corporation  representing  an  average  annual  production 
for  the  two  years  1905  and  1906  of  nearly  10,000,000  tons  of  pig  iron, 
or  practically  the  total  output  of  the  Corporation  in  those  years, 
showed  an  average  investment  per  ton  of  $10.75.  The  valuations  for 
individual  plants  showed,  of  course,  a  very  wide  range — roughly,  from 
$4  to  $16  per  ton.  The  average  valuation  for  furnaces  of  several 
other  companies  with  a  total  average  production  in  these  years  of 
about  1,000,000  tons  was  somewhat  lower,  at  $10.05. 

Taking  all  the  circumstances  into  consideration,  the  Bureau  is  of  the 
opinion  that  for  a  rather  close  approximation  a  range  of  from  $8.50 
to  $11.50  per  ton  is  a  reasonable  one.  On  this  basis  the  investment 
in  blast  furnace^  required  to  produce  544,500  tons  of  pig  iron  (the 
amount  which,  as  above  shown,  would  be  necessary — in  addition 
to  scrap — to  produce  425,000  tons  of  Bessemer  steel  rails  annually) 
would  be  from  $4,628,000  to  $6,262,000. 

Bessemer  steel  works. — The  investment  in  Bessemer  steel  con- 
verting plants  per  ton  of  product  was  comparatively  small,  including 
its  fair  proportion  of  accessory  plants  and  of  real  estate.  Actual 
average  figures  computed  in  substantially  the  same  way  as  for 
blast  furnaces  for  41  different  Bessemer  steel  converters,  with  an 
average  annual  tonnage  in  1905  and  1906  of  nearly  8,000,000  tons, 
showed  an  average  investment  of  $1.85,  with  an  extreme  range  of 
from  $1.11  to  $3.45.  As  an  approximation  this  average  investment 
may  fairly  be  placed  at  from  $1.50  to  $2.50  per  ton.  As  above 
shown,  the  Bessemer  works  should  produce,  roughly,  555,000  tons 
of  ingots  yearly  m  order  to  provide  for  a  production  of  425,000  tons 
of  steel  raUs.  On  this  basis  the  investment  required  in  Bessemer 
works  would  be  from  $832,500  to  $1,387,500. 

Rail  mill. — The  approximate  investment  in  the  steel-rail  mill,  in- 
cluding blooming  mill,  besides  accessory  plants  and  a  due  propor- 
tion of  real  estate  for  all  of  these,  on  the  basis  of  the  data  obtained 
from  the  Steel  Corporation  and  some  other  large  companies,  compared 
with  the  average  annual  output  for  1905  and  1906  (2,250,000  tons,  or 
roughly  65  per  cent  of  the  total  production  of  the  country),  showed 
an  average  of  $8.12  per  ton.  To  use  a  range,  however,  the  invest- 
ment may  fairly  be  placed  at  from  $7.50  to  $10  per  ton  of  production. 

Section  4.  Average  allowance  for  working  capital. 

The  foregoing  investment,  it  should  be  remembered,  is  for  plant  and 
property  only,  and  does  not  include  working  capital.  The  Bureau  has 
placed  the  average  amount  of  working  capital  required  by  a  con- 
cern completely  integrated  with  respect  to  raw  materials  and  all 


stages  of  manufacture  (but  excluding  railroad,  vessel,  and  dock 
facilities)  at  not  over  115  to  $22.50  per  ton  of  steel  rails.  The 
average  investment  of  the  Steel  Corporation  in  current  assets  per 
ton  of  all  finished  steel  products  for  the  entire  period  1901  to  1910 
was  almost  exactly  $22.50.  This  does  not  take  account  of  the  Cor- 
poration's production  of  Portland  cement  or  of  some  minor  products, 
such  as  spelter  and  sulphate  of  iron,  the  inclusion  of  which  would,  of 
course,  have  reduced  the  per  ton  average  somewhat.  The  Steel 
Corporation,  however,  carries  very  large  inventories  of  ore.  More- 
over, it  carries  a  very  large  amount  of  cash  in  banks.  The  average 
amount  of  cash  at  the  close  of  each  year  from  1901  to  1910  was, 
roughly,  $58,000,000.  This  cash  item  reduced  to  a  per  ton  basis  is 
considerably  higher  than  the  average  for  the  ordinary  large  iron  and 
steel  concern. 

The  average  net  current  assets  for  the  three  of  the  largest  com- 
petitors of  the  Steel  Corporation  (the  Lackawanna  Steel  Co.,  the 
Cambria  Steel  Co.,  and  the  Jones  &  Laughlia  Steel  Co.),  per  ton  of 
finished  steel  products,  over  a  period  of  several  years,  included  within 
the  period  1901  to  1910  (representative  data  for  the  entire  period  not 
being  available  because  of  reorganizations  or  changes  in  scope  of 
operations),  ranged  from  $15  to  $19  per  ton.  One  reason  for  the 
higher  average  for  the  Steel  Corporation  is  that  the  Bureau  did  not 
make  any  deduction  on  account  of  working  assets  employed  in  trans- 
portation. 

These  averages  are  for  all  finished  steel  products  collectively, 
whereas  the  amounts  of  worldng  capital  required  in  the  production 
of  different  products  vary  considerably.  The  average  working  capi- 
tal required  by  a  completely  integrated  concern  in  the  production  of 
steel  rails  would  be  considerably  less  than  for  several  other  finished 
steel  products  of  a  more  elaborated  character,  and  rather  less,  it  is 
believed,  than  the  average  for  all  steel  products  collectively.  In  this 
rough  approximation  in  this  preliminary  report,  however,  it  is  unnec- 
essary to  enter  into  refinements  and  to  attempt  a  distribution  of  work- 
ing capital  between  different  products.  Such  an  allocation  would  be 
more  or  less  arbitrary  under  any  circumstances.  The  Bureau  has, 
therefore,  used  the  general  averages  obtained  for  all  products  for 
representative  companies,  namely,  $15  to  $22.50  per  ton,  as  applicable 
to  the  production  of  steel  rails,  although  it  is  reasonably  certain  that 
the  higher  figure  is  considerably  more  than  is  actually  necessary. 

Section  6.  Indicated  rates  of  profit  on  basis  of  1902-1906  costs. 

On  the  foregoing  basis  the  total  average  investment  in  fixed  prop- 
erty required  to  produce  a  ton  of  steel  rails,  with  a  plant  capable  of 
an  annual  production  of  425,000  tons,  including  working  assets  at 
4525°— 11 38 
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from  115  to  $22.50  per  ton,  would  be  approximately  $55  to  $80  per 
ton.     This  wiU  appear  from  the  f ollowiag  summary : 

Table  40— APPKOXIMATE  INVESTMENT  IN  RAW  MATERIALS  (ON  BASIS  OF 30  YEARS' 
SUPPLY)  AND  IN  PLANTS  AND  WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A 
TON  OF  BESSEMER  STEEL  RAILS. 

[Calculations  based  on  a  plant  with  an  annual  production  of  425,000  tons  of  Bessemer  standard  rails 
and  using  Lake  ore  and  chiefly  Connellsville  coke.  No  investment  in  transportation  facilities  is  here 
included.] 


Annual 
average 
require- 
ment. 


Thirty 
years 
supply. 


Approxi- 
mate in- 
vestment 
per  ton. 


Approximate  invest- 
ment (total). 


Invest- 
ment per 
ton  of  rails 
produced. 


Lake  ore,  including  mine  Im- 
provements   

Coking  coal 

Mine  Improvements,  equipment, 
and  coke  ovens 

Limestone 

Coal  or  gas  for  heating  and  steam, 
including  improvements 

Blast  furnaces  and  accessory 
equipment 

Bessemer  steel  works  and  acces- 
sory equipment 

Rail  mill,  blooming  mill,  and 
accessory  equipment 

Working  capital  * 


Gross  ions. 
1,000,000 
1939,000 


Gross  ions. 
30,000,000  |$0.10-$0.15 
128,170,000  '     .10-    .12 


644,500 
555,000 
425,000 


Total. 


8.50-11.60 
1.60-  2.50 
7.50-10.00 


13,000,000-14,500,000 
2,817,000-  3,380,000 

2,000,000-  3,000,000 
75,000-      150,000 

500,000-  1,000,000 

4,628,000-  6,262,000 

832,500-  1,387,500 

3,187,600-  4,250,000 
6,375,000-  9,662,600 


$7.06-110.69 
6.63-  7.95 

4.70-7.06 
.18-    .35 

1.17-2.35 

10.89-14.73 

1.96-  3.27 

7.50-10.00 
15.00-22.60 


23,415,000-33,492,000 


65.09-78.80 


1  Net  tons. 

2  This  working  capital  covers  the  entire  business  of  producing  rails  from  the  ore  up. 

It  should  be  understood,  of  course,  that  the  above  computations 
are  more  or  less  approximate.  In  particular,  it  may  be  pointed  out 
that  differences  in  miU  practice  might  have  some  influence  on  the 
investment  in  blast  furnaces  and  in  Bessemer  works.  The  Bureau  is 
of  the  opinion,  however,  that  the  range  in  which  its  final  results  are 
stated  is  sufficiently  broad  to  take  account  of  any  probable  variations 
in  this  respect. 

With  this  information  it  is  possible  to  have  some  idea  of  the  sig- 
nificance of  the  profits  on  steel  rails.  Thus  the  price  of  standard  Bes- 
semer steel  rails  has  been  fixed  at  $28  per  ton  ever  since  the  Steel 
Corporation  was  organized.  The  average  cost  of  steel  rails  for  1902 
to  1906,  as  shown  on  page  66,  this  making  no  deduction  for  transpor- 
tation profits,  was  $18.80  per  ton.  This  leaves  a  profit  to  be  distrib- 
uted over  aU  stages  of  investment  of  $9.20  per  ton.  On  the  basis  of 
$55  per  ton  for  tliis  investment  such  a  profit  would  be  equivalent  to 
16.7  per  cent,  while  on  the  basis  of  $80  per  ton  for  the  investment  it 
would  be  equivalent  to  11.5  per  cent. 

It  should  be  repeated  that  the  foregoing  computations  are  neces- 
sarily rough  and  tentative.     They  serve,  however,  to  illustrate  the 
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point  repeatedly  emphasized  throughout  this  report,  that  in  deahng 
with  integration  cost  figures — that  is,  cost  figures  exclusive  of  any 
intercompany  or  interdepartmental  profits — it  is  necessary  to  keep 
constantly  in  mind  the  greater  investment  to  which  such  cost  figures 
correspond.  It  should  also  once  more  be  repeated  that  the  question 
of  out_put  so  vitally  affects  the  average  investment  when  reduced  to  a 
per  ton  basis  that  the  possibUities  of  variation  are  very  great.  It  is 
beheved,  however,  that  the  range  of  from  $55  to  $80  per  ton  here 
arrived  at  is  fairly  representative  of  existing  conditions.  An  allowance 
of  $80  per  ton  is,  however,  undoubtedly  high. 

These  calculations,  therefore,  indicate  that  a  price  of  $28  per  ton 
for  steel  raUs  has  been  a  highly  remunerative  one.  The  price  policy 
of  large  steel  companies  with  respect  to  steel  rails  has,  moreover, 
been,  on  the  whole,  rather  more  conservative  than  their  policy  with 
respect  to  many  other  finished  steel  products. 

It  should  also  be  noted  that  in  the  case  of  an  exceptionally  well- 
integrated  concern  hke  the  Steel  Corporation,  with  extensive  railroad 
facilities  as  weU  as  a  large  ore  fleet,  the  return  would  be  still 
greater.  Thus  the  integration  cost  for  the  Steel  Corporation  for  the 
year  1910,  this  excluding  the  profit  on  transportation  facihties  as  weU 
as  transfer  profits  (but  approximating  the  additional  costs  in  the 
manner  noted  on  p.  119),  was  only  $16.67  per  ton.  This  leaves  a 
profit  from  the  &x.ed  price  of  $28  for  steel  rails  of  no  less  than 
$11.33  per  ton.  The  investment,  on  the  other  hand,  would  be 
greater  than  that  above  given,  because  of  the  inclusion  of  the  trans- 
portation facilities.  Without  entering  into  any  computations  on  this 
point,  it  is  evident,  in  view  of  the  excessive  profits  on  transportation, 
that  the  profit  of  the  Steel  Corporation  on  standard  Bessemer  rails 
on  the  basis  of  its  1910  integration  costs,  and  allowing  for  this  addi- 
tional investment,  would  be  considerably  higher  than  the  foregoing 
range  of  from  11.5  to  16.7  per  cent  averaged  for  the  Steel  Corporation 
and  some  other  large  companies  combined,  based  on  transfer  profits 
only. 


CHAPTER  IX. 

IMPORTANT  BEARINa  OF  ORE  PROFITS  ON  COSTS  AND  PROFITS 
FOR  FINISHED  PRODUCTS  AND  ON  COMPETITION. 

Section  1.  Evidence  that  profit  on  ore  is  excessive. 

A  comprehensive  study  of  costs  in  relation  to  investment,  as 
already  stated,  is  not  practicable  at  this  time.  Such  a  study,  of  course, 
should  also  include  a  comparison  of  costs  with  the  actual  prices  real- 
ized. In  the  fuU  text  of  the  report  it  is  intended  to  take  up  this 
matter  in  such  fashion  as  to  indicate  for  at  least  some  of  the  leading 
products  the  rate  of  return  derived  from  prices  realized,  although, 
owing  to  the  great  variety  of  conditions  under  which  the  business  of 
different  companies  is  conducted,  any  comparison  of  costs  and  profits 
with  investment  must  necessarily  be  somewhat  approximate. 

As  repeatedly  pointed  out,  the  mere  statement  of  costs  of  produc- 
tion, whether  before  or  after  the  ehmination  of  intercompany  profits, 
is  of  very  Httle  value  in  judging  the  reasonableness  of  prices  or  profits 
by  products  without  first  obtaining  a  more  or  less  definite  idea  of  the 
investment  employed  or  required  in  the  business.  If  the  conditions 
and  prices  throughout  the  entire  industry  were  competitive,  and  the 
transfer  prices  of  ore,  coke,  and  other  materials  in  an  integrated 
concern  were  never  charged  into  the  next  succeeding  process  at  more 
than  the  open-market  price,  the  margin  between  the  final  cost  so 
obtained  and  the  selling  price  would  be  of  some  service.  When,  how- 
ever, arbitrary  transfer  or  noncompetitive  market  prices  are  used,  the 
margin  between  such  cost  and  the  selling  price  can  not  have  any  pre- 
sumptive claim  to  be  the  real  margin  of  profit.  On  the  other  hand, 
when  all  intermediate  profits  are  eliminated,  the  margin  between  such 
a  net  cost  and  selling  price  must  cover  a  number  of  different  stages 
of  production,  and  before  judging  whether  this  margin  is  reasonable 
or  not  it  is  necessary  to  measure  the  investment  required. 

It  is  desirable,  however,  at  this  time  to  point  out  one  vitally  im- 
portant factor  in  the  situation,  namely,  the  bearing  of  ore  costs  and 
ore  profits  upon  costs  and  profits  for  succeeding  products.  It  has 
already  been  clearly  shovra  that  the  cost  of  raw  materials,  and  par- 
ticularly the  cost  of  ore,  is  a  factor  of  cumulatively  increasing  sig- 
nificance in  the  successive  stages  of  iron  and  steel  manuf  actiu-e.  This 
is  due  to  the  fact  that  nearly  two  tons  of  ore  are  required  to  make 
a  ton  of  pig  iron,  and,  in  turn,  that  in  the  conversion  of  pig  iron  into 
steel  there  is  some  waste,  and  so  on  through  the  successive  processes. 
132 
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If,  therefore,  the  profit  on  ore  itself  be  unreasonable,  it  is  obvious 
that  this  factor  becomes  increasingly  important  in  relation  to  the  costs 
and  prices  of  finished  iron  and  steel  products. 

It  is  possible  that  finished  products  might  be  sold  under  keen  com- 
petition at  prices  so  low  that  unreasonable  antecedent  profits  of  an 
integrated  concern  on  ore  would  be  neutrahzed.  But  if  the  price  of  a 
finished  product  as  compared  with  book  cost  is  sufficient  to  leave  a 
reasonable  margin  for  the  investment,  that  margin  may  prove  to  be 
grossly  excessive  when  the  unduly  large  antecedent  profits  on  ore 
(or  any  other  material)  are  taken  account  of.  This  consideration 
assumes  added  importance  because  of  the  fact,  to  be  discussed  in  a 
subsequent  part  of  this  report,  that  prices  of  iron  and  steel  products 
have  not  been  established  by  free  and  natural  competitive  conditions, 
but  on  the  contrary  have,  to  a  large  extent,  been  artificially  controlled 
by  price  agreements  and  understandings  of  a  more  or  less  formal 
character. 

In  order  to  reach  definite  conclusions  on  this  point  it  would  be 
necessary  to  present  information  as  to  prices  realized  from  the  sale  of 
finished  products  and  extensive  data  as  to  investment.  These 
matters  can  not  be  taken  up  at  this  time.  It  is,  however,  important 
to  point  out  here  that  excessive  profits  on  ore  have  a  very  great  signifi- 
cance to  steel-making  concerns  which  purchase  their  ore  instead  of  pro- 
ducing it.  Obviously,  if  the  price  of  ore  at  lower  Lake  ports  is  kept 
at  a  figure  which  includes  an  undue  profit,  it  tends  to  handicap  compe- 
tition by  forcing  those  iron  and  steel  concerns  which  do  not  produce 
their  own  supply  to  pay  excessive  prices  for  this  principal  raw  mate- 
rial, and  thus  reduces  their  efficiency  as  competitors  in  the  steel 
market. 

It  is  highly  important,  therefore,  to  determine,  if  only  in  an  approxi- 
mate way,  whether  the  profit  on  ore  has  been  in  excess  of  a  reasona- 
ble profit. 

In  this  comparison  it  will  be  desirable  to  refer  at  first  only  to  the 
transfer  profits  on  ore,  and  not  to  both  the  transfer  and  transporta- 
tion profits  combined,  since  the  latter  were  obtained  substantially  by 
only  one  concern — the  Steel  Corporation. 

As  already  shown,  the  average  cost  (without  deducting  anything 
for  transportation  profit)  of  Lake  ore  delivered  at  lower  Lake  ports 
for  the  period  1902  to  1906  was  $2.64  per  ton.'  The  average  transfer 
profit  on  this  ore  over  and  above  the  cost  for  the  same  period  was 
10.66  per  ton.  This  alone  is  very  suggestive  of  an  abnormal  profit. 
However,  a  fairer  comparison  is  to  contrast  this  profit,  not  with  the 
cost  at  lower  Lake  ports,  which  included,  on  the  average,  $1.41  of 
rail  and  Lake  freight,  but  with  the  mine  cost  plus  certain  general 

'  The  average  cost  for  this  period  as  shown  by  the  profit  and  loss  statements,  however,  was  S2.67  per 
ton.    (See  p.  18.) 
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charges,  which  together  aggregated  $1.23.  (See  p.  16.)  It  will  be 
seen  that  the  profit  of  $0.66  per  ton  was  over  53  per  cent  of  the 
mine  cost.  Of  course,  the  true  significance  of  profits  can  not  be 
determined  from  their  relation  to  costs,  but  must  be  compared  with 
investment.  Nevertheless,  such  a  rate  of  profit  per  ton  in  ordinary 
mining  is  a  rather  strong  indication  that  the  profits  were  excessive. 

The  real  test  is  obtained  by  comparing  this  profit  per  ton  with  the 
investment  per  ton  in  ore  property.  On  this  point  precise  data  can 
not  be  presented,  but  it  is  possible  to  present  convincing  arguments 
of  a  general  character. 

Comparison  of  transfer  profit  on  ore  with  investment. — As 
a  first  step  it  is  necessary  to  determine  upon  the  investment  required 
to  produce  a  toa  of  ore  in  the  Lake  region.  Taking  first  the  invest- 
ment of  the  Steel  Corporation,  it  will  be  recalled  that  in  Part  I  the 
value  of  the  Corporation's  ore  property  in  1901,  including  the  im- 
provements, was  computed  by  the  Bureau  (on  a  liberal  basis  through- 
out) at  1100,000,000,  and  that  accepting  this  as  the  equivalent  of 
the  investment  at  that  time  and  adding  the  subsequent  investment 
in  Lake-ore  property  there  was  obtained  a  total  investment  (not  valu- 
ation) at  the  close  of  1910  of  roughly  $134,000,000.  The  average 
investment  for  the  ten-year  period  on  this  basis  was  $116,807,884. 
The  Corporation's  average  production  of  Lake  ore  for  this  ten-year 
period  was  17,648,889  tons.  This  gives  an  average  ore  investment 
in  fixed  property  per  ton  of  ore  produced  of  $6.62.  The  investment 
in  current  assets  in  its  ore  mining  was  not  obtained  for  the  entire 
period,  but  from  data  for  the  years  1905  and  1910,  which  are  believed 
to  be  representative,  it  appears  that  this  investment  was  approx- 
imately $1  per  ton.  The  total  investment  of  the  Steel  Corporation  in 
Lake-ore  properties,  including  working  capital,  per  ton  of  production 
for  the  ten-year  period  may  therefore  be  computed  at  $7.50  to  $7.75 
per  ton. 

On  this  basis  a  profit  of  $0.66  per  ton  would  be  equivalent  to 
about  9  per  cent.^  However,  such  a  calculation  is  immediately 
ruled  out  of  consideration,  for  the  reason  that  the  average  invest- 
ment of  $7.50  per  ton  thus  arrived  at  is  undoubtedly  in  excess  of  a 
necessary  or  normal  investment. 

In  the  first  place,  the  Bureau's  valuation  of  $100,000,000  for  the 
Corporation's  ore  property  in  1901  was  shown  to  have  been  computed 
on  a  very  liberal  basis  throughout,  and  could  easily  have  been  scaled 
down  somewhat.  Thus,  as  shown  on  page  232  of  Part  I,  the  Bureau's 
computations  pointed  to  a  valuation  of  not  over  $90,000,000.  Indeed, 
this  figure  was  reached  only  after  very  liberal  allowances  for  the  value 
of  both  fee  and  leasehold  property.  While  on  account  of  the  vast 
figures  of  investment  there  dealt  with  and  because  only  a  rough  com- 

I  It  should  be  noted  that  this  profit  of  $0.66  was  an  average  lor  several  concerns,  and  not  the  profit  of 
the  steel  Corporation  alone. 
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parison  of  investment  with  capitalization  was  then  attempted,  it  wag 
deemed  proper  to  allow  a  round  $100,000,000  for  the  Corporation's 
ore  property,  it  does  not  follow  that  such  a  valuation  should  be 
accepted  in  the  present  more  particular  computations  of  investment 
per  ton  in  relation  to  definite  profits. 

A  second,  and  exceedingly  important,  factor  is  that  the  Steel 
Corporation  has  undoubtedly  adopted  a  policy  of  securing  control  of 
an  unnecessarily  large  amount  of  ore  property.  There  can  be  no 
doubt  that  as  the  iron  and  steel  industry  is  at  the  present  time  con- 
ducted the  acquisition  of  extensive  reserves  of  ore  by  steel  concerns 
is  a  logical,  natural,  and  possibly  desirable  development.  This  means, 
of  course,  that  these  steel  companies  are  carrying  a  large  amount  of 
ore  property  which  is  idle,  and  part  of  which  wiU  be  idle  for  many 
years.  However,  as  shown  in  Part  I  of  this  report,  a  disposition  was 
clearly  apparent  in  the  operations  of  the  Steel  Corporation  to  acquire 
unduly  large  reserves.  This  was  evidenced  by  its  pohcy  from  the  very 
beginning,  and  particularly  by  its  lease  of  the  Great  Northern  ore 
properties  at  an  extraordinarily  high  royalty  and  under  onerous  con- 
ditions. This  view,  moreover,  is  strongly  confirmed  by  the  recent 
announcement  of  the  Corporation  of  its  cancellation  of  this  lease 
effective  January  1,  1915.  However,  nothing  was  included  in  the 
Bureau's  computation  in  Part  I  of  the  investment  in  ore  property 
for  this  Great  Northern  lease  except  for  certain  development  ex- 
penditures. But  aside  from  this  Great  Northern  ore,  the  Steel 
Corporation  at  the  close  of  1910  had  fuUy  1,200,000,000  tons  of 
other  ore  in  the  Lake  region.  This  would  be  equal  to  at  least  a 
fifty  years'  supply  at  the  present  rate  of  consumption.  While  the 
increasing  demand  for  iron  and  steel  products  in  this  country  would 
point  to  an  increasing  rate  of  consumption,  it  must  be  remembered 
that  there  is  a  counteracting  tendency  of  considerable  importance, 
namely,  the  use  of  an  ever  increasing  stock  of  scrap  iron  and  steel 
(which  is  much  more  valuable  than  ore  for  the  manufacture  of  iron 
and  steel  products). 

There  can  be  little  doubt  that  any  such  enormous  reserves  are 
really  in  excess  of  what  the  Steel  Corporation  actually  requires  as  a 
protection  for  its  investment  in  manufacturing  plants. 

This,  it  should  be  noted,  is  aside  from  the  question  whether  it  is 
desirable  from  the  standpoint  of  public  policy  to  permit  any  one 
interest  to  secure  any  such  quantity  of  ore,  even  if  its  manufacturing 
operations  might  seem  to  require  it. 

However,  even  if  it  be  contended  that  this  is  no  more  than  a  rea- 
sonable reserve  for  the  Steel  Corporation  (although  the  Bureau  does 
not  assent  to  this),  it  is  not  reasonable  to  argue  that  the  Steel  Cor- 
poration is  justified  in  earning  the  same  rate  of  profit  on  its  investment 
in  this  enormous  amount  of  idle  ore  property  that  it  would  be  justi- 
fied in  obtaining  on  the  manufacture  of  finished  materials  where  its 
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capital  was  actively  employed.  Instead,  it  might  fairly  be  contended 
that  the  Steel  Corporation  should  not  expect  to  earn  on  the  nonpro- 
ductive portion  of  its  ore  reserves  much  more  than  the  actual  cost 
of  carrying  them,  and  perhaps  no  return  at  all. 

A  special  reason  for  this  is  that  inasmuch  as  the  Lake  Superior 
deposits  are  the  choicest  in  the  country  there  is  a  strong  probability, 
provided  present  conditions  of  concentrated  control  are  permitted, 
that  in  the  future  the  ore  in  that  region  wiU  have  an  enhanced  value, 
which  value  will  largely  accrue  to  the  steel  companies  that  control 
the  bulk  of  this  property.  In  other  words,  if  a  company  is  allowed  to 
speculate  in  ore  reserves,  it  ought  to  rely  on  such  speculative  increase 
in  value  to  yield  a  return  for  carrying  these  properties  through  the  non- 
productive period.  It  is  not  reasonable  or  proper  that  a  high  return 
should  be  earned  on  these  reserves  held  by  large  companies  while 
they  remain  undeveloped.  This  is  the  ordinary  principle  underlying 
the  speculative  holding  of  a  natural  resource.  Thus,  an  investor  who 
holds  a  plot  of  idle  land  in  the  city  for  a  speculative  rise  in  prices 
can  not  expect  to  earn  much  profit  on  it,  or,  indeed,  any  profit  on  it, 
during  the  nonproducing  period.  If  his  investment  includes  both 
actively  utilized  real  estate  and  idle  lands,  similarly  he  could  not 
reasonably  expect  to  receive  on  his  total  investment  as  high  a  rate 
of  return  as  he  would  ordinarily  expect  to  receive  on  his  utilized  prop- 
erties alone. 

Finally,  it  should  be  kept  in  mind  that  any  valuations  placed  upon 
the  Steel  Corporation's  ore  property  in  1901  were  influenced  to  a  con- 
siderable extent  by  the  marked  concentration  of  control  of  ore  prop- 
erties and  of  combinations  in  price  making  which  had  taken  place 
prior  to  the  organization  of  the  Corporation.  In  other  words,  the 
1901  valuation  can  not  be  considered  by  any  means  as  representative 
either  of  investment  cost  or  of  a  value  of  the  same  ore  properties  under 
really  competitive  conditions  of  ownership  and  operation. 

For  these  various  reasons,  therefore,  it  is  certain  that  an  investment 
of  $7.50  per  ton  of  ore  produced  would  be  too  large  to  be  representa- 
tive of  normal  conditions  in  the  industry. 

It  may  be  noted  in  this  connection  that  a  comparison  of  the  balance- 
sheet  valuations  and  ore  production  about  the  years  1905  and  1906, 
for  several  smaller  concerns  'sdth  an  aggregate  annual  production  of 
roughly  3,650,000  tons,  indicated  an  average  investment  in  fixed 
property  of  $2.76,  and  an  average  investment  in  working  capital  of 
$0.45,  or  a  total  of  $3.21  per  ton  of  ore  produced.  Since,  however, 
these  balance-sheet  valuations  are  not  themselves  conclusive  evidence 
of  value,  this  figure  can  not  be  accepted  without  reserve,  although 
it  is  probably  much  nearer  a  reasonable  figure  than  the  indicated 
valuation  of  $7.50  per  ton  for  the  Steel  Corporation  alone. 
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On  the  basis  of,  say,  $3.25  per  ton  of  output  as  the  total  required 
investment  in  ore  property  for  a  representative  steel  concern  an  aver- 
age profit  of  $0.66  per  ton  would  amount  to  over  20  per  cent. 

Another  very  rough  indication  of  the  average  investment  in  ore 
property  per  ton  of  production,  at  least  so  far  as  leased  mines  are  con- 
cerned, may  be  obtained  by  comparing  the  reported  bonus  payments 
for  a  number  of  leases  transferred  about  1902  with  the  production  of 
those  mines  in  1903.  Such  an  average  for  10  mines  shows  an  indi- 
cated investment  in  these  leaseholds,  per  ton  of  production,  of  $2.82. 
While  this  also  is  too  limited  a  basis  from  which  tr>  draw  final  conclu- 
sions, together  with  other  evidence  it  indicates  that  an  average  in- 
vestment in  leasehold  mining  property  of  $3  per  ton  of  output,  this 
including  improvements,  might  be  sufiiciently  liberal.  Adding,  say, 
$0.75  for  working  capital  would  give  a  total  investment  of  $3.75 
per  ton  of  production,  on  which  a  profit  of  $0.66  per  ton  would  be 
equal  to  17^  per  cent. 

In  Part  I  it  was  shown  that  the  maximum  price  for  fee  ore  in  the 
ground,  as  reported  to  the  Minnesota  Legislature  in  1909,  by  the 
delegation  from  St.  Louis  County  (in  which  county  the  great  bulk 
of  the  iron-ore  deposits  of  Minnesota  are  located)  was  15  cents  per 
ton.  It  was  stated,  moreover,  that  this  was  the  highest  price  ascer- 
tained after  inquiry.  Various  records  are  available  showing  transfers 
of  iron  ore  property  in  fee  from  1899  to  1902  at  prices  which  aver- 
age only  a  very  few  cents  per  ton,  and  there  is  no  doubt  that  an 
average  of  15  cents  per  ton  for  a  large  and  representative  body  of 
ore,  such  as  an  ordinary  steel  concern  would  have,  would  be  excessive 
even  for  the  fee  ore.  It  would  undoubtedly  be  much  too  high  to  be 
representative  of  leaseholds  as  they  ordinarily  run.  Assuming,  how- 
ever, that  the  average  investment  in  a  great  ore  reserve  consisting 
partly  of  fee  mines  and  partly  of  leaseholds,  and  including  improve- 
ments, would  be  as  much  as  10  cents  per  ton,  and  reckoning  on  a 
supply  equivalent  to  30  to  35  years'  requirements  of  the  steel  con- 
cern, the  indicated  investment  rated  against  the  annual  production 
would  be  30  to  35  times  this  amount,  or  $3  to  $3.50  per  ton.  This 
is  probably  a  liberal  computation.  The  average  investment  per  ton 
in  improvements  certainly  would  not  be  over  $1  per  ton,  and  an 
average  of  $0.75  per  ton  for  working  capital  would  be  sufficient.  On 
this  basis  the  total  investment  would  be  $4.75  to  $5.25  per  ton  of 
production. 

The  foregoing  rough  calculations  indicate,  therefore,  that  the 
average  investment  required  to  produce  a  ton  of  Lake  ore  for  a 
concern  carrying  a  30  or  35  years'  reserve  is  considerably  less  than 
$7.50  per  ton  and  probably  well  under  $5  per  ton.  On  the  basis  of 
$5  per  ton  an  average  profit  of  $0.66  per  ton  would  be  equal  to  about 
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13  per  cent.  On  the  basis  of  S4  per  ton  it  would  be  equal  to  16^ 
per  cent. 

Owing  to  the  uncertain  factors  in  the  problem,  instead  of  assuming 
a  definite  rate,  such  a  profit  may  be  regarded  as  equivalent  to  from  10 
to  15  per  cent,  with  the  presumption  in  favor  of  the  higher  rate. 

The  use  of  such  a  range  of  profit  percentages  instead  of  a  single 
figure  is,  moreover,  on  the  whole,  more  reasonable  when  working  from 
a  per-ton  basis  because  of  the  very  marked  changes  in  investment  per 
ton  which  may  result  from  different  tonnages  of  production,  for 
instance,  a  mine  with  a  total  investment  of  $1,000,000,  which  pro- 
duces 500,000  tons  of  ore  a  year,  would  show  an  average  investment 
of  S2  per  ton,  whereas  if  it  happened  to  produce  only  200,000  tons 
the  investment  would  amount  to  $5  per  ton.  Of  course,  average 
figures  tend  to  eliminate  extreme  results ;  nevertheless,  the  variations 
in  production  from  year  to  year  are  sufficiently  large  to  make  it 
somewhat  unsafe  to  base  positive  conclusions  upon  a  single  average 
figure  per  ton. 

On  first  consideration  it  might  seem  that  a  profit  of  10  to  15  per 
cent,  while  hberal,  is  not  unreasonable.  It  should  be  repeated,  tliprc- 
fore,  that  such  a  profit  in  an  ordinary  mining  business,  especially 
where  depreciation  charges  are  provided  in  costs  fand  in  the 
case  of  Lake  ore  costs  the  depreciation  charges  on  the  whole  are 
undoubtedly  high),  is  a  verv'  different  matter  from  a  profit  of  the 
same  rate  from  manufacturing.  The  mining  business  taken  collec- 
tively is  one  of  notoriously  poor  returns.  A  few  exceptionally  well- 
located  or  unusually  valuable  properties  may  return  an  extraordi- 
narily high  rate  of  profit;  but  a  large  share  of  mining  enterprises, 
whether  in  iron  or  in  other  metals,  are  conducted  with  a  very  small 
profit,  and  frequently  without  any  profit  whatever.  A  profit  of  10  to 
15  per  cent  in  the  Lake  Superior  iron-mining  business  under  competi- 
tive conditions  would  be  liberal  even  for  selected  and  weU-located 
producing  mines.  A  profit  of  any  such  rate  for  a  very  large  ore 
property,  including  a  large  proportion  of  idle  ore  reserves,  is  extraor- 
dinar\-.  On  the  investment  in  mines  actually  worked  the  average 
rate  of  profit  would,  of  course,  be  very  much  greater. 

A  rate  of,  say,  10  to  15  per  cent  in  the  Lake  vSuperior  ore  business 
means,  therefore,  that  while  carrying  vast  supphes  of  ore  in  reserve 
for  future  use  the  large  ore-producing  companies  (chiefly  steel-mak- 
ing concerns)  are,  nevertheless,  on  the  average  making  an  exceedingly 
liberal  rate  of  profit  on  their  entire  investment  in  such  reserves 
during  the  nonproductive  period,  while,  in  addition,  they  may  secure 
a  great  increase  in  profit  in  the  future  as  a  result  of  a  probable  increase 
of  ore  values  if  the  present  highly  concentrated  control  of  ore  prop- 
erties is  allowed  to  continue. 

COMPAEISON    OF    IXCEEASE    IX    LaKE    ORE    PEICE8    WITH    INCKEASE 

IX  COSTS  OF  PKODxrcTiojf. — There  can  be  no  question,  therefore,  that 


COST   OP   PROBUCTION — ^PBELIMINAEY  EEPOKT.  139 

the  average  profit  of  66  cents  per  ton  on  Lake  ore  shown  by  the  1902 
to  1906  average  figures,  presented  on  p.  43,  is  far  in  excess  of  what  an 
average  profit  would  be  under  ordiaary  competitive  conditions,  with 
more  or  less  scattered  ownership  of  mining  property.  In  fact,  under 
such  conditions  it  is  reasonably  certain  that  the  average  profit  on  ore 
for  the  Lake  region  as  a  whole  would  be  a  very  small  amount  per  ton. 
Convincing  evidence  that  the  present  profits  on  Lake  Superior  ore 
are  noncompetitive  as  well  as  excessive  is,  moreover,  afforded  by  a 
comparison  of  quoted  prices  of  ore  with  average  ore  costs  for  different 
periods.  While  such  a  comparison  can  not  be  regarded  as  exact, 
owing  to  the  fact  that  the  ore  for  which  costs  are  secured  may  not 
have  been  sold  at  the  average  prices,  nevertheless  in  the  case  of  Lake 
ore  the  base  price  has  been  in  the  maia  so  uniform  for  particular 
seasons  that  such  a  comparison  is  of  great  value.  Some  idea  of  the 
great  increase  in  ore  prices  since  the  era  of  great  consolidations  in  the 
iron  and  steel  industry  (1898  to  1901)  is  afforded  by  the  foHowiag 
summary  of  average  quoted  prices  at  lower  Lake  ports  for  Mesabi 
Bessemer  ore: 

1902-1906 $3.  57 

1898-1899 2.  29 

Increase 1-28 

Per  cent  increase 56 

It  is  impossible  to  present  comparative  lower  Lake  costs  going 
back  to  1898  for  any  considerable  number  of  mines  ia  the  Mesabi 
Range.  Data  secured  for  two  very  important  mines  ia  the  Mesabi 
Eange,  however,  show  an  average  cost  at  lower  Lake  ports  (includ- 
ing full  transportation  charge)  for  the  years  1898  and  1899  of  $1.98 
per  ton,  and  the  same  mines  show  an  average  cost  for  the  period 
1902  to  1906  of  $2.30  per  ton,  an  increase  of  $0.32,  or  16  per  cent. 

Taking  the  years  1898  to  1900,  it  was  possible  to  get  costs  for 
9,119,011  tons,  comprising  10  mines  in  all.  Owing  to  the  fact  that 
there  was  a  "comer  "  in  Lake  freights  in  the  year  1900  which  resulted 
in  practically  doubling  that  item  of  cost  (from  $0.68  to  $1.25  per 
ton),  a  comparison  of  lower  Lake  costs  for  these  two  periods  would 
be  misleading.  Using  a  normal  Lake  freight  for  that  year,  the  total 
cost  at  lower  Lake  ports  for  this  group  of  mines  would  have  been 
about  $2.08  for  the  period  1898  to  1900  and  about  $2.34  for  1902 
to  1906,  an  increase  of,  roughly,  12  per  cent. 

It  will  be  seen,  therefore,  that  for  the  periods  compared  the  increase 
in  the  price  of  Lake  Superior  ore  (56  per  cent)  was  altogether  out  of 
proportion  to  the  increase  in  the  cost  of  production  (12  to  16  per 
cent).  The  explanation  of  this  is  undoubtedly  to  be  found  in  large 
part,  first,  in  the  concentration  of  ownership  of  Lake  iron-ore  prop- 
erties in  the  hands  of  a  very  few  concerns,  and  particularly  in  the 
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hniids  of  tlio  Stool  Corpora tiim;  nnd,  socoiul,  in  iii;ri>oiuoiits  for  the 
control  of  oro  piicos.  A  (iiscussiou  of  iJio  pricos  of  oro  is  rostM'viHl 
for  11  Intor  part  of  this  ivporl.  It  may  ho  statod  lioro,  liowovor,  as  ft 
notorious  and  hicontrovortihio  faot,  that  tho  prioo  of  Lako  Suporior 
oro  durmg  (ho  groator  part,  of  tho  poriod  1902  to  1900,  and  iudood 
haok  to  is;)."),  has  hoou  ostahlishod  in  hxvffo  nioasuro  by  ai^rooinont 
ainonij;  (Jio  prinoipnl  orivproducini:;  intorosts.  It  is  worth  pointing 
out  tliat  in  tlio  only  yoar  when  thoro  was  a  oonspionous  oxooption  to 
this  ndc,  nainoiy,  1901,  tiio  prico  of  Mosal)i  Rossomor  oro  foil  from 
$4  in  tlio  procodins  soason  to  S'-.STi,  with  <'orrospondhii:;  roduotions 
in  tho  price  of  Okl  liansj;o  onvs.  In  tho  next  yoar  Nh^sahi  lU'ssomor 
oro  w  as  quoted  at.  #.'i.,'iO  por  ton,  in  1900  at  $4,  nnd  in  tlio  boom  of 
1907  atr  $4.7.')  ])or  ton.     Su\co  thon  thoro  has  boon  a  docliuo. 

It  is  tnio  that  tho  year  190  1  was  ti  voar  of  doi)r(>ssiou  in  (ho  iron  and 
stool  industry,  and  tliat  ina^nuich  as  this  (h'prossiou  s(>t  in  in  (,ho  lallor 
part  of  190.)  it  probably  would  havo  b<><>n  rolloctod  in  tho  oi-o  iiuhis- 
try  <uon  if  tho  producois'  nurot'iiu'iit  ha.d  not  l)i>oii  iihnndonod  in  tho 
soason  of  190  I.  NoN'ort  lioloss,  (,ho  n\oraij;o  pric(>s  for  1901  wor(<  by  no 
means  unr<Minnu>rati\o.  -\s  shown  in  (ho  (nblo  on  ]>a|!;o  kS,  (ho  to(al 
a.voinii'o  piolit  on  all  Luko  Supoi'ior  oro  brouj^ht  down  IVom  miu(\s  to 
lower  Lake  jiorts  in  (ho  yoai-  1901  was  no  i(>ss  than  $0.'M\  ])er  ton. 
This  can  by  no  moans  bo  (■ousi(l(M<Ml  as  a  low  return. 

In  \  lew  of  all  t  ho  fori\icoiiii:;  ovid(^M(■(^,  t  \wn^  can  he  no  (pu'sl  ion  (hat 
tho  a\  (M  ii|!;o  prolitr  of  .'ffO.Oti  por  t  on  sliown  for  1  m\n\  Superior  oro  I'oi'  tlu* 
period  1902  (d  190(1  was  \<iiy  larf;;ely  \\\o  r<>sult  of  arlHiciiil  conditions 
and  is  distinctly  in  (>xcoss  of  a  i-oiisonablo  piolil,  under  compotitivo 
condit  ions. 

Section  2.  Effect  of  excessive  ore  profits  on  competitors  buying  ore  in 
the  open  market, 

fliist  how  nuich  of  tli(i  uv(>raf^o  profit  of  $0.00  ])er  ton  on  Tjako 
oro  above  shown  for  (he  period  1902  (o  190()  is  in  excess  of  a 
reasonable  j)idli(,  can  no(-,  of  course,  ho  st-attid  in  tho  iibseneo  of  any 
f;-oneial  ii|i;r(Miiiiont  as  (o  what  is  n  roiusonablo  return  for  tho  Lnko  oro 
business  as  coniinouly  conduciod,  nor  in  the  abs(uico  of  moio  (hidnito 
infornuition  as  to  invest  inont.  If,  liow(n(M',  it  bo  nssumod  that  of 
tho  total  prolit  of  .fO.OO  |)er  (on  no  more  tlitm  .SO. 2.')  per  (.on  is  in  excess 
of  a  fair  jirofit,  this  b(>c(im<\s  ii  iiiattc^r  of  consichirablo  importance  in 
tho  niaiuifactnro  ol'  iron  and  sIch'I  products. 

For  the  peiiod  1902  to  190(1  i(,  required  on  tlu*  avera.f^ci  about  1.9 
gross  (oils  of  Lake  ores  (Bcssoiiier  and  non-Hc^ssemor)  to  produce  a 
ij;ross  (,ou  of  pig  iron  for  (ho  Lake  oi-e-using  districts  eolleclively. 
It  follows  that  if  the  (excess  of  proht  is  assumed  at  .10.2.'')  per  ton  of 
oro  it  would  amount  (o  SO. -17  per  ton  in  tlio  liook  (^ost  of  iron. 
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Assuming  that  as  much  as  one-half  the  average  profit  was  in  excess 
of  a  reasonable  amount,  or,  say  $0.33,  this  would  amount  per  ton  of 
pig  iron  to  about  $0.61. 

It  is  obvious,  therefore,  that  these  excessive  profits  on  Lake  ore 
tend  directly  to  handicap  effective  competition  in  the  production  of 
pig  iron  and  steel  by  concerns  which  do  not  produce  their  require- 
ments, or  the  bulk  of  their  requirements,  of  ore.  This  poHcy  of  main- 
taining high  prices  for  ore  tends,  in  other  words,  to  put  the  whole 
iron  and  steel  market  on  an  inflated  cost  and  price  basis  to  the  prob- 
able disadvantage  of  the  consumer  and  to  the  certain  disadvantage  of 
the  small  nonintegrated  producer.  There  are  a  number  of  such  pro- 
ducers, especially  of  pig  iron,  and  the  fact  that  they  are  able  to  exist 
and  pay  prices  for  ore  which  would  return  any  such  rates  of  profit  to 
the  producer  is  an  indication  of  unreasonable  profits  on  fiiiished  iron 
and  steel  products  by  at  least  some  steel  concerns  which  produce  their 
own  ore.  It  is  true  that  such  integrated  concerns  do  not  sell  much  pig 
iron  and  sell  very  little  crude  steel  on  the  open  market,  and  it  is 
conceivable  that  conditions  of  competition  in  the  sale  of  finished  steel 
products  might  be  such  that  these  excessive  antecedent  profits  on  ore 
would  largely  be  lost  as  the  result  of  low  sale  prices  of  finished  prod- 
ucts. That  this  has  been  the  case  in  general,  however,  is  clearly 
discredited  by  the  profits  of  the  Steel  Corporation  given  in  Part  I, 
where  it  is  shown  that  the  average  rate  of  profit  on  the  Corporation's 
total  investment  (this  comparison  including  profits  and  invest- 
ment in  transportation)  was  12  per  cent  for  the  period  1901  to 
1910.  Any  such  rate  of  profit  for  a  concern  handling  over  50  per 
cent  of  the  steel  business  of  the  country  must  be  considered  a  very 
Uberal  one.  Of  course,  for  particular  products  where  unusual  condi- 
tions of  competition  were  met  the  results  might  depart  rather  widely 
from  this  average. 

Section  3.  Eflfect  of  excessive  ore  profits  on  costs  and  profits  of  finished 
steel  products. 

Quite  distinct  from  the  effect  of  excessive  ore  prices  in  handicapping 
competition  in  the  production  of  iron  and  steel  is  the  effect  of  such 
prices  upon  costs  and  profits  of  finished  iron  and  steel  products  for 
the  same  companies  that  produce  their  ore.  From  the  point  of  view 
of  the  consumer,  as  well  as  of  the  independent  iron  and  steel  manu- 
facturer, an  excessive  profit  on  ore  is  an  important  matter.  As 
already  shown,  $0.25  per  ton  on  a  ton  of  ore  means  $0.47  in  a 
ton  of  pig  iron.  In  the  conversion  of  pig  iron  into  steel  ingots 
there  is  a  cumulative  increase,  while  in  the  conversion  of  ingots 
into  steel  rails  there  would  be  a  further  increase.  Starting,  there- 
fore, on  the  assumption  that  the  excessive  amount  contained  in 
this  average  profit  of  $0.66  per  ton  for  Lake  ore  was  $0.25  per  ton 
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of  ore,  this  excessive  profit  finally  becomes,  as  a  result  of  the  cumu- 
lative process  just  described,  about  $0.55  per  ton  on  a  ton  ot  steel 
rails. 

If  it  be  assumed  that  of  the  total  average  profit  of  10.66  per  ton 
as  much  as  one-half  is  in  excess  of  a  fair  profit,  the  cumulative  profits 
would  be  materially  increased. 

It  should  be  repeated  that  the  Bureau  in  these  computations  is  not 
attempting  to  say  to  just  what  extent  the  profit  in  question  is  unrea- 
sonable, but  instead  to  present  information  which  will  permit  of  indi- 
vidual opinion  on  this  point,  and  to  point  out  the  increasing  sig- 
nificance of  any  such  excessive  profit  in  the  successive  stages  of  iron 
and  steel  manufacture.  It  is  proper  to  state,  however,  that  the 
Bureau  regards  the  assumption  that  $0.25  per  ton  out  of  the  total 
average  profit  of  $0.66  per  ton  on  ore  is  excessive,  as  an  entirely 
conservative  estimate  of  such  excess,  and,  moreover,  regards  it  as 
entirely  possible  that  if  all  the  facts  were  definitely  known  more  than 
one-half  the  total  average  profit  of  $0.66  might  be  regarded  as  in 
excess  of  a  reasonable  return. 

Section  4.  Effect  of  excessive  ore  transportation  profits  of  Steel  Corpo- 
ration. 

The  foregoing  discussion  on  ore  relates  only  to  transfer  profits. 
A  further  and  exceedingly  important  consideration  arises  in  the  case 
of  the  Steel  Corporation  as  a  result  of  the  very  heavy  transporta- 
tion profit.  It  will  be  recalled  that  the  average  transportation  profit 
for  the  Steel  Corporation  on  its  own  ore  over  its  principal  ore-carry- 
ing railroads  and  in  Lake  vessels,  as  computed  by  the  Bureau  for  the 
period  1902-1906,  amounted  to  $0.60  per  ton  averaged  on  the  total 
ore  deliveries  of  the  Steel  Corporation  at  lower  Lake  ports.  There 
can  be  no  question  that  this  transportation  profit  was  grossly  exces- 
sive. Convincing  evidence  of  this  is,  indeed,  afforded  by  the  fact 
that  the  Steel  Corporation's  principal  ore  roads,  the  Duluth  &  Iron 
Range  and  the  Duluth,  Missabe  &  Northern,  have  recently  reduced 
their  rates  by  20  cents  per  ton  for  the  haul  from  Mesabi  mines  to  upper 
Lake  ports,  which  was  formerly  $0.80  per  ton,  and  by  $0.30  to 
$0.40  for  the  Vermilion  mines,  which  formerly  had  rates  of  from  $0.90 
to$lperton;  the  rates  from  both  ranges  are  now  $0.60  per  ton.  Since 
this  reduction  in  the  rate  does  not  involve  any  reduction  in  operat- 
ing expenses,  it  may  be  regarded  as  equivalent  to  an  admission  by  the 
Steel  Corporation  itself  that  the  former  rates  were  to  this  extent 
unreasonable.  In  the  Bureau's  opinion  the  present  reduced  rate  of 
60  cents  per  ton  is  still  excessive.  This  is  clearly  indicated  by  the 
phenomenally  low  ratio  of  operating  expenses  to  gross  earnings  for 
these  ore  roads.  Thus  the  1910  ratio  of  the  Duluth,  Missabe  & 
Northern  was  below  30  per  cent,  against  an  average  for  all  railroads 
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in  the  United  States  of  66  per  cent,  whole  that  of  the  Duluth  & 
Iron  Range  Raih-oad  was  only  36.5  per  cent. 

Moreover,  the  rates  of  the  Steel  Corporation  over  its  principal 
railroad  south  of  the  Lakes,  the  Bessemer  &  Lake  Erie,  are  un- 
doubtedly excessive,  while  the  dockage  charges  at  lower  Lake  ports 
are  also  unduly  large.  There  is  no  reasonable  doubt  that  of  the 
average  transportation  profit  of  the  Steel  Corporation  in  the  trans- 
portation cost  of  its  ore  at  furnaces  of  10.60  per  ton  at  least  as  large 
a  portion  may  be  regarded  as  excessive  as  in  the  case  of  the  average 
profit  of  all  companies  on  ore.  In  the  case  of  the  Steel  Corporation, 
therefore,  the  excessive  ore  profit  contained  in  pig-iron  costs  and  in 
successive  stages  may  be  regarded  as  at  least  double  that  due  to  ex- 
cessive transfer  profits  on  ore  for  all  companies  collectively. 

While  integration  of  industry  to  permit  of  large-scale  operations 
at  minimum  costs  is  undoubtedly  desirable,  these  enormous  profits 
of  the  Steel  Corporation  on  the  transportation  of  ore  present  a 
problem  of  very  great  importance.  It  is  obvious  that  so  long  as  these 
railroads  are  owned  by  the  Steel  Corporation  the  excessive  profits 
thus  earned  on  transportation  could  be  used,  if  necessary,  to  the 
very  great  disadvantage  of  competitors  in  the  sale  of  steel  products. 
It  is  true  that  owing  to  price  agreements  and  price  understandings  in 
the  steel  industry,  which  will  be  discussed  in  a  later  part  of  this 
report,  these  profits  have  been  retained  by  the  Steel  Corporation 
instead  of  being  thus  used  as  a  competitive  weapon.  Nevertheless, 
the  possibihty  of  their  being  so  used  is  always  present. 

The  situation,  therefore,  is  this :  Integration  of  the  steel  industry 
with  respect  to  transportation  thus  far,  instead  of  working  to  the 
advantage  of  the  public  in  the  form  of  lower  costs  to  all  shippers 
and  lower  prices,  has  inured  to  the  benefit  of  a  great  combination. 
On  the  other  hand,  to  let  the  Steel  Corporation  retain  this  advan- 
tage of  low  transportation  cost  and  to  let  this  work  itself  out  in 
the  form  of  lower  prices  might  be  undesirable,  because  it  would 
tend  to  give  the  Steel  Corporation  an  unreasonable  and  undesirable 
advantage  over  competitors  in  the  sale  of  finished  products. 

This  situation  clearly  raises  the  question  whether  the  interests 
of  the  public  may  not  require  the  segregation  of  these  railroad 
properties  from  the  Steel  Corporation.  It  might  be  argued 
that  such  a  segregation  would  simply  mean  that  the  control 
of  these  railroads  would  remain  in  the  hands  of  the  interests 
who  dominate  the  policy  of  the  Steel  Corporation.  Such  segregation, 
however,  at  least  would  prevent  the  transfer  of  the  profits  from  these 
railroads  to  the  treasury  of  the  Steel  Corporation.  It  would  thus  stop 
what  is  unquestionably  an  evil,  and  that  is  the  imposition  of  high 
rates  upon  competitors'  shipments,  which  puts  them  at  a  great  dis- 
advantage, while,  at  the  same  time,  forcing  them  by  reason  of  this 
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very  fact  to  contribute  unduly  to  the  profits  of  the  Steel  Corporation 
on  transportation.  If  the  connection  between  these  railroads  and 
the  Steel  Corporation  were  dissolved,  there  would  be  no  inducement 
to  the  Steel  Corporation  as  such  to  desire  unreasonable  rates.  On 
the  contrary,  there  would  be  an  inducement  to  keep  these  rates  at  a 
reasonable  level.  Under  this  arrangement,  moreover,  the  iron  and  steel 
making  concerns  using  these  railroads  would  be  substantially  on  an 
equal  basis  so  far  as  transportation  is  concerned. 

While  in  the  case  of  integration  of  ordinary  manufacturing 
enterprises  it  may  be  entirely  proper  that  the  most  aggressive 
concern  should  reap  the  benefit  of  its  enterprise,  it  is  unques- 
tionably different  in  the  case  of  a  public  utifity,  such,  for  instance, 
as  a  railroad.  Competition  in  the  construction  of  railroads  is  often 
impracticable.  Moreover,  the  important  ore  railroads  of  the  Steel 
Corporation  were  obtained  not  through  superior  ability,  efficiency, 
or  foresight,  but  simply  through  superior  command  of  capital  as  a 
result  of  combination. 
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How  controlled,  after  dissolution  of  pools 1733, 1737 

Controlling  effect  of,  on  freight  rates 1988 

Between  railroads,  in  handling  ore 2037,  2038 

Between  railroads,  to  and  from  Birmingham  district 2182-2200 

Beneficial  effect  of,  according  to  Carnegie 2419, 2420 

Disappearance  of,  and  remedies,  discussed  by  Carnegie 2426 

Control  of,  by  agreements  and  by  monopolies,  discussed 2438,  2439 

Question  of  restoration  of,  by  enforcement  of  antitrust  act 2482, 2483 

Destructive,  if  trusts  dissolved,  according  to  Carnegie 2484 

Destructive,  discussion  of,  between  committee  and  Carnegie 2489 

To  be  limited  to  existing  plants 2490 

Existing,  between  iron  and  steel  producers 2496, 2697 

In  production  of  tin  plate 2740, 2741 

How  far  eliminated  by  formation  of  United  States  Steel  Corporation  .  3020,  3021 

Individual  views  of  Hill  as  to  how  preserved 3245-3247 

Alleged  to  exist  between  United  States  Steel  Corporation  and  other  com- 
panies   3306,  3309 

Effect  upon,  of  large  capacity  of  United  States  Steel  Corporation 5076 

Between  United  States  and  Wales  in  structural  materials 5119-5121 

Between  various  Southern  iron  and  steel  companies 5303 

Equipment  and  ore  resources  necessary  for  new  enterprises  to  engage  in, 
according  to  Bacon 5352,  5353 
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Opening  for,   in  iron  and  steel  production,  again  discussed  with  Sell- 
wood 5403,5404 

Strategetic  positions  of  resources  of  Lake  Superior  and  Birmingham  ores, 

with  reference  to 5413-5430 

Exclusion  of,  and  monopoly,  declared  by  Cole  not  the  policy  of  United 

States  Steel  Corporation  in  taking  Hill  lease 5449,  5450 

Between  domestic  and  foreign  ores,  possibilities  of 5501, 5502 

In  iron  and  steel  products,  not  limited  by  national  boundarie.'s 5506 

Recurrence  to,  as  formerly  existing,  disfavored  by  Cole 5508 

Concentration  of  low-grade  ore,  expenses  of ' 5404 

Conditions,  distressed  financial,  preceding  panic  of  1907 1058 

Conferences: 

Among  steel  producers,  frequent  since  panic 195 

Between  railroad  traffic  agents,  to  fix  rates 5046-5069 

Congress,  powers  of,  under  Constitution 250, 251 

Conneaut  Harbor,  purpose  of  Carnegie  Co.  in  purchasing  property  at 311 

Conservation  of  ore  resources,  as  policy  of  United  States  Steel  Corporation, 
explained  by  Cole 5449-5451 

Consolidated  iron  mines  dominated  by  Rockefeller,  not  included  in  original 
plan " 212 

Consolidated  Steel  &  Wire  Co.: 

Formation  and  capitalization  of 23 

Amalgamation  of,  with  American  Steel  &  Wire  Co 24 

Consolidation: 

Of  iron  and  steel  plants,  beginning  and  history  of 29 

Era  of,  reached  climax  in  formation  of  United  States  Steel  Corporation . . .  476, 477 

Purposes  and  effect  of 475, 479 

Leading  to  security  inflation,  striking  instances  of 508-519 

Conspiracy  to  depreciate  Tennessee  Coal  &  Iron  stocks 188 

Consumers,  alleged  opposition  of,  to  fluctuations 78, 79 

Consumption  of  iron  and  steel,  enormous  per  capita  increase  of,  during  century.     3239 

Constitution,  powers  of  Congress  over  interstate  commerce  under 250,  251 

Convict  labor: 

Employment  of,  in  Birmingham  district 2938-2940 

Statement  of  Harrison  concerning 2959-2993 

Flogging,  in  Birmingham  district 2970, 2972 

Cruel  treatment  of,  in  Birmingham  district 2972-2976 

Alabama  statute  bearing  upon 2975 

Forms  of  punishment  of,  discussed 2976-2978 

Costs  of  food  for,  in  jails  and  convict  camps  compared 2979 

Housing  of 2980,2981 

In  Birmingham  district,  various  legal  provisions  applicable  to 2986-2993 

Statementof  J.  G.  Oakley  concerning 3109-3118 

Coon  tracks  used  for  purposes  of  illustration  by  Chairman  Stanley 254 

Corporations: 

Large,  usually  controlled  by  small  executive  or  finance  committee 779, 780 

Inferior  in  management  to  partnership,  according  to  Carnegie 2417,  2418 

Advantages  over,  in  management  of  partnerships 2467,  2648 

Cartels: 

Discussion  of 285-288 

Of  Germany,  discussion  of 1608, 1609 

Cortelyou,  George  B.,  Secretary  of  Treasury,  deposit  with  banks  of  money  by..      242 

Cost=; : 

Of  conversion  of  iron  ores 7 

Of  producing  pig  iron 7 

Of  production  and  transportation _ 35, 36 

Of  producing  steel  rails,  increase  of 97 

Of  producing  steel  rails  in  1900 98, 99 

Of  production,  kept  down  by  power  of  combination 104 

Of  production,  reduced  by  ownership  of  ores  and  transportation 113 

Of  production,  for  certain  years 145 

Of  production,  locality  of  plant  as  element  of 146 

Estimate  of,  for  production  of  steel  rails 194 

Increase  of,  as  cause  for  maintaining  price  of  steel  rails 195 

Of  production,  in  various  countries  referred  to 281 

Labor,  in  steel  production 289 
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Of  pig  iron  production 291 

Of  producing  steel  rails 339, 340 

Of  steel  rails 343, 344 

Mill,  of  making  steel  rails,  various 344 

Depreciation  of  capital  as  element  of 357 

Of  producing  steel  rails,  according  to  Schwab  and  Carnegie 363 

Of  making  steel  rails,  estimated 425 

Easy  for  rival  mills  to  ascertain,  approximately 433 

Sheets  showing,  submitted  to  Commissioner  of  Corporations  confidentially .  473-474 

Sheets  showing,  returned  by  Bureau  of  Corporations 498 

Relative,  of  producing  pig  iron  in  northern  and  southern  mills 973,  974 

Comparative,  production  at  Birmingham  discussed 984-988 

Of  iron  and  steel  production,  discussed 994 

In  actual  operation,  may  differ  widely  from  those  figured  out  on  paper 995 

Of  southern  pig  iron,  misc  alculations  as  to 1030, 1031 

As  between  Birmingham  and  Pittsburgh,  compared 1031 

Depreciation  as  element  of,  often  overlooked 1031 

Analytical  discussion  of, 1032, 1033 

Comparative,  between  Birmingha,m  and  other  districts 1249, 1250 

Compared,  as  between  different  localities  in  iron  and  steel  production . .  1254-1256 

Items  of,  in  detail,  interchanged  between  steel  and  iron  producers 1277 

Giving  items  of,  in  detail,  a  wise  practice  according  to  Schwab 1277-1278 

As  dependent  on  economic  processes 1290 

Of  steel  rails,  in  certain  years 1309-1311 

Of  steel  rails,  discussed  by  Schwab 1314 

Of  iron  and  steel  products,  reduced  by  consolidation 1317, 1318 

Of  producing  steel  rails,  because  of  rise  in  value  of  ores 1318 

Of  producing  rails,  relative  in  this  country  as  compared  to  others 1335-1339 

Of  labor,  in  producing  a  ton  of  steel  rails 1355-1357 

Of  producing  a  ton  of  steel  rails,  discussion  of 1357-1359 

Discussion  of,  by  Schwab 1393-1396 

Of  iron  and  steel  production,  further  discussion  of 1406-1414 

Most  important  secret  of  steel  trade 1731, 1732 

Question  of  reduction  of,  by  improved  processes 2502,  2503 

Extract  concerning,  from  Schwab 's  testimony 2669, 2670 

Of  ores,  discussion  of 2670 

Indisposition  of  manufacturers  to  furnish 2670-2672 

Facilities  for  ascertaining 2695, 2696 

Of  production,  varying  in  different  countries 2735, 2738 

Of  handling  Mesabi  ores  in  transportation 4814 

Of  construction  of  Duluth,  Missabe  &  Northern  Railroad 4821-4825 

Of  handling  ores  at  various  docks  on  Lake  Erie 4839-4841 

Of  production,  discussed  with  Kennedy 5089 

Of  production,  by  Tennessee  Coal  &  Iron  Co.,  in  comparison  with  certain 

other  plants 5090,  5091 

Of  steel  production,  in  certain  foreign  countries 5095 

Of  production  less,  if  processes  combined  in  single  plant 5100 

Integration  to  reduce,  not  possible  by  combining  plants  widely  sepa- 
rated    5101, 5102 

Of  production  of  structural  material 5118,  5119 

Of    production,   estimated    low    in    Carnegie's    contemplated   Conneaut 

plant 5129, 5130 

Of  production  of  iron  and  steel,  conditions  affecting ^. .     5312 

Of  iron  and  steel  products,  early,  of  Tennessee  Coal  &  Iron  Co.,  high,  ac- 
cording to  Bacon 5.332 

Of  construction  of  plants  of  Tennessee  Coal   &  Iron  Co.,  Bacon's  esti- 
mates of 5335,  5336 

Of  production,  depreciation  charges  as  element  of 5340 

Low,  of  production  by  Tennessee  Coal  &  Iron  Co.,  due  to  proximity  of 

ores  and  coal - - 5347 

Of  production,  with  40  per  cent  ore,  discussion  of  with  Bacon 5354,  5355 

Limit  to,  in  depth  of  shaft  mining,  according  to  Bacon 5358,  5359 

Pro  rata  increase  of,  in  use  of  low-grade  ore 5396,  5397 

Of  concentrating  low-grade  ore 5404 

Of  preparation  for  ore  mining,  discussed  with  Cole 5452,  5453 

Of  deep  mining  for  ores,  discussed  with  Cole 5497 

Of  buying,  mining,  loading,  and  shipping  certain  ores 5483 
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Defense,  decision  of  President  as,  in  favor  of  United  States  Steel  t'orporation. .       142 

Department  of  Justice: 

Filing  with,  of  Boot-Gary  correspondence 139 

Letter  to,  of  President  Roosevelt,  referring  to  proposed  merger 140, 141 
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Interlocking,  effect  of 353 

Interlocking,  as  to  United  States  Steel  Corporation  and  International 

Harvester  Co 800, 802 

Interlocking,  between  United  States  Steel  Corporation  and  International 

Harvester  Co 1642 

Interlocking,  discussion  of,  with  Hill 3243 

See  also  Statements. 

Directorships: 

Common,  in  United  States  Steel  and  other  companies 113, 114 

See  also  Statements. 

Discrimination: 

In  rates,  through  dock  charges 57 

In  freight  rates,  question  of,  discus.sed 2000-2004 

Dismantling  plants:  , 

Of  the  American  Steel  &  Wire  Co 25 

Policy  of,  defended 26 

And  rebuilding,  extent  to  which  done  by  United  States  Steel  Corporation.  228, 229 

By  subsidiaries,  prior  to  forming  United  States  Steel  Corporation 245, 246 

Tube,  after  formation  of  National  Tube  Co 5079,  5080 
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Earned  by  subsidiaries,  how  disposed  of 64 

Large,  on  certain  ore  roads 115, 117, 118 

Of  United  States  Steel  Corporation  for  series  of  years 262 

On  stocks  of  Tennessee  Coal  &  Iron  Co 862 

Four  per  cent  too  small,  considering  uncertain  nature  of  iron  and  steel 

business 995 

Paid  by  Tennessee  Coal  &  Iron  Co.,  during  control  of,  by  syndicate. .  5344,  5345 
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Dixon,  George  D.,  statement  of 1982-2007 

Dock  charges,  discussion  of  subject  of 4889-4891 
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Steel" 3517-3544 
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Duluth,  Missabe  &  Northern  Railway: 
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Set  also  Railroads. 

Dupuy,  speech  of,  at  Gary  dinner 278 
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Eagle,  H.  H.,  statement  of 3419-3431 
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Net,  of  United  States  Steel  Corporation  for  a  series  of  years 262 
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Of  various  dock  companies,  engaged  in  handling  ores 4841 

Of  Bessemer  &  Lake  Erie  Eailroad  Co 4843 

Eastern  Minnesota  Railroad,  ownership  of 87, 88 
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Of  Unitjd  States  Steel  Corporation,  discussed 531-533 

Of  producing  iron,  with  reference  to  kind  of  ore  used 543-545 

Edison,  Thomas  A.,  experiments  of,  in  magnetic  reduction  of  ores,  etc.,  dis- 
cussed       5481 

Employees  of  United  States  Steel,  Corporation,  average  number 238 

Exchange  of  stocks,  in  consummating  merger 5 

Export  business,  importance  of,  to  steel  industry 206 

Export  trade: 

Important  factor  in  consolidation 221 

Percentage  of,  done  by  United  States  Steel  Corporation 224, 225 

Increase  of,  since  organization  of  United  States  Steel  Corporation 225 

In  iron  and  steel  products,  advantages  of 226 

Not  included   in   percentage   of   entire   business  done  by  United  States 

Steel  Corporation 524 

Development  and  increase  of,   since  formation   of  United  States  Steel 

Corporation 1298 

Statement  as  to,  by  Farrell 2717-2721 

F. 
Failures: 
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Of  Moore  and  Heinze,  referred  to 239 

Farrell,  James: 

Speech  of,  at  Gary  dinner 269 

Statement  of 2635-2765 

Statement  of,  as  to  dealings  with  small  manufacturers 2753-2755 

Federal  incorporation,  law  for,  mentioned  by  Gary 250,  535-537 

Federal  license : 

Law  for,  suggested  by  Gary 249,  250 

As  condition  to  doing  interstate  business,  discussion  of 536,  537 
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Kinds  of  iron  products  of 41 
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poration         67 

Organization  and  capitalization  of 200, 201,  203 
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Foreign  sales  of  steel  rails,  in  excess  of  domestic  sales 100 
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On  ores,  from  Mesabi  Range Ill 
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On  ores  and  coal,  comparison  of ■ 409,  410 

On  various  ore  roads,  comparison  of 415, 416 

Reduction  of,  on  certain  ore  roads  explained 416-418 

For  ores,  no  complaints  with  respect  to 417 

Over  certain  ore  roads,  compared 439-441 

On  various  roads,  to  various  points,  for  ores 439-449 

Prorating,  discussed 504 

On  ore  transportation,  discussion  of  by  Topping 1240-1242 
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Discussion  of 1262-1264 
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ents   1983-1985 

From  Buffalo,  same  with  all  companies 1986, 1987 

On  iron  and  steel  products,  general  discussion  of 1988-2008 

Question  of  division  and  apportionment  of,  discussed  by  Dixon 1993-1997 

Per  ton-mile  and  per  train-mile,  discussion  of  with  Dixon 1998-2000 

Question  of  discrimination  in,  by  Pennsylvania  Railroad,  discussed..  2000-2004 

Division  and  apportionment  of,  again  discussed  with  Dixon 2005-2007 

On  ores,  conference  between  traffic  men  to  fix 2020, 2021 

High,  interest  in  of  United  States  Steel  Corporation 2022 
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and  movement  of  freight 2062-2076 
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concerning 2076-2084 
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General  discussion  of  division  and  apportionment  of,  between  main  and 
terminal  lines 4883^885 
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On  mileage  basis,  from  and  to  various  points 4891-4905 
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Division  of,  and  tonnage,  on  certain  roads  subsidiary  to  United  States  Steel 
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Frick,  H.  C,  Coke  Co.,  taken  over  with  Carnegie  Steel  Co.  at  organization  of 
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G. 

Garfield,  James  R.,  Commissioner  of  Corporations,  conferences  between,  and 
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Came  about  through  consultations  about  prices 372 
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Government  control: 

And  supervision,  discussion  of 79, 80, 99, 100 

Not  favored  by  Gary 175 

Distinguished  from  regulation 252 

Suggested  to  be  only  one  step  from  Government  ownership 252, 254 
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Fmther  views  of  Carnegie  concerning 2472-2475 
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Government  ownership  as  ultimate  result  of  Government  regulation 100 
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United  States  Steel  Corporation 1145-1224 
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Of  iron  and  steel  products,  world-wide  and  practically  contiguous 5506 

Martz,  Charles  H.,  statement  of 1819-1845 

Maryland  Steel  Co.,  a  principal  competitor  of  United  States  Steel  Corporation. .       193 

McArdle,  P.  J.,  statement  of 3118-3141 

JIcLean,  James  Hugh,  statement  of 603, 604 

McRae,  F.  J.,  report  by,  as  expert  accountant,  with  index 3605-^784 

Merger: 

Story  of,  by  Gates 1-59 

Exchange  of  stocks  in  consummation  of 5 

High  official  statement  as  to  purpose  of 11 

Accomplished,  without  a  cash  payment 12 

Brought  about  by  concocted  money  squeeze 12 

Consummation  of 143, 144 

Effected  by  exchange  of  bonds  for  stacks 150 

Sale  consummating,  not  formally  approved  by  President 165 

Objected  to,  by  stockholders  of  United  States  Steel  Corporation 178 

Not  objected  to,  by  any  stockholder  of  Tennessee  Coal  &  Iron  Co 178 

No  cash  used  in  consummation  of 179 

Contract  consummating,  produced 180, 181 

Possibly  consummated  by  members  of  Tennessee  Coal  &  Iron  Co.  syndi- 
cate all  hanging  together 184 

Importance  of,  as  perfecting  monopoly  of  United  States  Steel  Corporation .  544-546 

Negotiations  leading  up  to 863-866 

Trip  of  Gary  and  Prick  to  see  President  kept  secret  from  Hanna  until 

alter - 86-5,866 

Negotiations  leading  up  to,  and  history  of,  stated  by  Hanna 876-883 

Whether  a  premeditated  plan,  discussed 915 

Events  attending,  described  by  Oglebay 923-929 

Histori,'  of  affairs,  conditions,  and  transactions  attending,  by  Ledyard...  923-944 

Attempted  explanation  by  Ledyard  of  necessity  for , 957,  958 

Plausible  defense  of,  by  Ledyard 957-968 

Consummation  of,  purely  a  business  matter 968 

Discussion  prior  to,  between  Hanna  and  Schley  as  to  sale  of  Tennessee 

Coal  &  Iron  stocks 1080 

Negotiations  for  and  consummation  of,  described  by  Schley 1080-1083 

First  definite  step  toward 1081, 1082 

Desultory  discussion  of,  by  Schley 1089-1092 

Reiteration  of  story  of,  by  Schley 1104^1108 
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Rehearsal  of  negotiations  and  transactions  pertaining  to 1116, 1117 

Effect  of,  discussed  by  Topping 1254 

Discussion  of  various  incidents  attending,  by  Topping 12U4-1266 

Formation  of,  raised  obstacles  to  establishment  of  new  plants 1291-1293 

How  far  expedited  by  Conneaut  land  project  of  Carnegie  Co 1311 

Sanction  given  to,  by  President  of  Umted  States 1369-1392 

Project  for,  had  reached  White  House  before  visit  of  Frick  and  Gary 1372 

Roosevelt  assumed  entire  responsibility  for  participation  in 1387 

Negotiations  leading  up  to,  and  consummation  of 1470 

Effect  of,  in  stopping  panic,  according  to  Perkins 1478, 1479 

Reasons  for  consulting  President  about,  stated  by  Perkins 1604 

Conference  concerning,  as  related  by  Perkins 1605, 1606 

Relation  to,  of  trip  of  Grary  and  Frick,  discussed  by  Perkins ,.  1612-1617 

Suggestion  that  Payne's  involvement  led  to 1614, 1621 

Of  Tennessee  Coal  &  Iron  Co.  by  United  States  Steel  Corporation,  views 

as  to,  of  Munsey 5196-5215 

Merritt,  Alfred,  statement  of 1845-1881 

Merritt,  Leonidas,  statement  of 1885-1934 

Mesabi  ores: 

Estimate  of  amount  of 85, 86 

See  also  Ores;  Statements. 

Mesabi  Range,  opening  up  of 57 

Miller,  A.  M.,  statement  of 2327-2329 

Mines  of  iron  ore  of  United  States  Steel  Corporation,  list  of,  referred  to 108 

Mining  for  ores,  relative  methods  and  costs  of 1258, 1259 

Minnesota,  State  of,  as  intervener  in  cases  before  Interstate  Commerce  Com- 
mission   233,  234 

Minnesota  raihoadand  warehouse  commission,  investigation  of  freightrates  by  383-385 
Minnesota  tax  commission,  report  of,  on  valuation  of  iron  ores,  dated  1910.  3466-3482 
Minute  book  of  executive  committee  of  United  Steel  Corporation,  disappear- 
ance of 1437 

Mitchell,  W.  S. ,  statement  of 597-601 

Money  trust,  possibilities  of,  discussed  by  Gary 175 

Monopoly: 

Of  United  States  Steel  Corporation,  how  far  consists  in  control  of  ores . .  539-541 
Problem  of,  involves  consideration  of  the  whole  world's  products  and  mar- 
kets      5506 

Moore  &  Schley: 

Stock  interests  of,  in  Tennessee  Coal  &  Iron  Co 127 

Financial  embarrassments  of 129 

Indebtedness  of,  between  thirty  and  forty  million  dollars 134 

Failure  of,  only  prevented  by  purchase  of  entire  stock  of  Tennessee  Coal 

&  Iron  Co 135 

Would  have  made  an  assignment  had  only  90  been  offered,  according  to 

Gary 136, 137 

Loans  of,  at  time  of  panic,  large  and  widely  distributed 141 

Large  amounts  of  Tennessee  Coal  &  Iron  stocks  held  by,  at  time  of  panic.      142 

Imminency  of  failure  of,  cause  of  trip  to  Washington 169 

Held  130,000  shares  Tennessee  Coal  &  Iron  stock,  and  owned  $30,000,000..      171 

Amount  of  indebtedness  of,  on  eve  of  panic 184, 185 

Discussion  of  embarrassments  of 901-903 

Financial  difficulties  of,  explained 924 

Estimate  of  liabOities  of 947 

Embarrassments  of,  arose  largely  from  accounts  outside  syndicated  stock . .      948 

Futile  schemes  suggested  as  to 950-952 

Books  of,  examined  by  experts  in  employ  of  United  States  Steel  Corpora- 
tion and  J.  P.  Morgan  &  Co 960, 961 

Required  financial  aid  beyond  affairs  of  syndicate  in  Tennessee  Coal  &  Iron 

stock 963-965 

Amount  of  loans  to,  on  Tennessee  Coal  &  Iron  stocks 1051 

Embarrassments  of,  how  caused  and  how  relieved 1070-1073 

No  offer  of  a  loan  for  relief  of 1077, 1078 

Were  protected  from  loss  by  deposits  of  securities 1084-1089 

Failure  of,  not  prevented  by  merger 1098 

Reasons  given  why  loan  of  cash  not  sufficient  to  relieve 1109 

Discussion  of  various  loans  of 1110-1112 

Would  have  failed,  according  to  belief  of  Roosevelt 1388 
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Difficulties  of,  at  time  of  merger,  stated  by  Perkins 1420-142; 

Actually  insolvent,  according  to  Perkins 147? 

Moore,  Walter,  statement  of 1022-102S 

Moreland,  W.  C,  statement  of 639-64f 

Morgan,  J.  P. : 

Participation  of,  in  purchase  of  Tennessee  Coal  &  Iron  Co.  stocks 129-13f 

Alleged  to  be  ready  to  risk  his  own  money  to  avert  panic 13( 

Met  40  or  50  bankets  the  night  Gary  and  Frick  started  for  Washington ....       16i 

Met  bankers  at  library  night  and  day  during  panic 16J 

Control  of,  over  banks 17' 

Power  and  responsibilities  of,  according  to  Gary 17' 

First  impressed  with  United  States  Steel  project  by  Charles  M.  Schwab. . .      20! 

Participation  of,  in  organizing  United  States  Steel  Corporation 20' 

Volunteered  to  manage  United  States  Steel  Corporation  syndicate 20' 

Meeting  of,  with  Gary,  Ledyard  and  others 243, 24' 

Not  visible  to  Hanna  during  merger  transactions 863-861 

Eulogy  on,  by  Ledyard 956, 95' 

First  offer  to,  of  Tennessee  Coal  &  Iron  stocks 1081, 1081 

Suggestion  of,  to  Schwab,  that  latter  obtain  price  from  Carnegie 127! 

Constant  consultation  with,  by  head  of  United  States  Steel  Corporation.  1400, 140 

Designated  as  godfather  of  United  States  Steel  Corporation 140. 

Life-saver  in  panic,  according  to  Perkins 1421 

Presence  of,  at  meetings  of  finance  committee 1421 

Had  Schwab  reiterate  all  latter's  statements  made  at  banker's  dinner 127! 

Reasons  for  dominance  of,  given  by  Perkins 148! 

Suggestion  of,  that  preferred  dividends  be  not  passed 158! 

Morgan,  J.  P.  &  Co.:  > 

Agents  for  exchange  of  bonds  for  stocks  of  Tennessee  Coal  &  Iron  Co 17i 

As  bankers,  attended  directly  to  exchange  of  bonds  for  stocks  of  Tennessee 

Coal  &  Iron  Co 17' 

Held  Tennessee  Coal  &  Iron  stocks  as  part  of  collateral  for  loans  amount- 
ing to  one  and  a  half  to  two  millions  of  dollars 1054, 105 

Members  of,  present  at  all  meetings  of  directors  of  United  States  Steel 

Corporation 140: 

Members  of,  on  United  States  Steel  board  of  directors 1419, 142( 

Deposits  with,  by  United  States  Steel  Corporation 142 

Predicted  leadership  of,  in  furnishing  funds  to  Trust  Co.  of  America. .  1689, 169' 

Large  withdrawals  of,  from  Trust  Co.  of  America  on  October  26,  1907 170 

Valuation  of  tube  works  at  instance  of,  in  1898 507 

Munsey,  Frank  A.: 

Statement  of 5179-523 

Article  by,  in  magazine  based  on  information  furnished  by  United  States 

Corporation 5180, 518 

Reexamination  and  cross-examination  of,  after  principal  statement. . .  5221-523 

N. 

National  Tube  Co. ,  control  of  productions  by 4 

Nelson,  P.  H.,  statement  of 1934r-195 

Nickel  in  Cuban  ores,  as  element  of  value 10 

Nolen,  N.  W.,  statement  of 822,  82 

Northern  Pacific  R.  R.,  interests  of,  in  Mesabi  ores 9' 

0. 

Oakley,  J.  G.,  statement  of 3109-311 

Officers  of  subsidiary  companies,  how  chosen 33 

Oglebay,  Earl  W. ,  statement  of 919-93 

Oil,  uses  of,  as  fuel  in  treating  ores 5488,  548 

Olander,  0.  A.,  statement  of 2995-303 

Oliver  Iron  Mining  Co.,  extensive  operations  of,  prior  to  and  since  organization 

of  United  States  Steel  Corporation 5449-545 

Oliver,  Senator  George  T.,  statement  of 2157-219 

Ore  lands: 

No  large  ares  of,  for  sale  now  in  Southern  States 87 

Of  United  States  Steel  Corporation  how  acquired,  according  to  Merritt's 
story 1854^18f 
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How  acquired,  by  L'nited  States  Steel  Corporation,  through  Merritts  and 

Rockefeller 1914^1939 

Expense  and  labor  involved  in  stripping 1936-19-43 

Leased  by  HUl  to  United  States  SteekCorporation,  history  of  title  to 3157-3163 

Leased  to  United  States  Steel  Corporation,  history  of  ownership  of 3166-3173 

How  title  to,  acquired  by  Great  Northern  Ry.  Co 3175-3177 

Exploration  of,  by  United  States  Steel  Corporation 3179, 3180 

Extent  of  ownership  of,  by  United  States  Steel  Corporation 3181 

Progress  in  mining  and  developing 3191-3195 

All  available,  preempted ; 3196,  3197 

Further  discussion  with  HUl  as  to  values  of 3237 

State  of  Minnesota,  a  large  owner  of 3241,  3242 

Estimated  price  at  which  now  purchasable,  in  Birmingham  district 5360 

\\Tiat  areas  of,  available  to  purchasers  with  view  to  large  iron  and  steel  pro- 
duction      5383 

Ore  properties  of  United  States  Steel  Corporation,  great  increase  in  value  of.  259,  260 

Ores: 

Iron,  amount  of,  involved  in  merger 7 

Brown,  of  high  percentage  value 17 

Red  Mountain,  percentage  values  of 17 

Lake  Superior,  quality  of 22 

Mesabi,  quality  of 22 

Of  Great  Northern,  control  of,  by  United  States  Steel  Corporation 22 

Methods  of  transporting 23 

Generally  owned  by  individual  companies  producing  iron  and  steel 53 

Mines  of,  owned  by  Lackawaniia 53 

Bessemer,  come  principally  from  Lake  Superior  regipn 54 

Percentage  of,  controlled  by  United  States  Steel  Corporation 80 

Supply  of,  under  control  of  United  States  Steel  Corporation 82,  83 

Iron,  tariff  duties  on 83,  84 

Where  located,  value  and  qualities  of 83,  84 

Routes  followed  and  raOroads  employed  in  transporting 82,  83 

Estimate  of  amount  of,  in  Mesabi  Range 85,  86 

Mesabi,  accessible  to  independents 87 

Mesabi  interests  in,  of  independents 89 

Of  Mesabi,  percentage  of,  owned  by  United  States  Steel  Corporation.  ...  89 

Resources  of,  in  Cuba,  amount  and  quality  of 106, 107 

Ownership  of  supplies  of,  diversified 109, 110 

Percentage  of,  mined  by  different  companies 109, 1 10 

Exhaustion  of  supply  of 115 

Of  Tennessee  Coal  &  Iron  Co.,  when  acquired  by  United  States  St^el  Cor- 
poration    124, 125 

Of^ Tennessee  Coal  &  Iron  Co.,  amount  of,  unavailable 146 

Unmined,  valuation  of,  difficult 149, 150 

Large  bodies  of,  acquired  with  Minnesota  iron  mines 215 

Extensive  bodies  of,  acquired  by  United  States  Steel  Corporation  with 

Carnegie  Co 215 

Proportion  of,  controlled  by  United  States  Steel  Corporation 215, 216 

Many  not  at  first  supposed  valuable,  now  used 216 

Mesabi,  required  to  be  mixed  at  first  for  use 216 

Mesabi,  not  usable  at  first 216 

Prices  of,  affected  by  general  business  conditions 221 

Prices  of,  lower  prior  to  business  revival  in  1898 .• 221 

Facilities  for  transportation  of,  in  Lake  Superior  region 232 

Lake  Superior,  tonnage  of  shipments  of,  for  long  series  of  years 306, 307 

Standard  for  estimating,  as  element  of  cost  of  production 356, 357 

Increase  in  cost  of,  as  element  of  increased  price  of  steel  rails 360 

Special  kinds  of,  required  for  Bessemer  steel  rails 360 

Great  increase  in  value  of,  sources  of  supply  of 362 

Decrease  in  facilities  for  procuring,  led  to  maintenance  of  prices,  accordine 

to  Gayley 372, 373 

Increasing  ^-alue  of,  important  factor  in  maintenance  of  prices 372,  373 

Mining  of,  on  Lake  Superior,  beginning  of 393 

Properties  producing,  m  Lake  Superior  region,  ownership  of 393-398 

Properties  bearing,  in  Lake  Superior  region,  all  developed  within  last  25 
years 396,397 
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Variations  in  prices  of 396,  397 

Proportionate  ownership  of,  by  United  States  Steel  Corporation,  in  Lake 

Superior  region 397-399 

Constantly  lowering  of  grades  of,  in  use,  from  necessity 399, 400 

Processes  of  treatment  of 399, 400 

Deposits  of,  in  various  States  and  in  other  countries 400, 401 

In  Cuba,  an  important  factor  in  iron  and  steel  situation 403, 404 

Agglomeration  of,  defined,  and  cost  of  given 403, 404 

Deposits  of,  in  other  countries '. 403-406 

Cuban,  extensive  use  of 404, 405 

Available,  percentage  of,  now  owned  by  United  States  Steel  Corpora- 
tion   405, 406 

Of  Cuba,  accessibility  of,  to  water  transportation 405 

Tonnage  of,  over  certain  railroads 406 

Common  sources  of,  tend  to  unnatural  understanding  as  to  costs 432, 433 

Prices  of,  prior  to  consolidation  with  United  States  Steel  Corporation . . .  435-437 

Cost  of  transporting,  to  various  points 436, 437 

Koyalties  on  increase  of 436, 437 

How  mined,  on  Mesabi  Range 458 

Loading,  cost  of,  at  Mesabi  mines 458 

Methods  of  loading  and  unloading,  discussed 458-460 

Acquired  by  United  States  Steel  Corporation,  valuation  of 480-48^ 

Percentage  of,  now  owned  by  United  States  Steel  Corporation 481 

Increase  in  values  of,  due  to  concentrated  control 482 

Transportation  of,  controlled  by  United  States  Steel  Corporation 484, 485 

In  ground,  percentage  of,  owned  and  leased  by  United  States  Steel  Corpo- 
ration   485, 486 

Of  Tennessee  Coal  &  Iron  Co.,  quantity  and  value  of 486, 487 

Cuban,  available 536 

Relative  utility  of  different  kinds  of 543-545 

Marketable,  percentage  of,  owned  by  United  States  Steel  Corporation. . .  547,  548 

Increased  prices  of,  discussed 843 

Prices  of,  fluctuating 844 

Transportation  of,  important  factor,  in  iron  and  steel  industries 845-847 

Importance  of  limitations  upon  supply  of 867-868 

Values  of,  unmined 868, 869 

Estimates  upon  amount  of,  uncertain 870-872 

Qualities  of,  from  various  sources  compared 872 

Proportion  of  fluxing  material  in,  not  important 872, 873 

In  Alabama,  ioyaltjr  values  of 875 

Character  of  Veins  of,  described 889-891 

So-called  merchant  miners  of *. 891 

Principal  bodies  of,  in  United  States  designated 972-993 

In  Birmingham  district,  qualities  of 992,  993 

For  sale,  practically  none  in  Birmingham  district 1000 

Deposits  of,  in  United  States  and  other  countries,  discussed 1028-1030 

Larger  resources  of,  in  Cuba 1028-1030 

Relative  cost  of,  in  different  sections 1227 

Few  are  self-fluxing 1227, 1228 

Possession  of  sources  of,  by  existing  companies  a  barrier  to  future  additions.     1291 

Deposits  of,  in  Cuba,  availability  of 1333, 1334 

Profits  on  investments  in,  shown  in  prices  of  steel  rails 1341, 1342 

Cuban,  prices  and  quantities  of 1343-1445 

Of  Sweden,  superior  quality  of 1349 

Of  Tennessee  Coal  &  Iron  Co.,  resources  of,  not  stated  to  Roosevelt  by 

Frick  and  Gary : 1379, 1380 

Reduction  in  price  of,  predicted  on  certain  conditions 1413 

Discovery  and  early  development  of,  in   Mesabi   Range,  as  related  by 

Leonidas  Merritt 1885-1892 

Relative  values  of,  at  different  periods 2391-2393 

Available  supplies  of,  now  beyond  reach  of  new  ventures 2491,  2492 

Mesabi,  views  as  to  value  and  availability  of,  by  Carnegie 2492-2494 

Free,  scarcity  of,  for  new  enterprises,  discussed 2499-2501 

Heavier,  used  in  England  than  in  United  States 2502 

Question  of  resort  to  those  with  lower  per  cent  of  iron 2502-2504 

Cuban,  ownership  of 2505 
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Covered  by  Hill  leases,  amount  and  quality  of 3151-3174 

Messaba,  ricliness  of r^ .     3184 

Avaliable  supplies  of,  for  United  States,  discussed  by  Hill 3196-3200 

Question  of  exhaustion  of  supplies  of,  discussed  by  Hill '. .  3205-3207 

Question  of  monopolization  of,  discussed  with  Hill 3207 

Richness  and  availability  of  low  grades  of 3208, 3209 

Low  grade,  estimates  of  quantities  of 3209 

Sorting  of,  for  shipment,  method  of 3210,  3211 

Available  resources  of,  again  discussed  with  Hill 3235-3237 

Mesabi,  can  now  be  used  without  mixing  with  hard  ores 3237 

Mesabi,  cheaply  mined  in  comparison  with  harder  ores 3237 

Principal  ports  on  Lake  Erie  from  which  shipments  of,  made 4786-4787 

Explanation  of  routes  of  shipments  of 4788 

Traiisportation  of,  principal  business  of  certain  railroads 4789 

Holdings  of,  by  Tennessee  Coal  &  Iron  Co.  discussed  with  Kennedy.  5091,  5092 

Valuation  of,  generally,  by  Munsey 5182-5187 

Of  Birmingham  district,  value  placed  upon  by  Munsey 5184 

Of  United  States  Steel  Corporation,  situation,  according  to  views  privately 

expressed  by  Geo.  F.  Baker 5188-5890 

Exhaustion  of  supplies  of,  discussed 5190, 5191 

Estimates  of  quantities  in  Birmingham  district,  by  Commissioner  of  Cor- 
porations   5225, 5226 

Percentage  of,  owned  by  Tennessee  Coal  &  Iron  Co. ,  according  to  Bacon.  5329, 5330 

In  Birmingham  district,  location  and  position  of 5335 

Bodies  of,  below  those  already  discovered,  possibilities  of,  referred  to  by 

Bacon 5339 

Reduced  percentage  of  metallic  contents  of,  now  in  use 5341, 5342 

Recent  acquisition  of,  by  Tennessee  Coal  &  Iron  Co 5350 

Of  available  richness,   country's  supplies  of,   in  sight,   discussed  with 

Bacon 5353-5355 

Undeveloped,  in  Birmingham  district,  large  bodies  of,  believed  by  Bacon 

to  exist 5356-5358 

Available  supplies  of,  in  Mesabi  Range,  according  to  belief  of  Sellwood. . .     5362 

Estimate  of  merchantable,  in  Minnesota  Ranges,  by  Sellwood 5363-5366 

Estimate  of,  owned  by  United  States  Steel  Corporation  in  Mesabi  Range, 

by  Sellwood 5364 

Values  and  market  prices  for,  according  to  Sellwood 5365-5369 

Mesabi,  mostly  preempted  and  owned  by  United  States  Steel  Corpora- 
tion and  other  steel  producers 5366-5367 

Mesabi,  estimates  of,  by  Sellwood  further  discussed , 5370-5372 

Tonnage  of,  owned  by  respective  firms  and  corporations 5370-5372 

In  Utah,  estimates  of  tonnage  of,  by  Sellwood 5379 

Explorations  for,  in  United  States,  incomplete 5388-5391 

Of  low  grade,  in  Michigan,  estimate  of  75,000,000,000  tons 5382 

World's  resources  of,  discussed  with  Sellwood 5392-5396 

Resources  of,  in  Michigan,  discussed  with  Sellwood 5398-5401 

Resources  of,  in  United  States,  gone  over  again  with  Sellwood 5401-5403 

Of  Utah,  again  discussed  with  SeUwood 5411, 5412 

Of  California,  again  discussed  with  Sellwood 5412, 5413 

Of  Rocky  Mountain  region,  discussed  with  Sellwood 5412 

Mines  of,  stripped  in  Mesabi  Range,  discussed  with  Sellwood 5426-5428 

Of  Utah  motives  of  Gates,  Hill,  and  Harriman  in  having  explored,  dis- 
cussed with  Sellwood 5434,  5435 

Decrease  in  metallic  contents  of,  in  use 5435, 5436 

Mines  of,   stripped  in  Mesabi  Range,  further  discussion  of,   with  Sell- 
wood    5437-5441 

Of  Lake  Superior  region,  estimates  by  Cole  of  holdings  therein  of  United 

States  Steel  Corporation 5446-5448 

Of  Lake  Superior  region,  estimates  of,  by  Cole 5446-5448 

Great  care  in  grading,  necessary 5452-5454 

Resources  of,  in  various  sections  and  countries,  discussed  with  Cole. . .  5455-5463 

Of  Cuba,  enormous  deposits  of,  according,  to  Cole 5456-5460 

Of  Cuba,  availability  of,  for  use  in  United  States 5458-5460 

In  the  ground,  valuations  of,  discussed  with  Sellwood 5464-5466 

Market  prices  for  discussed  with  Sellwood 5466-5469 

Original  policy  of  securing  supplies  of,  by  leasing 5471 

Mining  and  selling,  profitableness  of,  discussed  with  Sellwood 5472 
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Process  of  exhaustion  of  supplies  of,  discussed  by  Sell  wood 5474 

Concentration  of  supplies  of,  in  few  hands,  effect  of  upon  prices 5476,  5477 

In  ground,  values  and  prices  of,  again  gone  over  with  Cole. 5478,  5479 

Deposits  of,  in  various  States  and  districts,  again  discussed  with  Cole.  5479-5481 

Of  Lake  Champlain,  discussion  of  metallic  values  of,  with  Cole 5479-5481 

Of  low  grade,  to  be  made  commercially  valuable,  according  to  belief  of 

Cole .:..... 5482 

Deposits  of,  in  New  Jersey  and  Connecticut,  worked  before  the  Revolu- 
tion    5482, 5483 

Deposits  of,  in  various  States  and  districts,  again  discussed  with  Cole.  5484-5486 

Of  New  York,  as  a  rule  not  at  present  merchantable 5485 

Certain  Cuban  and  Mexican  deposits  referred  to 5486-5488 

Availability  of  deposits  of,  in  Utah,  California,  etc.,  discussed 5489,  5490 

Of  low  grade,  future  treatment  and  availability  of,  discussed 5491 

Importance  of,  as  problem  presented  to  committee 5491 

Of  low  grade,  cost  of  concentration  of,  discussed  with  Cole 5492 

Of  high  grade,  often  commingled  with  other  substances,  yet  easily  separa- 
ble      5492 

Bessemer  and  non-Bessemer,  differences  in  values  and  prices  of 5493 

In  ground,  markets  for  and  prices  of,  further  discussed  with  Cole 5493 

Extent  of  deposits  of,  in  Michigan  and  Minnesota,  respectively 5494,  5495 

Practicability  of  deep  mining  for,  discussed 5495,  5496 

Deposits  of,  in  Gogebic  district,  formation  and  position  of 5496,  5497 

Practicability  of  largely  increasing  output  from  existing  mines 5498 

Possibilities  of  extensive  importations  of 5501,  5502 

Various  deposits  of,  firms  and  corporations  owning,  according  to  Cole.   5511-5513 

Overcapitalization : 

With  reference   to  United  States  Steel  Corporation  and  generally,   dis- 
cussed   528-531 

Of  United  States  Steel  Corporation,  discussed 1358 

Of  certain  plants,  as  stated  by  Kennedy 5083,  508S 

Of  Carnegie  Steel  Co.,  in  United  States  Steel  Corporation 1361-1363 

Output: 

Of  country's  mills,  less  than  capacity 265 

Of  mills  controlled  by  gentlemen's  agreements 322 

Necessarily  limited  by  combination 1294, 1295 

Panic:  ^• 

Of  1907— 

Steps  taken  to  stay 4,  9 

Conditions  produced  by,  explained  by  Gary 75,  76 

When  prevalence  of,  realized 128 

As  bearing  on  relief  of  Moore  and  Schley 136 

Local  to  Pittsburgh,  caused  by  the  Pittsburgh  Coal  &  Coke  Co.  contract. .       162 
Could  have  been  stayed  just  as  well  by  a  loan  of  bonds  as  by  their  exchange 

Tor  H^^f^lcs  1 7(1 

Of  1907,  effect  of,  upon  New  York  banks 173 

Of  1907,  operations  of  Morse  and  Heinze  proximate  cause  of,  according  to 

Gary 175 

Stayed  by  magic  words  from  Washington,  "All  is  well" 176 

Effect  upon,  of  Tennessee  Coal  &  Iron  merger 857 

Of  1907,  check  of,  consisted  largely  in  restoration  of  confidence,  according 

to  Hanna 885 

Discussions  of  methods  to  have  checked 889-891 

Discussion  of  whether  relief  of,  possible  otherwise  than  by  merger 889-891 

Discussion  of  conditions  attending 903-907 

Story  of,  retold  by  Hanna -. 908-916 

Money  put  in  market  by  Morgan  and  Rockefeller  to  check 1910 

Preceded  in  1907  by  general  prosperity 911,  912 

Futile  efforts  to  check,  prior  to  consummation  of  merger 913,  914 

Of  1907,  preceded  by  distressing  financial  conditions 1058 

Desultory  discussion  of  episodes  of 1073-1077 

Strengthening  certain  financial  concerns  as  means  of  checking 1097, 1098 

Reiteration  of  story  of,  by  Schley 1104-1108 

Effect  of,  to  render  Tennessee  Coal  &  Iron  stocks  recurrent 1108-1110 
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Method  for  checking,  proposed  by  Frick  and  Gary  to  RooseAslt 1376 

Constant  receiving  alarms  during 1377, 1378 

Main  matter  upon  which  attention  of  Roosevelt  fixed 1382, 1383 

Checked  by  restoration  of  confidence — Boosevelt •  1389 

Of  1907,  how  an  acute  phase  of,  was  met  bv  banks  and  trust  companies. . .     1472 

Of  1907,  worst  phases  of,  described  by  Perkins 1472-1477 

Of  1907,  how  an  acute  crisis  of,  on  Oct.  24,  was  passed 1474 

How  absorption  of  Tennessee  Coal  &  Iron  Co.  operated  to  check,  according 

to  Perkins 1478. 1479 

Imminency  of  insolvency  of  city  of  New  York  during  that  of  1907,  accord- 
ing to  Perkins 1480 

Of  1907,  passing  an  acute  crisis  of,  on  Monday,  Nov.  4 1484-1486 

Railroads  permitted  to  discriminate  in  furnishing  transportation  during. . .     1491 

Current  statement  as  to  cause  of,  denied  by  Perkins 1524 

Cause  of,  restated  by  Perkins 1525, 1526 

Of  1907,  gravity  of  situation  during,  not  known  to  Thorne 1697, 1698 

Of  1907,  discussion  of  persons  involved  in,  and  incidents  of,  with  Mun- 
sey 5200-5225 

Payne,  Oliver  H.: 

Participation  of,  in  purchase  of  Tennessee  Coal  &  Iron  stocks 129-135 

Offer  of,  to  loan  $1,000,000 133 

Figuring  in  merger  negotiations 184 

Transactions  of,  with  Moore  &  Schley 1066-1068 

Penalties: 

Imposed  for  producing  in  excess  of  allotment 430,  431 

For  overproduction  of  steel  goods 661,  662 

Pennsylvania  Co. : 

A  holding  company  for  Pennsylvania  R.  R.  Co.  and  other  railroad  com- 
panies      5045 

Ownership  of,  in  stocks  of  Pennsylvania  Steel  Co.  and  Cambria  Steel  Co  5066-5068 
Liberal  provisions  of  charter  of 5069 

Pennsylvania  R.  R.  Co.: 

Method  of  electing  directors  of 329 

Ownership  by,  of  stocks  in  iron  and  steel  companies 330,  331 

Uses  open-hearth  steel  rails,  purchased  from  various  concerns 358,  359 

Pennsylvania  Steel  Co.: 

Interests  of,  in  Cuban  ores 107 

A  principal  competitor  of  United  States  Steel  Corporation 193 

Pension  fund ; 

Provision  for,  by  United  States  Steel  Corporation,  referred  to  by  Gary 238 

For  superannuated  employees  referred  to 292 

Statement  of  Farrell,  referring  to 2711 

Discussion  of,  by  Brandeis 2841 

Demoralizing  effects  of,  described  by  Brandeis 2865 

Provision  by,  in  cages  of  accident 2877-2879 

Of  United  States  Steel  Corporation,  calculated  to  curtail  freedom 2878,  2879 

Further  discussions  of 2949-2951 

Of  United  States  Steel  Corporation,  statement  concerning  details  of,  by 

Roberts 3406-3408 

Of  United  States  Steel  Corporation,  further  reference  to 3413-3416 

Pensions  and  sick  benefits,  system  of  United  States  Steel  Corporation  referred 
to 1651 

Percentages  of  various  participants  in  pools,  arranged  annually 668-669 

Perin,  Charles  P.,  statement  of 971-997,1027-1033 

Perkins,  Geo.  W. : 

Relations  of,  to  J.  P.  Morgan 177 

Statement  of,  to  press  referred  to 241 

Frequent  visits  of,  to  Bureau  of  Corporations 494, 495 

Visit  of,  to  Schley  just  prior  to  merger 1093 

Statement  of 1418-1652 

Political  contributions  by,  discussed  without  results 1439-1448 

Desultory  and  fruitless  examination  of,   concerning  political  contribu- 
tions   1448-1459 

Refusal  of,  to  answer  questions 1457, 1462 

Unique  plan  of,  for  raising  money  for  United  States  Steel  Corporation.  1490-1494 
Denial  by,  of  press  reports  published  during  panic 1.504-1 508 
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Statement  of,  concerning  bond-stock  conversion 1513-1516 

Explains  discrepancies  in  present  and  former  testimony 1523 

Various  questions   on   finance  of  United   States   Steel   Corporation   an- 
swered   1559-1564 

Discussion  of  paper  of,  read  at  Houghton,  Mich 1566-1576 

Refuses  to  discuss  his  personal  dealings  with  United  States  Steel  Corpora- 
tion stocks 1591, 1592 

Thankful  that  he  is  not  a  lawyer 1605 

Statement  by,  of  facts  and  conditions  leading  up  to  merger 1618-1620 

Address  of,  on  Aug.  7,  1911,  discussion  of 1624 

Article  in  New  York  Times  attributed  to •_ . .  1685, 1686 

Run  on  Trust  Co.  of  America  caused  by  reported  interview  with 1687 

Stupidity  attributed  to,  by  Thome 1688 

Question  of  suit  against,  for  damages  discussed  by  Thome 1698, 1699 

Proof  furnished  by  Thome  of  responsibility  of,  for  Times  article 1699-1701 

Pig  iron: 

Cost  of  making,  at  Birmingham 17 

Capital  invested  in  production  of,  in  Pennsylvania 291 

Relative  cost  of  making,  in  different  districts 5195 

Pittsburgh,  panic  in,  caused  by  Pittsburg  Coal  &  Coke  contract  with  United 
States  Steel  Corporation 162 

Pittsburg,  Bessemer  &  Lake  R.  R.,  contract  of,  by  United  States  Steel  Corpo- 
ration         45 

Pittsburgh  district: 

Burdens  borne  by,  with  matter  of  transportation  described  by  Oliver.  2160-2165 
Advantages  of,  for  iron  and  steel  industry,  earlv  discovered  by  Carne- 
gie  '. 2174-2180 

Plant  facilities: 

General  discussion  of  subject  of 5060 

Public  interest  in  question  of 5065,  5066 

Plate  Association: 

Funds  of,  shown  by  bank  statement 597-601 

Canceled  checks  paid  to,  put  in  evidence 640-643 

Financial  record  with,  of  Jones  &  Laughlin  Steel  Co 641,  642 

Business  of,  how  transacted 643 

Expenses  of,  how  paid 643 

How  conducted  and  supported 815 

Monthly  reports  to 823 

Political  contributions: 

Desultory  and  fruitless  inquiries  concerning 1448-1459 

Questions  relative  to,  ruled  out 1497-1499 

By  United  States  Steel  Corporation,  admitted 1499 

Discussion  of,  with  Carnegie 2460-2463 

Pooling: 

In  steel  rail  prices,  effect  of 347 

Agreements  for,  prior  to  1900,  with  respect  to  percentages 371 

Pools: 

In  iron  and  steel  products,  prior  to  antitrust  act 318-320 

In  structural  steel  prior  to  1900 347 

In  various  iron  and  steel  products  prior  to  1900 348 

Formed  to  fix  prices  prior  to  formation  of  United  States  Steel  Corporation. .       369 

Agreement  for,  between  large  concerns 550-562 

Among  makers  and  dealers  in  wire  rope 562-573 

Methods  of  operating,  described 580-590 

In  steel  products,  methods  of  conducting 585-587 

In  steel  products,  similarity  in  all  agreements  governing 593 

Agreements  for,  not  signed  but  none  the  less  effective 594—596 

Agreement  for,  between  certain  concerns 623 

Agreements  for,  burned - 628 

Percentage  of  business  controlled  by ,  up  to  1906 630 

Prices  fixed  by  agreements  under 632 

Agreements  covering,  for  what  purpose  burned 634,  637 

Conferences  to  establish,  in  1900 655,  656 

Agreements  under,  destruction  of 657,  658 

Agreements  for,  signed  in  New  York 659,  660 

Payments  of  penalties,  or  excesses  by  participants  in 663,  664 
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Reports  made  to  participants  in 665-667 

Rearrangement  of  percentages  in,  yearly 668,  669 

Methods  of  operating 676-679 

In  steel  plate,  controlled  over  75  per  cent 687,  688 

Periodical  statements  rendered  to  members  of 694-782 

Purpose  of,  to  maintain  prices 809, 810 

Prices  fixed  by  agreement  during  existence  of 811 

Monthly  reports  and  settlements  of 823 

Difficult  to  differentiate,  from  gentlemen's  agreements 1286 

In  steel  products,  dates  of  formation  of,  and  membership  in 1710-1712 

Percentages  in,  how  arrived  at 1712, 1713 

In  steel  industry,  purposes  and  origin  of 1713 

Elaborate  and  interesting  statement  concerning,  by  W.  C.  Temple  . . .  1714-1747 

Necessity  for  continuous  operation  of  steel  plant,  one  excuse  for 1714 

Frequent  rotations  of  agreements  in 1716 

Total  lack  of  confidence  between  participants  in 1716, 1717 

Of  certain  associations,  explanation  of,  terms  of,  by  Temple 1727, 1728 

Destruction  of  minutes  of  meetings  of 1729 

President  of  United  States,  consent  of,  necessary  to  obtain  certain  information.      470 

Price,  C.  .S.,  speech  of,  at  Gary  dinner 275 

Prices: 

To  purchasers,  how  effected  by  excessive  freight  rates 5 

Market,  of  stocks,  how  controlled 6 

Paid  for  Tennessee  Coal  &  Iron  stock  upon  merger 10 

Of  steel  rails,  during  several  years 21 

Of  steel  rail,  stability  of,  for  long  period 21 

Of  iron  and  steel  production,  demoralized 30 

Effect  on,  of  consolidation 38, 39 

Stability  of,  asserted  to  be  desirable 50 

Of  woven  wire,  not  uniform 52 

As  to  agreements  fixing 57 

Control  of,  by  United  States  Steel  ('orporation , 58 

Whether  attempted  to  be  fixed  at  Gary  dinners,  discussed 73,  74 

Stability  of,  preserved  through  Iron  and  Steel  Institute 76,  77 

Maintenance  of,  denied  by  Gary 77 

Extreme  reduction  of,  pre"\'ented  by  exchange  of  information 78 

Fluctuations  in,  not  beneficial 78 

Policy  of  concurrence  to  maintain,  denied  by  Gary. 78 

Fluctuating,  alleged  opposition  to,  of  consumers 78,  79 

Governmental  control  of,  discussed 79 

( 'ooperation  as  affecting 80 

Part  played  respectively  by  big  and  little  company  in  fixing 80 

Power  o{  Government  to  fix,  discussed 80 

Of  armor  plate,  how  controlled Si 

Demoralization  of,  when  Federal  Steel  Co.  was  formed 91 

Demoralization  of,  in  1900 92 

Restoration  of,  after  organization  of  Federal  Steel  Co 92 

For  steel  rails,  maintenance  of,  at  |28  per  ton 92, 93 

Increase  and  maintenance  of,  after  organization  of  Federal  Steel  Co 92, 98 

Relative,  at  home  and  abroad,  herein  of  "dumping" 93, 94 

In  various  countries,  compared 95, 96 

Of  .^li't'l  rails,  power  of  United  States  Steel  Corporation  to  raise 96 

Of  sled  lails,  early  increase  of,  predicted 97 

Power  of  United  States  Steel  Corporation  exerted  to  hold  down 97 

Of  products  of  Tennessee  Coal  &  Iron  Co 145 

Uniform,  for  steel  rails  at  mills 194 

Of  steel  rails,  uniformity  of,  asserted  to  be  due  to  absence  of  competition.  194, 195 

Easier  to  keep  down  than  to  raise 195 

Of  steel  rails,  alleged  to  have  been  maintained  by  concurrence  of  opinion.      195 

Discussed,  at  Gary  dinners 196 

Effect  of  conferences  in  maintaining 196 

How  actually  reduced,  while  being  actually  maintained 197 

How  cut,  in  steel  business,  indirectly 198 

Of  ores  affected  by  general  business  conditions 221 

Reduction  in,  as  result  of  competition 221 

Of  steel  products  during  a  long  series  of  years 229,  230 
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Of  steel  rails  in  certain  years 229, 230, 231 

Policy  as  to,  explained  by  Gary 237 

Control  of,  by  Government  discussed 251, 252 

Fixing  of,  by  Government  favored  by  Gary 253 

Discussion  of  at  Gary  dinners - 262, 263, 264 

Consideration  of  increase  or  reduction  of,  at  Gary  dinners  denied 265 

Fixing,  not  purpose  of  Gary  dinners,  according  to  Gary 267 

Consideration  of,  at  Gary  dinners. 270 

Purpose  to  fix,  at  Gary  dinners  denied 270 

Reduction  of,  in  1911  to  meet  cut  of  Republic  Iron  &  Steel  Co 272 

Duty  to  notify  competitors  of  changes  of,  according  to  Gary 274, 275 

Very  little  fluctuation  in,  since  1907 278 

General  impression  that  maintenance  of,  purpose  of  Gary  dinners 281, 282 

Control  of,  by  Government  referred  to 282 

Of  steel  rails  maintained  despite  differences  in  freight  rates 282, 283 

Discussion  of  control  of,  by  Government 284, 285 

Policy  of  United  States  Steel  Corporation  as  to. 308,  309 

Agreements  between  Carnegie  and  other  companies  as  to 309 

Controlled  by  terms  of  "gentlemen's  agreements" 322,  323 

Market  based  upon  f.  o.  b.,  at  Pittsburgh 327,  328 

Of  products  of  United  States  Steel  Corporation,  how  fixed 331,  332 

Of  supplies  and  products  for  large  corporations,  not  fixed  directly  by 

boards  of  directors 331-333 

Of  structural  material  varied 335 

Of  structural  steel,  fluctuations  in 336 

Of  supplies,  how  fixed  by  Pennsylvania  R.  R.  Co 337 

For  steel  rails,  fluctuations  in  certain  years 339 

Of  steel  rails  at  |28,  result  of  pooling 341 

Of  steel  rails  for  series  of  years 343-350 

Violent  drops  in,  in  absence  of  pools,  prior  to  1900 — .~ 348 

Maintained  by  pooling  agreements 348-349 

Of  iron  and  steel  products,  how  affected  by  business  depressions 349 

Of  railroad  supplies  other  than  steel  rails,  fluctuations  in 355 

For  steel  billets,  fluctuations  in 358 

Of  steel  rails,  drop  of,  in  1897  due  to  cut  by  Illinois  Steel  Co 366 

Agreements  necessary  for  maintenance  of 371 

Maintained  through  influence  of  United  States  Steel  Corporation 372 

Steadied  by  increasing  value  or  diminishing  supply  of  ores 373 

Of  steel  rails,  agreement  as  to,  prior  to  formation  of  United  States  Steel 

Corporation , 375,  376 

Discussed  at  Gary  dinners — Gary 376 

Of  iron  ores,  variations  in 396,  397 

Of  steel  rails  in  certain  years 419-423 

For  steel  rails  fixed  by  agreement  between  makers  and  railroads 422 

Of  steel  products  fixed  by  agreements  at  various  times 429, 430 

For  steel  products  maintained  by  agreements 430-432 

Demoralized  at  times  through  spirit  of  retaliation -. 432 

Maintained  since  formation  of  United  States  Steel  Corporation,  mutual 

understanding 432, 433 

Of  steel  rails,  uniformity  of,  maintained  by  mutual  understanding 461 

Modified  by  policy  of  "cooperation" 475,476 

United  States  Steel  Corporation  royalties  as  basis  for 529 

Schedule  of,  furnished  members  of  wire-rope  pool 565 

Cooperative,  for  railroad  supplies 591 

Under  pooling  arrangements  fixed  by  a  common  agent 594 

For  wire  rope  same  for  all  the  dealers 605-616 

List  not  adhered  to 606-616 

Of  steel  plates,  rise  in,  under  operation  of  pools 631 

Fixed  by  pools,  according  to  agreements 632 

Maintenance  of,  the  purpose  of  pooling 670,  671 

Under  pooling  arrangements,  fixed  from  time  to  time 672-674 

Efforts  to  steady,  purpose  of  pooling 676,  677 

Maintenance  of,  considered  at  Gary  dinners 679,  688,  689 

Drop  in  increase  of,  cut  by  Republic  Iron  &  Steel  Co 680 

Decline  in,  as  result  of  panic  of  1907 680, 690 

Interchange  of  views  as  to,  at  meetings,  after  end  of  pools 682, 683 
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Fixed  by  consensus  of  views  after  termination  of  pools 685, 686 

Notice  of  change  in,  after  termination  of  pools 685,  686 

How  changed,  without  an  agreement 691-694 

Maintained,  without  agreement  by  mutual  forbearance,  etc 691-694 

Maintenance  of,  purpose  of  pools 809, 810 

Fixed  by  agreement,  during  continuance  of  pools 811 

Of  ores,  increase  in  prices  of  discussed 843 

Of  ores,  in  different  years 843,  844 

Market  of  Tennessee  Coal  &   Iron  Co.  steel   rails,  better  than   of   other 

makers 848,849 

Of  ores  unmined,  difficult  to  fix 868, 869 

Of  Tennessee  Coal  &  Iron  Co.  stocks,  sustained  by  syndicating  it 892-893 

Of  ores,  at  times  and  periods 894, 895 

At  which  Tennessee  Coal  &  Iron  stock  went  into  the  merger 899, 900 

Of  Tennessee  Coal  &  Iron,  how  affected  by  panic 913 

In  various  localities,  on  iron  and  steel  products 1257 

For  steel  rails  and  other  products,  discussed  by  Topping 1269, 1270 

Attempts  to  fix  international,  referred  to 1273 

Maintenance  of,  an  effect  of  combination 1284 

Maintenance  of,  the  principal  purpose  of  a  trust 1285 

Necessarily  affected  by  combination 1294 

For  steel  rails,  fixed  by  custom  and  usage,  according  to  Schwab 1295, 1296 

For  steel  rails,  etc.,  in  other  countries 1304, 1305 

Of  steel  rails,  conflicts  concerning  prior  to  agreement 1310, 1311 

Of  rails  and  other  steel  products,  in  certain  years 1311-1313 

Of  steel  rails,  increased  upon  consolidation 1317, 1318 

Fixing  of,  by  "gentlemen's  agreements" 1319, 1320 

Not  discussed  at  Brussels  conference,  according  to  Schwab 1332, 1333 

Of  steel  rails,  discussion  of 1339, 1340 

Effect  upon  labor  of  reducing 1351-1353 

Of  ores,  reduction  in,  upon  certain  conditions  predicted 1413 

Relative,  of  Tennessee  Coal  &  Iron  Co.,  and  bonds  of  United  States  Steel 

Corporation 1603 

Of  harvesters,  domestic  and  foreign ]  643, 1646 

Discussion  of,  among  steel  makers  after  dissolution  of  pools 1733 

Fixing  by  Government,  discussed  with  Temple 1 744, 1745 

Fixing  by  Government,  again  discussed  with  Temple 1746-1748 

Of  iron  ores,  comparatively  low  before  business  revival  in  1898 2421 

Of  steel  rails,  a  mere  matter  of  opinion  according  to  Carnegie 2423-2425 

Of  steel  rails,  desultor}-  discussion  of,  with  Carnegie 2429, 2430 

Fixing,  by  governmental  agency,  discussed 2440-2442 

Maxim ima,  plan  of  Carnegie  that  Government  shall  fix 2472-2475 

Exhorbitant,  power  of  monopolies  to  extort 2477-2479 

Lower,  how  to  be  obtained  by  governmental  action 2483 

Fixing,  by  governmental  agency  further  discussed 2484-2489 

Discussion  of,  at  Gary  dinners 2672-2679 

Maintenanice  of,  by  agreement 2678-2681 

For  steel  rails,  discussion  of,  by  Farrell 2683-2694 

Question  of  maintenance  of,  again  discussed 2721, 2722 

Of  steel  rails,   relations  between  United  States  Steel  Corporation  and 

"independents"  as  to 2726,2728 

On  steel  rails,  domestic  and  foreign 2729-2732 

On  steel  products,  domestic  and  foreign 2731-2735 

For  barbed  wire^  domestic  and  foreign 2755-2760 

For  naval  supplies,  furnished  by  R.  H.  Gray 2769-2775 

At  which  awards  made  by  Government; 2793-2800 

Fair  market,  for  Government  supplies  of  iom  and  steel  products 2801-2803 

Of  ores,  covered  in  Hill  lease  of  ore  lands 3154 

Of  ores,  on  Mesabi  Range  again  discussed 3188 

Of  ores,  in  ground,  how  fixed  by  parties  to  Hill  lease 3227-3231 

Of  Mesabi  ores,  increased  by  discovery  of  method  to  use  without  mixing 

with  other  ores 3237 

Discrimination  in,  by  United  States  Steel  Corporation,  discussed 3305, 3306 

Fixing,  by  Government,  impracticable  and  deptructive  according  to  Hill.     3244 

Fluctuations  in,  attributable  to  some  extent  to  tariff 5075 

Fluctuations  in,  as  result  of  varying  demand 5075 
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To  purchasers,  how  affected  by  freight  rates 5076 

Of  steel  rails,  discussed  with  Kennedy oll6-511& 

Fixing,  by  public  authority,  discussed  with  Munsey 5217-5222 

Of  ores,  in  various  years,  according  to  Sell  wood 5372,  5373. 

For  ores  further  considered  and  discussed  with  Selhvood 5472-5473, 

For  ores,  gone  over  again  with  Sell  wood 5475-5478. 

For  ores  in  ground,  again  discussed  with  Cole 547S,  5479, 

Production: 

Relative,  of  Tennesse  Coal  &  Iron  Co.  and  United  StatfS  Steel  <;'orpora- 

tion 145 

Limiting,  natural  effect  of  pools 670 

Limits  in  economy  of,  already  reached  according  to  Schwab 1290, 1291 

In  United  States,  as  compared  with  other  countries 1301, 1302 

Costs  of  in  Bu'mingham  district,  comparative 5336-5338. 

Profits: 

Of  United  States  Steel  Corporation,  on  operating  certain  railroads 233 

Equal,  on  less  production  the  present  policy  of  steel-rail  makers 374 

Enormous,  realized  through  flotation  of  securities 494 

Fair,  discussion  as  to  what  constitutes 1249, 1250 

Theory  of  large,  on  steel  rails  deceptive — Schwab 1337 

^\^^at  considered  fair,  in  steel  business 1715 

Of  transportation  in  Mesabi  Region,  according  to  Nelson 1944-1946 

Large,  of  certain  railroads  in  Pittsburgh  district 2030-2032 

Fair,  on  steel  rails 2420, 2421 

Exhorbitant,  in  steel  production 2425.  2426 

Of  Carnegie  Steel  Co. ,  great  increase  of,  explained  by  ('amegie 2470 

Large,  of  Union  Supply  Co.,  a  subsidiary  of  United  States  Steel  (.'orpora- 

tion 3084-3090 

Of  ore  transportation,  discussed  by  Hill 3214-3220 

Fair,  upon  pii;  iron 5110 

Profit  sharing: 

System  of,  referred  to  by  Gary 238 

Through  stock  subscriptions,  statement  as  to,  by  Fai'rell 2705 

Of  United  States  Steel  Corporation,  criticism  of.  by  Fitch 2879 

Further  discussion  of,  by  Fitch .' 2H4S,  2949 

Plan  for,  of  United  States  Steel  Corporation,  discussed  by  Kennedy 5130 

Profit-sharing  plan  of  United  States  Steel  Corporation,  statement  in  detail  con- 
cerning, by  Roberts 3418,  3419 

Publicity,  a  standing  polic>-  of  United  States  Steel  Corporation 237 

Public  press  excluded  from  Gary  dinnei-s  because  of  fear  of  misrt-presenta- 

tion 75 

Pyrites  containing  iron,  future  profitable  use  of.  predicted  by  Cole .")48S 

R. 

Rail  pool  prior  to  antitrust  law 21 

Railroads: 

Control  of,  b>-  Morgan  and  other  United  States  Steel  Corporation  interests.        49 

Interested  in  having  price  of  steel  rails  maintained 50 

Understanding  between,  and  steel  makers  denied  b>-  Gary 199 

In  Northwest,  conti-oUed  by  Interstate  Commerce  Commission 217 

Project  of  Carnegie  Co.  to  build 312 

Policy  of,  to  favor  manufacturers  along  their  own  lines 337 

^Vhether  policy  of,  in  purchasing  steel  rails  has  changed 346-347 

Interests  of,  promoted  by  general  prosperity 353 

Basis  of  polic\'  of,  to  pay  reasonable  price  for  steel  rails 366,  367 

Practice  of,  to  apportion  their  orders  for  steel  rails 375 

Graders  of,  between  Mesabi  Mines  and  Lake 470,  412 

Transporting  ore.  expensiveness  of  maintenance  and  operation  of 414, 415 

And  steamship  lines  engaged  in  ore  transportation 446, 447 

Ownership  of.  by  Tennessee  (Joal  &  Iron  Co 1236 

Engaged  in  transportation  of  ores  and  coal,  and  their  respf^ctive  rates.   1242-1246 

Relative  charges  of 1262-1264 

.■^'irvey  and  construction  of  Duluth,  Missabe  &  Northern 1819-^1825 

Padded  valuation  of  Duluth,  Missabe  &  Northern ]831. 1845 

(^!t  and  capitalization  of  Duluth,  Missabe  &  Northern,  statement  of,  bv 

Merritt 1846-1850 

31572—12 3 
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Duluth,  Missabe  &  Northern,  construction  of,  related  by  L.  Merritt. . .  1893-1903 

In  Mesabi  ore  region,  density  of  traffic  on 1937-1944 

Reaching  Mesabi  Range,  discussion  of,  with  Nelson 1934-1951 

Between  lake  ports  and  mills,  description,  construction,  and  operation 

of 1960, 1965 

Controlled  by  United  States  Steel  Corporation  around  Pittsburgh,  princi- 
pal traffic  of 1965, 1966 

Owned  or  controlled  by  United  States  Steel  Corporation  around  Pittsburgh, 

tonnage  of 1965-1970 

Terminal  connections  of  various,  around  Pittsburgh,  discussed 2006-2012 

Amount  of  ore  carried  by  certain,  from  Conneaut  to  Pittsburgh  district.  2021, 2022 

Complicated  mergers  and  consolidations  of,  around  Pittsburgh 2025-2028 

Stock  and  bond  issues  of  various,  in  Pittsburgh  district 2027-2029 

Situations  of,  and  relations  between,  in  Pittsburgh  district 2036-2056 

Birmingham  &  Southern,  alleged  by  Smith  to  be  only  a  plant  facility.  2099,  2100 

Sale  of  Birmingham  &  Southern  stock  explained 2101 

Advantages  and  disadvantages  of  different,  in  Birmingham  district 2112-2114 

Distinguished  from  shippers  and  plant  facilities  by  Smith 2115-2129 

Connnections  and  terminal  facilities  of  Southern,  at  Birmingham,  described 

by  Green 2137-2139 

In  Birmingham  district,  location  and  facilities  offered  by,  further  discussed 

with  Green 2146-2152 

Competition  between,  to  and  from  Birmingham  district 2182-2200 

Physical  connections,  strategical  advantages,   etc.,  of  Atlanta,  Birming- 
ham &  Atlantic,  described  by  Atkinson 2191-2200 

In  Birmingham  district,   relative  facilities  offered  by,   and  advantages 

of 2214-2223 

Ore,  litigation  of,  as  related  by  Cotton 2230-2256 

Ore,  large  increase  in  value  of,  since  construction 2248-2262 

Ore,  cost  of  reproduction  of,  according  to  Cotton 2272-2282 

Cost  of  building  and  litigation,  related  by  Brown 2319 

Discriminations  by,  against  Pittsburgh 2382, 2383 

Built  from  Pittsburgh  to  Conneaut 2438, 2439 

Project  to  construct  from  Pittsburgh  to  Baltimore 2445 

Interests  of,  in  steel-rail  industry 2746, 2747 

For  transportation  of  ores,  expensive  to  build  and  maintain 3216-3220 

Foreigners  large  stockholders  in 3234, 3235 

Employed  in  transportation  of  ores 4788, 4789 

Cost  of  coilstruction  of  Duluth,  Missabe  &  Northern 4821-4825 

As  plant  facilities,  discussion  of 4842 

Bessemer  &  Lake  Erie,  exclusively  owned  by  United  States  Steel  Corpo- 
ration       4854 

Chicago,  Lake  Shore  &  Eastern,  owned  by  United  States  Steel  Corporation.     4866 

Mileage  and  rates  of,  from  and  to  various  points 4901-4905 

General  question  of  control  of,  by  industrial  corporations,  discussed 4924-4930 

Not  an  essential  part  of  a  steel  plant,  according  to  Kennedy 5104,  5105 

Advantages  given  by  ownership  of,  by  United  States  Steel  Corporation.  5105,  5106 

Ownership  of,  by  producers  of  steel  further  discussed 5130-5133 

Duluth  &  Iron  Range,  ownership  of,  by  Minnesota  Iron  Co 5323 

Engaged  in  ore  transportation,  operations  of,  described  by  Sellwood  . .  5407-5409 

Northern  Pacific,  interests  of,  in  ore  deposits 5442 

Railroad,  steamship,  and  dock  companies,  directorships  in,  of  United  States 

Steel  interests 113, 114 

Rails: 

Open  hearth,  production  of,  by  Tennessee  Coal  &  Iron  Co 145, 146 

{See  Steel  rails.) 
Rebates: 

Receipt  of,  by  United  States  Steel  Corporation  denied  by  Gary 248 

By  steel  companies,  on  export  trade 1518 

Hints  at  receipt  of,  by  Carnegie  Steel  Co 2498 

Reed,  J.  H.,  statement  by,  as  to  freight  tonnage 3593 

Reeves,  David,  speech  of,  at  Grary  dinner 278 

Regulation  of  interstate  commerce  by  Congress  pronounced  a  success 251 

ReEef  fund  for  disabled  employees  referred  to 292 ' 

Relief  plan  of  United  States  Steel  Corporation,  statement  concerning  details 
of,  by  Roberts 3398,  3399 
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Of  Commissioner  of  Corporations  shows  tendency  toward  consolidation . .  467, 468 

Of  Bureau  of  Corporations  (Part  I)  put  in  evidence 505 

By  commissioner  of  pools,  to  participants 665-667 

Statistical,  furnished  concerns  after  pools  ended 669-671 

Statistical,  still  furnished  after  termination  of  pools 678 

By  Perin  and  other  engineers,  put  in  evidence 973 

By    Perin    and    others,     constituting    committee    of    experts    On    ore 

resources 1034-1040 

Of  Senate  Judiciary  Committee,  on  absorption  of  Tennessee  Coal  &  Iron 

Co.  by  United  States  Steel  Corporation 1119-1144 

Showing  great  resources  of  Tennessee  Coal  &  Iron  Co 1232 

Of  Townsend,  Assistant  Attorney  General,  criticism  of 1518 

On  condition  of  Trust  Co.  of  America,  vain  efforts  by  Thome  to  obtain 1686 

Of  Minnesota  Tax  Commission,  in  1910 3466-3482 

See  Statements. 

Republic  Iron  &  Steel  Co.: 

Comparison  of  advantages  of,  with  those  of  Tennessee  Coal  &  Iron  Co 8 

Has  equal  facilities  with  Tennessee  Coal  &  Iron  Co 19 

Resolution  authorizing  investigation  scope  of,  discussed 795-797 

Richmond,  R.  G.,  statement  of 562-573 

Roberts,  Percival,  jr.: 

Statement  by 313-364 

Directorships  held  by,  in  various  companies 314 

Statements  of,  on  comparative  prices  for  material 591 

Statement  of  (recalled) 3257-3310 

Rockefeller,  ,Tohn  D.: 

Disposal  of  ore-bearing  property  in  Mesabi  Range  by 395, 396 

Connection  of,  with  Merritts  and  others  in  railroad  deal 1850 

Issue  of  bonds  to,  in  consolidation  of  mining  and  railroad  companies. .  1852-1854 

Fraudulent  practices  imputed  to,  in  procuring  stocks  of  Merritt  et  al 1856-1935 

Profits  of,  in  ore  land  deal  with  Merritts,  how  obtained 1885-1934 

Statement  by  Cotton  as  to  Merritt  litigation  with 2229-2300 

Transactions  between  and  Merritt  Bros.,  version  of  Cotton 2282-2300 

Transactions  of  with  the  Merritts  referred  to  by  Sellwood 5378 

Transactions  of  with  the  Merritts  gone  over  with  Sellwood 5409-5411 

Roe,  James  P.,  statement  of 814-820 

Rolling  changes  are  expensive,  increasing  cost  of  production 47 

Roosevelt,  Theodore: 

Statement  of 1369-1392 

Belief  of,  that  he  acted  wisely,  reiterated 1392 

Roosevelt,  Theodore,  President: 

Interview  with,  for  Gary  and  Frick  arranged 137 

Details  of  interview  with,  of  Frick  and  Gary 138, 139 

Statement  of,  to  Gary  referring  to  contemplated  merger 139 

Misrepresentation  to  by  Gary  and  Frick,  denied 140 

Relations  of,  to  merger 165 

Acquiescence  of,  relied  on  as  constituting  an  estoppel 166 

Consent  of,  asserted  to  render  any  subsequent  action  by  Government  an 

outrage 166, 167 

Was  informed  that  concern  about  to  fail  was  important 167 

Went  into  no  details  according  to  Gary 167 

Consent  of,  to  merger  termed  by  Gary  "constructive  statesmanship " 176 

Consent  of,  to  merger  termed  "Destructive  statesmanship"  by  Stanley.  .  .       176 

Complimented  Cortelyou,  Secretary  of  Treaaury 242 

In  close   touch  with   United   Steel   Corporation  during  investigation   of 

latter , 497 

Scheme  of,  for  Federal  supervision  of  corporate  agreements .' 250 

Congratulations  by,  upon  checking  panic,  prior  to  merger 885 

Contradiction  by  Schley  of  statements  in  letter  of,  to  Attorney  General.  1096, 3097 

Representations  to,  by  Frick  and  Gary 1369-1376 

Matters  not  brought  to  attention  of,  by  Frick  and  Gary 1377-1382 

Views  of,  on  trust  question 1385, 1386, 1391 

Congratulating  country  on  checking  panic 1390 

Root,  Elihu,  participation  of,  in  Tennessee  Coal  &  Iron  Co.  merger 138, 139 
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Royal  ties:  P»««- 

On  ores,  before  and  after  consolidation 436,  437 

Rate  of,  how  far  governed  by  price  of  ore 462 

Payment  of,  for  ores,  preferable  to  outright  purchase,  according  to  Sellwood.     5367 


Sanitary  conditions  for  labor,  discussion  of,  by  Gar}' 238 

Schley,  Grant  B,: 

Statement  of 1041-1117 

Large  owners  individually,  of  Tennessee  Coal  &  Iron  stocks 1056 

Sent  for  Ledyard  at  suggestion  of  Payne 1079 

Description  by,  of  negotiations  for,  and  consummation  of  merger 1080-1083 

Interviews  between,  and  various  parties,  pending  merger 1091-1096 

Speculative  discussion  by,  on  merger  transaction 1 100-1104 

Schloss-Sheffield  Co.,  competitors  of  Tennessee  <'i)al  &  Iron  Co 19 

Schwab,  Chas.  M.: 

Made  first  impression  with  Morgan  favorable  to  United  States  Steel  project.       205 

Interests  of,  in  various  companies 211 

Cablegram  from,  read  at  Gary  dinners 274 

Reports  by,  to  directors  of  Carnegie  Co.  of  negotiations  for  consolidation.  312,  313 

Testimony  of,  before  \\'ays  and  Means  Committee,  referred  to 362,  363 

Was  president  of  Carnegie  Co.  until  he  became  president  of  United  States 

Steel  Corporation 370 

Statement  of 1275-1367,  1393-1414 

Account  of  participation  of,  in  formation  of  United  States  Steel  Corpora- 
tion    1275-1283 

Address  of,  at  bankers'  dinner 1279-1283 

\'iews  of,  as  to  essentials  of  a  binding  contract 1286, 1287 

Letters  and  statements  of,  put  in  evidence  and  discussed 1308-1313 

Letter  of,  to  Frick  put  in  evidence  and  discussed 1 321-1323 

Scott,  I.  M.,  speech  of,  at  Gary  dinner 277 

Securities: 

Duty  of  national  bank  examiner  to  examine 187 

Inflated,  creation  of  an  important  purpose  of  consolidations 478,  479 

Inflation  of,  made  possible  by  elimination  of  competition 480 

Seldes,  George  H.,  statement  of 3072-3083 

Sellwood,  Joseph: 

Statement  of 5361-5443 

Further  statement  of 5464-5478 

Shelby  Steel  Tube  Co.,  absorbed  by  United  States  Steel  Corporation  since  lat- 
ter's  organization 214 

Shoemaker,  C.  B.,  statement  of 805-814 

Smith,  A,  R.,  statement  of. 2095-2129,  22 14-2223 

Smith,  Herbert  Knox,  Commissioner  of  Corporations: 

Statement  of 465-548 

Statement  of  (recalled) 795-805 

Agreement  of,  to  furnish  data 803,  804 

Socialism,  Government  control  refi'rred  (o  as  an  approach  to 252,  253 

Statements: 

Rendered  by  commissioner  to  members  of  Plate  Association 694-782 

From  affairs  of  Plate. Association 823,  824 

.\s  to  transportation,  tonnage,  rates,  etc.,  on  ores 1241 

From  book  of  Carnegie  Co 1367,1368 

By  Roosevelt,  concerning  incidi-nts  of  panic  of  1907 1369-1372 

By  Perkins,  about  bond  stock  conversion 1513-151 6 

Of  La  Crosse  Plow  Co. ,  concerning  Townsend  report 1517 

From  Financial  Chronicle,  as  to  stock  ])riees 1623 

In  form  of  article  from  New  York  Times,  inserted  by  Mr.  Littleton 1705 

In  form  of  article  from  New  York  Stm,  produced  by  Boiling 1708, 1709 

By  Edward  A.  Bancroft,  on  behalf  of  International  Harvester  Co 1748-1756 

Of  lists   of  directors,   capitalizations  of  corporations,    remarks,    at   Gary 

dinners,  etc.,  presented  by  Mr.  Boiling 1756-1812 

Pertaining  to  pools,  produced  bv  Chairman  Stanley 1812-1817 

In  form  of  table  showing  cost  of  reproduction  of  Duluth,  Missube  &  North- 
ern Railroad,  produced  by  Martz 1844  1845 
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Of  capitalization,  rRvcnues,  mileage,  dividends,  ctf.,  of  various  ore  carry- 
ing railroads,  inserted  by  Chairman  Stanley " .     1958 

Form  of  letter  from  Michigan  board  of  tax  commissioners 2013,  2014 

In  form  of  report  of  State  board  of  tax  commissioner,'^  of  Michigan 2014-2020 

From  Manual  of  Railroads  and  Corporation  Securities 2033-2035 

Of  ore  shipments  for  1910  to  Pittsburgh  districts,  produced  by  Baird 2057 

In  form  of  petition  of  Louisville  &  Nashville  R.  R.  Co.  to  Interstate  Com- 
merce Commission 2129-2136 

Showing  percentages  of  division  between  Southern  and  other  railroads.  2153-2156 

In  forin  of  letter  from  Senator  Oliver  to  a  newspaper 2157-2160 

Of  Atkinson,  showing  railroad  connection  and  articles  transported  in  Bir- 
mingham district 2185-2187 

In  form  of  certificate   from   Minnesota  railroad  commission,   offered   by 

Cotton 2213,  2232 

In  form  of  correspondence  between  chairman  and  Cotton 2262,  2263 

In  form  of  report  of  appraisement  of  real  estate  of   Duluth,  Missabe  & 

Northern  Ry.  Co 2300-2313 

In  form  of  circular  containing  list  of  industries,  etc 2315-2317 

By  Carnegie,  of  views  on  the  antitrust  act,  etc 2345-2348 

Of  agreement  as  to  ore  properties 2415 

Of  F.  J.  McRae,  accountant 2545-2550 

In  form  of  statistical  abstract,  etc.,  inserted  by  Committeeman  Young. .  2627-2633 

Statistical,  of  imports  of  iron  and  steel 2652 

Showing  number  of  stock  subscribers  among  employees 2708-2710 

In  form  of  a  letter  from  R.  H.  Grey  to  Navy  Department 2784,  2785 

Of  Amalgamated  Steel  Workers,  read  by  Fitch 2883,  2884 

Statistical,  furnished  by  Fitch  on  labor  conditions 2889-2893 

Of  regularity  of  employment,  furnished  by  Fitch 2915, 2918 

Statistical,  showing  nationalities,  occupations,  etc.,   in  iron  mining  dis- 
trict   2927-2938 

As  to  cost  of  living  in  Pittsburgh,  furnished  by  Fitch 2954-2958 

Of  Christenson,  as  to  loss  of  employment 3019-3020 

By  Miss  Byington,  upon  labor  conditions  at  Homestead 3054-3057 

By  Seldes,  in  form  of  affidavits 3073, 3074 

Furnished  by  P.  J.  McArdle,  concerning  labor  matters 3142-3151 

Of  Commissioner  of  Corporations,  on  ore  resources,  criticized 3186,  3190 

Concerning  Hill  and  United  States  Steel  Corporation  leases 3247-3255 

Various,  in  form  of  letters  on  labor  conditions,  produced  by  Roberts. .  3277-3282 
With  diagrams,   statistics,   tables,   letters,   telegrams,   etc.,   furnished  by 

Roberts 3310-3388 

Covering  pension  fund,  article  by  Fitch  from  Survey,  accident  relief  plan, 

etc 3431-3454 

By  Rukard  Hurd,  concerning  valuation  of  Minnesota  iron  ores 3455-3466 

By  Ernest  F.  Burchard,  on  production  of  iron  ore  and  steel,  in  1910.  .   3483-3516 
By  Dow,  Jones  &  Co.,  entitled,  "A  Decade  in  the  United  States  Steel "     3517-3544 

By  C.  W.  Hayes,  on  iron  ores  of  the  United  States 3545-3589 

In  form  of  statistical  record  of  the  progress  of  the  United  Stales,  1800-1910. .     3590 

Of  E.  J.  Buffington,  minute  entries  referring  to 3594-3601 

By  J.  H.  Reed,  as  to  freight  tonnage 3594-3601 

Showing  tonnages  handled  at  Connaut  dock  in  1 910 4839 

Compiled  from  records  of  Interstate  Commerce  Commission  from  reports  of 

Bessemer  &  Lake  Erie  R.  R.  Co 4844^853 

Compiled  by  Interstate   Commerce   Commission  from  reports  of  Elgin, 

Joliet  &  Eastern  Ry 4857-4865 

Compiled  by  Interstate  Commerce  Commission  from  reports  of  Chicago, 

Lake  Shore  &  Eastern  Ry.  Co 4867-4872 

In  form  of  report  by  Interstate  Commerce  Commission  on  investigation  of 

terminal  charges,  etc 4874-4883 

In  form  of  report  of  Interstate  Commerce  Commission  in  Lum  v.  Great 

Northern  Ry.  Co 4891^894 

In  form  of  railroad  division  sheets 4899^901 

In  form  of  division  sheets  of  various  railroads 4905 

Compiled  from  reports  of  Lake  Terminal  R.  R.  (Jo.  to  Interstate  Commerce 

Commission 4919,  4920 

Compiled  from  reports  of  Newburg  &  South  Shore  Ry.  Co 4922,  4924, 

Compiled  from  reports  of  Union  Railroad  Co.  to  Interstate  Commerce  Com- 
mission    4931-4935 
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Stool  rails! — Continued.  P«««. 

Opou  hoarth,  plants  turuiu;;  from  lH\-<,-iomoi'  to  miikiiis;  of 3G0 

Opon  ho!\rth,  process  for  nuikiug,  dopovibod  liy  Koborls 360 

PrtHhiolion  and  sale  of,  a  spooializod  busii\oss :!(il,  3H2 

(.'onipoliliou  in  prodiiotion  of,  ;\l\v;\yt^ — (.iayloy 366 

nrtn>  in  piioo  of,  duo  to  action  of  Illinois  Stool  l,'o.  in  b^^SC 366 

r  nitormvty  of  prioo  of,  duo  to  amioiUilo  uiulorstandius; :it!7.  36S 

I'oroontas^^  of  market  for,  allotted ^ ol)7-S73 

IVicos  of,  in  oortaiu  yoars -lUMilo 

lio.sstnnor,  dil'foionoo  in  price  between,  and  open  heartJi -l-l 

Open  hearth,  dilTereiue  in  price  between,  and  Hessemer 1-1 

Trices  of,  lixed  b\'  asrivement  between  makers  and  railrvwds 4-2 

Costs  of  inakins;,  estimated 4 Jfi 

Vjrreemenis  at  various  times  tixins;  prici'^  of -129,  430 

r uiformity  in  prices  of,  maintained  by  mutual  underst;indin_sr 461 

l>\isiness  of  Tonnesst'c  tVwl  iii:  ln>\i  Co,  in,  prior  to  merger StS,  849 

l.ai-sre  s:Ues  of,  b.\-  'rei\i\ossee  CiKtl  ^^  Iron  Co '. S4S,  849 

Made  by  Tennessee  Co!\l  iV  Iron  Co,,  ready  market  for 1233 

Advantagi'  of  making.  b\-  kipen-Uearth  yirvH-ess 1234.  1236 

l>iivs  of,  lixed  by  custom  and  usage  according  to  Schwab 1295,  1296 

Ci>st  of  prod\iciuc,  and  export  prices  for 1314, 1316 

Siilesof,  iu  Canada,  at  $21  per  ton 1316,1317 

Pniposition  to  ad\i»nai  price  of,  discus.^'d  by  Inited  States  Steel  board  ..     1403 

llesultory  discussion  of  sale  and  price  of,  by  Carnegie 2429,  2430 

Tublic  inton^st  ii\  having  best  quality  ustni 2t)8l-2ti83 

l>ices  for,  discuiistHl  by  FanvU " 2t)83-2t>94 

Priivs  of,  agsiin  discussed 2722-2724 

Comjianitivo  cost  of  making,  in  rnited  States  and  abn^ad 2739 

Maintenance  of  prices  for,  further  considered 2741-2747 

Method  of  si^Uiug,  to  railroads 27t!l,  2762 

And  other  steel  pr\id\icts,  liroat  Northern  a  large  purchasi»r  of 3238 

V uiformity  of  pru'O  of.  for  long  period,  di.^cussed  with  Wood o0t!S-ri0H9 

Character  of,  produced  by  'renne.-»>e  (^\x»l  ^V:  Iron  Co 5090 

(\>st  and  profits  of  making  and  .stalling 5115-5118 

Oefective,  discu^ed  with  Kennedy," 5121-5123 

Breakage  of,  accvHinted  for  by  Kennedy ,M 22-5124 

Stockholders: 

Of  Tennesst>e  Coal  iij  Iron  Co.  at  time  of  merger 5 

Minority,  how  carod  for  in  merger  trausiiction 189, 190 

St-o«-ks: 

Of  Teuuossi'o  Ct>al  ^ic  IrtMi  Co, — 

.Amount  and  par  \-ahie  of 1314 

Loss  on  stocks  of.  in  merger 14 

.\s  collateral 15 

Market  quotations  on 16, 17 

Now  owned  almost  entir\^ly  by  I'uited  States  Steel  Corporation 18 

Creating  a  market  for.  by  consolidation 59 

Ownership  by  United  States  Steel  Corponxtion  of.  as  means  of  controlling 

competition "        64 

t^f  Tennessee  Civ:U  i^c  Iron  Co, — 

IVqueutly  otTert\l 126 

How  rated  in  exchange  for  bonds  of  Inited  Stares  Steel  Corporation..       133 
Consummation  of  agreement  by  I'nited  States  Steel  Corporation  to 

purcha.st^ ". 143, 144 

Held  by  Mix^rc  vt  Schley,  exchanged  for  bonds  from  ITuited  States  Steel 

Corporation  treasury Iii9 

t.)f  rennctssee  Coj>l  ^^-  Irvui  Co. — 

Ois:\ppearanco  of.  from  market 172 

Held  by  Moore  v'c  Schley 183 

Olfered  freely  after  merger 18i! 

S;tid  to  ha\'e  been  depreciated  by  a  conspiracy 188 

Market  \-alue  of,  at  date  of  panic '. 191 

Of  UnittHl  States  Steel  Ck>rpon»tion,    at   time  of  organiEation  and  sini-e, 

market  ^•aluo  of ," 259,  2l!0,  161 

t^f  subsidiary  companies,  mostly  held  by  I'uited  States  Steel  Corporation.  519-521 
Of  Tnifed  States  Steel  t\)rpor;Vtion,  how  held 5UV-521 
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Stocks — Continued.  Page. 

Of  Tennessee  Coal  &  Iron  Co. — 

Market  prices  of,  during  life  of  syndicate  only  nominal 855,  856 

Occasional  dealings  in,  by  others  than  syndicate 858-860 

New  issues  of,  for  improving  properties  of  Tennessee  Coal  &  Iron  Co 900,  901 

Of  Tennessee  Coal  &  Iron  Co. — 

Designated  as  "peg"  or  "contraband" 903 

Pressure  upon  those  free  as  well  as  upon  those  syndicated 953,  954 

Of  minority  in  Tennessee  Coal  &  Iron  Co.,  had  to  be  taken  in  on  the  deal.  965,  966 
Of  Tennessee  Coal  &  Iron  Co.,  control  in,  held  prior  to  syndicate  by  Kessler.  1043 
New  issue  of,  by  Tennessee  Coal  &  Iron  Co.,  taken  by  second  syndicate.  1043-1047 
Of  Tennessee  Coal  &  Iron  Co.,  how  held  at  date  of  merger,  and  by  whom.   1047-1049 

One-half  of  50,000  issue  of,  rehypothecated  by  Moore  &  Schley 1050 

Of  Tennessee  Coal  &  Iron  Co. — 

Not  accepted  as  collateral,  unsupported 1052-1053 

Exact  financial  status  of,  variable 1054 

Large  holdings  of,  by  Schley  &  Kessler,  outside  syndicate 1059, 1060 

Locating  all  issues  of,  at  time  of  panic 1060, 1061 

Free,  of  Tennessee  Coal  &  Iron  Co.,  mostly  held  by  Schley  &  Kessler. .  1063-1065 
Of   Tennessee    Coal    &    Iron    Co.,    constantly  discriminated    against   by 

banks 1063-1065 

"Hammering"  tho.se  of  Tennessee  Coal  &   Iron  Co.,  before  and   during 

panic 1068, 1069 

Of  Tennessee  Coal  &  Iron  Co. — 

Sale  of,  discussed  long  prior  to  panic 1077, 1078 

S}'ndicate  members'  frequent  discussions  of,  disposing  of 1078 

Syndicated,  of  Tennessee  Coal  &  Iron  (\>.,  first  offer  to  sell  to  United  States 

Steel  Corporation 1081, 1082 

Of  United  States  Steel  Corporation,  rose  in  market  after  consummation  of 

merger 1104 

Of  Tennessee  Coal  &  Iron  ( :o.,  uncurrent  during  panic 1108-1110 

Phenomena  of  markets  for,  discussed 1111-1113 

Of  Tennessee  (.'oal  &  Iron  Co. — 

Object  of  syndicate  in  keeping  'pegged, "  or  tied  up 1237, 1238 

"Pegged,"  condition  of,  syndicate  responsible  for 1237 

Whether  Moore  &  Schley  held  majoritv  of,  deemed  by  Perkins  unim- 
portant   ' ." 1524 

Of  subsidiary  companies,  how  held 1528, 1529 

Of  United  States  Steel  Corporation — 

Depression  in  price  of,  during  operation  of  bond  stock  conversion.  1581-1583 

Buying  and  selling  of,  by  directors 1590 

Of  Tennessee  Coal  &  Iron  Cn". — 

Market  price  of,  at  time  of  merger 1621-1623 

Amount  of,  held  liv  Trust  ( 'o.  of  America 1695 

Of  Duluth,  Missabe  &  Northern  R.  R.  Co.,  early  history  and  transfers  of.  1828-1830 

Amount  of,  and  how  issued  by  subsidiaries  of  Carnegie  Steel  Co 2370-2372 

Speculation  in,  condemned  by  Carnegie 2539-2541 

Ores,  of  Great  Northern,  how  held 3232,  3233 

Amount  of,  is.sued  for  absorption  of  (Jamegie  Steel  Co 5701-5104 

Stoddard,  G.  H.,  statement  of 574,  575 

Structural  steel,  fluctuations  in  prices  of 536 

Subsidiaries: 

Various,  absorbed  1)\-  United  States  Steel  Corporation,  mentioned 67 

Are  still  separate  corporations,  conclusion  to  contrary  notwithstanding, 

see 1529, 1553 

Noncompetitive  agreements  with 1631-1640 

Subsidiary  companies; 

Inquiry  concerning 122 

Officer.s  of,  how  chosen 333 

Supplies,  explanation  by  R.  .berts  of  policy  of  railroads  in  purchasing 337-339 

Syndicate : 

To  buy  Tennes.-^ee  (.'oal  ei:  Iron  Co.  made  up  in  Morgan's  office 15 

In  control  of  Tennessee  Coal  &  Iron  stocks 128, 129 

In  Tennessee  Coal  A-  Irou  Co. — 

Composed  mostly  of  very  wealth)'  men 134 

Stock,  Cjuestion  of  enlargement  of,  during  panic 142 

Amount  held  by 186 

To  form  United  States  Steel  d >rporation,  profits  to 254,  255,  256 
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Syndicate— Continued .  Pas« 

In  Tennessee  Coal  &  Iron  Co.,  formation  of 842,  84; 

Purpose  in  forming 851,  85i 

In  Tennessee  (_'oal  &  Iron  Co. — 

Powers  of iS.51-85; 

Names  of  members  of 85; 

Amount  of  stock  held  b)- 85^ 

Of  Tennessee  Coal  &  Iron  Co. ,  financial  ability  of  members  of 85f 

In  Tennessee  Coal  &  Inm  Co.  stock  composed  of  practical  men  in  iron  and 

steel  industry 886,  88'i 

Control  of  operations  and  development,  the  purpose  of 881 

In  Tennessee  Coal  &  Iron  Co. ,  not  at  liberty  to  sell  less  than  entire  holding . .       89( 

Agreement  of,  in  Tennessee  Coal  &  Iron  Co.  stock 917,  91^ 

Not  a  speculative  arrangement • 92" 
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Each  member  of,  purchased  and  paid  for  his  own  stock 104; 

How  started 1042-104^ 

Members  of,  men  of  financial  strength 1044 
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cussed   n 13-lllf 
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Participation  of  Oakleigh  Thorne  as  member  of 1654-1656 
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Market  value  of  stocks  of,  at  date  of  panic -  •  ■       191 

Advantages  of,  over  United  States  Steel  Corporation  in  cost  of  production 
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Of  ores,  from  Lake  Superior  region 54 

Of  ores,  companies  engaged  in 84 

From  Mesabi  Range,  controlled  by  United  States  Steel  and  Hill  interests. .        91 
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By  Great  Northern  Ry,  Co.,  for  independents 3222,  3223 
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Cost  of,  discussed  by  Hill 3220,  3221 

Of  ores — 

Rates  for 3209 
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Of  ores  on  lakes,  control  of,  generally 4836^838 

Lines  of,  for  shipments  from  Pittsburgh  district 4854,  4885 
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Some  of  loans  of,  described 1695, 1696 
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Could  not,  according  to  Gary,  safely  have  made  loans  required  by  Moore 

&  Schley 182 
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Part  of  coal  output  of  certain  mines  used  by 219 

Proportion  of  business  done  by,  in  various  years 221-224 
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Controls  policies  of  subsidiaries 228 
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Construction  by,  of  steel  plant  at  West  Duluth 387 
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Not  willing  to  become  minority  holder  of  Tennessee  Coal  &  Iron  stock 945 
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INVESTIGATION  OF  UNITED  STATES  STEEL  CORPORATION. 


August  2,  1912. — Referred  to  the  House  Calendar  and  ordered  to  be  printed. 


Mr.  Stanley  (for  Messrs.  Bartlett,  Beall,  Littleton,  McGilli- 
OUDDY,  and  himself),  from  the  Special  Committee  to  Investigate 
Violations  of  the  Antitrust  Act  of  1890  and  other  Acts,  submitted 
the  following 

EEPORT. 

The  undersigned  members  of  the  Committee  to  Investigate  Viola- 
tions of  the  Antitrust  Act  of  1890  and  other  Acts,  respectfully  submit 
the  following  views  in  answer  to  House  resolution  148,  adopted  May 
4,  1911,  which  is  as  follows: 

Resolved,  That  a  committee  of  nine  Members,  to  be  elected  by 
the  House,  be,  and  is  hereby,  directed  to  make  an  investigation 
for  the  purpose  of  ascertaining  whether  there  have  occurred  vio- 
lations by  the  United  States  Steel  Corporation,  or  other  corpora- 
tions or  persons  as  hereinafter  set  out,  of  the  antitrust  act  of 
July  second,  eighteen  hundred  and  ninety,  and  the  acts  supple- 
mentary thereto,  the  various  interstate-commerce  acts,  and  the 
acts  relative  to  the  national-banking  associations,  which  viola- 
tions have  not  been  prosecuted  by  the  executive  officers  of  the 
Government;  and  if  any  such  violations  are  disclosed,  said  com- 
mittee is  directed  to  report  the  facts  and  circumstances  to  the 
House. 

Said  committee  is  also  directed  to  investigate  the  United  States 
Steel  Corporation,  its  organization  and  operation,  and  if  in  con- 
nection therewith  violations  of  law  as  aforesaid  are  disclosed,  to 
report  the  same. 

Said  committee  shall  inquire  whether  said  Steel  Corporation 
has  any  relations  or  affiliations  in  violation  of  law  with  the  Penn- 
sylvama  Steel  Company,  the  Cambria  Steel  Company,  the  Lacka- 
wanna Steel  Company,  or  any  other  iron  or  steel  company. 

Also  whether  said  Steel  Corporation,  through  the  persons  own- 
ing its  stock,  its  officers  or  agents,  has  or  has  had  relations  with 
the  Pennsylvania  Railroad  Company,  or  any  other  railroad  com- 
pany, or  any  coal  companies,  national-banking  companies,  trust 
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companies,  insurance  companies,  or  other  corporate  organizar 
tions  or  companies,  or  with  the  stocldiolders,  directors,  or  other 
officers  or  agents  of  said  companies,  at  with  any  person  or  per» 
sons,  which  nave  caused  or  have  a  tendency  to  cause  any  of  thA 
results  following: 

First.  The  restriction  or  destruction  of  competition  in  produc- 
tion, sale,  or  transportation. 

Second.  Excessive  capitalization  and  bonding  of  corporations. 

Third.  Combinations  created  by  ownership  or  control  by  one 
corporation,  or  the  stockholders  or  bond  holders  thereof,  of  the 
stock  or  bonds  of  other  cofporations,  or  combinations  between 
the  officers  or  agents  of  one  corporation  and  the  officers  or  agents 
of  other  corporations  by  duplication  of  directors  or  other  means 
and  devices. 

Fourth.  Speculations  in  stocks  and  bonds  by  agreement  among 
officers  and  agents  of  corporations  to  depress  tne  value  of  the 
stocks  and  bonds  of  other  corporations  for  the  purpose  of  acquir- 
ing or  controlling  same. 

Fifth.  Profits  through  such  speculation  to  officers  or  agents  of 
such  corporations  to  the  detriment  of  the  stockholders  and  the 
pubHc. 

Sixth.  Panics  in  the  bond,  stock,  and  money  markets. 

Said  committee  shall  in  its  report  recommend  such  further 
legislation  by  Congress  as  in  its  opinion  is  desirable. 

Said  committee,  as  a  whole  or  by  subcommittee,  is  authorized 
to  sit  during  sessions  of  the  House  and  the  recess  of  Congress, 
to  employ  clerical  and  other  assistance,  to  compel  the  attendance 
of  witnesses,  to  send  for  persons  and  papers,  and  to  administer 
oaths  to  witnesses. 

The  Speaker  shall  have  authority  to  sign  and  the  Clerk  to 
attest  subpoenas  during  the  recess  of  Congress. 

Under  the  original  resolution,  by  the  terms  of  which  this  committee 
was  empowered  to  conduct  this  investigation,  it  was  particularly 
charged  with  the  duty  of  determining  whether  the  organization  and 
operation  of  the  United  States  Steel  Corporation  was  in  violation  of 
the  Sherman  antitrust  law.  The  committee  proceeded  to  diligently 
inquire  into  this  question,  and  was  eliciting  evidence  on  that  subject 
when  the  Department  of  Justice,  stimulated  by  the  revelations  made 
in  the  hearings  and  relying  upon  much  of  the  evidence  brought  out 
before  the  committee,  instituted  a  proceeding  in  the  United  States 
court  seeking  the  dissolution  of  the  corporation.  The  committee  care- 
fully considered  what,  if  any,  effect  such  a  proceeding  would  have  upon 
the  original  purpose  and  duty  of  the  committee  to  make  a  finding  as 
to  whether  the  corporation  and  its  conduct  was  in  violation  of  the 
Sherman  antitrust  law;  and  the  c  mmittee  unanimously  resolved,  on 
the  9th  day  of  December,  1911,  as  follows: 

The  committee  has  had  under  careful  consideration  the  objec- 
tions made  by  the  United  States  Steel  Corporation,  through  its 
counsel,  to  the  further  prosecution  of  this  investigation.     The 
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resolution  under  which  this  committee  is  proceeding  directs  the 
committee — 

First.  To  inquire  into  and  report  as  to  whether  the  United 
States  Steel  Corporation  is  in  its  organization  or  operations  act- 
ing in  violation  of  the  antitrust  law. 

Second.  To  inquire  into  and  report  violations  of  the  interstate- 
commerce  acts  and  amendments  thereto,  and  to  the  acts  relating 
to  national-banking  associations. 

Third.  To  inquire  into  the  restriction  or  destruction  of  com- 

getition  by  reason  of  the  relations  of  the  United  States  Steel 
orporation  and  its  officers  with  other  companies. 

Fourth.  The  excessive  capitalization  and  bonding  of  corpora- 
tions. 

Fifth.  Combinations  created  by  holding  companies,  interlock- 
ing directorates,  and  other  devices. 

Sixth.  Combinations  to  depress  the  value  of  stocks  and  bonds 
for  the  purpose  of  acquiring  them. 

Seventh.  Panics  in  the  bond  and  stock  markets. 

And  the  committee  is  also  directed  to  recommend  such  further 
legislation  by  Congress  as  in  its  opinion  is  desirable. 

The  objection  made  by  the  counsel  for  the  Steel  Corporation 
to  the  further  continuance  of  the  investigation  was  based  upon 
the  ground  that  the  Government  had  filed  a  bill  in  the  courts  of 
New  Jersey  against  the  United  States  Steel  Corporation,  seeking 
its  dissolution  under  the  antitrust  law.  As  to  this  objection,  it 
is  our  unanimous  opinion  that  the  committee  should  continue 
the  investigation  as  if  no  proceeding  on  the  part  of  the  United 
States  Government  were  now  pending  against  said  corporation, 
but  not  for  the  purpose  of  determining  the  questions  involved  in 
the  action  brought  by  the  Government  against  the  United  States 
Steel  Corporation,  and  any  inquiry  into  the  subjects  embraced  in 
that  action  should  be  made  for  the  purpose  of  enabUng  the  com- 
mittee to  recommend  such  further  legislation  as  in  its  opinion  is 
desirable.  Touching  all  other  matters  the  committee  will  pro- 
ceed as  heretofore. 

The  United  States  Steel  Corporation  is  a  confederation  of  previously 
existing  consolidations. 

At  the  time  of  the  organization  of  the  Steel  Corporation,  the  pro- 
duction of  iron  and  steel  by  unrelated  units — small,  separate,  and 
independent  concerns — competing  one  with  another  in  the  various 
branches  of  the  industry,  had  aheady  been  superseded  by  these  con- 
solidations which  had  obtained  a  monopoly  of  many  branches  of 
the  business,  but  were  not  large  or  powerful  enough  to  control  the 
industry  as  a  whole. 

These  companies  were  associated  by  banking  and  other  connections 
into  "groups."  A  syndicate  organized  by  J.  P.  Morgan  &  Co.  finally 
consolidated  these  "groups"  into  the  United  States  Steel  Corpora- 
tion, the  securities  of  the  constituent  concerns  being  deposited  in 
the  United  States  Trust  Co.,  and  upon  that  basis  the  stocks  and  bonds 
erf  the  corporation  were  issued. 
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PEKIOD  OF  COMPETITION. 

For  a  brief  period,  roughly  speaking,  from  1892  to  1897,  the 
manufacture  and  sale  of  iron  and  steel  approached  a  normal,  legal, 
and  legitimate  status.  Prior  to  this  time  pools,  gentlemen's  agree- 
ments, and  preferential  contracts  had  been  almost  universal  and 
embraced  to  a  greater  or  less  extent  every  phase  and  department 
of  the  business.  In  describing  conditions  prevailing  prior  to  the 
formation  of  the  Steel  Corporation  one  of  its  directors,  Mr.  Percival 
Roberts, jr., says:  "It  was  a  case  of  coming  together  and  breaking  again. 
That,  I  think,  was  my  experience  from  1876  to  1900."  All  the  rail 
makersin  America  were  atvarious  times  parties  to  such  agreements, they 
covered  finished  and  semifinished  steel — beams,  plates,  sheets,  axles, 
structural  shapes  of  all  kinds,  wire  nails,  bolts,  cotton  ties,  and  articles 
constructed  of  iron  in  every  shape  and  form.  (Hearings,  p.  431.) 
Such  pools  and  agreements  provided  for  the  restraint  of  output  by 
allotting  a  fixed  percentage  of  capacity  to  each  of  the  contracting 
plants,  and  prices  were  determined  in  schedules  by  which  all  parties 
covenanted  to  abide.  Competition  was  restrained  or  prevented 
by  an  infinite  variety  of  devices,  too  numerous  for  description  here. 
The  Carnegie  Co.  was  at  one  time  under  contract  not  to  engage 
in  the  bridge  business.  (MacRae  report,  3662.)  The  Standard 
Oil  interests,  under  threat  of  going  into  the  tube  business,  received 
rebates  on  tin  plate.  The  New  Jersey  Iron  &  Steel  Co.  was  paid 
$5,000  per  month  conditioned  upon  their  making  no  structural 
steel,  and  the  Illinois  Steel  Co.  received  $150,000  per  annum  to 
keep  their  hands  off  the  manufacture  of  cotton  ties.  Steel  billets 
were  sold  at  so  much  below  the  market  price  upon  condition  that  they 
should  not  be  resold  before  going  through  some  subsequent  stage 
of  manufacture,  or  when  fabricated  into  finished  products  not  to 
be  sold  in  competition  with  like  products  made  by  the  vender. 
The  parties  to  these  agreements  and  the  inventors  of  these  various 
and  ngenious  devices  for  the  artificial  increase  in  price  were  per- 
fectly cognizant  that  such  schemes  and  covenants  were  neither  legal 
nor  enforceable,  and  admit  with  somewhat  surprising  candor  their 
thorough  appreciation  of  the  fact  that  they  were  industrially  per- 
nicious or  morally  wrong. 

No  man  had  a  more  accurate  knowledge  of  the  character  and  effect 
of  such  agreements  than  Charles  M.  Schwab,  president  of  the  Carnegie 
Co.  and  subsequently  of  the  United  States  Steel  Corporation.  "No 
man,"  says  he,  "has  a  clearer  appreciation  than  myself  of  the  evil 
that  lurked  in  the  trust  scheme.  *  *  *  jj.  ^^^  founded  on  mis- 
conception and  promoted  along  the  lines  of  self-destruction.  Its 
fundamental  principles  were  the  restraint  of  trade,  increase  of  price 
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and  the  throttling  of  competition — a  trinity  that  would  wreck  any 
proposition,  business,  political,  or  social." 

Aware  of  the  legal  and  ethical  status  of  these  conventions,  their 
existence  was  often  denied  and  always,  as  far  as  possible,  concealed. 
These  pools  or  secret  agreements  were  enforced  through  a  com- 
missioner, who  was  the  custodian  of  all  documents  and  papers  con- 
taining the  necessary  statistical  data  for  prorating  allotments  of 
production,  the  schedules  fixing  prices,  and  rules  and  regulations 
for  settling  differences  between  the  high  contracting  parties.  His 
place  of  business  was  known  only  to  those  immediately  concerned. 
In  1904,  when,  as  Mr.  Temple  states,  Judge  Gary  concluded  that  it 
was  no  longer  desirable  or  necessary  to  have  such  agreements  in  the 
hands  of  even  a  single  trusted  and  cautious  custodian,  and  the  com- 
missioner destroyed  every  vestige  of  evidence  which  might  incrimi- 
nate himself  or  his  confreres,  but  continued  to  discharge  the  duties 
of  his  ofiice  for  several  years  thereafter.     (Hearings,  p.  1730.) 

"Remember,"  said  the  commissioner,  of  the  plate  and  structural 
steel  pools,  "there  was  always  present  the  flying  off  the  track  of  any 
members  of  these  associations;  there  was  always  present  the  fear  that 
the  law  might  be  violated  or  something  illegal  done." 

The  Chairman.  A  fear  of  that  kind  ? 

Mr.  Temple.  Oh,  there  is  no  question  about  it.  I  will  admit 
freely  that  point,  so  far  as  I  myself  am  concerned.  (Hearings, 
p.  1722.) 

THE  ADDYSTOIT  PIPE  CASE. 

The  Associated  Pipe  Works  does  not  seem  to  have  been  so  success- 
ful in  eluding  the  vigilance  of  the  law.  It  differed  from  the  plate  and 
structural  associations  in  the  details  of  its  operations,  but  sought  the 
same  results  by  somewhat  cruder  and  less  effective  means. 

In  December,  1896,  the  United  States  filed  a  bill  in  equity  in  the 
Eastern  District  of  Tennessee,  the  complaint  being  based  upon  sections 
1  and  2  of  the  Sherman  Act,  and  praying  for  the  dissolution  of  this 
concern  and  the  seizure  of  its  goods  in  transit. 

The  legality  of  such  contracts  was  discussed  at  length  in  an  elab- 
orate decision  rendered  by  Judge  Taft,  Justice  Harlan  and  Judge 
Lurton  (now  Justice  Lurton)  concurring. 

This  decision  was  unanimously  affirmed  by  the  Supreme  Court  in 
December,  1899. 

The  legal  status  of  such  pools  and  associations  was  elaborately 
discussed  both  in  the  Circuit  and  Supreme  Courts.  The  ingenuity  of 
the  defenders  of  and  apologists  for  monopoly  seems  to  have  been 
exhausted  by  the  able  counsel  who  appeared  for  the  pipe  pool  in  this 
case.  It  was  urged  that  if  there  was  any  restraint  of  trade,  it  was  con- 
fined to  the  parties  to  the  agreement;  that  it  was  "partial,"  and  not 
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the  restraint  contemplated  or  interdicted  by  the  statute;  that  it  was 
not  an  unreasonable  restraint;  that  modern  business  conditions 
rendered  such  agreements  necessary;  in  effect,  that  it  operated  to 
"steady"  prices,  to  prevent  violent  fluctuations  and  "ruinous 
competition." 

The  answer  to  such  excuses  for  the  law's  violation  was  sweeping  and 
conclusive.  "Upon  this  review  of  the  law  and  the  authorities,"  said  the 
court,  "we  can  have  no  doubt  that  the  association  of  the  defendants, 
however  reasonable  the  prices  they  fixed,  however  great  the  com- 
petition they  had  to  encounter,  and  however  great  the  necessity  for 
curbing  themselves  by  joint  agreement  from  committing  financial 
suicide  by  ill-advised  competition,  was  void  at  common  law  because 
in  restraint  of  trade  and  tending  to  a  monopoly."  (85  Fed.  R.,  291.) 
And,  again: 

It  is  certain  that  if  the  contract  of  association  which  bound 
the  defendants  was  void  and  unenforcible  at  the  common  law 
because  in  restraint  of  trade,  it  is  within  the  inhibition  of  the 
statute  if  the  trade  it  restrained  was  interstate  (85  Fed.  R., 
pp.  278-279). 
After  the  decisions  in  the  Addyston  Pipe  and  other  similar  cases, 

there  was  no  longer  a  mere  "dread  that  the  law  might  be  violated"; 

there  was  the  certainty  that  such  associations  were  flagrantly  illegal 

and  it  became  more  and  more  apparent  that  their  existence  could 

not  always  be  successfully  concealed. 

In  the  latter  part  of  1896  and  the  early  part  of  1897  in  par- 
ticular, there  was  a  rather  general  abandonment  of  such  combi- 
nations. Thus  the  collapse  of  the  wire-nail  and  billet  pools  was 
soon  followed  by  the  disruption  of  the  steel  rail  pool  itself;  a 
number  of  other  similar  agreements  were  also  abandoned  at 
least  temporarily  about  this  time.     (H.  K.  S.  Rept.,  p.  75.) 

For  a  brief  period  such  agreements,  it  appears,  were  partially  dis- 
continued or  broken  by  the  contracting  parties,  and  many  manu- 
facturers of  iron  and  steel  sought  to  conduct  a  successful  business  by 
the  mettods  which  generaUy  prevail  in  smaller  and  ordinary  indus- 
trial and  commercial  operations.  It  became  what  the  engineer, 
Julian  Kennedy,  aptly  calls  "  a  buyer's  market";  that  is,  the  manu- 
facturer was  to  a  degree  dependent  upon  the  preference  of  the  con- 
sumer, and  the  excellence  and  cheapness  of  the  article  offered  for 
sale.  Purchasers  were  again  able  to  obtain  bona  fide  bids  from 
actually  competing  concerns.  (Hearings,  p.  5077.)  This  condition 
was  reflected  in  the  lessening  of  cost  to  the  consumer  and  of  profits 
to  the  producer.  To  avert  this  condition,  to  secure  the  advantages 
of  the  old  pools,  to  prevent  or  at  least  effectually  restrain  competition, 
and  at  the  same  time  escape  the  serious  pains  and  penalties  denounced 
by  the  Sherman  Act,  was  the  delicate  and  difficult  problem  at  this 
tiine  confronting  the  manufacturers  of  steel. 
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This  hard  and  intricate  task  involved  vast  expenditures  and  the 
most  radical  and  sweeping  changes  in  the  whole  commercial  and  cor- 
porate make-up  of  this  business.  Under  the  advice  of  the  most 
astute  counsel  and  the  segis  of  powerful  banking  institutions,  a 
scheme  was  finally  elaborated  which  for  the  time  being  exceeded  the 
expectations  of  the  most  avaricious  of  its  inventors. 

Hitherto  the  output  of  many  separate  and  distinct  concerns  had 
been  limited  and  the  price  fixed  by  a  commissioner  possessing  plenary 
powers  to  enforce  these  pooling  agreements  or  punish  their  infraction. 
Under  the  new  arrangement  it  was  not  necessary  to  resort  to  these 
covert  and  perilous  conventions.  Instead  of  pooling  rails  or  plates 
produced  by  numerous  plants,  they  fooled  the  plants  themselves. 
This  was  accomplished  by  the  simple  device  of  an  "exchange  of 
securities,"  through  the  organization  of  holding  companies. 

CONTROL    OF    OUTPUT    OF    SUBSIDIARIES    OF    UNITED     STATES 
STEEL  CORPORATION. 

The  holders  of  stocks  and  bonds  of  various  tube  plants,  claiming 
to  control  about  90  per  cent  of  the  country's  capacity,  turned  their 
securities  over  to  a  syndicate  formed  by  J.  P.  Morgan  &  Co.,  and 
in  return  therefor  received  stock  in  an  incorporated  consohdation  of 
all  these  plants,  known  as  the  '  'National  Tube  Company."  (H.  K.  S. 
Kept.,  p.  143.)     Or  as  stated  by  John  W.  Gates: 

The  National  Tube  Co.  was  an  acquisition  of  the  principal 
tube  mills  of  the  United  States  into  one  concern,  whereby  they 
could  get  a  very  handsome  profit  out  of  the  manufacture  of  tubes, 
and  that  had  been  done  by  Mr.  Morgan. 

Mr.  Beall.  There  had  been  a  combination  of  those  tube  mills 
by  which  competition  had  been  largely  destroyed,  resulting  in 
an  increased  price  of  their  product,  had  there  not  ? 

Mr.  Gates.  I  would  3ay  85  or  90  per  cent  of  the  total  tube 
tonnage  in  the  United  States  was  in  the  National  Tube  Co.  at 
that  time.     (Hearing,  p.  41.) 

An  examination  of  the  minutes  of  these  companies  establishes 
beyond  doubt  that  the  control  of  prices  and  the  restraint  of  competi- 
tion was  the  predetermined  and  definite  purpose  for  which  these 
various  and  scattered  tube  mills  were  acquired  and  assembled  under 
one  corporate  control. 

On  January  15,  1901,  just  prior  to  the  formation  of  the  United 
States  Steel  Corporation,  Mr.  Converse,  then  president  of  the  National 
Tube  Co.,  and  afterwards  a  member  of  the  board  of  directors  of  the 
United  States  Steel  Corporation,  declared: 

It  is  well  Icnown,  the  tendency  lately  so  conspicuous  to  estab- 
lish a  community  of  ownership  or  a  unified  control  over  great 
industries,  as  the  only  means  of  restraining  destructive  compe- 
tition, led  to  the  incorporation  of  various  great  companies. 
(Hearings,  p.  4278.) 
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From  75  to  85  per  cent  (see  Gary,  hearings,  p.  63 ,  and  Gates,  hearings, 
p.  228)  of  all  the  wire  rod  and  nail  mills  of  the  country  hitherto  under 
the  control  of  separate  and  distinct  corporations,  and  indulging  in  such 
competition  as  was  not  restrained  by  the  various  wire  and  nail  pools, 
were  consolidated  into  the  American  Steel  &  Wire  Co. 

The  American  Tin  Plate  Co.  took  over  the  makers  of  tin  plate  and 
secured  absolute  control  of  about  73  per  cent  of  the  tin-plate  business. 

The  makers  of  sheet  steel  formed  the  American  Sheet  Steel  Co., 
with  70  per  cent  of  the  entire  business. 

Steel  hoops  and  cotton  ties  were  made  by  the  American  Steel  Hoop 
Co..  which  managed  to  produce  aU  forms  of  steel  bands  and  hoops. 

The  manufacture  of  bridge  and  structural  steel  of  all  kinds  was 
controlled  by  the  American  Bridge  Co.  In  a  short  time  baling  and 
fencing  wire,  horseshoes,  and  horseshoe  nails,  pipes,  sheet  iron,  tin 
plate,  building  materials — in  fact,  almost  every  conceivable  article 
fabricated  from  iron  or  steel — was  controlled  by  some  one  of  these 
huge  consolidations,  holding  a  more  or  less  monopolistic  position. 

The  board  of  directors  of  one  corporation,  capitalized  often  at 
millions  and  hundreds  of  milUons,  took  the  place  of  the  chosen  rep- 
resentatives of  the  old  concerns  from  which  they  were  created,  and 
the  chairman  of  the  board  of  directors  or  of  the  finance  and  executive 
committees  assumed  the  duties  once  discharged  by  the  secret  com- 
missioner. Pooling  agreements,  while  still  maintained,  were  no 
longer  essential  in  dictating  the  price  or  determining  the  output. 
Their  few  straggling  competitors  who  failed  or  refused  to  join  these 
overmastering  combinations,  as  a  rule,  exerted  but  little  influence 
upon  the  industry.  The  effect  of  these  compact  and  powerful  com- 
binations on  the  markets  was  marked  and  immediate. 

EFFECT  UPON  PRICES. 

The  American  Steel  &  Wire  Co.  of  New  Jersey  was  organized  in 
January,  1899.  In  1898,  prior  to  the  formation  of  this  concern,  wire 
naUs  had  been  selling  at  from  $1.25  to  $1.50  per  keg.  By  June  in 
the  same  year,  the  price  had  reached  $2.10  and  within  eight  months 
thereafter  it  was  raised  to  $3.20  per  keg.  The  maximum  price  in 
1898  was  $1.50;  in  1899,  it  was  $2.95,  and  the  next  year  $3.20. 
(Hearings,  p.  5560.)  Wire  rods  brought  $21  per  ton  in  1898;  in  1899 
they  reached  $31.50,  and  by  1900  $50  per  ton.  This  result  is  the 
more  surprising  when  it  appears  that  there  was  but  Httle  difference 
in  the  production  and  demand  for  naUs  and  rods  in  1898  and  1899. 

Wire  rods,  Pittsburgh:  Tons. 

Production  1898, 1  071  683 

Production  1899 I'.OSsiaOO 

(Hearings,  p.  5564.) 
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In  three  years  there  was  a  rise  of  $1.80  per  keg  in  wire  nails,  and  in 
1900  there  were  produced  7,233,979  kegs  of  naiV,,  or  a  profit  to  the  con- 
sohdation,  assuming  the  1898  price  to  have  been  fair,  of  113,021,162.20. 
(Hearings,  p.  5560.) 

Kails,  fencing,  and  other  forms  of  wire  are  made  from  wire  rods. 
In  1898  there  were  produced  in  this  country  1,071,683  tons  of  wire 
rods  (see  p.  5564).  In  June,  1898,  the  Pittsburgh  price  of  wire  rods 
was  120  per  ton;  in  January,  1900,  this  price  had  risen  to  $50  per 
ton,  with  a  total  production.  1898  to  1900,  of  2,954,372  tons. 

The  American  Tin  Plate  Co.  was  incorporated  in  December,  1898. 
Commercial  tin  plate  is  made  by  coating  steel  sheets  (black  sheets), 
and  these  in  turn  are  rolled  from  sheet  bars.  Sheet  bars  and  tin 
plate  showed  a  like  increase  upon  the  consolidation  of  the  sheet-steel 
and  tin-plate  mills. 

In  November,  1898,  tin  plate  sold  for  $2.95  per  box.  This  com- 
pany was  organized  in  December  of  that  year.  By  January  the  same 
plate  sold  for  $3.34.  In  30  days  thereafter  it  reached  $4.21^,  and 
from  September  till  the  close  of  the  year  ir  remained  stationary  at  $5 
per  box.     (Rept.  Ind.  Com.,  vol.  1,  p.  868.) 

"MEBGEK.  VALUE  "  CAPITALIZED  BY  THE  UNITED  STATES  STEEL 

COBPOKATION. 

So  well  satisfied  were  the  syndicates  who  had  evolved  tliis  plan 
for  what  Mr.  Converse  calls  "community  of  ownership  or  unified 
control  over  great  industries  as  the  only  means  of  restraining  destruc- 
tive competition"  that  they  began  to  treat  this  ingenious  and  ille- 
gal device  as  a  lawful  institution,  no  doubt  reassured  in  this  posi- 
tion by  the  failure  of  the  Government  to  proceed  against  them,  and 
in  their  future  operations  they  failed  to  discriminate  between  the 
cost  of  construction  or  the  intrinsic  value  of  these  properties  and 
earning  capacity  due  entirely  to  "community  of  ownership  and 
unified  control,"  or  "potential  value,"  as  James  Gayley  calls  it. 
This  "combination  value"  of  the  various  companies  since  acquired 
by  the  Steel  Corporation  has  been  capitalized  as  a  tangible  asset, 
stocks  issued  and  bonds  sold,  all  based  upon  this  new  device,  as  a 
perfect  and  permanent  evasion  of  all  laws  prohibiting  combinations 
in  restraint  of  trade. 

The  earning  power  of  the  American  Steel  and  Wire,  the  Tin  Plate, 
National  Tube,  and  other  companies  was  enormously  increased  by 
virtue  of  the  complete  monopoly  which  resulted  from  assembling 
practically  all  of  the  manufacturers  of  such  commodities,  as  horse- 
shoes, naiJs,  fencing  wire,  sheet  steel,  and  tin  plate  for  roofing  or 
kitchen  utensils,  under  one  control. 

The  gains  incident  to  the  difference  in  the  price  of  such  things  sold 
under  competitive  and  monopohstic  conditions  were  but  a  small  part 
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of  the  amount  actually  secured  by  these  companies  and  by  the 
Morgan-Moore  and  other  syndicates. 

To  illustrate:  If  under  normal  conditions  these  various  plants 
acting  separately  could  earn  10  per  cent,  and  acting  collectively 
they  could  earn  100  per  cent,  then  by  discarding  any  form  of  physical 
valuation,  either  the  original  cost  or  the  cost  of  reproduction,  and 
taking  as  their  sole  standard  the  new  and  artificially  created  earning 
power,  due  entirely  to  the  consolidation,  and  for  that  reason  aptly 
termed  "combination  value,"  then  10  assembled  plants  were  worth 
10  times  as  much  with  the  acqxiired  monopoly  of  the  business  as  the 
same  10  plants  would  have  been  worth  acting  separately  and  in 
competition.  And  these  immense  aggregations  were  created  and 
capitalized  upon  that  principle;  neither  in  the  incorporation  of  the 
Steel  Corporation  nor  of  the  subsidiaries  which  preceded  it,  now 
under  discussion,  has  there  been  any  serious  attempt  to  deny  that 
the  greater  part  of  the  seciu-ities  of  these  companies  had  any  other 
element  of  value. 

"Everybody  knows,"  said  W.  H.  Moore,  of  the  Moore  syndicate, 
"what  they  are  getting  when  they  get  common  stock  (in  the  Tin 
Plate  Co.).  They  know  they  are  not  getting  anything  that  repre- 
sents assets."  (Reports  Industrial  Commission,  vol.  1,  p.  963; 
hearings,  pt.  63.) 

Judge  Gary,  testifying  before  the  Ways  and  Means  Committee, 
"guesses"  the  same  thing  is  true  of  the  Steel  Corporation  itself. 

Mr.  Cochran.  Of  this  whole  sum,  $1,7§2, 000,000,  was  not 
$1,000,000,000  at  least  capitalized  profits,  as  distinguished  from 
original  investment? 

Mr.  Gaby.  I  should  have  to  guess  at  that;  but  I  should  guess 

Ses,   including   increases   in  value.     (See  Hearings   Ways   and 
[eans  Committee,  1908  and  1909;  see  hearings,  pt.  63,  p.  240, 
Appendix.) 

The  Commissioner  of  Corporations  gives  an  interesting  account  of 
the  method  by  which  these  companies  "capitalized"  and  recapital- 
ized their  profits: 

In  the  organization  of  the  American  Steel  &  Wire  Co.  of  HU- 
nois,  in  March,  1898,  each  $100  of  the  stock  of  the  Consohdated 
Steel  &  Wire  Co.,  one  of  the  constituent  concerns  (and  itself  a 
consolidation  of  seven  plants),  received  $175  of  preferred  stock 
and  $175  in  common  stock  of  the  new  company,  or  $350  of  new 
securities  for  every  $100  of  the  old.     (See  Com.  Kept.,  p.  6.) 

"A  few  months  later  each  $100  of  the  preferred  stock  of  the  American 
Steel  &  Wire  Co.  of  Illinois  received  $100  in  preferred  stock  and  $60 
in  common  stock  of  the  American  Steel  &  Wire  Co.  of  New  Jersey, 
while  each  $100  of  the  Illinois  concern's  common  stock  received  $120 
in  common  stock  of  the  New  Jersey  concern.  Thus  each  $100  stock 
of  the  old  consohdated  company  became  $490  in  the  stock  of  the 
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New  Jersey  concern.  In  the  final  merger  of  the  latter  company  into 
the  Steel  Corporation  each  $100  par  value  of  the  preferred  stock  re- 
ceived $117.50  in  preferred  stock  of  the  Steel  Corporation,  while  each 
$100  (par  value)  of  the  common  stock  received  $102.50  ia  United 
States  Steel  common  stock.  In  other  words,  every  $100  par  value 
of  the  stock  of  the  Consolidated  Steel  &  Wire  Co.  was  finally  trans- 
muted into  $528.50  par  of  Steel  Corporation  securities.  (Com.  Kept., 
p.  176.) 

The  reflections  of  the  commissioner  over  a  hke  method  of  capitali- 
zation of  ore  properties  applies  as  forcibly  to  operating  plants.  The 
capitalization  of  the  appreciation  in  value  (of  ore)  in  the  absence  of 
competitive  ownership  presents  a  problem  of  far-reaching  importance. 
Assume,  for  instance,  for  the  purposes  of  argument,  that  the  Steel 
Corporation  could  prove  an  actual  appreciation  in  its  ore  property  of, 
say,  $100,000,000.  This  would  mean  that  a  considerable  part  of  such 
appreciation  must  be  attributed  to  the  concentration  of  control  of 
such  property,  since  under  scattered  and  competitive  ownership  there 
is  always  a  tendency  on  the  part  of  some  holders  to  sell  at  a  very 
small  profit  rather  than  carry  their  property  without  a  return  thereon, 
and  thus  keep  down  values.  If  it  were  conceded  that  such  apprecia- 
tion could  properly  be  capitahzed  and  used  as  a  basis  for  distributing 
profits,  then  there  is  nothing  to  prevent  further  recapitalization,  at  a 
still  greater  appreciation,  at  some  time  in  the  future  when  the  value 
may  be  still  more  greatly  influenced  by  the  concentration  of  control. 
"In  this  way,  it  will  be  seen,  a  great  concern,  like  the  Steel  Corpora- 
tion, might  repeatedly  recapitalize  its  natural  [and  one  may  add, 
other  resources],  and  use  this  capitalization  in  such  a  way  as  to  really 
conceal  its  true  rate  of  profit." 

Thus,  to  capitalize  and  recapitalize  this  property  involves,  therefore, 
as  just  stated,  problems  of  vital  interest  to  the  public."  (H.  K.  S. 
Kept.,  p.  325.) 

OVERCAPITALIZATION. 

In  some  instances  stocks  were  not "  watered  "  in  the  ordinary  accept- 
ance of  that  term ;  they  were  literally  deluged.  The  cost  of  construct- 
ing or  reproducing  the  several  plants  constituting  the  combine  was 
inconsequential  as  compared  with  the  value  of  this  new  device  for 
enjoying  with  immunity  an  old  and  hitherto  forbidden  privilege — an 
absolute  monopoly  in  a  valuable  and  necessary  article  of  commerce. 

NATIONAL  TUBE  CO, 

"The  National  Tube  Co.  was  an  acquisition  of  the  principal  mills  of 
the  United  States  into  one  concern,  whereby  they  could  get  a  very 
handsome  profit  out  of  the  manufacture  of  tubes,  and  that  had  been 
done  by  Mr.  Morgan."     Mr.  Gates  does  not  tell  us  how  Mr.  Morgan 
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managed  to  make  this  handsome  profit,  but  it  is  easily  ascertained 
from  a  casual  inspection  of  the  organization  and  operation  of  this 
concern. 

Before  acquiring  these  plants  Morgan  &  Co.  employed  Julian 
Kennedy,  of  Pittsburgh,  a  most  capable  engineer  of  long  experience 
in  the  construction  and  operation  of  steel  works  both  in  America  and 
in  Europe  and  Asia,  and  instructed  him  to  make  a  careful  estimate 
of  the  value  of  these  plants. 

The  tube  people  wanted  to  get  together,  as  I  understand  it 
[says  Mr.  Kennedy]  with  a  view  to  ending  this  condition  of 
affairs  [free  and  unrestricted  competition],  and  they  entered  into 
negotiations  \vith  J.  P.  Morgan  &  Co.,  of  New  York,  to  combine 
them  into  a  larger  company.     *     *     * 

The  tariff  on  tubes  was  $40  per  ton,  which  was  practically 
a  Chinese  wall,  and  the  tube  people  were  small  in  numbers  for  a 
whUe  and  their  profits  got  very  abnormal  and  very  fancy,  and  a 
great  many  other  people  jumped  into  the  tube  business.  It  is 
a  business  that  is  not  necessarily  very  highly  organized,  and  men 
could  get  in  very  quickly  and  with  a  small  amount  of  capital,  if 
necessary;  so  a  great  many  tube  plants  started.  Some  of  them 
were  small,  but  all  were  active,  and  we  got  an  overproduction, 
and  business  became  very  much  demoralized,  as  I  noticed.  I 
had  occasion  to  go  around  all  the  tube  plants  about  that  time 
and  examine  them.    *     *     * 

About  that  time,  I  think  1898  or  1899 — I  can  not  fix  the  date 
exactly — it  was  just  prior  to  the  formation  of  the  National  Tube 
Co.,  whenever  that  was.  I  visited  all  the  works  and  natm-ally 
talked  with  all  the  people  and  foimd  them  very  much  discour- 
aged.    *     *     * 

Generally  it  was  a  buyer's  market,  as  we  call  it,  and  the  tube 
people  were  very  much  in  the  blues.  *  *  *  The  buyer 
could  pretty  nearly  dictate  his  own  price  at  that  time. 

The  Chairman.  At  whose  instance  did  you  do  that  ? 

Mr.  Kennedy.  In  connection  with  another  gentleman  em- 
ployed by  Messrs.  J.  P.  Morgan  &  Co.,  of  New  York. 

The  Chairman.  To  appraise  the  tube  works  of  this  country? 

Mr.  Kennedy.  Not  to  appraise,  exactly. 

The  Chairman.  To  fix  a  valuation  ? 

Mr.  Kennedy.  The  works  were  not  bought  on  that  valuation, 
but  to  give  our  opinion  as  to  valuation  as  a  guide  to  it,  as  I  under- 
stood it. 

The  Chairman.  What  was  the  valuation  of  the  National  Tube 
works  at  that  time  ?     *     *     *     Was  it  in  excess  of  $19,000,000? 

Mr.  Kennedy.  I  should  say  not.  *  *  *  j  only  appraised 
the  plants,  and  considered  them  as  going  plants,  including  the 
expense  of  starting  and  organization,  but  nothing  for  good  will 
or  possible  effects  of  combination.  That  was  distinctly  left 
out.  *  *  *  I  simply  took  the  physical  value  of  the  plants  as 
going  plants,  including  the  cost  of  construction  and  cost  of  start- 
ing— the  diseases  of  infancy,  which  are  a  part  of  the  cost  of 
construction. 
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The  Chairman.  Did  these  plants  have  any  ore  or  anything  of 
that  kind  you  did  not  appraise  ? 

Mr.  Kennedy.  I  think  not;  we  did  not  consider  that,  anyway. 

The  Chairman.  Do  you  know  what  per  cent  of  the  tube  busi- 
ness was  included  in  this  organization,  approximately? 

Mr.  Kennedy.  I  do  not  know  exactly,  but  it  was  nearly 
gH_  *  *  *  J  should  have  said  90  per  cent,  but  I  would  not 
be  positive.     (Hearings,  pp.  5076-5079.) 

The  most  important  companies  acquired  were  the  National  Tube 
Works  Co.,  with  plants  at  McKeesport  and  Pittsburgh,  Pa.;  and 
the  Riverside  Iron  Works  with  plants  at  Wheeling  and  Benwood, 
W.  Va.,  and  Steubenville,  Ohio.  *  *  *  The  remaining  plants 
were  those  of  the  following  companies :  Pennsylvania  Tube  Co.,  Pitts- 
burgh, Pa.;  Oil  City  Tube  Co.,  Oil  City,  Pa.;  National  Galvanizing 
Works,  Versailles,  Pa.;  Syracuse  Tube  Co.,  Sjracuse,  N.  Y.;  Dela- 
ware Iron  Co.,  New  Castle,  Del.;  Allison  Manufacturing  Co.,  Phila- 
delphia, Pa.;  Cohoes  Tube  Works,  Cohoes,  N.  Y.;  Ohio  Tube  Co., 
Warren,  Ohio,  and  Morristown,  Pa. ;  American  Tube  &  Iron  Company, 
Middletown,  Pa.,  and  Youngstown,  Ohio;  Chester  Pipe  &  Tube  Co., 
Chester,  Pa.;  Oil  Well  Supply  Co.,  Pittsburgh,  Pa. 

These  smaller  plants  entering  the  consolidation  had  an  annual 
capacity  of  about  650,000  tons  of  iron  and  steel  wrought  pipe. 
*  *  *  The  aggregate  capacity  of  the  National  Tube  Works  and 
the  Riverside  Iron  Works  was  about  350,000  tons. 

In  the  consolidation  of  these  plants,  all  purely  finishing  mills,  there 
was  no  opportunity  for  "integration"  with  the  economies  incident 
to  it.  Plants  necessarily  separate  and  distinct  from  their  nature, 
one  corporate  control  and  ownership  could  not  coordinate  them,  as 
blast  furnaces,  converters  and  rolling  mills  are  operated  together,  so 
that  the  molten  metal  by  a  continuous  process  passes  from  the  blast 
furnace  into  the  converter  and  thence  to  the  rolls,  without  interruption 
or  delay,  till  still  hot  it  emerges  a  finished  plate  or  rail  or  other  finished 
product. 

"This  business,"  says  Julian  Kennedy,  "is  not  necessarily  very 
highly  organized  and  with  a  small  amount  of  capital.  Small  or 
large,  each  mill  bought  its  raw  material  cold,  usually  billets,  and  con- 
verted them  into  tubes.  A  small  mill  could  operate  relatively  as 
economically  as  a  large  one."  These  works  were  simply  held  together 
by  a  "community  of  ownership"  under  one  corporate  control. 

During  the  boom  season  men  had  gone  into  the  business  hurriedly 
and  some  of  the  plants  were  suflFering  from  the  "diseases  of  infancy," 
a  great  many  more  were  afflicted  by  the  less  curable  and  more  serious 
maladies  of  old  age. 

Kennedy  inspected  these  plants  in  1898  or  1899;  the  Steel  Corpora- 
tion acquired  them  in  1901,  and  by  1907,  6  out  of  the  17  works  above 
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enumerated  were  abandoned,  and  according  to  the  Commissioner 
of  Corporations,  "the  reconstruction  of  the  McKeesport  works  of  the 
National  Tube  Co.  involved  an  expenditure  of  several  millions  of 
dollars." 

In  answer  to  a  request  from  the  committee,  the  corporation  has 
furnished  it  a  list  of  its  plants  abandoned  or  dismantled.  The  fol- 
lowing brief  description  of  six  of  the  plants  which  formed  the 
National  Tube  Co.  and  were  "shut  down  and  dismantled" — 
demohshed  in  from  two  to  six  years  after  they  were  acquired — is 
taken  from  that  record: 


Subsidiary  company 
owning  plant. 

Location  of  plant. 

Date 

originally 

built. 

Date 
aban- 
doned. 

Product  made. 

Annual 
tonnage 
capacity 
at  date 
of  aban- 
donment. 

National  Tube  Co... 

Allison  works,  Philadelphia,  Ta. 

American  works,  Middletown, 
Pa. 

Chester  works,  Chester,  Pa 

Cohoes  works,  Cohoes,  N.  Y 

Oil  City  works,  Oil  City,  Pa 

Youngstown  works.  Youngs- 
town,  Pa. 

1866 

1880 

1S77 
1876 
1886 
1836 

1907 

1907 

1905 
1907 
1903 
1907 

Charcoal   boiler 

tubes. 
Wrought  pipe... 

.do 

14,000 

114,000 

47,000 
14,700 
68,900 
36,000 

do 

do 

do 

These  plants  were  of  all  of  an  old  type  of  construction,  and  in  every  instance  the  supply  of  steel  required 
for  their  operation  had  to  be  shipped  in  to  them.  This  condition  of  afTairs  resulted  in  high  costs  of  manu- 
facture at  these  plants.  To  have  continued  the  plants  in  operation  would  have  necessitated  their  being 
rebuilt  at  an  early  date  and  equipped  with  modern  facilities.  But  even  to  have  done  this  would  not  have 
resulted  in  much  economy  in  cost  of  operation,  because  of  the  isolation  of  these  plants  from  the  source  of 
steel  supply  and  the  disadvantage  of  their  location  for  distribution  of  product.  Accordingly,  the  company 
in  1903  decided  to  and  commenced  the  construction  of  extensions  to  Its  plants  at  McKeesport,  Pa.,  and 
Lorain,  Ohio,  and  concentrated  at  these  2  plants  the  manufacture  of  the  tonnage  previously  produced 
at  the  abandoned  plants.  Both  McKeesport  and  Lorain  produce  steel  from  the  ore  up,  and  so  are  self- 
contained  plants.  The  6  old  plants  were  not  shut  down  and  dismantled  until  facilities  had  been  fully 
installed  at  McKeesport  and  Lorain  to  care  for  a  tonnage  equivalent  to  that  produced  at  the  old  plants. 
The  extensions  to  the  McKeesport  and  Lorain  plants  added  460,000  gross  tons  ajinually  to  the  company's 
output,  considerably  more  than  the  toimage  of  the  abandoned  plants. 

We  are  not  left  in  doubt  as  to  the  motive  and  the  sole  motive  for 
the  consolidation  of  these  concerns;  it  is  stated  by  its  president, 
Mr.  Converse,  and  spread  upon  the  company's  minutes. 

It  is  well  known  the  tendency  lately  so  conspicuous  to  establish 
a  community  of  ownership  or  a  unified  control  over  great 
industries  as  the  only  means  of  restraining  destructive  competition 
led  to  the  incorporation  of  various  great  companies. 

Julian  Kennedy,  acting  for  J.  P.  Morgan  &  Co.,  having  visited  and 
carefully  inspected  these  plants,  and  after  taking  into  consideration 
the  physical  value  of  the  plants  as  going  concerns,  and  allowing  an  ad- 
ditional amount  for  the  "diseases  of  infancy,"  "tlie  valuation  we  made 
was  a  little  higher  (than  a  physical  valuation)  because  anybody 
reproducing  that  plant  would  have  to  run  it  almost  for  a  year  in  get- 
ting the  organization  perfected  and  the  machinery  adjusted,  which 
is  part  of  the  construction  cost,  although  not  always  considered  that." 
After  including  everything  of  actual  tangible  value,  "but  nothing  for 
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good  will  or  the  possible  effects  of  combination,"  he  reported  to 
Sir.  Morgan  that  the  actual  value  of  these  plants  did  not  exceed 
$19,000,000,  and  that  the  owners  were  demoralized  and  disheartened; 
that  it  was  a  buyer's — a  consumer's  market. 

Undismayed  by  this  dismal  prospect,  J.  P.  Morgan  &  Co.,  with  an 
amazing  audacity,  launched  this  new  $19,000,000  monopoly  on  its 
course  with  a  total  capitalization  of  $80,000,000,  and  for  their  valued 
services  in  thus  restraining  the  previously  obnoxious  and  "destructive 
competition,"  received  as  compensation  securities  of  this  concern 
aggregating  $20,000,000,  or  one  million  more  than  the  total  value  of  all 
the  17  tube  plants,  1  in  need  of  reconstruction  and  6  "old  style," 
"isolated,"  and  "not  equipped  with  modern  facilities,"  or  on  the  verge 
of  being  "shut  down  and  dismantled." 

To  the  uninitiated  this  would  appear  to  be  an  utterly  impossible 
task.  Under  the  circumstances,  the  sudden  and  instant  prosperity  of 
the  National  Tube  Co.  is  an  object  lesson  of  no  little  moment,  illus- 
trating the  immense  power  of  an  absolute  monopoly,  no  matter  how 
inferior  or  defective  or  obsolete  the  plants,  or  how  incapable  the 
management  and  operation.  With  all  the  essential  elements  of  fail- 
ure, antiquated  plants,  badly  located  and  burdened  by  this  huge 
overcapitalization,  nevertheless: 

"  The  National  Tube  Co.  was  one  of  the  most  successful  concerns  of 
the  United  States  Steel  Corporation,  and  by  the  time  it  was  acquired 
by  the  latter  its  common  stock  had  a  high  market  value  because  of 
the  company's  earning  power.  For  the  year  ending  June  30,  1900,  the 
profits  of  this  company,  after  deducting  all  expenses,  exceeded 
$14,600,000,  and  after  deduction  for  depreciation,  bad  debts,  etc.,  the 
net  earnings  were  $13,878,000."  This,  it  will  be  seen,  was  at  the  rate 
of  35  per  cent  on  the  $40,000,000  of  preferred  stock  outstanding  and 
the  rate  of  17  per  cent  in  the  total  capitalization  of  $80,000,000,  or 
more  than  73  per  cent  of  the  actual  value  of  the  entire  property. 

In  order  to  illustrate  the  purposes,  methods,  and  effect  of  such  con- 
solidations, we  have  described  somewhat  in  detail  the  organization 
and  operation  of  the  National  Tube  Co.  In  discussing  the  other  con- 
cerns forming  the  so-called  "Morgan  group,"  this  is  not  necessary, 
owing  to  the  fact  that  the  same  scheme  for  throwing  together  into  one 
mass  "of  unrelated  units,"  efficient  and  inefficient,  new  and  obsolete 
plants  under  one  control  and  into  one  heavily  overcapitalized  corpora- 
tion, characterized  all  the  operations  of  J.  P.  Morgan  &  Co.  in  the 
steel  industry.  The  control  estabhshed  by  the  organization  of  the 
National  Tube  Co.  as  a  practical  monopoly,  the  prohibitive  duty  of 
$40  per  ton  imposed  by  the  tariff,  and  the  enormous  profits  of  the 
National  Tube  Co.,  as  exhibited  by  its  earnings  for  the  year  1900, 
clearly  demonstrate  its  power  to  raise  or  lower  the  price  to  the 
consumer. 
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AMERICAN  BRIDGE  CO. 

The  American  Bridge  Co.,  through  banking  connections,  was 
affiliated  with  the  Federal  Steel  and  the  National  Tube  Co.,  these 
three  companies  being  spoken  of  as  the  Morgan  companies.    *   *    * 

The  American  Bridge  Co.  falls  in  the  same  general  class  with 
the  American  Tin  Plate  Co.,  the  American  Sheet  Steel  Co., 
American  Steel  &  Wire  Co.  and  the  National  Tube  Co.,  in  that  it 
was  a  consolidation  of  previously  competing  concerns. 

The  plants  entering  the  combination  were  unrelated  units 
dependent  upon  the  larger  steel  manufacturers  for  the  steel  which 
constituted  their  raw  material,  and  the  company  was  conspicuously 
undeveloped  from  the  standpoint  of  integration  of  productive  proc- 
esses, it  was  concerned  with  a  specialty;  that  is,  as  the  name 
indicates,  the  erection  of  bridges.  It  also  engaged  extensively 
in  the  erection  of  steel  construction  for  buildings. 

Its  annual  capacity  was  about  600,000  tons.  It  did  not  have 
as  high  a  degree  of  control  as  some  of  the  other  consolidations 
here  discussed.     (H.  K.  S.  Rept.,  pt.  2,  p.  93.) 

The  organizers  of  this  company  attempted  to  prevent  such  competi- 
tion as  might  result  from  a  lack  of  "complete  control,"  by  various 
devices  and  contracts  in  restraint  of  trade. 

A  certain  Mr.  Ladd  seems  to  have  secured  some  sort  of  control  or 
option  on  the  27  companies  which  were  to  be  consolidated  in  the 
American  Bridge  Co.  From  the  minutes  of  this  company  (May  4, 
1900)  it  is  evident  that  one  of  the  principal  assets  which  he  proposed 
to  deliver  to  the  new  concern  was  an  agreement  entered  into  by  all  the 
former  owners  7io<  to  competewith  this  new  concernfor  a  period  of20years. 

This  agreement  provides  that  the  vendors  or  their  agent,  the  party 
of  the  first  part,  further  agrees  to  procure  and  deliver  to  the  bridge 
company  proper  agreements  in  writing  and  in  form  acceptable  to  the 
bridge  company    *     *     *     to  the  effect  that — 

Said  party  of  the  first  part  and  said  persons,  respectively, 
wiU  not  during  the  period  of  20  years,  directly  or  indirectly,  without 
the  consent  in  writing  of  the  triage  company,  engage  or  he  interested 
in  the  business  of  bridge  building,  or  manufacturing  or  selling 
structural  iron  or  steel,  either  individually  or  as  copartners,  in  any 
firm  or  as  agents  for  others,  or  as  officers,  directors,  or  stock- 
holders of  any  corporation  or  association  other  than  the  bridge 
company  or  its  successors,  in  any  State,  district,  or  Territory  of 
the  United  States,  or  any  of  its  possesssions,  except  the  Territory 
of  New  Mexico.    *    *    * 

It  was  further  provided  that — 

"The  $30,000,000  preferred  stock  issued  shall  represent  the 
plant  values  as  arrived  at  by  audit  and  appraisal,  and  $10,000,000 
cash  working  capital.  Of  the  $30,000,000  common  stock,  one 
half,  or  $15,000,000,  will  go  with  the  $30,000,000  of  preferred  and 
the  other  half  or  $15,000,000,  will  go  to  J.  P.  Morgan  <&  Co.,  as 
commission,  and  which  they  will  use  for  the  purpose  of  forming 
their  syndicate  for  themselves  and  to  indemmfv  me  for  mv 
efforts."    *    *    *  J  J 
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Upon  the  absorption  of  this  company  the  United  States  Steel  Cor- 
poration was  subrogated  to  its  rights  under  this  contract. 

As  will  be  hereafter  most  apparent,  the  one  thing  most  feared  and 
dreaded  by  these  various  consolidations  was  competition  by  the  Car- 
negie Co.,  actual  or  possible,  and  the  Carnegie  Co.  was  in  the  bridge 
business.  "Destructive  competition"  might  reasonably  be  appre- 
hended at  any  time  unless  the  "Ironmaster"  was  in  some  way  satis- 
fied, the  following  recital  from  the  report  of  the  board  of  directors 
of  the  Carnegie  Co.,  April  23, 1900,  explains  the  terms  and  conditions 
under  which  Carnegie  was  induced  to  keep  out  of  the  bridge  business. 

Mr.  L.  C.  Phipps.  Most  everyone  present,  I  think,  under- 
stands the  proposition  of  selling  the  Keystone  Bridge  Works  to 
the  American  Bridge  Co.  I  think  it  would  be  well  to  incor- 
porate in  our  minutes  the  proposition  made  by  the  promoter, 
Mr.  Ladd,  under  date  of  April  2,  1900. 

Simultaneously  with  the  purchase  of  the  Keystone  plant  an  agree- 
ment was  entered  into  by  the  contracting  parties  whereby  the  bridge 
company  was  to  purchase  51  per  cent  of  all  materials  required  and 
"to  enjoy  from,  the  Carnegie  Co.  at  terms  or  rates  more  advantageous 
than  the  terms  or  rates  at  which  the  Carnegie  Co.  would  sell  similar 
materials  to  any  other  customer." 

The  following  colloquy  between  Mr.  Lynch  and  Mr.  Schwab,  then 
president  of  the  Carnegie  Co.,  throws  much  additional  light  on  the 
transaction! 

Mr.  Lynch.  I  rather  favor  the  company  retaining  this  depart- 
ment. If  the  matter  has  been  carefully  gone  over  by  the  other 
members  of  this  board  and  the  steel  company  board  has  approved 
of  the  sale  and  transfer,  then  I  would  vote  for  it. 

*  :):  :):  *  *  «  4: 

Mr.  Schwab.  The  proposition  has  been  considered  very 
carefully.  Mr.  Carnegie  approves  and  also  Mr.  Henry  Phipps. 
It  is  our  opinion  that  we  are  getting  a  very  good  price  for  Keystone 
(12,000,000  in  preferred  and  $1,000,000  m  common  stock  of  the 
bridge  company),  and  the  contract  which  we  are  to  make  giving 
us  50  per  cent  of  the  steel  to  be  purchased  by  the  consolidated 
company  wiU  prove  a  very  beneficial  thing  for  us.  If  the 
bridge  company  does  not  take  75  per  cent  of  the  bridge  works 
in  the  United  States,  we  are  then  privileged  to  buOd  a  works 
of  our  own.  If  we 'continued  in  the  bridge  business  we  would 
most  certainly  have  to  rebuild  the  Keystone.  (Min.  board 
directors  Carnegie  Co.  June  6, 1900,  MacRae's  Eept.,  p.  4101.) 

It  appears  from  the  records  of  the  United  States  Steel  Corporation, 
which  took  over  this  plant  a  few  months  after  this  statement,  that  Mr. 
Schwab  by  no  means  overstated  the  case. 

All  except  the  Walker  plant  were  old  and  very  much  run 
down.  Especially  was  this  the  case  with  the  largest  one — the 
Keystone.  It  was  of  an  old  and  obsolete  type  and  production 
cost  excessively  high. 

64946°— H.  Bept.  1127,  62-2 2 
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This  old  concern  was  carried  on  the  books  of  the  Carnegie  Co.  at  the 
time  at  a  valuation  of  $50,000.     (MacRae's  Kept.,  p.  2618.) 

The  Keystone  was  not  the  only  one  of  these  bridge  plants  which 
"would  most  certainly  have  to  be  rebuilt"  or  dismantled;  the  sellers 
and  purchasers  seem  to  have  agreed  on  the  obsolete  and  worthless 
condition  of  10  out  of  27  of  these  plants.' 

It  then  appears  that  10  out  of  27  of  these  "unrelated  units" 
"conspicuously  undeveloped  from  the  standpoint  of  productive 
processes"  were  "old  or  obsolete,"  or  their  production  cost  was 
"excessive,"  or  about  to  "fall  down"  and  some  seemed  to  combine 
several  of  these  defects. 

Had  they  been  new  and  up  to  date,  no  legitimate  advantage  could 
possibly  have  accrued  to  J.  P.  Morgan  &  Co.,  and  subsequently  to 

1  The  following  detailed  and  tabulated  statement  made  by  the  United  Stages  Steel  Corporation  shows 
the  condition  of  these  plants  immediately  after  they  were  acquired: 

LM  of  plants  abandoned  by  svisidiary  companies  of  United  Slates  Steel  Corporalion  from  Apr.  1,  1901 

to  July  1,  mi. 


Subsidiary  company 
owning  plant. 

Location  of  plant. 

Date 

originally 

built. 

Date  aban- 
doned. 

Product  made. 

Annual 
tonnage 
capacity 
at  date 
aban- 
doned. 

American  Bridge  Co. 

Rochester  plant,   Rochester, 
N.Y.i 

Keystone  plant,  Pittsburgh, 

Pittsburgh  plant,  Pittsburgh, 

Pa." 
Walker    plant,     Pittsburgh, 

Pa.» 
Youngstown  plant.   Youngs- 
town,  Ohio." 
Buflalo  plant,  Buflalo,  N.  Y.8.. 
Columbus  plant,   Columbus, 

Ohio.' 
La  Fayette  plant,  La  Fayette, 

Ind.s 
Schultz  plant,  McKees  Rocks, 

Pa.« 
Milwaukee  plant,  Milwaukee, 

Wis.« 

1872 

1885 

1878 

1899 

1889 

1893 
1886 

1891 

1866 

1875 

Apr.,  1903 

Feb.,  1905 

Deo.,  1903 

Apr.,  1904 

May,  1904 

Apr.,  1904 
Feb.,  1905 

May,  1904 

Feb.,  1903 

Jan.    1910 

Fabricated 
structural 
material. 

do 

Gross 
tons. 
6,400 

48,200 

do 

16,000 

..do 

15,000 

do 

do 

do 

12,900 

6,400 
4,300 

..do 

3,200 

....do 

9,600 

do 

10,700 

•  Very  old  and  obsolete;  buildings  about  ready  to  fall  down.  Could  not  operate  profitably.  The  tonnage 
output  of  the  above  six  plants  abandoned  because  they  were  old,  obsolete,  and  no  longer  profitable  to  oper- 
ate, was  transferred  to  and  taken  care  of  by  the  new,  modem,  and  up-to-date  plant  constructed  by  the 
company  at  Elmira,  N.  Y.  These  six  old  plants  served  largely  centrafand  nortnem  New  York  State  and 
New  England.  Elmira  was  chosen  as  the  point  of  concentration,  as  nearly  all  raw  steel  from  Pittsburgh 
for  above  territory  is  shipped  through  Elmira.  The  new  plant  at  Elmira  tias  a  capacity  of  54,000  gross 
tons  aimually. 

•  These  were  all  Pittsburgh  district  plants.  All  except  the  Walker  plant  were  old  and  very  much  run 
down.  Especially  was  this  the  case  with  the  largest  one,  Keystone.  It  was  of  an  obsolete  type  and  pro- 
duction cost  excessively  high.  Instead  of  rebuilding  any  or  all  of  these  plants  it  was  concluded  to  concen- 
trate the  output  at  a  single  plant  in  the  Pittsburgh  district.  According^'  the  Ambridge  plant  (near  Pitts- 
burgh) was  constructed  and  all  available  equipment  and  facilities  ol  5ie  old  plants  removed  to  it.  The 
Amondge  plant  is  modem  in  every  particular  and  has  an  aimual  capacity  of  ao,000  gross  tons  of  finished 
fabricated  material. 

»  These  wore  small  highway-bridge  plants;  they  were  poorly  arranged  and  their  costs  were  high.  An 
extension  was  built  to  the  Canton  (Ohio)  plant  and  the  toimage  capacity  of  the  two  plants  was  transferred 
to  and  taken  care  of  at  that  point. 

•  These  plants  were  totally  destroyed  by  Are  an  Feb.  24, 1903,  and  Jan.  3, 1910,  respectively.  The  Sohults 
plant  was  entirely  and  the  Milwaukee  plant  largely  on  leased  ground,  and  it  was  decided,  therefore,  not  to 
rebuild.  Moreover,  the  tonnage  capacity  of  these  plants  was  &ken  care  of  by  the  new  plants  at  Ambridge 
and  Gary,  which  were  under  construction  at  the  time  of  the  respective  fires. 
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the  Steel  Corporation,  by  operating  under  a  community  of  ownership, 
according  to  Julian  Kennedy,  in  every  way  qualified  to  express  a 
competent  and  disinterested  opinion.  Asked  if  it  was  necessary 
that  a  bridge  plant  be  large  or  "integrated"  in  order  to  economically 
manufacture  structural  shapes,  he  replied: 

No ;  it  is  not  necessary  to  be  extremely  large.  A  moderate  sized 
plant  does  very  well  within  its  range  of  sizes.  It  can  not  build 
as  large  work  as  larger  plants,  of  course.     *     *     * 

There  is  not  much  manufacturing  in  a  bridge  plant.  There  is 
not  much  chance  for  one  works  to  operate  cheaper  than  another.  It 
is  an  assembling  proposition,  holes  to  punch  and  rivets  to  drive,  and 
one  plant  can  do  this  character  of  work  about  as  cheaply  as  another. 

The  Chairman.  The  only  way  in  which  the  price  of  bridge 
and  structural  materials  could  be  maintained  would  have  been 
to  take  over  these  concerns  whether  they  were  dismantled  or  not  ? 

Mr.  Kennedy.  I  think  so;  yes.     (Hearings,  p.  5082.) 

From  the  nature  of  the  business  no  material  advantage  was  gained 
by  consohdation,  and  the  dilapidated  condition  of  the  plants  engaged 
in  it  rendered  efficient  or  aggressive  competition  manifestly  impos- 
sible, and  therefore  every  effort  and  every  sacrifice  was  made  to 
restrain  or  placate  competitors. 

The  agreement  to  give  $3,000,000  par  value  in  bonds  for  an  old 
and  admittedly  obselete  and  dilapidated  plant,  to  bind  themselves  to 
purchase  51  per  cent  of  their  raw  material  from  the  Carnegie  Co.,  upon 
the  condition  that  it  would  keep  out  of  the  bridge  business,  is  con- 
clusive proof  of  the  excessive  price  at  which  the  bridge  company  was 
forced  to  buy  its  peace  of  Mr.  Carnegie,  notwithstanding  the  fact 
that — 

The  American  Bridge  Co.,  through  banking  connections,  was 
affiliated  with  the  Federal  Steel  and  National  Tube  Co. 

Morgan  &  Co.  were,  by  resolution  of  the  board  of  directors  of 
the  bridge  company,  appointed  its  fiscal  agents  and  bankers. 
(Mm.  board  directors  American  Bridge  Co.,  May  11,  1900, 
MacRae's  Rept.,  p.  4173.) 

Not  one  pound  of  steel  would  the  bridge  company  have  purchased 
from  Carnegie  which  could  have  been  secured  from  the  Federal  Steel. 
Transactions  between  those  members  of  the  same  "group"  were  in 
the  nature  of  "intercompany  profits." 

J.  P.  Morgan  himself  was  a  director  in  the  Federal  Steel  Co.  Robert 
Bacon  and  Charles  Steele,  of  the  firm  of  Morgan  &  Co.,  were  directors 
in  both  companies. 

The  similarity  between  the  Federal  Steel  Co.  and  the  Carnegie 
Co.  extended  to  the  character  of  their  output,  the  principal 
products  of  the  Federal  concern  being  steel  rails,  billets,  plates, 
structural  shapes,  and  other  heavy  lines,  and,  like  its  Pittsburgh 
rival,  many  of  its  best  customers  were  themselves  steel  manu- 
facturers.    (H.  K.  S.  Rep.,  pt.  2,  p.  88.) 
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And 

The  Federal  Steel  Co.  owned  the  IHinois  Steel  Co.,  which  made 
stmcturals,  Z's,  channels,  angles,  blooms,  billets,  ingots,  bars, 
and  pretty  nearly  everything  along  that  line.  (Hearmgs,  pt.  1, 
p.  41.) 

Nevertheless,  these  "imrelated  imits,"  dependent  upon  the  larger 
steel  manufacturers  for  the  steel  which  constituted  their  raw  mate- 
rial, bound  themselves  to  purchase  the  greater  part  of  that  material 
from  the  most  dreaded  rival  of  the  Federal  Co.  (see  Hearings,  p.  220), 
although  that  company  made  ready  for  assembUng  iron  and  steel  in 
every  conceivable  form  which  any  bridge  company  could  require. 
Judge  Gary  admits  the  Federal  Steel  was  deficient  in  not  having 
suiEcient  finishing  mills  to  make  it  a  perfectly  good  proposition. 
(Hearings,  p.  204.)  Finishing  mills  were  their  most  coveted  custom- 
ers and,  having  alliances  through  stock  ownership  or  otherwise  with 
tube  and  wire  mills,  consumers  of  structural  shapes  were  the  most  cov- 
eted of  all.  This  company  had  not  the  monopoly  possessed  by  the 
tube  company;  its  plants  were  equally  as  antiquated  and  as  badly 
located,  and  it  was  weighed  and  trammeled  by  the  inexorable  de- 
mands of  the  powerful  Carnegie  Co. 

This  property,  as  we  have  seen,  was  promoted  by  one  Gifford  Ladd, 
and  as  stated  by  the  Coromissioner  of  Corporations — 

Of  the  814,500,000  total  cash  capital  provided  approximately 
S12, 690,000  was  expended  for  plants  and  working  capital,  this 
amount  including  the  85,500  paid  the  promoter.  This  left  net 
cash  balance  on  hand  of  $1,832,000. 

For  services  rendered  in  assembling  these  plants,  which  were  bought 
outright  for  $12,670,000,  together  with  a  covenant  by  the  vendors  not 
to  engage  in  the  bridge  or  structural  steel  business  anywhere  in  the 
United  States,  outside  of  New  Mexico,  J.  P.  Morgan  &  Co.  and  other 
promoters  received  securities  of  the  reorganized  company  of  the  par 
value  of  $15,000,000  or  82,130,000  more  than  the  actual  value  of  all 
the  plants,  good  wiU  included. 

J.  P.  Morgan  &  Co.  were  not  the  only  financiers  who  at  this  time 
reaped  a  rich  harvest  from  the  consohdation  of  hitherto  distinct  or 
unrelated  units  in  the  steel  industry. 

From  a  financial  point  of  view  there  were  four  groups — 
"Morgan,"  "Moore,"  "Carnegie,"  and  "Rockefeller.'^  (Com. 
Kept.,  pt.  2,  p.  10.) 

The  National  Steel,  American  Sheet  Steel,  American  Tin  Plate,  and 
American  Steel  Hoop  Cos.  were  aU  "Moore"  concerns.  (Com.  Kept., 
p.  10,  pt.  2.) 
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THE  NATIONAL  STEEL  CO. 

The  National  Steel  Co.  produced  semifinished  products,  and  owing 
to  its  close  relations  to  the  steel  hoop,  sheet  steel,  and  tin-plate  com- 
panies, all  "Moore  concerns"  organized  by  the  same  syndicate,  it 
found  in  these  finishing  mills  a  ready  market  for  its  product  and  in 
this  respect  had  a  decided  advantage  over  the  Federal  Steel  Co. 

The  total  cash  value  of  the  property  and  cash  assets  acquired  by 
the  company  at  its  organization  over  and  above  its  underlying  bonds 
did  not  exceed  the  $26,000,000  preferred  stock  issued. 

In  addition  to  the  preferred  this  company  issued  $32,000,000  of 
common  stock,  all  of  which  was  admittedly  pure  water,  $5,000,000  of 
which  went  to  promoters,  the  balance  was  given  as  a  bonus  to  the 
purchasers  of  preferred  stock. 

This  company  subsequently  acquired  certain  ore,  steamships,  and 
other  properties.  The  Commissioner  of  Corporations  estimates  the 
total  value  of  its  tangible  property  on  AprU  1,  1901,  at  $39,898,000. 

AMERICAN  STEEL  HOOP  CO. 

The  organization  of  the  (American  Steel  PIoop)  company  was  con- 
ducted by  W.  H.  Moore  in  connection  with  New  York  bankers.  C.  S. 
Guthrie,  then  president  of  the  company,  ia  testimony  before  the 
industrial  commission  in  October,  1899,  said  that  the  organization  of 
the  American  Steel  Hoop  Co.,  the  American  Tin  Hate  Co.,  and  the 
National  Steel  Co.  was  "substantially  the  same  in  every  respect." 
This  means  that  the  promoters  determined  upon  a  cash  valuation  of 
the  plants  and  then  gave  the  purchasers  the  option  of  cash  or  taking 
preferred  stock,  up  to  the  amount  of  such  cash  valuation  of  the  prop- 
erty, with  an  equal  amount  of  common  stock  thrown  in  as  a  bonus. 

All  of  the  common  stock,  of  the  company  at  its  organization  was 
nothrug  but  "water — the  capitalization  of  future  hopes."  "It  will 
be  noted  that  the  issue  of  the  common  stock  exceeded  that  of  the  pre- 
ferred by  $5,000,000.  This  went  to  the  promoters  for  'organization 
expenses.'"     (Rept.  Com.,  pt.  2,  p.  139.) 

It  was  primarily  a  combination  of 'previously  competing  concerns, 
and  a  desire  to  limit  competition  and  afford  a  large  profit  to  pro- 
moters was  undoubtedly  the  ruling  motive  in  its  organization. 
(H.  K.  S.  Rept.,  pt.  1,  p.  1.) 

This  company  was  a  consolidation  of  nine  concerns,  etc.  The  com- 
missioner of  corporations  places  a  value  of  $11,000,000  on  these  nine 
plants,  but  with  the  qualification  that  this  estimate  is  probably  too 
liberal  (p.  185). 

The  excessive  overcapitalization  of  this  and  like  concerns  in  the 
"Moore  group"  was  thoroughly  understood  by  the  Steel  Corporation. 
Ata,  meeting  of  the  board  of  directors  of  the  Carnegie  Steel  Co.  Judge 
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Reed,  president  of  one  of  these  "Moore  companies"  and  closely- 
identified  with  the  organization  of  all  of  them,  made  the  following 
important  observation  in  reply  to  a  proposal  to  consolidate  the  Steel 
Hoop  with  other  companies; 

Then  the  question  came  up  as  to  the  propriety  of  making  a 
consolidation  instead  of  a  lease,  but  that  mvofved  the  same 
difficulty,  because  any  stockholder  who  was  not  satisfied  with 
the  consolidation  could  demand  an  appraisement;  and  an  appraise- 
ment at  any  time  of  these  properties  to  decide  what  the  stock  is  worth 
would  be  embarrassing  to  say  the  least.     (McRae  Rept.,  p.  4056.) 

When  this  company  could  not  buy  a  competing  plant  bodily,  it 
paid  it  to  stay  out  of  the  business. 

Hoop  steel,  especially  cotton  ties,  was  its  specialty  (Com.  Rept., 
pt.  2,  p.  3),  and  being  unable  to  take  over  the  costly  Illinois  Steel  Co., 
it  paid  it  $150,000  annually  to  keep  out  of  the  cotton-tie  business. 
(McRae's  Rept.,  p.  4056.) 

The  consolidation  of  the  nine  constituent  concerns  forming  the 
American  Steel  Hoop  Co.  at  approximately  300  per  cent  of  their 
actual  value  was  simply  the  capitalization  of  the  power  to  fix  the  price 
of  steel  hoops  and  cotton  ties,  which  the  promoters  sought  to  attain 
by  this  merger. 

AMERICAN  SHEET  STEEL  CO. 

The  American  Sheet  Steel  Co.  was  a  combination  of  164  sheet  mills 
and  a  few  open-hearth  and  puddling  furnaces.  The  Commissioner  of 
Corporation  values  an  ordinary  sheet  mill  at  $40,000,  or  $6,500,000  for 
the  mills.  "The  additional  plants  of  the  company  could  not  have 
been  worth  more  than  a  few  million  dollars,"  in  the  opinion  of  the 
Commissioner  of  Corporations.  (H.  K.  S.  Rept.,  pt.  2,  p.  141.)  He 
says: 

Tills  company  was  virtually  a  counterpart  of  the  American 
Tin  Plate  Co.,  in  that  it  was  organized  to  consolidate  previously 
competing  concerns  and  in  that  it  was  engaged  in  the  manu- 
facture of  practically  a  single  product — sheets.  Its  annual 
capacity  was  in  the  neighborhood  of  500,000  tons,  this  repre- 
senting about  70  per  cent  of  the  country's  total  capacity  at  the 
time  of  its  organization.  The  element  of  integration  was  hardly 
present  in  its  case.     (Rept.  Com.  of  Corp.,  pt.  1,  p.  91.) 

These  164  "unrelated  units,"  valued  at  $6,500,000,  with  other 
properties  of  comparatively  small  value — "a  few  millions" — were 
consolidated  and  capitalized  at  $52,000,000.-  Forty-nine  million  dol- 
lars of  the  stock  was  actually  issued. 

This  company  is  in  every  respect  a  "counterpart"  of  the  American 
Tin  Plate  Co.,  and  any  analysis  of  the  motives  or  methods  of  the  pro- 
moters of  the  latter  concern  will  apply  with  equal  force  to  the  Sheet 
Steel  Co. 
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AMERICAN   TIN   PLATE   CO. 

Tin-plate  mills  are  absolutely  "unrelated  units";  there  is  no  pos- 
sible economy  in  either  the  physical  or  corporate  consolidation  of 
these  concerns.  The  cost  of  producing  tin  plate  remains  the  same 
whether  the  mills  are  owned  or  operated  separately  or  collectively. 

Julian  Kennedy,  speaking  from  actual  experience,  demonstrates 
the  impossibility  of  cheapening  the  cost  of  producing  tin  plate  by 
merger  of  the  plants. 

The  Chairman.  Is  there  any  company — can  a  man,  for 
instance,  operate  10  or  12  mUls — the  rolls — used  in  the  manu- 
facture of  tin  plate  approximately  as  cheaply  as  he  could  a 
thousand  ? 

Mr.  Kennedy.  Yes;  there  is  not  much  difference.  *  *  * 
In  making  tin  plate  you  roll  that  plate  on  a  mill,  and  if  you  want 
to  make  twice  as  much  tin  plate  you  put  another  mill  on  the  side, 
and  if  you  want  to  make  10  times  as  much  you  put  on  10  mills. 
You  keep  on  adding,  like  looms  in  a  woolen  mill.  In  other 
words,  before  you  get  to  the  bar  there  is  a  long  sequence  of 
operations— melting  the  ore,  converting  in  open-hearth  fur- 
naces, casting  it  into  ingots — and  there  is  a  big  investment  in 
mines,  which  is  considered  essential  to  start  in  with.  *  *  * 
But  with  a  tin  mill  a  man  can  start  in  with  6  hot  mills  and  make 
his  product  as  cheaply  as  if  he  had  60,  proportionately.  *  *  * 
Ordinarily  sheet  iron  would  come  under  the  same  conditions; 
bridge  work  would  be  similar.     (Hearings,  pp.  5127-5128.) 

Notwithstanding  the  fact  that  no  legitimate  advantage  or  con- 
ceivable economy  could  possibly  accrue  from  the  consolidation  of 
these  plants,  the  American  Tin  Plate  Co.,  in  the  latter  part  of  1898, 
"acquired  practically  every  tin-plate  concern  in  the  country,  giving 
it  an  almost  complete  monopoly  of  that  branch  of  the  industry." 
(H.  K.  S.,  Kept.,  pt.  2,  p.  3.) 

The  American  Tin  Plate  Co.  typifies  that  class  of  consolidations 
which  were  distinctly  lacking  from  the  standpoint  of  integration 
of  productive  processes  and  which  were  primarily  designed  to 
control  or  eliminate  competition  in  the  sale  of  products.  (H.  K. 
S.  Kept.,  pt.  2,  p.  90.) 

The  promoters  of  this  concern  fail  to  assign  any  other  reason  for  its 
organization  than  the  deliberate  purpose  to  create  and  secure  a 
monopoly  in  the  manufacture  of  tin  plate. 

Judge  Reid,  president  of  the  company,  and  now  a  director  in  the 
United  States  Steel  Corporation,  when  testifying  before  the  Industrial 
Commission,  frankly  admits  the  intention  of  the  promoters  to  control 
prices  by  the  merger  of  these  mills. 

Q.  What  led  to  the  organization  of  the  American  Tin  Plate 
Co.  ? — A.  Well,  the  competition  between  the  old  companies  had 
become  so  strong  the  business  was  fast  drifting  into  a  condition 
where  there  was  little,  if  any,  profit.  (Rept.  Indust.  Com., 
vol.  1,  p.  866.) 
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William  Griffith,  a  manufacturer  of  tin  plate,  states: 

Well,  they  (the  Tin  Plate  Co.)  have  accomplished  their  purpose 
so  far  as  the  advance  of  prices  is  concerned.  There  is  no  ques- 
tion but  that  the  American  Tin  Plate  Trust  as  long  as  they  govern 
conditions  will  place  prices  to  the  full  limit.  (Report  Ind.  Com., 
vol.  1,  p.  903.) 

The  39  plants,  embracing  279  mills,  were  not  long  in  demonstrating 
their  power  to  "place  prices  to  the  full  limit."  The  heavy  tariff 
duties  imposed  by  the  McKinley  bUl  relieved  the  tin-plate  industry 
from  all  dread  of  any  competition  from  abroad,  and  the  consolidation 
made  it  the  absolute  master  of  the  home  market. 

In  order  to  retain  the  rich  monopoly  already  acquired,  "The  policy 
of  ehminating  competi-tion  was  still  further  manifested  by  negotiations 
undertaken  by  the  company  almost  immediately  after  its  formation 
to  control  the  supply  of  tin-plate  machinery  with  a  view  of  prevent- 
ing the  construction  of  independent  tin-plate  nulls."  (H.  K.  S. 
Kept.,  pt.  2,  p.  90.) 

Wuliam  Griffith,  for  11  years  a  manufacturer  of  tin  plate,  and 
operator  of  one  of  the  mills  absorbed  by  the  American  Tm  Plate  Co., 
estimates  the  value  of  the  constituent  plants  of  this  company  as 
follows: 

Q.  What  was  the  value  of  the  plants  taking  them  individu- 
ally?— A.  I  presume  they  could  be  built  for  $12,000,000.  They 
can  not  be  built  for  that  to-day. 

Q.  Twelve  million  dollars,  good  wUl  and  all  ? — A.  Yes.  (Ind. 
Com.  Kept.,  vol.  1,  p.  911.) 

Says  Judge  Reid : 

Presumably  there  were  cases  where  preferred  and  common 
stock  would  represent,  we  will  say,  four  times  the  cash  value 
of  the  plant  itself  under  ordinary  conditions.  (Ind.  Com.  Kept., 
vol.  1,  p.  884.) 

The  syndicate  purchased  these  nulls  from  their  owners  for  cash  if 
the  vendor  so  desired,  or  he  could  at  his  option  take  preferred  stock 
at  par  and  with  each  $100  of  preferred  stock  he  was  given  as  a  honus 
a  corresponding  amount  of  common  stock. 

The  promoters  frankly  admit  that  the  common  stock  represented 
nothing  hut  water,  and  three-fifths  of  all  its  stock  was  common.  The 
promoters  of  this  concern  received  $10,000,000  in  stock  for  the  con- 
sohdation  of  39  plants,  valued  at  $12,000,000. 

The  profits  incident  to  an  absolute  monopoly  enabled  this  concern 
to  declare  substantial  dividends  on  its  huge  capitaUzation  of 
$50,000,000.  Its  earmngs  in  1900  exceeded  $5,750,000,  and  the 
accumulated  surplus  on  March  21,  1901,  was  $6,177,537,  or  more 
than  50  per  cent  of  the  actual  value  of  the  entire  property. 
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It  is  manifest  from  the  records  of  the  Steel  Corporation  that  these 
sheet-steel  and  tin-plate  companies  were  absorbed  at  an  increased 
capitaUzation  for  the  purpose  of  securing  and  perpetuating  the 
monopoly  they  had  hitherto  obtained.  The  statement  of  Judge 
Reid  to  the  directors  of  the  Carnegie  Co.,  July  1,  1901,  "that  an 
appraisement  at  any  time  of  all  these  properties  to  decide  what 
the  stock  was  worth  would  be  embarrassing  to  say  the  least"  shows 
the  vivid  appreciation  of  the  directors  of  the  Steel  Corporation  of 
the  comparative  worthlessness  of  many  of  these  tin  mills  and  the 
purpose  of  their  acquisition.  In  the  auditors'  minutes  of  the  Steel 
Corporation  "it  was  stated  that  often  the  'principal  consideration 
about  the  purchase  and  later  abandonment  of  a  certain  plant  was 
the  fact  that  by  getting  the  plant  we  were  enabled  to  eliminate  its  com- 
petition."    (MacRae  Rept.,  p.  3925.) 

That  the  elimination  of  competition  was  the  principal  considera- 
tion in  the  absorption  of  the  Sheet  Steel  &  Tin  Plate  Co.'s  is  made 
still  more  evident,  if  further  proof  were  required,  by  the  subse- 
quent history  of  these  plants  as  detailed  by  the  corporation's  own 
records. 

In  1901  the  United  States  Steel  Corporation  acquired  164  sheet 
mills  and  39  tin-plate  plants,  capitalized  at  the  time  of  their  absorp- 
tion at  193,316,500,  and  within  six  years  it  had  made  junk  of  13  of 
the  3^9  tin-plate  plants,  and  sheet  mills  with  a  total  annual  capacity 
of  65,100  tons.     (MacRae  Rept.,  pp.  4362-4363.) 


26 


INVESTIGATION  OF  UNITED  STATES  STEEL  COEPOEATION. 


The  Steel  Corporation  commenced  the  wholesale  demolition  of  these 
mills  in  less  than  90  days  after  they  were  acquired.  The  complete 
lists  of  derelicts  acquired  is  as  follows: 


Subsidiary  company 
owning  plant. 

Location  of  plant. 

Date 

originally 

built. 

Date  aban- 
doned. 

Product  made. 

Annnal 
tonnage 
capacity 
at  date 
aban- 
doned. 

American   Sheet   & 
Tin  Plate  Co. 

Apollo  worlcs,  Apollo,  Pa.^ 

Deunison  worlcs,  Dennison, 
Ohio." 

Falcon  works,  Niles,  Ohio ' ... 

Chartiers  works,  Carnegie,  Fa.' 

Canton  works,  Canton,  Ohio  *. 

Canonsburg  works.  Canons- 
burg,  Pa.' 

Atlanta  works,  Atlanta,  Ind.'.. 

Beaver  works,  Lisbon,  Ohio  •. . 

Irondale  works,  Middletown, 
Ind.« 

Cumberland  works,  Cumber- 
land, Md.' 

Banfleld  works,  Irondale, 
Ohio.' 

Eeeves  works.  Canal  Dover, 
Ohio.« 

Champion  works,  Muskegon, 
Mich.' 

EUwood  works,  EUwood  Citv, 
Ind.' 

Great  Western  works,  Joliet, 

ni.» 

Anderson   works,    Anderson, 

Ind.» 
Falcon  works,  Niles,  Ohio  '.... 
Star  works,  Pittsburgh,  Pa.' . . 

1850,1885 

1897 

1867 
1384 
1894 
1882 

1894 
1894 
1893 

1893 

1868 

1895 

1899 

1892 

1892 

1894 

1892 
1S95 

June,  1902 

May,  1902 

May,  1902 
June,  1901 
May,  1910 
June,  1902 

July,  1901 
Aug.,  1902 
Sept.,  1903 

July,  1901 

Jan.,  1902 

June,  1901 

July,  1902 

May,  1902 

July,  1901 

May,  1905 

June,  1907 
Dec,  1906 

16,000 

do 

10,000 

10,000 
6,600 
12,600 
10,000 

12,000 

do 

do      .... 

.do 

Tin  plate 

.do 

do 

12.000 

.  .do 

10,000 

do 

Teme  plate 

Tin  plate 

do 

do 

8,000 
8,000 
12,000 
12,000 
12,000 

.do 

7,000 
12,000 
12,000 

do 

do 

..do 

21,000 

»  This  was  an  old  and  obsolete  type  ol  plant.  It  was  owned  by  the  same  interests  which  in  1896  had  con- 
structed a  new  plant  at  Vandergrift,  it  being  the  intention  of  such  interests  to  abandon  this  old  Apollo 
plant  when  Vandergrift  was  completed.  In  fact,  Apollo  had  already  been  partly  dismantled  when  the 
American  Sheet  Steel  Co.  acquired  it  in  1900.  The  final  dismantlement  in  1902  was  only  the  carrying  out 
of  above  policy. 

>  The  machinery  In  both  these  plants  was  light,  old,  and  InsulTicient  to  permit  the  mills  to  be  operated 
economically.  The  units  were  very  small  and  the  expense  of  rehabilitation  would  have  been  out  ol  pro- 
portion to  any  advantage  which  would  have  accrued  to  the  company  therefrom.  Accordingly,  the  plants 
were  dismantled  and  equif)ment  transferred  to  other  plants  of  the  company  whose  capacities  were  Increased. 

>  This  was  a  specialty  mill  of  insufficient  size  to  be  a  profitable  operating  proposition:  the  machinery  was 
old  and  inelTicient.  ^lant  was  dismantled  and  capacity  transferred  to  Wellsville  plant,  which  was  en- 
larged to  take  care  of  same. 

*  This  plant  was  operated  until  May,  1910,  when  it  was  seriously  wrecked  by  a  boiler  explosion,  de- 
molishing the  entire  boiler  and  power  plant,  a  large  amount  of  the  machinery,  and  seriously  damaging  the 
buildings.  As  the  plant  was  a  small  one  and  costs  high,  it  was  not  deemed  advisable  to  rebuild,  as  the 
expenditure  required  would  have  been  out  of  proportion  to  the  returns  that  could  be  expected. 

•These  10  plants  were  all  small  ones,  poorly  designed  and  constructed,  and  in  many  cases  wore  badly 
run  down  and  in  poor  physical  condition.  The'operating  costs  were,  because  of  these  conditions,  exceedingly 
high,  and  in  some  of  tne  cases  prohibitive.  The  fixed  expense  for  maintenance  of  an  organization  at  each 
of  these  plants  of  such  small  tonnage  output  handicapped  them  ^eatly  so  far  as  concerned  economical 
operation.  The  company,  therefore,  as  rapidly  as  it  could  add  equivalent  capacity  to  its  other  and  larger 
and  modem  plants  located  in  the  same  territory,  dismantled  and  abandoned  these  plants.  None  of  the 
plants  was  abandoned  until  at  least  an  equivalent  tonnage  of  output  had  been  added  to  some  of  the  com- 
panv's  other  plants. 

•  fhe  same  reason  as  noted  above  for  the  preceding  10  plants  apply  to  this  plant  also,  although  in  addition 
the  location  with  regard  to  fuel  supply  became  very  bad^  as  with  the  playing  out  of  the  natural-gas  supply 
this  plant  was  virtually  forced  to  close  because  of  prohibitive  fuel  cost. 

'  The  design  and  equipment  of  this  plant  was  poor,  thus  forcing  it  to  run  at  a  high  cost.  In  1907  it  be- 
came apparent  that  the  plant  would  have  to  be  rebuilt  if  operations  were  to  continue.  It  was  thought  to 
be  the  oetter  plan  to  consolidate  the  operations  of  this  plant  with  those  at  the  Chester  (W.  Va.)  plant, 
rather  than  maintain  this  plant  with  its  small  tormage  output.    Accordingly,  this  was  done. 

« This  was  an  old  plant  and  its  costs  were  high.  It  was  located  on  highly  valuable  property,  situated 
right  in  the  heart  of  the  city  of  Pittsburgh;  the  plant  was  badly  congested  and  no  room  for  expansion  was 
available.  In  IQOfi  the  company  was  confronted  with  the  problem  of  rebuilding,  as  costs  were  becoming 
prohibitive,  or  shutting  down  the  plant.  For  the  reason  above  noted,  namely,  the  lack  of  room  on  which 
to  build  a  modern  plant  and  the  o-eat  value  of  the  real  estate  (too  valuable  to  use  for  manufacturing  pur- 
poses), it  was  concluded  to  abandon  the  plant  and  transfer  the  equipment  and  tonnage  output  to  other 
mills  in  the  same  district,  which  was  d^ne. 
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FEDEBAL  STEEL  CO. 

The  Federal  Steel  Co.,  the  largest  of  the  so-called  "Morgan  group," 
may  well  be  regarded  as  the  giant  concern  of  J.  P.  Morgan  &  Co.  prior 
to  the  formation  of  the  United  States  Steel  Corporation.  J.  Pierpont 
Morgan  and  Robert  Bacon,  of  J.  P.  Morgan  &  Co. ;  H.  H.  Rogers,  of  the 
Standard  Oil  Co.,  and  Norman  B.  Ream,  Samuel  Mather,  and 
Nathaniel  Thayer,  all  afterwards  directors  in  the  Steel  Corporation, 
served  first  in  that  capacity  in  the  Federal  Steel  Co.,  and  E.  H.  Gary 
was  its  president.  This  was  before  the  advent  of  its  greater  suc- 
cessor, the  United  States  Steel  Corporation,  mentioned  in  common 
parlance  as  "the  Steel  Trust." 

In  testifying  before  this  committee.  Judge  Gary  speaks  with  evident 
satisfaction  of  the  early  history  of  this  holding  company. 

Judge  Gaet.  I  would  like  to  say  that  the  United  States  Steel 
Corporation  was  fashioned  after  the  Federal  Steel.  The  organi- 
zations were  very  much  alike.  *  *  *  j  think  the  organiza- 
tion of  the  United  States  Steel  Corporation  is  substantially  like 
the  organization  of  the  Federal  Steel  Co.     (Hearings,  p.  67.) 

Before  the  Industrial  Commission,  October  19,  1899,  Judge  Gary 
gave  a  detailed,  interesting,  but  somewhat  misleading  account  of 
the  "modus  operandi"  of  the  Morgan  Syndicate  in  the  organization 
of  this  company  out  of  a  number  of  operating,  transportation,  and 
ore  properties,  and  since  the  evolution  of  the  Federal  Steel  Co.  and 
the  Steel  Corporation  were  practically  repetitions  of  the  same  opera- 
tions, it  is  of  interest  here. 

The  Federal  Steel  Co.  made  an  arrangement  with  J.  P.  Morgan 
&  Co.  whereby  J.  P.  Morgan  &  Co.  agreed  on  their  part  to  deliver 
to  the  Federal  Steel  Co.  the  stock  or  a  majoritjr  of  the  capital 
stock  of  these  different  companies  on  a  certain  basis,  and  the  Fed- 
eral Steel  Co.  on  its  part  agreed  when  the  stock  was  delivered  to 
give  in  exchange  for  it  the  stock  of  the  Federal  Steel  Co.    *    *    * 

Mr.  Stetson  was  the  counsel  of  J.  P.  Morgan  &  Co.,  and  thejjr 
were  the  managers  of  a  syndicate  so  caUed.  *  *  *  ^}^q  Fed- 
eral Steel  Co.  had  an  authorized  capital  stock  of  $200,000,000 — 
$100,000,000  preferred  and  $100,000,000  common.  The  amount 
of  capital  stock  actually  issued  is  about  $53,000,000  of  preferred 
stock  and  about  $46,000,000  of  common  stock,  making  about 
$99,000,000  issued,  a  little  more  than  that,  but  not  quite 
$100,000,000.  The  actual  book  value  of  the  plants  and  proper- 
ties, not  including  the  cash  of  these  constituent  companies,  was 
about  $45,000,000;  the  cash  on  hand  which  these  companies  had 
was  about  $10,000,000,  making  $55,000,000.  There  was  an 
increase  in  value  of  these  properties,  being  largely  in  lands, 
amounting  to  about  $30,000,000.     *     *     * 

Now,  the  Federal  Steel  Co.  said  to  J.  P.  Morgan  &  Co. :  If  you 
will  give  us  the  stock  of  these  companies  and  with  it  $14,075,000 
in  money,  making  $100,000,000  in  all,  we  will  give  vou  $100,000,- 
000  of  the  capita  stock  of  the  Federal  Steel  Co.— $53,000,000  in 
preferred  and  $46,000,000  in  common.    *    *    * 
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In  making  this  exchange  and  doing  this  business,  J.  P.  Moman 
&  Co.  made  a  profit  of  about  S200,000;  I  will  not  be  exact;  they 
paid  all  the  expenses,  including  about  S40,000  for  incorporation 
fees  to  the  State  of  New  Jersey. 

Judge  Gary  is  absolutely  correct  in  that  he  was  not  "exact"  in 
stating  the  compensation  of  J.  P.  Morgan  &  Co.     If  the  stock  of  this 
concern  was  worth  par,  as  he  seems  to  suggest,  then  he  missed  exact 
•accuracy  by  about  $9,000,000. 

The  underwriting  syndicate  of  the  Federal  Steel  Co.  received 
approximately  $5,680,000  preferred  stock  and  $8,400,000  coni- 
mon  stock  in  return  for  approximately  $4,800,000  cash  and  their 
services  in  organizing  that  concern.     (H.  R.  S.  Kept.,  pt.  1.  p.  7.) 

And,  adds  the  Commissioner  of  Corporations — 

This  liberal  compensation  to  the  underwriting  syndicate  is 
very  fairly  to  be  considered  as  sustaining  other  evidence  of 
extensive  overissue  of  stocks  of  the  Federal  Steel  Co. 

Every  detail  of  this  transaction  was  spread  upon  the  minutes  of 
the  Federal  Steel  Co.  on  October  9  and  11,  1898,  Judge  Gary  having 
been  elected  president  of  the  company  at  the  latter  meeting.  (See 
minutes  board  of  directors,  Federal  Steel  Co.,  Hearings,  pp.  4194, 
4195,  4196, 4198,  and  4199.) 

Judge  Gary,  when  before  this  committee,  in  answer  to  an  inquiry  as 
to  the  character,  extent,  and  capitalization  of  the  various  subsidiaries 
of  the  Federal  Steel  Co.,  stated: 

The  Illinois  Steel  Co.  was  a  manufacturing  company.     It  had 

Slants  at  South  Chicago,  West  Chicago,  North  Chicago,  and  at 
oliet.  111.,  and  MilwauKee  or  Bay  View,  Wis.  It  was  the  owner 
of  the  Chicago,  Lake  Erie  &  Eastern  Railroad,  running  from  its 
plant  at  South  Chicago  to  a  point  in  Indiana,  and  also  had 
trackage  rights  over  the  Chicago  &  Eastern  Illinois  into  the  coal 
fields  of  Illinois  at  Danville  and  also  over  the  Elgin,  Joliet  & 
Eastern  Railroad  from  Chicago  to  Jnliet  and  various  other  ter- 
minal railroads,  mostly  terminal  railroads,  connected  with  the 
different  plants.  It  was  the  owner  of  the  Southwest  ConneUs- 
ville  Coke  Co.  at  Mount  Pleasant,  Pa.,  which  manufactured  coke. 
It  was  also  the  owner  of  the  Eureka  Coal  Co.,  which  manufac- 
tured coke  in  Pennsylvania.  It  was  the  owner  of  some  other 
coal  land  in  Illinois  and  other  places  and  various  quarries 
of  stone.  It  was  a  small  owner  of  iron  ore  in  Michigan  and 
the  owner  of  considerable  iron  ore  of  an  inferior  grade  in  Wis- 
consin near  ]\Iilwaukee.  Its  capital  stock  was  $18,650,000,  and 
$9,822,000  bonds  or  indentures  had  been  issued  by  the  company. 
(Hearings,  pt.  2,  pp.  67-68.) 

The  Illinois  Steel  Co.,  which  was  organized  in  1889,  was  itself 
a  consolidation  of  three  concerns — the  North  Chicago  Rolling 
Mill  Co.  (with  plants  at  North  Chicago,  South  Chicago,  and  Mil- 
waukee), the  Union  Steel  Co.,  and  certain  property  of  the  Joliet 
Steel  Co.    *    *    * 
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The  valuation  placed  upon  the  plants  by  the  officers  of  the 
three  constituent  concerns  at  the  organization  of  that  company, 
for  purposes  of  consolidation,  was  $12,750,000.  *  *  *  Jq 
view  of  the  usual  tendency  to  inflate  valuations  in  such  mergers, 
it  seems  altogether  probable  that  these  plant  valuations  were 
liberal. 

That  the  company  was  liberally  capitalized,  moreover,  is  indi- 
cated by  the  earnings,  which  from  the  date  of  its  organization 
in  May,  1889,  to  December  31,  1899,  averaged  only  3.8  per  cent 
on  the  capital  stock.     (H.  K.  S.  Rept.,  pp.  120  and  121.) 

The  stock  of  this  concern  ranged  from  82^  in  1895  to  29}  in  1897, 
and  averaged  about  56  between  1895  and  1898,  indicating  an  actual- 
value  of  less  than  $10,000,000. 

The  Minnesota  Iron  Co.  was  [says  Judge  Gary]  the  owner  of  a 
very  large  body  of  iron  ore,  located  principally  on  the  Mesabi  and 
Vermilion  ranges,  respectively,  in  Minnesota.  It  owned  the 
capital  stock  of  the  Duluth  &  Iron  Range  Railroad.  *  *  * 
It  was  also  the  owner  of  the  stock  of  the  Minnesota  Steamship 
Co.;  the  owner  of  a  large  number  of  boats  on  the  Lakes.  Its 
capital  stock  was  $16,500,000.  It  has  issued  no  bonds.  The 
Duluth  &  Iron  Range  Railroad  had  issued  bonds  to  the  extent 
of  $7,731,000.     (Hearings,  p.  68.) 

A  statement  filed  with  the  New  York  Stock  Exchange  December  4, 
1898,  and  incorporating  a  condensed  balance  sheet,  estimated  the 
entire  assets  of  this  company  at  $22,365,766.81.  (Hearings,  pp. 
4202-4204.) 

The  stock  of  this  company  ranged  from  $38  m  1897  to  $91  in  1890; 
it  averaged  less  than  $65;  $70  is  an  excessive  estimate.  This  would 
indicate  an  actual  value  of  something  less  than  $12,000,000.  (H.  K. 
S.  Kept.,  p.  123,  note.) 

The  Lorain  Steel  Co.  was  a  manufacturing  corporation,  manu- 
facturing at  Lorain,  Ohio,  pig  iron,  blooms,  billets,  and  girder 
rails,  and  at  Johnstown,  Pa.,  railway  supplies.  Its  capital  stock 
was  $6,000,000  of  common  and  $3,000,000  of  preferred,  and  it 
had  issued  bonds  amounting  to  $1,400,000.  (Gary,  hearings, 
p.  68.) 

The  minutes  of  the  Federal  Steel  Co.  show  that  this  company  was 
acquired  November  9,  1898,  by  exchanging  13,222  shares  of  preferred 
stock  and  10,548  shares  of  common  stock  of  the  Federal  Steel  Co.  in 
exchange  for  the  stock  of  the  Lorain  Co.  and  the  payment  of 
$264,454.70  in  cash,  or  $2,641,454.70,  estimating  both  the  preferred 
and  common  stock  of  the  Federal  Co.  at  par.     (Hearings,  p.  4207.) 

Concluding  Judge  Gary's  detailed  description  of  the  properties  of 
the  Federal  Steel  Co. : 

The  Elgin,  Joliet  &  Eastern  Railroad  is  what  is  known  as  the 
outer  belt  line.  *  *  *  It  -was  a  line  engaged  in  general  trans- 
fer business,  having  connections  with  all  railroads  entering  Chi- 
cago, and  also  served  a  large  and  growing  business  along  its  line. 
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*  *  *  Its  capital  stock  was  $6,000,000,  and  it  has  issued  bonds 
amounting  to  about  $7,500,000. 

I  have  fully  answered  your  question,  except  that  I  did  not  give 
the  products  manufactured  by  the  Illinois  Steel  Co.  It  manu- 
factures pig  iron,  ingots,  blooms,  bUlets,  plate,  and  rails,  some 
rods,  and  some  merchant  steel.  Those  are  the  principal  prod- 
ucts.    (Hearings,  p.  68.) 

The  average  earnings  for  the  three  years  ended  June  30,  1898, 
after  deductmg  all  fixed  charges,  were  equivalent  to  only  about 
1.3  per  cent  annually  on  the  $6,000,000  of  capital  stock.  The 
company  at  the  time  of  the  transfer  had  outstanding  about 
$7,417,000  of  bonds.  This  large  indebtedness  taken  in  connec- 
tion with  the  moderate  earnings  above  shown  (even  allowing  for 
the  fact  that  they  were  for  years  of  depression)  leaves  little  doubt 
that  $70  per  share  for  the  stock  is  not  only  liheral  hut  probably 
excessive.  On  this  basis  its  value  would  be  $4,200,000,  whereas 
for  this  stock,  plus  $1,050,000  in  cash,  the  Federal  Steel  Co.  issued 
$9,450,000  of  Its  securities.     (H.  K.  S.  Rep.  124.) 

It  is  estabhshed  in  the  main  by  its  own  records  and  when  in  a  few 
cases  they  are  not  available,  by  the  most  liberal  estimate  possible, 
measured  by  the  market  value  of  its  stocks  that  the  properties  of 
this  company,  including  aU  its  subsidiaries,  did  not  exceed  $32,741,- 
454.70,  viz: 

Illinois  Steel  Co $12,  750, 000. 00 

Minnesota  Iron  Co 12, 000, 000. 00 

Lorain  Steel  Co 2,  641, 454.  70 

Elgin,  Joliet  &  Eastern 5,  250, 000. 00 

Total 32,  741, 454.  70 

It  seems  almost  incredible  that  upon  this  slender  base  of  less  than 
$33,000,000  of  actual  tangible  values  Rogers,  Ream,  Bacon,  and 
others,  guided  and  sustained  by  the  powerful  house  of  J.  P.  Morgan 
&  Co.,  could  have  erected  this  mountain  of  securities,  $200,000,000 — 
8100,000,000  preferred  and  $100,000,000  common  stock— $100,000,000 
of  which  was  actually  issued,  and  for  services  rendered  J.  P.  Morgan 
&  Co.  received  as  commissions  a  block  of  stock  equal  at  par  to 
approximately  29  per  cent  of  the  actual  value  of  the  whole  concern. 

Judge  Gary  in  discussing  the  capitalization  of  this  company  says: 

Mr.  Young.  What  was  the  joint  capitahzation  of  all  those 
companies  previous  to  the  organization  ? 

Mr.  Gary.  That  I  do  not  know;  I  do  not  remember.  I  do  not 
know  whether  they  were  considered.  I  am  inclined  to  think  they 
were  not.  We  tned  to  get  at  the  value  of  the  properties  them- 
selves. 

_  Mr.  Young.  Do  you  know  whether  the  $90,000,000  was  con- 
sidered more  than  the  joint  capitahzation  of  all  those  companies? 

Mr.  Gary.  I  would  not  deny  it  was.  It  would  be  remarkable 
if  it  were  not,  for  I  am  sure  the  properties  were  worth  more  than 
their  capitahzation  at  that  time.  I  should  think  it  was,  but  I 
do  not  remember. 
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Mr.  Young.  Had  the  Illinois  Steel  Co.  been  a  very  profitable 
conceril  up  to  that  time  ? 

Mr.  Gaky.  No;  it  had  not. 

Mr.  Young.  How  about  the  railroad  "i 

Mr.  Gary.  It  had  not. 

Mr.  Young.  And  the  Lorain  Steel  Co. — you  say  was  just 
building? 

Mr.  Gaet.  Yes;  it  was  not  a  completed  plant.  They  were 
making  some  iron  and  some  steel.  I  do  not  think  any  of  the 
companies  had  been  very  profitable.  I  know,  for  instance,  the 
Duluth  &  Iron  Range  Railroad  did  not  pay  any  dividends  what- 
ever from  the  time  of  its  organization — I  think  about  1884  to 
1899. 

Mr.  Young.  What  was  the  strength,  then,  of  this  organiza- 
tion?   *    *    * 

Mr.  Gary.  It  was  the  fact  that  it  put  together,  as  a  going  con- 
cern, a  self-contained  proposition,  a  rounded- out  proposition, 
from  the  raw  material  to  the  finished  product.  That  was  its 
strength.     (Hearings,  pp.  203  and  204.) 

None  of  these  companies,  so  far  as  I  know  or  remember,  was 
in  any  respect  in  competition  one  with  the  other;  but  it  gave  to 
the  Federal  Steel,  which  was  organized  to  take  over  these  different 

Eroperties  by  the  exchange  of  stock,  the  iron  ore,  the  Duluth  & 
ron  Range  Railroad  to  convey  the  ore  to  the  lake,  a  large  num- 
ber of  boats  on  the  lake,  the  manufacturing  concerns  at  South 
Works,  Chicago,  the  North  Works  at  Joliet,  the  Loram  Steel  Co., 
and  a  large  tract  of  coal  in  the  Pennsylvania  district,  particu- 
larly.   *    *    * 

It  was  a  rounded-out  proposition,  a  splendid  proposition,  except 
it  did  not  have  sufficient  finishing  miUs.  It  was  defective  in  that 
respect.     (Hearings,  pp.  202  and  203.) 

Mr.  Young  here  inquires  specifically  as  to  the  organization  and 
operation  of  every  subsidiary  of  the  Federal  Steel  Co.,  and  Judge 
Gary  reluctantly  admits  that  they  were  overcapitalized  and 
unproductive. 

"What  was  the  strength,  then,  of  this  organization?"  was  an 
instinctive,  an  inevitable  inquiry. 

Judge  Gary  replies  with  emphasis: 

It  was  in  the  fact  that  it  put  together,  as  a  going  concern,  as  a  self- 
contained  proposition,  a  rounded-out  proposition,  from  the  raw 
material  to  the  finished  product. 

That  was  its  strength.  Judge  Gary  fully  elaborates  how  the  various 
subsidiaries — ore,  transportation,  and  manufacturing  companies — 
were  "put  together  and  rounded  out"  in  such  a  way  as  to  make  it  a 
splendid  proposition. 

And  we  admit  the  force  of  Judge  Gary's  answer,  and  do  not  ques- 
tion the  industrial  advantage  incident  to  such  a  common  ownership. 
Since  Judge  Gary  explicitly  avers  "None  of  these  companies,  so  far 
as  I  know  or  remember,  was  in  any  respect  in  competition  one  with 
the  other,"  we  do  not  mean  even  inferentially  to  approve  of  the 
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o%\Tiership  or  operation  of  the  Duluth  &  Iron  Range  or  Elgin,  Joliet 
&  Eastern  Railroads;  industrials  should  under  no  circumstances 
operate  common  carriers.  This  matter  is  discussed  at  length  later 
in  this  report. 

The  economies  resulting  from  the  consolidation  of  naturally  coor- 
dinated and  absolutely  noncompetitive  plants  and  processes  by 
which  iron  ore  is  converted  into  finished  steel  are  self-evident. 

A  blast  furnace  having  no  ore  must  purchase  it,  paying  a  profit  to 
the  seller,  but  there  is  no  competition  between  the  ore  miner  and  the 
operator  of  the  furnace,  and  necessarily  no  competition  is  destroyed 
by  the  miner's  erecting  a  blast  furnace  or  by  the  ownership  of  ore  by 
the  operator  of  the  furnace. 

When  the  ore  is  smelted  the  molten  iron  is  run  into  sand  molds 
and  sold  as  "pig  iron,"  or  while  still  in  its  molten  state  is  conveyed 
directly  to  the  converter  or  "open-hearth  furnace."  There  is  a 
difference  of  about  $1  a  ton  between  the  cost  of  making  steel  from 
cold  pig  iron  and  the  molten  metal. 

The  nature  of  the  business  in  a  way  necessitates  the  consolidation 
of  steel  and  blast  furnaces  under  a  common  ownership;  the  profits 
incident  to  such  a  transaction  are  independent  of  and  in  no  way 
dependent  upon  limitation  of  output  or  increase  of  price. 

The  steel  in  turn  is  either  run  into  ingot  molds,  and  these  ingots — 
large  masses,  still  white-hot — are  rolled  into  blooms  and  slabs,  plates 
and  bars,  and  these  in  turn  without  interruption  or  delay  are  often, 
by  a  continuous  process,  converted  into  such  finished  products  as 
rails,  beams,  channels,  angles,  T's,  cotton  ties,  wire,  nails,  etc.,  at  a 
decided  advantage  over  the  manufacturer  of  like  commodities  who 
is  dependent  upon  the  cold  steel  in  the  form  of  small  billets. 

The  consolidation  and  coordination  of  ore  properties,  blast  and  steel 
furnaces,  and  rolling  mills  was  clearly  illustrated  in  the  formation  of 
the  Federal  Steel  Co.  It  was  ideally  "integrated,"  or  to  use  Judge 
Gary's  concise  and  comprehensive  description,  "It  put  together  as 
a  going  concern  a  self-contained  proposition — a  rounded-out  propo- 
sition from  the  raw  material  to  the  finished  product  *  *  *."  It 
gave  to  the  Federal  Steel  Co.,  which  was  organized  to  take  over  these 
different  properties,  iron  ore,  "the  Duluth  &  Iron  Range  Railroad,  to 
convey  the  ore  to  the  lake,  a  large  number  of  boats  on  the  lake,  the 
manufacturing  concern  at  South  Works,  Chicago,  the  North  Works 
at  Joliet.  the  Lorain  Steel  Co.,  and  a  large  tract  of  coal  in  the  Pennsyl- 
vania district,  particularly." 

Subsequently,  such  was  the  faith  of  the  United  States  Steel  Cor- 
poration in  this  apparently  paradoxical  proposition,  that  these  large 
concerns,  which  had  been  failures  when  operating  separately  and 
independently,  were  nevertheless  a  "splendid  proposition"  if  put 
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together  as  a  going  concern  under  a  single  ownership  and  control, 
that  they  selected  the  site  of  the  Federal  Steel  Co.'s  works  for 
the  most  extensive  of  their  future  operations  and  on  it  erected 
the  most  elaborate,  modern,  and  costly  steel  and  rail  mills  in 
the  world;  builded  about  them  a  great  city,  and  gave  to  all  the 
name  of  Gary,  as  a  monument  to  the  business  sagacity  of  the  man  who 
first  saw  in  Chicago  rather  than  in  Pittsburgh  the  strategical  point 
for  the  future  development  of  the  steel  industry  in  America. 

It  would  not  be  difficult  to  account  for  the  future  prosperity  and 
immense  profits  of  the  Federal  Steel  Co.  upon  some  other  assumption 
than  that  they  were  the  fruits  of  monopoly.  Unlike  the  National 
Tube  Co.,  their  plants  were  distinctly  not  "unrelated  units"  "con- 
spicuously undeveloped  from  the  standpoint  of  integration  of  pro- 
ductive processes." 

Their  sole  and  exceptional  "strength"  was  due  to  the  fact  that 
though  ia  no  respect  "in  competition  one  with  the  other,"  these 
plants  had  attaiaed  in  the  highest  degree  the  integration  of  pro- 
ductive processes.  The  cream  of  the  finest  ' '  Old  Range  ores,  trans- 
ported in  their  own  cars  and  boats;  the  iron  fabricated  by  new  and 
improved  mills,  and  these  mills  owning  the  Elgin,  Joliet  &  Eastern 
Railroad — a  belt  line  circling  the  city  of  Chicago,  and  having  connec- 
tions with  all  the  railroads  enteriag  the  city,"  afforded  an  ideal 
facihty  for  the  transportation  of  their  finished  products.  The  purpose 
and  "plan"  as  announced  in  its  first  annual  report  was — 

to  own  and  control  adequate  facilities  for  transportation  both  on 
land  and  water;  to  manufacture  and  deliver  finished  steel;  and 
to  transact  all  business  in  connection  with  the  same  with  the 
greatest  economy. 

This  company,  as  described  by  Judge  Gary,  was  the  physical 
embodiment  of  Mr.  Schwab's  apocryphal  description  of  the  United 
States  Steel  Corporation  before  the  Chicago  bankers,  December  21, 
1901,  a  consolidation  which — 

instead  of  restricting  trade  expands  trade  by  creating  new  ave- 
nues and  reducing  the  price  of  the  commodities  which  it 
produces.  *  *  *  The  chief  advantage  of  consolidation  is  the 
reduction  of  the  cost  of  the  articles  produced. 

And  it  is  not  contended  that  the  Federal  Steel  Co.  while  over- 
capitalized had  a  monopoly  in  semifinished  products,  which  formed 
the  bulk  of  its  output.  It  was  the  one  company  so  far  considered 
which,  to  quote  Mr.  Schwab — 

was  not  a  trust  *  *  *  founded  on  misconceptions  and  pro- 
moted along  lines  of  self-destruction ;  its  fundamental  principles, 
the  restriction  of  trade,  the  increase  of  price,  and  the  throttling 
of  competition — a  trinity  that  would  wreck  any  proposition — 
business,  political,  or  social. 
54946°— H.  Kept.  1127,  62-2 ^ 
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The  Commissioner  of  Corporations  finds  that — 

Although  a  combination,  the  chief  object  of  its  formation  ap- 
parently was  not  so  much  to  eliminate  competition  as  to  secure 
an  organization  which  should  to  a  large  extent  be  independently 
situated  with  respect  to  ore,  fuel,  etc.     (Com.  Kept.,  p.  88.) 
It  had  a  strong,  formidable  rival,  whose  competition  it  could  not 
escape,  and  whose  presence  was,  by  Judge  Gary's  own  admission, 
the  occasion  of  continual  apprehension.     (See  hearings,  p.  220.) 

The  similarity  between  the  Federal  Steel  Co.  and  the  Carnegie 
Co.  extended  to  the  character  of  their  output,  the  principal  prod- 
ucts of  the  Federal  concern  being  steel  rails,  billets,  plates, 
structural  shapes,  and  other  heavy  lines;  and,  like  its  Pitts- 
burgh rival,  many  of  its  best  customers  were  themselves  steel 
manufacturers.     (Com.  Kept.,  p.  88.) 

Here  was  the  essence  of  competition.  The  same  commodities 
oflFered  for  sale  by  rival  concerns  to  the  same  consumers.  Neither 
had  anything  like  a  monopoly  of  the  business.  The  Federal  Co.'s 
annual  ingot  capacity  was  about  15  per  cent  the  country's  total  at 
the  date  of  its  organization  (Com.  Kept.,  p.  88),  the  Carnegie  about 
18  per  cent  (see  p.  87,  H.  K.  S.  Rept.). 

So  long  as  this  competition  existed  this  company  was  absolutely 
powerless,  with  all  its  vaunted  advantages  of  organization  and  inte- 
gration, to  control  prices  or  to  earn  the  inordinate  profits  of  the 
American  Steel  &  Wire  Co.  and  the  National  Tube  Co.,  both  of  which, 
as  are  here  shown,  were  conspicuously  lacking  in  these  advantages. 
There  was  no  sudden  jump  in  the  price  of  semifinished  products 
incident  to  its  organization,  it  accumulated  no  surplus  of  millions, 
and  did  not  recapitalize  on  account  of  increased  earning  capacity  or 
"combination  value."  The  only  subsidiary  to  declare  a  fat  dividend 
was  the  Duluth  &  Iron  Range  Railroad,  and  this  railroad — 

which  had  a  substantial  monopoly  of  the  ore  business  in  a  limited 
section  of  the  Lake  region,  and  which  earned  large  profits,  an 
average  of  nearly  20  per  cent  on  the  $3,000,000  capital  stock 
from  1894  to  1898.     ((Jom.  Rept.,  pt.  2,  p.  123.) 

The  earnings  of  the  constituent  companies  (of  the  Federal 
Steel  Co.)  for  the  nine  months  ending  June  30,  1898,  after  deduct- 
ing interest  on  bonds,  were  officially  estimated  in  a  listing  appli- 
cation to  the  New  York  Stock  Exchange  at  not  less  than 
$3,000,000  and  those  for  the  full  year  1898  at  a  minimum  of 
$4,000,000.  This  sum,  it  will  be  seen,  is  equivalent  to  less  than 
8  per  cent  on  the  $53,260,000  of  the  preferred  stock  issued. 
(Com.  Rept.,  pt.  2,  p.  126.) 
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The  following  statement  of  the  capitalization  and  earnings  of  the 
Federal  Steel  Co.,  American  Steel  &  Wire  Co.,  and  the  National 
Tube  Co.  for  the  year  1899  is  interesting  and  instructive: 


Company. 


Issued  securi- 
ties, Deo.  31, 


Earnings  1899 
before  deduct- 
ing bond 
lnterest.3 


Per 
cent. 


Federal  Steel 

National  Steel 

American  Steel  &  Wire. . 
National  Tube 


$126,345,000 
62,000,000 
90,000,000 
80,000,000 


$9,371,136 
8,930,000 
12,162,530 
13,878,365 


7.4 
14.4 
13.6 
17.3 


1  Including  imderlying  bonds  but  not  other  indebtedness. 

>  In  two  cases  the  earnings  are  not  for  the  exact  calendar  year;  thus  the  fiscal  year  of  the  National  Steel 
Co.  ended  Feb.  28, 1900,  and  that  of  the  National  Tube  Co.  ended  June  30, 1900. 

The  contention  that  the  earnings  of  the  United  States  Steel  Corpo- 
ration and  other  similar  consolidations  are  due  to  changed  conditions, 
improved  facUities,  and  the  integration  of  plants  and  processes, 
secured  by  the  expenditure  of  vast  sums,  is  completely  answered  by  a 
careful  study  and  a  patient  analysis  of  the  organization  and  operation 
of  the  Federal  Steel  Co.  This  ingenious  and  ably  elaborated  theory 
is  not  consistent  with  the  facts  and  the  facts  or  the  records  made 
by  the  inventors  of  the  theory. 

"The  United  States  Steel  Corporation  was  fashioned  after  the 
Federal  Steel  Co.  The  organizations  were  very  much  alike.  *  *  * 
The  Federal  Steel  was  the  parent  company;  it  preceded  the  United 
States  Steel  Corporation,  in  its  essential  attributes  fashioned  after  the 
Federal  Steel  Co.,"  says  Judge  Gary,  "  and  he  was  in  turn  president  of 
the  Federal  Steel  and  chairman  of  the  board  of  directors  of  the  Steel 
Corporation."  J.  Pierpont  Morgan,  H.  H.  Rogers,  Thayer,  Ream, 
Samuel  Mather,  and  Robert  Bacon  were  in  turn  directors  in  both 
companies. 

Even  the  secretaries  and  auditors  were  the  same — Richard  Trimble 
and  W.  J.  Filbert. 

Here  were  the  same  powerful  financial  and  industrial  institutions 
in  close  alliance — J.  P.  Morgan  &  Co.,  and  the  Rockefeller  inter- 
ests— the  same  men,  the  same  millions;  the  same  instrumentalities 
were  used  and  employed  in  the  same  way. 

The  "parent  company,"  with  all  its  natural  and  artificial  advan- 
tages, had  not  been  up  to  the  time  of  the  organization  of  the  Steel 
Corporation  a  marked  financial  success,  and  its  failure  was  a  concrete 
example — an  object  lesson  to  the  powerful  interests  behind  the  Steel 
Corporation.  It  was  manifest,  without  the  ability  to  limit  produc- 
tion, control  output,  and  raise  and  establish  prices,  that  unlimited 
capital,  vast  resources,  industry,  economy,  and  inventive  genius  were 
vain;  that  competition  was  the  one  impregnable  barrier  between  the 
new  billion-dollar  consohdation  and  the  rich  and  forbidden  fruits  of 


36  I3STESTIGATI0IT   OF  TJiaTED   STATES  STEEL  C0EP0RATI03S'. 

extortion  and  monopoly.  Competition  eliminated,  a  full  measure  of 
prosperity  awaited  "integrated"  companies  and  " unrelated  units" — 
obsolete  and  dilapidated  tube  plants  and  the  modern  mills  at  Chicago 
and  Lorain. 

CAUSES  AND  CONDITIONS   LEADING  TO   THE   ORGANIZATION  OF 
THE  UNITED  STATES  STEEL  COBPOBATION. 

These  various  consolidations  which  preceded  and  in  a  way  produced 
the  United  States  Steel  Corporation  have  been  somewhat  elaborately 
analyzed,  since  a  knowledge  of  the  character,  extent,  and  purposes  of 
these  subsidiary  concerns  is  essential  to  a  definite  understanding  of 
the  conditions  which  immediately  preceded  the  creation  of  the  holding 
company  under  which  they  were  subsequently  amalgamated. 

The  fundamental  causes  for  the  formation  of  the  United  States 
Steel  Corporation  were  substantially  the  same  as  those  which 
gave  rise  to  the  earlier  consolidations  already  described,  namely, 
restriction  or  prevention  of  competition,  integration,  stock  infla- 
tion. The  same  causes,  though  in  varying  degrees,  were  here 
present,  and  the  same  processes  were  here  repeated,  though  in  a 
more  comprehensive  manner  and  on  a  vaster  scale. 

A  striking  and  surprising  result  of  the  consolidation  movement 
in  the  late  nineties,  just  described,  was  that  while  several  of  the 
great  steel  consolidations  aimed  at  and  did  secure  a  substantial 
degree  of  monopoly  of  their  particular  branches  of  .the  business, 
nevertheless,  competition  was  not  thereby  destroyed.  Instead, 
it  soon  developed  that  the  formation  of  these  great  consolidations 
was  likely  to  bring  on  an  era  of  competition  more  severe  than  any 
the  industry  had  yet  seen.  The  reason  for  this  is  plain.  At  the 
bottom  such  "particular  branches"  were 'not  essentially  sepa- 
rate. In  the  commercial  and  technical  development  of  the  busi- 
ness they  tended  naturally  to  overlap.  In  other  words,  this 
unforeseen  outcome  of  consolidation  was  largely  due  to  the 
tendency  of  these  great  concerns  to  secure  greater  mtegration,  to 
make  themselves  virtually  independent  in  all  stages  of  produc- 
tion from  the  ore  up.     (H.  K.  S.  Rept.,  pt.  2,  p.  7.) 

Mr.  Temple,  the  commissioner  of  the  plate  structural  steel  and 
shafting  associations,  has  aptly  described  the  effect  of  this  effort  of 
the  "great  concerns  to  make  themselves  virtually  independent  in 
all  stages  of  production  from  the  ore  up." 

Q.  Would  a  concern  like  the  Steel  &  Wire  Co.,  which  was  pro- 
ducing finished  nroducts,  instead  of  preserving  the  status  quo 
and  buying  its  billets  from  some  other  concern  that  made  a 
profit  on  them,  attempt  to  make  their  own  billets,  and  in  that 
way  infringe  on  what  tne  billet  maker  considered  to  be  his  legiti- 
mate busineBs  ? 

Mr.  Temple.  Certainly,  as  to  aU  the  concerns.  For  instance, 
take  the  National  Tube  Co.  When  the  National  Tube  Co.  grew 
to  the  magnitude  it  did,  one  of  the  first  things  it  did  was  to  put 
in  blast  furnaces  and  put  in  steel  conversion  works  and  make  its 
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own  raw  material.  Originally  in  the  day  of  the  small  concerns, 
the  blast  furnace  was  a  separate  community.  It  made  pig  iron. 
Over  here  was  a  steel  works  that  would  buy  pig  iron  from  the 
blast  furnace  and  convert  that  pig  iron  into  steel.  They  then 
sold  billets  to  the  tube  mills,  and  the  tube  miU  would  buy  the 
billets  and  would  roll  those  into  tubes.  With  the  growth  of  the 
business  and  aggregation  of  capital  in  these  concerns — I  have 
said  tube  works,  so  I  will  contam  myself  with  the  tube  illustra- 
tion— the  tube  works,  instead  of  buying  billets  from  the  steel 
miU,  and  the  steel  mill,  instead  of  buying  biUets  from  the  blast 
furnace,  would  put  up  its  own  blast  furnace  and  its  own  steel 
mill,  buy  its  own  ore  lands,  and  turn  into  its  own  coffers  the 
profits  of  every  operation  from  the  ground  to  the  finished  prod- 
uct.    (Hearings,  p.  1723.) 

So  far  as  the  consimier  of  finished  materials  was  concerned,  these 
subsidiary  companies  had  obtained  a  practical  monopoly  prior  to 
the  formation  of  the  United  States  Steel  Corporation.  Wire  and 
nails,  pipes  and  tubes,  structural  shapes,  steel  hoops  and  cotton 
ties,  sheets,  iron,  and  tin  plate  were  all  controlled  by  some  one  of  the 
consoHdations  which  had  been  organized  for  the  definite  purpose  of 
controlling  the  output  and  fixing  the  price  of  some  one  or  more  of 
these  commodities. 

Prior  to  the  formation  of  these  immense  consolidations  these  scat- 
tered finishing  mills,  owned  by  individuals  or  small  corporations, 
with  an  investment  usually  of  a  few  hundred  thousand  dollars,  had 
not  the  means — had  they  cherished  the  hope — of  producing  steel  in 
its  cruder  forms. 

The  279  mills  of  the  American  Tin  Plate  Co.  were  valued  at  an 
average  of  $40  000  each.  (Rept.  Indus.  Com.,  p.  911.)  To  have 
produced  the  plate  bars  from  which  tin  plate  is  made  would  have 
required  an  investment  of  not  less  than  fifteen  or  twenty  million  dol- 
lars.    (Kennedy  hearings,  p.  5128.) 

The  powerful  syndicates  consolidating  these  mills  had  the  capital, 
and  "appetite  grew  with  what  it  fed  on."  They  determined  to 
assimilate  all  the  enormous  profits  incident  to  these  newly  created 
monopolies.  "And  the  change  promptly  came.  In  particular  the 
so-called  'secondary'  concerns  began  to  extend  their  business  back- 
ward to  the  production  of  pig  iron  and  crude  steel  and  the  mining  of 
raw  materials.  This  tended  to  lessen  the  market  and  injure  the 
primary  concerns,  particularly  the  Carnegie  Co.  and  to  a  less  degree 
the  Federal  Steel  Co."     (H.  K.  S.  Kept.,  pt.  2,  p.  9.) 

In  other  words,  the  fruits  of  monopoly  had  been  secured  by  the 
centralization  under  a  common  ownership  and  control  of  the  fabri- 
cations of  steel  in  nearly  all  forms  most  necessary  to  the  needs  of  the 
consuming  pubhc,  but  these  syndicates  failed  to  devise  any  adequate 
I  plan  by  which  the  spoils  of  this  system  could  be  distributed  to  the 

(  satisfaction  of  the  parties  who  had  created  it.     They  had  eliminated 

f 


38  INTBSTIGATION  OF  TJinTED  STATES  STEEL  COBPOBATIOlir. 

competition  between  the  producers  of  steel  who  sold  it  to  the  "ulti- 
mate consumer,"  and  at  the  same  time  had  inadvertently  accentu- 
ated competition  between  themselves.  Had  the  steel  business  been 
entirely  controlled  at  this  time  by  the  Morgan  and  Moore  interests, 
there  is  little  doubt  but  that  they  would  in  all  probability  have 
reached  a  working  agreement  in  short  order  and  without  the  friction, 
the  dread  of  returning  competition,  or  the  prodigious  issue  of  securi- 
ties which  preceded  the  formation  of  the  Steel  Corporation. 

The  National  Steel  Co.  owned  and  operated  all  the  properties, 
plants,  and  processes  essential  to  the  production  of  steel  ingots,  bars, 
and  billets,  and  this  semifinished  steel  was  in  turn  converted  into 
the  finished  product  by  the  Steel  Hoop,  Sheet  Steel,  and  Tin  Platei 
Companies,  with  which  it  was  closely  allied,  aU  being  "Moore 
concerns." 

Could  the  Federal  Steel  Co.  in  like  manner  have  turned  its  billets, 
bars,  plates,  and  structural  shapes  over  to  the  Federal  Tube  and  the 
American  Bridge  Co.  with  which  it  had  banking  and  financial  rela- 
tions similar  to  the  ties  of  common  interest  which  united  the  Moore 
group,  these  conflicting  interests  might  have  been  easily  and  silently 
adjusted.  But  there  was  Andrew  Carnegie.  The  Carnegie  Steel  Co. 
was  the  lion  in  the  path  of  the  Morgan  syndicate  in  every  effort  to 
adjust  and  establish  a  thorough  control  of  its  proportion  of  the  steel 
business  from  the  raw  material  to  the  finished  product. 

CARNEGIE   PREPABES  FOR  WAR. 

The  Federal  Steel  Co.  was  essentially  a  producer  of  semifinished 
steel.  "It  was,"  said  Judge  Gary,  "a  rounded-out  proposition  and 
a  splendid  proposition,  except  it  did  not  have  sufficient  finishuig  mills. 
It  was  defective  in  that  respect."     (Gary  hearings,  p.  203.) 

At  length  the  "Morgan  concerns"  determined  to  appropriate  to 
themselves  all  the  profits  incident  to  the  manufacture  of  steel  from 
the  ground  up  in  all  those  departments  of  the  industry  over  which 
they  had  acquired  a  greater  or  less  control. 

The  Federal  Steel  Co.  prepared  for  the  manufacture  of  structural 
material,  tubes,  and  universal  plates  (H.  K.  S.  Kept.,  pt.  2,  p.  10), 
and  the  National  Tube  Co.  prepared  to  erect  additional  blast  furnaces 
and  steel  works  (H.  K.  S.,  1  B.,  p.  10).  Carnegie  had  a  contract  to 
furnish  the  bridge  company  (a  Morgan  concern)  51  per  cent  of  aU 
its  requirements,  and  he  had  hitherto  supphed  the  vast  demand  of 
the  tube  company  for  its  raw  material. 

The  Morgan  and  Moore  interests  without  material  conflict  were  each 
preparing  to  make  sharp  inroads  upon  that  domain  of  the  industry 
hitherto  preempted  by  the  Carnegie  Co.  It  was  this  apparent 
ignoring  of  the  Carnegie  Co.  or  a  temporary  failure  to  adequately 
estimate  this  factor  which  for  a  time  seemed  hkely  to  produce  a  return 
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of  competitive  conditions,  or,  as  the  directors  of  the  Steel  Corporation 
are  pleased  to  characterize  it — a  trade  war. 

This  situation  is  somewhat  humorously  but  graphically  described 
by  W.  C.  Temple,  father  confessor  to  many  steel  pools,  and  who 
possessed  an  intimate  and  accurate  knowledge  of  the  inside  history 
and  secret  operations  and  purposes  of  all  these  great  concerns. 

The  interests  back  of  the  United  States  Steel  Corporation  had 
at  that  time  prepared  for  the  production  by  their  stock  company 
of  the  beautiful  play,  Hamlet,  with  the  most  expensive  stage 
settings  that  Wall  Street  could  produce,  costuming  never  excelled 
before,  and  Hamlet  was  the  Laird  of  Skibo.  The  cooks  who  were 
preparing  this  meal  for  themselves  and  their  associates  found 
they  had  prepared  and  were  ready  to  bake  the  finest  plum  pud- 
ding ever  concocted  financially,  but  that  Mr.  Carnegie  had  all 
the  plums. 

They  had  to  buy  the  Carnegie  Steel  Co.  Mr.  Carnegie  with 
his  then  plant  ana  his  organization  and  his  natural  resources 
was  in  a  position  where  he  could  dominate  the  entire  situation, 
and  had  the  Lnited  States  Steel  Corporation  not  have  been 
formed  at  about  the  time  it  was — s  me  10  years  ago — the  steel 
business,  not  only  of  America  but  of  the  world,  to-day  would  be 
dominated  by  Andrew  Carnegie.     (Temple,  hearings,  1725.) 

Had  the  plans  of  the  Moore  and  Morgan  interests  been  carried  to 
a  successful  conclusion,  the  Carnegie  Co.  would  have  lost  its  largest 
and  richest  consumers  of  plates,  structural  shapes,  sheet  bars,  and 
other  semifinished  products. 

Mr.  Carnegie  acted  with  celerity  and  decision;  he  instantly 
prepared  for  war  all  along  the  line,  making  the  most  elaborate 
preparations  for  the  production  and  sale  in  the  open  market,  especially 
of  those  forms  of  finished  materials  of  which  the  Morgan  concerns 
then  held  a  practical  monopoly.  He  unhesitatingly  entered  the  in- 
dustrial arena  single  handed  against  the  combined  capital  and 
resources  of  the  Moore  and  Morgan  interests. 

These  hostile  interests  were  absolutely  unlike  in  every  particular. 
Carnegie  was  everything  that  the  interests  behind  the  Steel  Corpora- 
tion were  not,  and  he  knew  and  cared  absolutely  nothing  about  the 
methods  and  devices  by  which  his  competitors  had  amassed  hundreds 
of  millions  of  dollars — on  paper  at  least — and  that  within  the  brief 
period  of  less  than  three  years. 

Until  1900  his  concern  had  been  a  simple  partnership  retaining 
many  of  the  old  customs  which  had  prevailed  about  the  simple 
Kloman  Forge  with  which  he  had  started  40  years  before.  Its  present 
proportions  were  due  not  to  the  sale  of  stock,  but  the  return  of  profits 
to  the  working  capital  of  the  business. 

Thrifty  blacksmiths  in  order  to  encourage  promising  apprentices 
often  give  them  a  share  in  the  business.  This  custom  was  still  fol- 
lowed by  the  Carnegie  Co.,  and  its  most  capable  and  trusted  managers 
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had  started  without  capital  upon  a  modest  share  in  the  business 
obtained  on  credit  by  the  purchaser  as  an  incentive  to  intelligent  and 
effective  service.  The  members  of  this  firm,  disdaining  "  the  most 
expensive  stage  settings  that  Wall  Street  could  produce,"  pubhcly 
declared  "  It  has  always  been  the  pohcy  of  this  association  from  its 
outset  to  regard  itself  as  an  association  of  individuals  who  have  united 
together  their  fortune,  their  talents,  and  their  industry  to  manufac- 
ture iron  and  steel  in  aU  branches  in  the  best  form,  by  the  best  processes, 
and  at  the  most  moderate  cost,  and  by  such  attention  to  the  true  pur- 
pose of  its  organization  to  produce  for  those  interested  in  the  associa- 
tion the  largest  profits  which  can  be  made.  *  *  *  Jt  was  the 
pohcy  of  those  whose  intelligence  and  faith  in  results  founded  the 
business  to  associate  with  themselves  from  time  to  time  a  number 
of  young  employees,  who,  by  becoming  directly  members  of  the  asso- 
ciation, would  be  stimulated  to  the  very  best  work."  (Answer  Carne- 
gie et  al.  to  H.  C.  Frick,  hearings,  p.  2558.)  Carnegie  repeatedly 
declared  "That  the  personnel  of  its  organization  was  worth  more  than 
aU  the  property  of  the  company."     (lb.,  p.  2558.) 

His  plants  were  at  the  highest  efficiency  it  was  possible  to 
bring  plants  at  that  day,  in  every  direction.  In  addition  to 
that  look  at  the  organization  he  had.  *  *  *  With  Mr. 
Frick  at  the  head  of  the  Carnegie  Steel  Corporation,  dictating 
its  business  pohcies  so  far  as  he  could,  without  Mr.  Carnegie's 
direct  influence;  a  man  like  Schwab  in  charge  of  manufacturing; 
with  a  man  like  Peacock  in  charge  of  his  sales  department,  he 
was  absolutely  unassailable  and  invincible  in  the  steel  world. 
(Statement  W.  C.  Temple,  hearings,  1725  and  1726.) 

THE   "IKONCLAD   CONTRACT." 

Whenever  any  member  of  this  association,  in  the  opinion  of  a 
sufficient  number  of  his  partners,  failed  to  harmoniously  cooperate 
with  his  partners  his  connection  with  the  concern  was  thereby  ter- 
minated by  the  terms  of  an  "ironclad  contract"  to  which  all  were 
necessarily  parties. 

Having  no  issue  of  stocks  or  bonds,  the  books  of  this  partnership 
were  carefully  and  conservatively  kept  so  as  to  show  the  actual  value 
of  all  its  properties,  and  by  this  "book  value"  the  rights  of  retiring 
partners  were  determined  and  the  estates  of  deceased  members  were 
settled.  The  books  of  this  concern  were  an  elaborate  and  accurate 
record  of  the  actual  cost  of  its  properties.  Says  James  Gayley,  one 
of  the  parties  to  this  "Ironclad  contract": 

The  book  value  represented  the  amount  of  money  actually 
expended  in  plants  and  in  investment  for  property.  (Gayley, 
hearings,  p.  309.) 

The  accuracy  of  this  "book  value"  was  questioned  by  H.  C.  Frick 
in  a  suit  with  Carnegie  and  others  in  1900,  who  maintained  that 
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these  properties  were  worth  $250,000,000.  In  an  elaborate  state- 
ment made  under  oath,  Carnegie,  Schwab,  Gayley,  Phipps,  Singer, 
and  others  stated : 

It  is  not  true  that  on  December  31,  1899,  the  said  association 
had  assets  or  property  either  real  or  personal  or  tangible  in  any 
form  *  *  *  which  were  worth  $250,000,000.  These  books 
show  that  the  net  value  on  the  31st  of  the  assets  of  the  associa- 
tion was  $75,610,104.06. 

To  a  large  extent  this  book  value  represents  the  actual  cost 
of  the  properties  represented  in  the  balance  sheets  of  the  asso- 
ciation. *  *  *  And  we  aver  that  the  valuation  of  the  assets 
as  shown  on  said  books  and  balance  sheets  is  a  fuU,  fair,  and 
accurate  valuation  of  the  same,  and  that  there  has  not  been 
omitted  from  such  books  and  balance  sheets  any  asset  which 
should  properly  find  a  place  thereon.  (Hearings,  pp.  2558, 
2559.) 

This  association  of  expert  and  experienced  ironmasters  in  charge 
of  a  concern  which  they  valued  by  an  accurate  and  detailed  inventory 
at  less  than  $76,000,000,  confidently  prepared  to  meet  every  form  of 
"destructive  competition"  which  the  "Morgan  and  Moore''  interests 
could  devise  with  their  eight  colossal  consoUdations  capitahzed  at  over 
$500,000,000.  For  services  rendered  in  the  organization  of  these  com- 
panies the  underwriting  syndicates  had  received  stocks  of  the  par 
value  of  $63,306,811,  which  were  subsequently  taken  over  by  the 
Steel  Corporation  at  a  valuation  of  $72, 122,090.  In  other  words,  these 
underwriting  syndicates  by  the  manipulation  of  securities  had  ac- 
quired in  less  than  five  years  within  three  and  a  half  millions  of  the 
total  book  value  of  the  Carnegie  Co.  properties,  which  represented 
the  result  of  40  years  of  strenuous  application  to  their  business  by  the 
most  capable  steel  makers  on  the  globe. 

Carnegie  seems  to  have  remained  in  blissful  ignorance  of  the  revo- 
lution in  methods  which  characterized  the  transfer  of  the  seat  of  the 
steel  industry  from  Pittsburgh  to  Wall  Street,  and  unmindful  of  the 
enormous  sums  his  competitors  were  amassing  by  the  capitalization 
and  recapitalization  of  their  various  companies.  He  displays  a  quaint 
indifference  even  to  the  advantages  incident  to  doing  business. as  a 
corporation.  "If,"  says  he,  "you  want  to  keep  this  country  ahead 
in  steel  you  can  not  depend  upon  great  'combinations. ' "  (Hearings, 
p.  2419.) 

What  is  most  remarkable,  these  fabulous  returns  from  stock- 
jobbing operations  do  not  seem  to  have  abated  in  the  least  "the 
ironmaster's"  inveterate  and  old-fashioned  antipathy  to  gambling 
institutions  generally. 

I  made  them  [shares  in  the  Carnegie  Co.]  as  thousand-dollar 
shares  so  as  not  to  render  them  gambling  instruments  in  the  stock 
exchange,  *  *  *  because  I  did  not  want  to  have  partners 
that  would  be  tempted  to  go  into  speculation.     I  never  bought 
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a  share  in  my  life  in  the  stock  exch  ange.  I  never  sold  a  share.  I; 
have  been,  you  might  say,  a  monomaniac  on  the  subject  of  specu-i 
lation.  I  have  never  touched  it.  *  *  *  I  want  to  say  that  I 
am  not  a  stock  gambler,  and  I  never  in  my  life  associated  with: 
stock  gamblers.  *  *  *  I  think  that  the  common  stock 
gambler  is  one  of  the  worst  institutions  that  a  country  can  have. 
They  are  parasites  feeding  upon  values  and  creating  none. 
(Carnegie,  hearings,  p.  2538.) 

The  impending  conflict  between  the  Carnegie  Co.  and  the  "interests 
behind  the  Steel  Corporation,"  as  Temple  calls  them,  has  been  char- 
acterized as  a  "battle  of  the  giants."  It  was  nothing  of  the  kind. 
It  was  a  contest  between  fabricators  of  steel  and  fabricators  of  securi- 
ties; between  makers  of  billets  and  of  bonds. 

The  Carnegie  interests  were  apparently  in  the  best  position 
of  any  of  these  groups  to  meet  a  price  war.  They  had  abundant 
capital  and  credit,  and  their  securities  did  not  figure  on  the 
stock  market,  while  their  organization  and  management  were 
unequaled.     (H.  K.  S.  Kept.,  pt.  2,  p.  11.) 

This  mammoth  body  owned  its  own  mines,  dug  its  ore  with 
machines  of  amazing  power,  loaded  it  into  its  own  steamers, 
landed  at  its  own  ports,  transported  it  on  its  own  railroads, 
distributed  it  among  its  many  blast  furnaces,  and  smelted  it 
with  coke  similarly  brought  from  its  own  coal  mines  and  ovens 
and  with  limestone  brought  from  its  own  quarries.  From  the 
moment  these  crude  stuffs  were  dug  out  of  the  earth  until  they 
flowed  in  a  stream  of  liquid  steel  into  the  ladles  there  was  never 
a  price  profit  or  royalty  paid  to  any  outsider.  Without  any 
cessation  of  motion  and  with  hardly  any  loss  of  heat  this  prod- 
uct passed  with  automatic  precision  into  the  multitudinous 
machines  which  pressed  it  into  billets,  rails,  armor  plate,  bridge 
structures,  beams,  and  the  endless  variety  of  shapes  required  m 
modern  architecture.  Finally  these  highly  finished  materials 
were  often  conveyed  to  consumers  over  the  same  transporta- 
tion systems  as  before,  and  the  profit  of  every  movement,  as 
of  every  process  and  change  of  form,  passed  without  deduction 
into  the  exchequer  of  which  was  now  the  Carnegie  Steel  Co. 
(Ltd.),  a  single  organization  with  one  mind,  one  purpose,  one 
interest.  (Bridges'  Inside  History  of  the  Carnegie  Co.,  hearings, 
pp.  2593-2594.) 

Not  content  with  this  elaborate  and  powerful  organization,  Carnegie 
prepared  for  the  anticipated  contest  with  the  strategy  of  a  general 
and  the  confidence  of  a  conqueror.  He  aimed  his  first  blow  at  the. 
"National  Tube  Works,  an  acquisition  of  the  principal  tube  mills  into 
one  concern,  whereby  they  could  get  a  very  handsome  profit  out  of 
the  manufacture  of  tubes,  and  that  had  been  done  by  Mr.  Morgan." 
(Gates,  hearings,  p.  41.) 

This  company,  notwithstanding  an  agreement  to  purchase  billetS! 
from  the  Carnegie  Co  ,  was  preparing  to  produce  its  own  raw  mate- 
rials.    (Hearings,   p.   2508.)     In  retaliation  Carnegie  prepared  to 
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duplicate  in  a  single  plant  the  entire  output  of  this  $80,000,000  con- 
cern.   As  related  by  W.  C.  Temple: 

Mr.  Carnegie  had  already  started  out  to  build  at  Conneaut 
the  greatest  tube  works  in  the  world,  and  the  tube  business  is 
one  of  the  most  profitable  finished  businesses  there  is  and  one 
that  is  constantly  growing. 

He  had  arranged  to  build  a  railroad  from  Pittsburgh  to  Con- 
neaut to  bring  down  his  ores  direct  from  Conneaut  Harbor  to 
his  mills  and  to  build  up  a  great  industrial  center  at  Conneaut 
Harbor,  and  with  the  completion  of  that  tube  mill  must  come 
the  destruction  of  the  National  Tube  Co.,  one  of  the  strongest 
constituents  of  the  United  States  Steel  Co.     (Hearings,  p.  1725.) 

Carnegie  was  equally  sanguine.     He  said : 

Gentlemen,  I  meant  to  keep  on  expanding.  *  *  *  If  I 
had  remained  in  the  business,  I  would  have  had  a  plant  at 
Conneaut  that  would  have  astonished  the  world  and  which 
would  have  distanced  all  competition  in  that  line.  *  *  * 
We  were  going  to  hegin  with  making  tubes,  feut  there  CharUe 
Schwab  comes  in  again.  He  told  me  that  he  was  satisfied  he 
could  build  a  tube  niill  that  would  save  |10  a  ton  over  any  tube 
mill  existing.     *     *     * 

The  Chairman.  How  much 

Mr.  Carnegie.  $10  a  ton  on  tubes.  We  had  relations  with 
the  National  Tube  Co.  We  furnished  their  Bessemer  steel. 
We  furnished  the  steel  out  of  which  they  made  their  tubes. 
We  furnished  the  raw  material  for  the  National  Tube  Co.  in 
great  amounts;  the  Bessemer  billets  for  the  National  Tube 
Works.  They  concluded  they  would  make  these  themselves 
and  build  blast  furnaces.  That  was  quite  right;  we  had  no 
objection  to  that.  We  concluded  that  we  needed  other  exten- 
sions, and  having  bought  the  harbor  at  Conneaut,  *  *  *  we 
bought  the  land  around  the  harbor.     (Hearings,  p.  2358.) 

We  had  been  looking  for  a  site  where  we  could  put  additional 
works,  where  we  could  extend;  and  it  did  require  much 
consideration  to  let  us  see  that  if  we,  having  that  Conneaut 
Harbor,  put  a  modern  steel  plant  there,  the  ore  would  come 
there  and  be  dumped  from  the  boat  right  in  the  furnace  yard. 
And  Mr.  Schwab  drew  plans.  The  mill  was  1,100  feet  long,  and 
the  ore  stood  there,  and  the  coke  was  brought  up  from  our  own 
mmes  in  the  cars  which  had  taken  the  ore  down  to  our  mills, 
and  which  would  otherwise  have  returned  empty;  and  there  we 
stood  with  the  raw  material  there,  and  the  finished  tubes  would 
come  out  here  [indicating]  with  all  new  modern  machinery;  no 
men  hardly;  all  roUs  conveying  the  masses  without  hand  labor 
and  all  that.  Mr.  Schwab  showed  me  that  plan,  just  as  he  did 
the  plan  for  the  great  plant  for  the  open-hearth  furnaces  at 
Homestead,  and  I  said,  "Schwab,  what  difference  can  you 
make?"  and  he  said,  "Mr.  Carnegie,  not  less  than  $10  a  ton." 
Of  course,  you  must  remember  that  the  tube  works  were  very 
old  and  had  been  running  for  a  long  while,  and  this  project  was  a 
total  departure.     So,  he  said  a  difference  of  $10  a  ton.      When 
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the  National  Tube   Worlcs  left  us  and  began  to  build  furnaces  fo\ 
themselves,   then  we  decided  that  we  would   build  ai   Conneaut 
(Hearings,  pp.  2509-2510.) 
This  statement  is  an  imconscious  commentary  on  the  extortion  ther 
practiced  by  the  National  Tube  Co.     Five  dollars  a  ton  would  have 
been  a  legitimate  profit  on  tubes.     Carnegie,  with  a  modern  planti 
capably  conducted,  could  have  m^de  tubes  at  a  profit  at  $5  a  ton 
less  than  the  actual  cost  of  production  by  the  National  Tube  Works 
which,  as  Gates  declares,  "Mr.  Morgan  had  just  finished."     (Hear- 
ings, p.  40.) 

The  news  of  this  projected  tube  plant  was  received  with  minted 
emotions  of  anger  and  consternation  by  the  National  Tube  Co.,  as 
evidenced  by  the  following  entry  in  the  minutes  of  its  board  of  direc- 
tors, January  15,  1901: 

Mr.  Converse  [president  of  the  tube  company]  said  that  there 
were  rumors  that  the  Carnegie  Co.  was  about  to  install  and  oper- 
ate a  tube  works  with  a  capacity  of  280,000  tons  per  annum.  It 
is  well  known,  the  tendency  lately  so  conspicuous  to  establish 
a  community  of  ownership  or  a  unified  control  over  great  indus- 
tries as  the  only  means  of  restraining  destructive  competition,, 
led  to  the  incorporation  of  various  great  companies.     *    *    * 

"  During  the  18  months  this  corporation  has  run  there  has  never  been 
a  time  when  it  could  not  have  manufactured  to  advantage  and  profit 
material  in  competition  with  nearly  all  the  numerous  industrial 
groups,  including  the  Carnegie  Co.,  but  the  policy  of  the  management; 
so  far  has  been  that  except  forced  by  self-protection  this  company 
would  not  displace  a  ton  of  its  neighbor's  product  by  entering  any 
other  lines  than  strict  tubular  goods. 

"  It  has  rigidly  confined  itself  to  this  principle  up  to  this  time.  *  *  * 
In  all  the  arrangements  between  the  National  Steel,  Republic,  Amer- 
ican Sheet  Steel  &  Plate,  and  others  of  the  industrial  steel  groups,  it 
has  been  the  unwritten  law  that  each  group  should  confine  itself  toi 
the  fabrication  of  its  own  specialties  and  should  voluntarily  refrain 
from  using  a  constant  surplus  of  material  by  the  production  of  the' 
special  product  of  its  neighbors.  If  this  unwritten  law  is  to  be  ruth- 
lessly disregarded  by  the  Carnegie  Co.  it  wiU,  of  course,  have  a  broader 
significance  than  the  mere  competition  with  our  own  products." 
(MacRae's  Rept.,  p.  4278.) 

Carnegie  next  invaded  the  heart  of  the  territory  of  the  Federal  Steel; 
Co.,  the  "cherished  project  "  of  the  Morgan  group.  Having  forcedi 
this  company  into  a  40-year  contract  by  which  its  principal  ore  road, 
the  Vermilion  &  Iron  Range,  was  obligated  to  haul  1,500,000  tonSi 
of  ore  every  three  years  from  the  Minnesota  ranges  to  the  lakes,  andi 
to  pay  to  the  Carnegie  Co.  a  rebate  of  40  cents  per  ton  (MacRae  Rept., 
p.  4103),  he  prepared  to  enter  the  western  territory  with  his  finished! 
products. 
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Id  February,  1901,  the  Carnegie  Co.  entered  into  an  agreement 
mth  a  syndicate  formed  by  George  J.  Gould  and  others  "for  the 
purpose  of  constructing  or  purchasing  certain  Hnes  of  raihoad  from 
Toledo,  Ohio,  to  the  city  of  Pittsburgh,  Pa.,  with  branch  lines  to 
Cleveland  and  other  towns  in  Ohio,  and  in  the  States  of  Pennsylvania 
and  West  Virginia."  This  syndicate  agreed  to  proceed  with  all 
"diligence  and  dispatch."  In  consideration  for  the  immediate  pur- 
chase or  construction  of  this  vast  system — literally  lacing  the  territory 
hitherto  preempted  by  the  Federal  Co. — 

The  Carnegie  Co.  agrees  to  give  to  said  sjmdicate  lines  for 
transportation  over  said  lines  to  all  points  reached  by  said  lines 
and  connections  one-fourth  of  all  the  traffic,  including  ore,  coal, 
and  colce,  controlled  oy  said  Carnegie  Co.  and  its  controlled  or 
aflfiliated  companies,  upon  or  reached  by  the  lines  of  said  Union 
Co.,  as  it  is  now  or  may  hereafter  be  constructed,  or  on  lines 
owned  and  controlled  by  said  Union  and  Carnegie  Cos.,  or  which 
the  said  S3mdicate  lines  may  reach  direct  or  through  switching 
arrangements  with  other  railways,  etc.     (MacRae  Rept.,  p. 4377.) 

Carnegie's  operations  extended  from  the  head  of  Lake  Superior  to 
the  Atlantic  seaboard.  With  rebates  of  approximately  50  per  cent  of 
the  through  rate  from  the  Vermilion  Range  to  Lake  Superior,  a  50- 
year  contract  with  the  Rockefeller  interests,  for  an  annual  supply  of 
1,200,000  tons  of  Meeabi  ore  at  a  royalty  of  25  cents  per  ton  (Hear- 
ings, p.  2596)  transported  by  his  own  steamship  lines  to  Conneaut 
and  thence  to  Pittsburgh  via  the  Bessemer  &  Lake  Erie  Railroad  (of 
which  he  had  acquired  control),  Carnegie  commanded  facilities  for 
assembling  his  raw  materials  which  no  competitor  could  hope  to 
approach. 

Having  secured  virtual  control  of  the  extension  of  the  Wabash 
Terminal  Raihoad  and  its  connections  as  far  as  Toledo  on  the  west, 
he  turned  his  attention  to  the  east. 

There  were  reports  at  this  time  that  the  Carnegie  interests 
were  contemplating  the  construction  of  a  railroad  from  Pitts- 
burgh to  the  Atlantic  seaboard.  This  threat,  if  made  good, 
woind  have  created  an  extremely  disturbing  factor  in  the  trunk- 
line  situation.     (H.  K.  S.  Rept.,  pt.  1,  p.  105.) 

And  the  Carnegie  interests  were  preparing  to  reach  the  ultimate 
consumer  not  only  with  semifinished  steel  structural  shapes,  rails,  and 
tubes,  but  to  duplicate  the  products  of  all  their  competitors.  John 
W.  Gates  declares,  "I  guess  he  was  threatening  the  whole  line." 
(Hearings,  p.  40.) 

In  such  a  contest  it  was  apparent  to  all  that  the  Carnegie  Co., 
while  likely  at  first  to  lose  some  business,  might  be  expected  in 
the  long  run  to  maintain,  and  even  to  increase,  its  dominating 
position  in  the  industry.  Its  long-established  business,  the 
modern  character  of  its  plants,  its  efficient  technical  and  com- 
mercial organization,  as  well  as  its  strong  financial  position, 
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made  it  easily  superior  to  any  of  its  competitors.  It  had  a  dis- 
tinct advantage  in  all  these  respects  over  even  the  Federal  Steel 
Co.,  which  was  its  largest  rival,  but  whose  plants  were  for  the 
most  part  less  modern  and  also  widely  separated  geographically. 
There  was  no  question  that  if  the  Carnegie  Co.,  with  its  unlimited 
means  and  efficient  organization,  went  into  the  manufacture  of 
wire,  tubes,  sheets  or  tin  plate,  it  would  be  more  than  able  to  hold 
its  own  against  the  respective  large  consolidations  which  pro- 
duced those  products,  and  which  in  their  effort  to  monopolize  the 
business  had^been  constrained  to  include  in  their  respective  or- 
ganizations many  plants  of  inferior  character.  (H.  K.  S.  Rept., 
pt.  1,  p.  104.) 

Says  W.  C.  Temple: 

If  they  had  not  purchased  his  interests,  Carnegie  would  have 
gone  back  to  his  old  policy  of  "cattle  work  along  the  border." 

The  Chairman.  Destructive  competition  ? 

Mr.  Temple.  I  do  not  think  there  is  any  question  about  that. 

The  Chairman.  Did  your  people  have  any  fear  that  if  they  did 
not  get  Carnegie  they  would  have  trouble  ? 

Mr.  Temple.  They  knew  it. 

Mr.  Baetlett.  Let  me  ask  you  in  what  way  they  woiild  have 
trouble — by  cutting  prices  and  reducing  the  prices  of  the  product 
or  by  destructive  competition  ? 

Mr.  Temple.  Have  you  ever  seen  people  who  were  scared  of 
"ha'nts"  down  in  your  country?  *  *  *  Y)\d  you  ever  find 
one  of  them  who  could  formulate  to  himself  exactly  what  form 
that  "ha'nt"  was  going  to  take  if  it  approached  him?  *  *  * 
I  will  allow  that  to  answer  your  question,  if  you  will  permit  it. 
(Hearings,  pp.  1726-1727.) 

But  this  industrial  specter  left  no  doubt  as  to  its  form  and  purpose; 
it  was  open  and  aggressive  competition  all  along  the  line. 

In  an  interview  in  the  London  Iron  and  Steel  Trades  Review,  Mr. 
Carnegie  declared: 

Yes;  we  have  been  erecting  several  new  departments,  including 
what  I  believe  will  be  the  la.rgest  axle  factory  in  the  world.  Why, 
it  may  be  asked,  should  steel  makers  make  plates  for  other  firms 
to  work  up  into  boilers  when  they  can  manufacture  the  boilers 
themselves;  or  beams  and  girders  for  bridges  when  they  can 
turn  out  and  build  up  the  completed  article;  or  plates  for  pipes 
when  they  can  make  the  pipes?  I  think  the  next  step  to  be 
taken  by  the  steel  makers  will  be  to  furnish  finished  articles 
ready  for  use.  In  the  future  the  most  successful  firms  will  be 
those  that  go  furthest  in  this  direction.     (Hearings,  p.  2510.) 

Just  as  he  had  prepared  by  an  estimated  outlay  of  $12,000,000 
(hearings,  p.  2620)  to  duplicate  and  demolish  Morgan's  $80,000,000 
tube  company,  it  was  plain  that  he  had  at  last  determined  in  the 
same  maimer  to  puncture  all  these  huge  and  inflated  monopolies, 
which,  in  the  last  four  or  five  years,  had  been  incubated  in  Wall 
Street  and  incorporated  in   New  Jersey.     And   nobody  knew  the 
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inherent  weakness  of  these  conglomerations  of  eflBcient  and  inef- 
ficient, modem  and  obsolete,  mills  so  well  as  the  syndicates  which 
had  consolidated  them. 

In  the  conversion  of  the  heathen,  missionaries  have  found  it 
useful  to  describe  the  condition  of  the  damned  before  presenting 
the  pictures  of  the  joys  of  the  blessed.  It  was  on  some  such 
principle  that  the  threat  of  industrial  war  was  thus  made  hj 
the  Camegies  before  the  blessings  of  cooperation  and  consoli- 
dation were  set  out  before  the  vision  of  the  alarmed  financiers 
of  the  country.  The  panic  produced  by  the  double  threat  of 
the  Camegies  to  build  a  rival  tube  works  and  to  enter  into 
competition  with  the  great  Pennsylvania  has  been  graphically 
described  by  a  recent  magazine  writer. 

Either  project  as  a  threat  would  have  been  alarming.  The 
two  together,  as  imminent  and  assured  accomplishments,  pro- 
duced a  panic.  And  a  panic  among  millionaires,  while  hard  to 
produce,  is,  when  once  under  way,  just  as  much  a  panic  as  a 

Eanic  among  geese.     They  ran  this  way  and  that ;  they  hid  one 
ehind  another;  they  filled  the  newspapers  with  their  squawk- 
ings;   they  reproached,  implored,  accused  each  other.     At  last 
they  ran   to    their  master — Morgan — and  he  negotiated   with 
Camegie.     (Bridges,  Inside  History  of  the  Carnegie  Co.,  hear- 
ings, p.  2621.) 
Morgan  immediately  communicated  with  James  J.  Hill,  Charlie 
Schwab,  and  others  in  an  effort  to  find  some  way  to  "stop  Camegie 
from  building  this  railroad  and  building  this  tube  works."     (Gates, 
hearings,  p.  31.) 

I  believe,  perhaps,  if  unrestricted  and  unchecked  destructive 
competition  had  gone  on,  the  Illinois  Steel  Co.  would  undoubt- 
edly have  been  driven  out  of  business,  and  perhaps,  I  might  say 
more.  I  do  not  say  it  with  a  view  of  casting  anj  reflection  upon 
anyone's  management,  but  it  is  not  at  all  certain  that  if  the  old 
management  or  the  management  which  was  in  force  at  one  time 
had  continued  the  Carnegie  Co.  would  not  have  driven  entirely  out 
of  business  every  steel  company  in  the  United  States.  (Statement 
Judge  Gary,  hearings,  p.  220.) 

There  is  nothing,  however,  in  this  record  to  show  that  such  concerns 
as  the  Lackawanna,  the  Cambria,  or  Jones  &  LaughUn,  were  in 
any  particular  danger  of  losing  anything  more  than  a  share  of  the 
inordinate  profit,  which  had  resulted  from  the  successful  organization 
of  these  various  monopohes,  which  for  the  time  had  almost  totally 
eliminated  competition  between  the  manufacturers  of  all  forms  of 
finished  steel. 

With  the  American  Steel  &  Wire  Co.  and  the  Moore  and  Morgan 
groups  the  case  was  entirely  diflFerent.  They  had  capitalized  their 
"merger  values"  at  approximately  $400,000,000,  and  a  return  of  com- 
petition meant  the  destruction  of   that   immense   and   artificially 
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acquired  "earning  power,"  and  the  utter  demoralization  of  the  stock 

market. 

This  critical  trade  situation  was  intensified  because  of  the 
importance  which  the  securities  of  several  of  these  steel  concerns 
had  assumed  on  the  stock  market.  A  period  of  violent  compe- 
tition in  the  steel  industry  would  inevitably  have  been  followed 
by  a  great  decline  in  the  value  of  these  securities.  This  would 
have  been  very  embarrassing  to  the  financial  groups  which  were 
behind  these  consolidations.  A  more  important  matter  was 
that  the  financial  backers  of  some  of  these  steel  concerns  had 
extensive  commitments  in  other  directions  which  might  be  jeop- 
ardized by  such  an  acute  struggle  in  the  steel  industry.  From 
the  standpoint  of  these  financiers,  therefore,  the  situation  pre- 
sented at  once  a  great  danger  and  a  great  opportunity. 

From  a  financial  point  of  view  there  were  four  important 
groups,  which  were  more  or  less  distinct,  namely,  "Morgan," 
^'Moore,"  "Carnegie,"  and  "Rockefeller."  *  *  *  jt  ig  evi- 
dent, therefore,  that,  both  from  the  point  of  view  of  the  iron  and 
steel  industry  and  that  of  the  stock  market,  there  was  a  great 
inducement  to  avert  the  threatened  outbreak  of  violent  compe- 
tition between  these  rival  interests.  A  steel  war  might  have 
meant  a  sudden  end  of  the  extraordinary  period  of  speculative 
activity  and  profit.  On  the  other  hand,  an  averting  of  this  war 
and  a  coalition  of  the  various  great  consolidations,  if  success- 
fully financed,  would  be  a  tremendous  "bull"  argument.  It 
would  afiford  its  promoters  an  opportunity  for  enormous  stock- 
market  profits  through  the  sale  of  its  securities.  *  *  *  n 
was  clear  to  everyone  that  no  consolidation  of  this  sort  could 
be  made  successful  unless  it  included  the  Carnegie  Co.,  which 
was  the  most  powerful  factor  in  the  situation,  which  had  long 
been  noted  for  its  aggressive  tactics,  and  which,  as  above  shown, 
had  precipitated  this  crisis.  Moreover,  there  can  be  little  doubt 
that  many  interests  in  the  steel  industry  regarded  Mr.  Carnegie's 
personal  influence  as  a  menace  to  themselves  and  their  businesses 
and  desired  to  secure  his  retirement  from  the  trade.  The  pri- 
mary solution  of  the  situation,  therefore,  from  the  standpoint  of 
these  interests,  was  to  buy  out  Mr.  Carnegie.  It  was  realized 
that  this  would  be  an  extremely  expensive  transaction,  which 
would  require  the  cooperation  of  the  leading  interests.  The 
purchase  of  that  concern  obviously  could  not  be  financed  with 
cash.  Arrangements  were,  however,  effected  with  Mr.  Carnegie 
for  taking  over  his  large  holdings  in  his  company  in  exchange  For 
bonds  of  the  new  consolidation.  (H.  K.  S.  Kept.,  pt.  1,  pp.  10 
and  11.) 

In  the  hght  of  the  evidence  produced  before  this  committee  there 
can  be  no  shadow  of  doubt  that  the  problem  which  now  confronted 
the  interests  behind  the  United  States  Steel  Corporation  was  not 
the  purchase  of  a  miU,  hut  the  retirement  of  a  man. 

If  further  demonstration  is  needed,  it  is  afforded  by  the  fact  that 
Mr.  Morgan,  who  engineered  this  deal,  a  few  months  prior  to  its  con- 
summation refused  to  furnish  a  mere  modicum  of  the  sum  subse- 
quently paid  for  Mr.  Carnage 's  interest  in  these  plants,  at  a  time  when 
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the  actual  value  of  the  property  was  the  principal  consideration  and 
before  Carnegie  had  precipitated  this  crisis. 

Toward  the  end  of  March,  1899,  overtures  were  made  by 
Ex-Judge  W.  H.  Moore,  of  Chicago,  for  the  purchase  of  the  Car- 
negie-Frick  properties  with  a  view  to  combining  them.  This 
time  an  effort  was  made  to  get  a  price  on  Andrew  Carnegie's  indi- 
vidual holdings  of  stock  in  the  two  companies  carrying,  as  they  did, 
control,  etc.  *  *  *  Carnegie  demanded  a  million  dollars  for  a 
90-days'  option  on  his  entire  interests  at  a  price  of  1157,950,000. 
(Bridges'  Inside  History  of  Carnegie  Co;  hearings,  p.  2612.) 

This  transaction  is  recited  in  detail  in  a  sworn  statement  made 
by  Mr.  Carnegie,  March  12,  1900.     (Hearings,  p.  2560.) 

The  second  option  for  $250,000,000  for  aU  the  property  throws  no 
light  on  the  real  transaction,  since  this  option  was  obtained  by  Frick- 
Phipps  and  others  who  intended  to  go  iuto  the  proposed  new  con- 
solidation, and  their  share,  estimated  at  $90,000,000,  would  have 
involved  no  actual  outlay,  but  a  simple  exchange  of  securities. 
Carnegie's  interest  demanded  an  actual  outlay  of  bullion  or  bonds, 
and  in  this  case  it  meant  both. 

At  this  time  Mr.  Morgan  seems  to  have  been  lacking  in  any  appre- 
ciation of  the  potency  in  the  industrial  world  of  this  man  who  was 
essentially  and  only  an  "ironmaster,"  who  would  not  tolerate  the 
listing  of  his  stocks  on  the  exchange,  and  declared  with  emphasis 
"I  am  no  stock  gambler,  and  I  never  in  my  life  associated  with  stock 
gamblers." 

No  man,  perhaps,  knew  the  strength  and  the  weakness  of  the  great 
financiers  who  were  parties  to  these  immense  transactions  so  well 
as  W.  C.  Temple. 

Mx.  Frick  is  a  far-sighted,  shrewd  business  man.  He  realized 
even  before  the  formation  of  the  United  States  Steel  Corporation 
more  clearly,  I  think,  than  any  one  man  in  the  steel  world  the 
gradual  development  and  great  development  in  the  steel  industry. 
Mr.  Morgan  is  a  great  man.  Mr.  Frick  obtained  from  Mr.  Car- 
negie an  option  on  the  Carnegie  steel  plant  for  approximately 
$160,000,000.  *  *  *  There  was  a  book  value  there  of  ap- 
proximately $119,000,000.  Mr.  Frick  got  an  option  for  $160,000,- 
000.  It  was  common  rumor  at  the  time,  although  I  can  not 
testify  as  to  my  own  knowledge  and  belief,  that  Mr.  Frick  and 
Mr.  Mellon,  or  the  Mellon  estate,  agreed  to  furnish  or  to  raise 
$80,000,000  of  this  money,  and  they  went  to  Mr.  Morgan  to  get 
the  other  $80,000,000,  and  Mr.  Frick  laid  before  Mr.  Morgan  very 
fully  the  possibilities  of  the  Carnegie  Steel  Co.  Mr.  Morgan 
turned  down  the  proposition,  claiming  that  the  price  was  too  high 
for  the  property,  I  understand,  which  cost  Mr.  Frick  and  his  one 
or  two  associates  some  milhon  or  a  million  and  a  quarter  dollars, 
and  which  they  paid  to  Mr.  Carnegie  for  this  very  valuable 
option. 

Mr.  Bartlett.  Forfeited  ? 

64946"— H.  Kept.  1127,  62-2 4 
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Mr.  Temple.  Yes,  sir.  When  I,  in  my  own  mind,  stack  up 
Mr.  Morgan  as  against  Mr.  Frick,  tlie  thmg  that  always  comes 
prominent  is  this,  that  when  Mr.  Frick  considered  the  purchase 
of  the  Carnegie  Co.  and  could  buy  it  at  $160,000,000,  Mr.  Morgan 
thought  it  was  too  expensive,  and  yet  Mr.  Morgan  turns  around 
inside  of  three  years  and  pays  between  $500,000,000  and  $600,- 
000,000  for  the  same  property,  which  he  did  not  consider  worth 
$160,000,000  when  Mr.  Frick  got  it. 

The  Chairman.  Was  there  any  improvement  in  that  property 
during  that  time  1 

Mr.  Temple.  None  to  amount  to  anything;  comparatively 
httle.  The  market  value  of  the  securities  that  entered  into  that 
transfer  practically  at  the  time  the  transfer  was  completed  made 
each  of  the  junior  partners  of  the  Carnegie  Steel  Co.  practically 
$5,000,000  for  each  1  per  cent  interest.  That  I  happen  to 
know.  That  comes  very  close  to  being  $500,000,000  for  the 
whole  thing,  and  Mr.  Carnegie  got  a  little  the  best  of  it.  He  got 
better  than  his  junior  partners  did;  so  I  do  not  think  I  am  over- 
rating the  mark  wlion  I  say  between  $500,000,000  and  $600,000,- 
000.     (Statement  Temple,  hearings,  pp.  1723,  1724.) 

It  is  not  surprising  that  Mr.  Morgan  should  hesitate  to  pay  $160,- 
000,000  for  approximately  a  half  interest  in  a  concern  whose  owner 
had  recently  sworn  had  no  actual  or  tangible  value  in  excess  of 
$75,610,104.06,  and  whose  total  assets,  according  to  the  balance  sheet 
of  the  Carnegie  Co.  (Ltd.)  on  March  1,  1900,  amounted  to  $101,416,- 
802.43.     (Hearings,  p.  2618.) 

The  syndicate  which  had  consolidated  tube  mills  valued  at  $19,000,-. 
000  and  capitalized  them  at  $80,000,000  and  had  authorized  an  issue 
of  $200,000,000  of  stock  in  the  Federal  Steel  Co.  on  a  basis  of  less  thaa 
$33,000,000  of  actual  property  could  hardly  be  regarded  as  an  impe- 
cunious purchaser. 

The  difference  was  due  not  to  an  increase  in  the  value  of  the  prop- 
erty or  the  state  of  the  market,  but  the  changed  attitude  of  its  owner. 
In  his  negotiations  with  Mr.  Frick,  Mr.  Morgan  was  valuing  steel 
mills.  Now  he  was  forced  by  changed  conditions  "to  stop  Carnegie" 
at  any  price. 

The  conclusion  is  inevitable,  therefore,  that  the  price  paid  for 
the  Carnegie  Co.  was  largely  determined  by  fear  on  the  part  of 
the  organizers  of  the  Steel  Corporation  of  the  competition  of  that 
concern.  Mr.  Carnegie's  name  in  the  steel  industry  had  long 
been  synonymous  with  aggressive  competition,  and  there  can  be 
Httle  doubt  that  the  huge  price  paid  for  the  Carnegie  concern 
was,  in  considerable  measure,  for  the  specific  purpose  of  elimi- 
nating a  troublesome  competitor,  and  Mr.  Carnegie  personally  in 
particular.  This,  it  may  be  noted,  was  the  interpretation  gen- 
erally placed  upon  the  transaction  in  trade  and  financial  circles 
at  the  time.     (H.  K.  S.  Rept.,  pt.  1,  p.  165.) 
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After  Frick  liad  failed,  after  the  most  strenuous  efforts  to  raise 
$80,000,000  from  Morgan  on  the  Carnegie  properties,  having  secured 
the  other  half  of  the  purchase  price  through  the  aid  of  the  Mellons, 
and  as  a  result  forfeiting  over  a  million  dollars  paid  for  the  option,  it 
was  manifest  that  these  properties  could  not  be  obtained  for  a  cash 
consideration.  Both  parties  seeing  the  necessity  for  an  exchange  of 
securities  on  some  basis,  in  the  event  Carnegie's  holdings  were  ever 
to  be  taken  over  by  those  most  anxious  to  eliminate  him  from  the 
steel  business,  the  Carnegie  Co.  and  the  H.  C.  Frick  Coke  Co.  were 
merged,  and  incorporated  as  one  concern,  the  Carnegie  Steel  Co., 
and  that  it  might  have  securities  in  abundance  for  purpose  of 
exchange,  when  the  exigency  arose,  had  an  authorized  capitalization 
of  $160,000,000  and  an  authorized  bond  issue  of  the  same  amount. 
(H.  K.  S.  Kept.,  pt.  1,  p.  85.) 

When  the  consolidation  was  finally  consummated  for  $159,450,000 

of  bonds  and  $160,000,000  of  stock  of  the  Carnegie  Co.,  the  United 

States  Steel   Corporation   issued    $492,000,000  of   its  securities  as 

follows: 

For  $159,450,000  of  Camegie  Co.  bonds  (bonds) $159, 450, 000 

For  $96,000,000  of  Carnegie  Co.  stock  (bonds) 144, 000, 000 

^     „„,„„„„„„    ,~          •    n      *    1  /preferred  stock. .      98,277,120 

For  $64,000,000  of  Carnegie  Co.  stock jS^ommon  stock. . .      Qo!  279!  040 

Total 492,006,160 

(MacRae's  Kept.,  pt.  1,  Exhibit  No.  27.) 
It  will  be  remembered  that  in  this  transaction,  Camegie  and  his 
partners  did  not  share  alike.     As  Mr.  Temple  stated: 
Mr.  Carnegie  got  a  little  the  best  of  it.    He  got  better  than  his  junior  partners  did. 
J.  Howard  Bridge,  in  discussing  the  conditions  upon  which  Mr. 
Carnegie's  personal  interests  were  absorbed,  says: 

Had  aU  the  stockholders  been  subject  to  these  terms,  it  would 
have  meant  that  the  $160,000,000  of  .the  Carnegie  Co.'s  stock 
would  have  been  exchanged  for  United  States  Steel  Co.'s  stock 
as  follows : 

7  per  cent  cumulative  preferred $240, 569, 280 

Common  stock 225,697,760 

466, 267, 040 
Add  $160,000,000  bonds  exchanged  for  the  same  amount  of  Car- 
negie bonds 160,000,000 

Total 626, 267, 040 

At  the  time  of  purchase,  the  bonds  and  the  preferred  stock  were 
considered  worth  par,  and  the  common  stock  50,  maldng  the  total 
amount  paid  at  that  time  $447,416,640.  (Hearings,  pp.  2622,  2623.) 
Thus  one  single  concern,  under  a  threat  to  destroy  monopoly 
secured  by  these  confedirated  consolidations,  demanded  "this  king's 
ransom"  as  the  "price  of  peace,"  and  the  price  was  paid. 
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BOCKEFEIiliER  INTEBESTS. 

There  remained  one,  and  only  one  individual  or  interest,  power- 
ful enough  to  obstruct  or  deter  this  far-reaching  confederation  of 
consohdations,  in  the  estabhshinent  of  prices  in  the  steel  industry. 
The  "Morgan"  and  "Moore  groups,"  were  cooperatmg  and  har- 
monious and  Carnegie  had  retired.  "Rockefeller"  remained  to  be 
reckoned  with. 

As  far  back  as  1893  he  had  secured  a  firm  and  extended  hold  upon 
the  very  foundation  of  the  whole  business — ^its  ore  reserve. 

The  Lake  Superior  Consohdated  Iron  Mines  secured  long  leases  or 
the  title  in  fee  to  from  300,000,000  to  400,000,000  tons  of  iron  ore  on 
the  Mesabi  Range  which  Judge  Gary  truly  describes  as  "  the  finest 
in  the  world."  (Hearings,  p.  86.)  Almost  without  exception  other 
ore  bodies  on  this  continent  are  of  a  hard  and  rocky  texture  or  lie  at 
a  greater  or  less  angle  to  the  horizon,  and  can  only  be  mined  by  the 
sinking  of  shafts  or  other  like  expensive  methods.  This  materially 
increases  the  cost  of  mining.  Ores  upon  the  Gogebic  and  Menominee 
Ranges  in  Michigan  or  the  Vermilion  in  Minnesota,  for  instance,  are 
mined  at  approximately  $1  per  ton. 

The  ore  upon  this  vast  range  lies  horizontally  and  from  a  few  inches 
to  not  exceed  160  feet  below  the  surface  of  the  earth,  its  structure 
is  very  like  a  compact  body  of  coarse  sand  or  gravel.  After  the  over- 
burden is  removed  it  can  be  readily  mined  at  a  cost  of  a  few  cents 
a  ton  by  a  steam  shovel,  the  average  cost  of  the  whole  operation  does 
not  exceed  15  or  20  cents  per  ton.     (Gary  hearings,  p.  86.) 

As  described  by  Mr.  Herbert  Knox  Smith  : 

This  company  was  a  consolidation  of  the  Wetmore,  Merritt,  and 
Rockefeller  interests,  but  was  commonly  known  as  a  Rockefeller 
concern.  The  Wetmores  and  the  Merritts,  in  the  development 
of  the  miaing  properties  and  the  Duluth  Missabe  &  Northern 
Railway,  had  become  heavily  indebted  to  the  Rockefeller  inter- 
ests, with  the  result  that  when  the  panic  of  1893  occurred,  they 
were  practically  bought  out  by  the  latter.  (H.  K.  S.  Rept.,  pt. 
2,  p.  147.) 

This  great  ore  body  was  first  discovered  by  Alfred  and  Leonidas 
Merritt  in  1891.  They  formed  one  company  for  the  development  of 
these  mines  and  another  for  the  construction  of  a  railroad  from  the 
Mesabi  Range  to  Lake  Superior.  Sixty-seven  miles  of  what  is  now 
the  Duluth,  Missabe  &  Northern  Railroad  was  built  at  a  cost  of 
$660,000  and  extending  from  the  mines  to  a  point  called  Stoney 
Brook  on  the  St.  Louis  River,  where  it  made  nysical  connection 
with  the  Duluth  &  Winnipeg,  this  road  carrying  the  ore  to  docks  at 
Superior  or  Duluth  Bay.     (Hearings,  pp.  1846-1847.) 

In  order  that  they  might  extend  their  railroad  into  Duluth  and 
construct  ore  docks  there  and  for  other  purposes,  the  Merritts  bor- 
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rowed  about  $420,000  from  Rockefeller,  hypothecating  stock  in  these 
mining  and  railroad  companies  to  the  extent  of  many  milHons  of 
dollars.  This  loan  was  called  on  short  notice  during  the  panic  of 
1893,  and  the  Merritts  lost  their  interest  in  the  railroad  and  the  Lake 
Superior  ores,  and  Rockefeller  obtained  them. 

In  detailing  the  transaction  before  this  committee,  Leonidas  Mer- 
ritt  said: 

By  whatever  means  these  properties  may  have  been  obtained  this 
fact  remains  unquestioned:  They  were  secured,  together  with  the 
Duluth,  Missabe  &  Northern  RaUroad,  for  a  sum  not  exceeding 
$420,000,  and  that  the  mines  and  railroad  were  immediately  consoli- 
dated in  a  corporation,  the  Lake  Superior  Consolidated  Iron  Mines, 
capitaUzed  at  $29,413,905,  which  stock  was,  upon  the  formation  of  the 
United  States  Steel  Corporation,  exchanged  for  an  issue  of  $39,708,771 
of  preferred  and  a  hke  amount  of  common  stock,  or  a  total  of 
$79,417,542,  and  that  the  ores  thus  secured  exclusive  of  the  railroad 
properties  have  subsequently  been  valued  by  Charles  M.  Schwab  and 
other  oflBlcials  of  the  Steel  Corporation  at  over  $500,000,600.  Such  a 
valuation,  as  will  be  subsequently  shown  in  a  discussion  of  ore  values, 
is  grossly  excessive. 

This  is  further  indicated  by  the  prices  of  the  stock  (before 
formation  of  United  States  Steel  Corporation).  Shortly  after  the 
company  was  organized  its  shares  are  reported  to  have  sold  at 
about  $75  to  $80,  but  in  the  depression  of  the  middle  nineties 
they  sold  as  low  as  $9  a  share,  and  as  late  as  1898  they  sold  at  $25 
per  share.  The  highest  reported  price  in  the  boom  of  1899  was 
about  $60  per  share;  during  1900  it  was  quoted  around  $75  per 
share.  Just  prior  to  the  organization  of  the  Steel  Corporation 
the  stock  advanced  very  sharply,  but  this  was  obviously  due  to 
the  very  favorable  terms  upon  which  it  was  taken  over  by  that 
concern,  namely,  135  per  cent  in  United  States  Steel  preferred 
stock  and  135  per  cent  in  United  States  Steel  common.  (H.  K. 
S.  Rept.,  pt.  2,  p.  148.) 

The  reasons  for  issuing  to  llr.  Rockefeller  over  $79,000,000  in  the 
corporation's  securities  for  properties  which  eight  years  previously 
had  cost  him  $420,000  were  twofold,  viz:  This  company  held  by  far 
the  largest  and  richest  ore  mines  on  the  continent,  and  it  was  highly 
probable  that  the  Rockefeller  interests,  if  they  continued  to  retain 
control  of  this  iron  range,  would  go  still  more  extensively  into  the 
business  of  manufacturing  iron  and  steel  products.  The  opportunity 
to  at  once  secure  these  extensive  holdings  and  to  eliminate  their  last 
formidable  competitor  induced  those  in  control  of  the  United  States 
Steel  Corporation  in  the  payment  of  an  apparently  exorbitant  price. 

Second.  It  was  a  necessary  step  in  any  effort  to  secure  an  effectual 
monopoly  of  the  iron  ores  of  the  country. 
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A  valuation  of  75  per  cent,  the  highest  point  reached  by  the  stock  of 
this  concern  for  six  or  seven  years  prior  to  its  absorption  by  the  Steel 
Corporation,  is  more  than  fair;  it  is  manifestly  excessive. 

This  would  give  the  Consolidated  Iron  Mines  an  actual  value  of 
something  less  than  $25,000,000. 

With  the  absorption  of  the  Lake  Superior  Consolidated  Iron  Mmes, 
"the  financiers  behind  the  United  States  Steel  Corporation  completed 
the  cycle,  not  only  of  the  'interests'  but  of  the  industry." 

In  order  that  the  "Morgan  group"  and  the  "Moore group,"  who 
now  remained  in  undisputed  control  of  the  steel  situation,  might  work 
in  more  perfect  harmony  and  secure  a  satisfactory  division  of  the 
profits,  the  parties  most  directly  interested  in  the  elimination  of 
Andrew  Carnegie  were  incorporated  into  one  gigantic  concern. 

The  Federal  Steel  Co.,  the  National  Tube  Co.,  the  American  Bridge 
Co.,  the  American  Steel  &  Wire  Co.,  the  National  Steel  Co.,  the 
American  Steel  Hoop  Co.,  the  American  Sheet  Steel  Co.,  the  American 
Tin  Plate  Co.,  the  Carnegie  Co.,  and  the  Lake  Superior  Consolidated 
Iron  Mines  became,  on  April  1,  1901,  subsidiaries  of  the  most  vast  and 
powerful  holding  company  on  the  globe,  and  capitalized  at  the 
prodigious  sum  of  $1,399,051,229.  Judge  Gary,  before  the  Ways  and 
Means  Committee,  "guesses"  that  $1,000,000,000  of  this  capitalization 
of  the  Steel  Corporation  was  "capitahzed  profits."  His  guess  is 
approximately  correct. 

The  actual  value  of  theso  nine  subsidiary  companies  was  approxi- 
mately as  follows: 

The  cost  of  the  reproduction  of  these  plants  and  property  was  esti- 
mated, as  far  as  each  estimate  could  be  obtained,  by  experts.  As  to 
others,  the  valuation  had  to  be  based  in  part  on  the  market  value  of 
the  stocks.  We  have  not  adopted  the  earning  capacity  as  a  basis 
of  value. 

Federal  Steel  Co $32,  741, 454. 70 

National  Tube  Co 19,  000, 000. 00 

American  Bridge  Co 12,  670, 000. 00 

American  Steel  &  Wire  Co 40,  000, 000. 00 

The  National  Steel  Co 25, 000, 000. 00 

American  Steel  Hoop  Co 11, 000, 000. 00 

American  Sheet  Steel  Co 17,000,000.00 

American  Tin  Plate  Co 13,825,000.00 

Carnegie  Steel  Co 160,000,000.00 

>  331,  236, 454. 70 

In  this  estimate  is  included  $16,600,000  working  capital  of  the 
American  Steel  &  Wire  Co.;  $3,000,000  held  by  the  Steel  Hoop  Co. 

1  There  is  some  evidence  that  this  "book"  value  of  the  Gamete  Co.  was  possibly  too  conservative,  and 
this  property  has  been  valued  by  Julian  Kennedy  at  approximately  $15,000,000  and  for  that  reason  we 
have  taken  this  valuation. 
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for  a  like  purpose.  The  actual  value  of  the  plants  of  both  these  con- 
cerns was  only  $26,400,000  (H.  K.  S.  Kept.,  pt.  2,  p.  187),  and  the 
Lake  Superior  Consolidated  Iron  Mines,  $25,000,000 — one-sixth 
interest  Oliver  Iron  Mining  and  Pittsburgh  Steamship  Cos.,  $421,700. 

It  will  be  remembered  that  at  the  time  these  various  concerns 
were  formed  their  stocks  were  watered  to  what  appeared  to  be 
the  maximum  of  saturation,  viz,  $331,236,454.70;  actual  value  in 
plants,  ore,  and  transportation  properties  had  been  capitalized  at 
$883,607,105.76. 

At  this  time  the  organizers  of  the  Steel  Corporation  seemed  ob- 
sessed with  the  idea  that  there  was  no  limit  to  the  capacity  of  the 
American  public  for  the  assimilation  of  securities;  and  this  less 
than  $400,000,000  worth  of  property  was  accordingly  capitalized  at 
$1,399,051,229,  or  approximately  300  per  cent  more  than  the  actual 
cost  of  constructing  the  assembled  manufacturing  plants  and  trans- 
portation companies,  plus  a  fair  valuation  on  its  ore  properties. 
This  corporation  was  formed,  saj^s  the  Commissioner  of  Corporations, 
during  "an  extraordinary  period  of  speculative  activity  and  profit," 
and  its  formation  was  calculated  to  afford  its  promoters  an  oppor- 
tunity for  enormous  stock-market  profits  through  the  sale  of  its 
securities.     (H.  K.  S.  Rept.,  pt.  2,  p.  105.) 

The  syndicate  managers  did  not  put  them  all  upon  the  market, 
however,  immediately  upon  the  formation  of  the  corporation;  they 
appropriated  about  1,300,000  shares  of  stock,  one-half  preferred  and 
one-half  common,  of  an  aggregate  par  value  of  $130,000,000,  for  serv- 
ices rendered  in  putting  this  colossal  concern  together,  and  for  fur- 
nishing $28,000,000  working  capital  with  which  the  new  billion-dollar 
consolidation  was  to  commence  its  operations. 

There  can  be  no  question  that  this  huge  compensation  to  the 
syndicate  was  greatly  in  excess  of  a  reasonable  payment.  For  the 
$28,000,000  cash  consideration  the  syndicate  was  properly  to  be 
reimbursed,  and,  furthermore,  was  entitled  to  additional  compensa- 
tion for  raising  that  amount.  Moreover,  the  syndicate  was  entitled 
to  some  compensation  for  its  other  services.  Clearly,  however,  these 
services  can  not  be  considered  as  worth  the  huge  sum  actually  allowed. 
The  syndicate  managers  expressly  reserved  the  right  at  any  time  in 
their  own  discretion  wholly  to  abandon  the  transaction.     *     *     * 

It  should  be  pointed  out  that  the  syndicate  managers  were  promi- 
nently identified  with  the  management  of  several  of  the  companies 
acquired  by  the  Steel  Corporation,  and  also  with  the  management  of 
the  corporation  itself.  Three  partners  of  the  firm  of  J.  P.  Morgan 
&  Co.,  the  syndicate  managers,  were  on  the  directorate  of  the  cor- 
poration, and  one  of  them  was  also  chairman  of  the  finance  committee. 
Moreover,  the  underwriting  syndicate  included  the  heads  of  several 
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constituent  companies.  These  facts  are  entitled  to  great  weight 
in  connection  with  the  enormous  commission  allowed  to  the  syndi- 
cate. In  other  words,  as  managers  of  the  Steel  Corporation  these 
various  interests  virtually  determined  their  compensation  as  under- 
writers. 

This  extravagant  compensation  to  the  underwriting  syndicate  may 
fairly  be  cited  as  further  evidence  of  a  general  disposition  toward 
excessive  issue  of  securities. 

This  huge  commission,  it  should  be  noted,  followed  very  liberal 
commissions  allowed  at  earlier  dates  to  the  promoters  of  several  of 
the  various  constituent  companies.  Assuming  that  of  the  total  of, 
roughly,  $65,000,000  par  value  each  of  preferred  and  common  stock 
allowed  the  Steel  Corporation  underwriting  syndicate  $28,000,000 
of  each  class  (a  common  basis  of  compensation  in  such  cases)  was 
for  the  cash  consideration  noted  there  would  be  left  as  a  commission 
alone  $37,000,000  par  value  of  each  class,  or  a  total  of  $74,000,000 
par  value.  Adding  to  this  the  amounts  allowed  for  similar  com- 
missions in  the  case  of  constituent  companies  at  the  dates  of  their 
respective  organizations,  and  taking  into  account  that  the  stock  so 
issued  by  constituent  companies  received  the  same  terms  of  exchange 
from  the  Steel  Corporation  as  other  stock  of  the  same  class,  it  would 
appear  that  of  the  Steel  Corporation's  stock  in  1901  at  least  $150,000,- 
000  (this  including  over  $40,000,000  of  the  preferred)  was  issued 
either  directly  or  indirectly  for  such  promotion  or  underwritiag 
services,  this  being  over  and  above  the  enormous  amounts  of  common 
stock  issued  as  a  bonus  for  property  and  for  cash.  (H.  K.  S.  Kept., 
pt.  cc,  pp.  38-39.) 

This  enormous  "residue,"  as  it  was  termed,  yielded  a  very  large 
profit  to  the  syndicate.  At  valuations  of  44  for  the  common  stock 
and  94  for  the  preferred  stock  (the  average  prices,  respectively,  at 
which  these  shares  sold  during  the  first  year  after  the  organization  of 
the  Steel  Corporation)  the  total  value  of  these  stocks  thus  dehvered 
to  the  syndicate  would  have  been  approximately  $89,700,000.  As 
a  matter  of  fact,  it  appears  that  the  amount  actually  realized  by  the 
syndicate  was  about  $90,500,000.  After  reimbursing  the  syndicate 
for  the  $25,000,000  cash  capital  raised  by  it,  and  also  for  the  $3,000,000 
incurred  in  expenses,  the  syndicate  managers  paid  out  in  profits  to 
syndicate  members  substantially  $50,000,000.  Before  distributing 
these  huge  profits,  however,  J.  P.  Morgan  &  Co.,  as  syndicate  mana- 
gers, reserved  as  their  compensation  20  per  cent  of  the  total  profits. 
The  total  profits  consequently  were  one-fourth  greater  than  the 
amount  thus  distributed  to  syndicate  members,  or,  in  other  words, 
they  were,  roughly  speaking,  $62,500,000.     *     *     * 

A  very  important  consideration  to  point  out  is  that  while  the  syndi- 
cate was,  from  the  standpoint  of  the  prestige  and  reputation  of  the 
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bankers  identified  with  it,  nominally  compelled  to  see  the  organiza- 
tion of  the  Steel  Corporation  successfully  through,  there  was  no  legal 
obUgation  of  this  sort  whatever.  Instead  a  circular  of  the  syndicate 
managers  to  the  stockholders  of  the  various  constituent  concerns 
which  were  to  be  acquired  stated  very  positively  that  the  syndicate 
managers  might  at  any  time  wholly  abandon  the  transaction,  in  which 
event  the  stockholders  in  the  acquired  companies  would  have  no 
claim  whatever  against  the  syndicate  managers.  This  is  shown  by 
the  fourth  paragraph  in  the  official  circular  of  J.  P.  Morgan  &  Co.,  the 
syndicate  managers,  as  foUows : 

The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  their  sole  judgment  a  sufficient  amount 
of  the  stocks  of  said  companies  or  of  any  of  them  shall  have  been 
deposited.  They  reserve  the  right,  at  any  time  in  their  discretion, 
to  wholly  abandon  the  transaction  and  to  withdraw  their  offer 
herein  contained,  as  to  all  the  depositors,  by  publication  of  notice 
of  such  withdrawal  in  two  daily  newspapers  in  the  city  of  New 
York;  and  ia  that  event  all  the  deposited  shares  shall  be  returned 
without  charge  upon  surrender  of  the  respective  receipts  therefor. 
In  case  of  any  such  withdrawal  of  the  offer  hereunder  as  to  all  or 
to  any  depositors,  such  depositors  shall  have  no  claim  against  the 
undersigned,  and  shall  only  be  entitled  to  receive  their  deposited 
securities  upon  surrender  of  the  respective  receipts  therefor. 
(H.  K.  S.  Kept.,  pt.  1,  pp.  244-246.) 

Neither  the  liability  incurred  nor  labor  involved  in  this  transaction. 

In  the  formation  of  the  American  Tin  Plate,  Sheet  Steel,  and  other 
Moore  companies,  hundreds  of  isolated  plants  were  bought  outright, 
and  the  transaction  involved  the  actual  expenditure  of  millions  of 
money. 

The  same  thing  was  done  in  the  assembling  of  plants  and  the  various 
organizations  and  the  reorganizations  of  the  American  Steel  &  Wire 
Co.  In  the  formation  of  the  National  Tube  Co.  Morgan  &  Co.  em- 
ployed the  most  skilled  engineers,  who  spent  months  ia  inspecting  and 
in  placing  a  valuation  on  these  various  tube  plants. 

In  the  formation  of  these  monopolies  among  the  finishing  mills  the 
promoters  were  making  an  experiment  and  taking  a  chance  on  a  device 
for  the  evasion  of  laws  against  restraint  of  trade  which  had  never 
before  been  put  to  a  practical  test. 

There  was  some  excuse  (though  not  a  sufficient  one),  some  pallia- 
tion, at  least,  for  the  staggering  sums  charged  by  these  financiers  for 
their  protection  and  aid  to  the  mill  owners  all  over  the  country,  who, 
having  failed  to  successfully  evade  the  law  and  enforce  pooling  agree- 
ments at  the  same  time,  were  willing  to  try  as  a  dernier  resort  the 
expedient  of  an  all-embracing  holding  company;  but  the  experiment 
had  been  tried  and,  so  far  as  securing  inamunity  from  prosecution  and 
enabling  the  contracting  parties  to  fix  prices  ad  libitum  to  the  ulti- 
mate consumer  were  concerned,  had  proved  in  every  way  successful. 
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The  formation  of  these  subsidiary  companies  into  a  still  larger  hold- 
ing company,  which  was  in  all  respects  a  counterpart  of  the  Federal 
Steel  and  other  holding  companies,  involved  nothing  more  than  the 
monotonous  repetition  of  the  old  process  of  the  inflation  and  exchange 
of  securities,  which  had  been  repeated  a  dozen  times  by  the  very  indi- 
viduals and  interests  involved  in  this  transaction. 

There  were  no  properties  to  be  assembled.  As  far  as  Carnegie  was 
concerned,  conscious  of  his  superiority,  and  keenly  alive  to  the  demor- 
alized and  terror-stricken  condition  of  his  competitors,  he  had  only  to 
demand  and  they  to  pay  such  sum  as  he  might  demand  for  his  per- 
mission to  these  concerns  to  do  business  in  the  future  by  avoiding  in- 
stead of  meeting  competition.  The  purchase  of  the  Carnegie  plants 
involved  not  a  negotiation  so  much  as  a  capitulation. 

There  were  no  properties  to  assemble  or  to  value.  The  owners  and 
officers  of  these  various  concerns  had  literally  thrown  their  securities 
at  the  feet  of  J.  P.  Morgan  &  Co.  and  were  imploring  that  powerful 
house  to  save  them  from  the  wrath  to  come.  It  was  only  necessary 
for  the  syndicate  to  determine  the  relative  value  of  the  various  prop- 
erties, issue  more  of  the  new  stocks  than  the  old,  pocket  1,299,975 
shares  in  the  course  of  the  performance,  and  start  the  newcomer  on 
its  way  to  pursue  the  same  policies  and  adopt  the  same  industrial 
devices  which  had  already  been  tried  by  the  subsidiary  companies 
prior  to  the  time  Andrew  Carnegie  began  to  threaten  competitors. 
No  engineers  were  required  and  no  expenditure  of  money  involved  in 
determining  the  value  of  these  plants  and  properties. 

H.  H.  Rogers  and  afterwards  John  D.  Rockefeller  and  John  D. 
Rockefeller,  jr.,  at  various  times  on  the  directorate  of  the  Steel 
Corporation,  were  prepared  to  see  that  the  Lake  Superior  Consolidated 
Iron  Mines  received  due  consideration.  Converse,  president  of  the 
National  Tube  Co.;  Gary,  of  the  Federal  Steel;  D.  G.  Reed,  president 
of  the  American  Tin  Plate  Co.;  Percival  Roberts,  jr.,  of  the  American 
Bridge  Co.,  were  all  directors  of  the  Steel  Corporation. 

These  daring  financiers,  using  the  steel  industry  as  a  basis  for  the 
fabrication  of  "bonds,"  not  billets,  in  less  than  40  days  had  created 
new  values,  on  paper  at  least,  to  the  extent  of  over  $500,000,000. 

When  it  is  remembered  that  even  by  the  president  of  the  Steel 
Corporation  it  was  admitted  "  that  Mr.  Morgan,  the  responsible  head 
of  the  financial  house  that  had  the  responsibility  of  bringing  out  this 
concern,  should  have  the  opportunity  of  being  consulted  as  a  member 
of  the  board  of  directors  or  otherwise"  (Minutes  finance  commit- 
tee, July  2,  1901,  MacRae's  Rept.,  p.  3793) ;  that  George  W.  Perkins, 
chairman  of  the  finance  committee,  Robert  Bacon,  and  Charles  Steele, 
directors,  were  also  members  of  the  firm  of  Morgan  &  Co.;  that  the 
syndicate  not  only  organized  but  for  years  afterwards  admittedly  con- 
trolled the  action  and  directed  the  policies  of  the  Steel  Corporation, 
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this  exorbitant  charge  becomes  still  more  inexcusable.  As  stated  by 
the  Commissioner  of  Corporations,  these  syndicate  managers,  finding 
themselves  in  virtual  control  of  the  unlimited  resources  of  the  Steel 
Corporation,  "virtually  paid  themselves"  out  of  its  securities  which 
were  so  lavishly  issued,  in  absolute  disregard  to  the  rights  of  the 
stockholders  or  the  welfare  of  the  industry. 

For  the  purpose  of  acquiring  the  subsidiary  corporations  and  reim- 
bursing the  syndicate  the  corporation  agreed  to  issue  4,249,985  shares 
of  preferred  and  4,249,985  shares  of  common  stock  and  $304,000,000 
5  per  cent  gold  bonds. 

This  matter  was  controlled  and  determined  solely  by  the  board  of 
directors  of  the  Steel  Corporation,  and  the  "Morgan  group,"  the  old 
officials  of  the  Federal  Steel,  National  Tube,  and  American  Bridge 
Cos.,  together  with  the  firm  of  J.  P.  Morgan  &  Co,  controlled  that 
board  of  directors. 

In  all  matters  of  grave  or  vital  importance  the  board  of  directors 
acted  through  its  finance  or  executive  committees.  Immediately 
after  the  organization  of  the  Steel  Corporation,  at  a  directors'  meet- 
ing April  9,  1901,  these  dominating  committees  were  constituted  as 
Mlows : 

Six  directors  elected,  who,  besides  the  president  and  the  chair- 
man of  the  finance  committee,  shall  constitute  the  executive 
committee:  Elbert  H.  Gary,  Daniel  G.  Reed,  William  Edenborn, 
E.  C.  Converse,  Percival  Roberts,  and  Charles  Steele,  nominated 
and  elected. 

Also  four  directors,  who,  besides  the  president  and  chairman 
of  the  executive  committee,  shall  constitute  the  finance  commit- 
tee: Robert  Bacon,  Henry  H.  Rogers,  Norman  B.  Ream,  and 
P.  A.  B.  Widener,  nominated  and  elected.  Mr.  Bacon  was  made 
chairman.  (Minutes  board  of  directors,  Apr.  9,  1901,  MacRae 
Rept.,  p.  3753.) 

E.  H.  Gary,  chairman  of  the  executive  committee  and  chairman 
of  the  board  of  directors,  was  ex-president  of  the  Federal  Steel  Co. 
(a  Morgan  concern).  C.  M.  Schwab,  another  member,  considered 
"Mr.  Morgan  the  responsible  head  of  the  financial  house  that  had  the 
responsibility  of  bringing  out  this  concern,  who  should  be  consulted 
on  all  occasions,  whether  as  member  of  the  board  of  directors  or  other- 
wise." 

Percival  Roberts,  was  president  of  the  American  Bridge  Co. 
(another  Morgan  concern)  of  which  J.  P.  Morgan  &  Co.  were  the  duly 
appointed  fiscal  agents  and  bankers.     (MacRae  Rept.,  p.  4173.) 

E.  C.  Converse  was  president  of  the  National  Tube  Co.  "which  Mr. 
Morgan  had  just  put  together"  (hearings,  p.  31),  and  Charles  Steele 
was  a  member  of  the  firm  of  J.  P.  Morgan  &  Co. 

The  influence  of  Morgan  &  Co.  was  not  less  dominant  in  the  finance 
committee.  Its  chairman,  Robert  Bacon,  was  also  a  member  of  the 
firm  of  J.  P.  Morgan  &  Co.     The  minutes  of  this  committee  were 
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kept  by  George  W.  Perkins.  Mr.  Perkins  served  as  secretary  to  this 
committee  until  May  29, 1901.  He  became  its  chairman  on  Novem- 
ber 20,  and  for  six  months  thereafter  served  as  both  chairman  and 
secretary. 

The  directors  of  the  Steel  Corporation  unequivocally  admit  the 
dominating  iufiuence  of  J.  P.  Morgan  &  Co.  in  all  the  vital  affairs  of 
the  Steel  Corporation,  as  evidenced  by  the  following  colloquies: 

The  Chairman.  I  find  this  entry — "Judge  Gary  thinks  Mr. 
Morgan  as  the  responsible  head  of  the  house  that  had  the  respon- 
sibility of  bringing  out  this  concern,  should  have  the  opportunity 
of  being  consulted  as  a  member  of  the  board  of  directors  or 
otherwise." 

That  was  the  policy  from  the  beginning,  was  it  not,  of  the 
United  States  Steel  Corporation  ? 

Mr.  Peekins.  Yes,  sir.     (Hearings,  p.  1423.) 

The  Chairman.  Mr.  J.  Pierpont  Morgan  was  at  your  right  hand 
when  this  thing  was  incubated  ? 

Mr.  Schwab.  Yes. 

The  Chairman.  He  was  consulting  with  you  between  that 
formative  period,  between  conception  and  birth;  he  was  present 
at  the  birth  and  the  christening,  and  after  this  thing  was  put  on 
its  feet,  and  while  you  were  with  it  in  its  earliest  days,  you  felt 
that  in  every  hour  of  perU  or  crisis  the  best  man  to  consult  on 
account  of  his  wisdom,  his  power,  and  his  liberality  was  J.  Pier- 
pont Morgan  ? 

Mr.  Schwab.  That  is  quite  true.     (Hearings,  p.  1401.) 

Between  April  10,  1901,  and  January  20,  1903,  the  finance  commit- 
tee, which  directed  and  controlled  the  fiscal  operations  of  this  con- 
cern, usually  met  at  the  offices  of  J.  P.  Morgan  &  Co.  (Hearings,  pp. 
3849-3850.) 

One  or  more  members  of  the  firm  of  J.  P.  Morgan  &  Co.  were  present 
at  446  out  of  475  of  the  meetings  of  this  committee  between  April 
10,  1901,  and  June  26,  1911.  George  W.  Perkins  presided  over 
more  than  half  of  these  meetings. 

In  the  138  meetings  of  the  board  of  directors  between  April  9,  1901, 
and  March  31,  1911,  one  or  more,  usually  three,  of  the  members  of  the 
firm  of  J.  P.  Morgan  &  Co.  were  in  attendance,  J.  P.  Morgan  fre- 
quently appearing  in  person. 

It  was  no  difficult  task  under  the  circumstances  for  J.  Pierpont 
Morgan,  Robert  Bacon,  George  W.  Perkins,  Charles  Steele,  and 
others  acting  as  directors  of  the  Steel  Corporation,  to  see  that  J. 
Pierpont  Morgan,  Robert  Bacon,  George  W.  Perkins,  Charles  Steele 
and  others  acting  as  syndicate  managers  for  that  concern,  should 
be  adequately  remunerated  for  all  services  rendered,  or  as  stated 
by  the  Commissioner  of  Corporations : 

As  syndicate  managers  for  the  Steel  Corporation,  these  various 
interests  virtually  determined  the  compensation  for  their 
services  as  underwriters.    (J.  K.  S.  Rept.,  p.  345,  pt.  2.) 
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BOND-CONVEESION   SCHEME. 

The  manipulation  of  stocks  of  this  concern  by  persons  in  con- 
trol of  the  financial  operations  of  the  United  States  Steel  Corpo- 
ration and  the  firm  of  J.  P.  Morgan  &  Co.  finally  culminated  in  the 
"bond-conversion  scheme,"  which  seems  to  have  originated  in  the 
brain  of  the  chairman  of  the  finance  committee,  Mr.  George  W. 
Perkins. 

The  terms  of  the  plan  were  in  substance  as  follows:  An  issue 
of  $250,000,000  5  per  cent  10-60-year  sinking-fund  gold  bonds 
was  to  be  authorized.  Of  this  amount  $200,000,000  was  to 
be  paid  for  in  preferred  stock  exchangeable  at  par,  the  addi- 
tional 150,000,000  to  be  sold  for  cash,  also  at  par.  Each  holder 
of  preferred  stock  was  to  have  the  right  to  subscribe  for  the 
new  bonds  to  the  extent  of  one-half  his  holdings  of  that  stock 
(there  being  outstanding,  roughly,  $500,000,000  of  preferred 
stock,  or  twice  the  amount  of  the  bond  issue  proposed) .    *    *    * 

An  important  feature  of  the  arrangement,  and  one  which 
proved  productive  of  intense  dissatisfaction,  was  a  provision 
that  the  underwriting  syndicate  should  receive  a  commission 
of  4  per  cent  on  all  bonds  issued,  whether  for  cash  or  in  exchange 
for  preferred  stock,  and,  furthermore,  regardless  of  whether 
such  bonds  were  exchanged  by  members  of  the  syndicate  or  by 
individual  stockholders  of  the  corporation.  Of  this  4  per  cent 
commission,  20  per  cent,  or  one-fifth,  was  to  be  retained  by 
J.  P.  Morgan  &  Co.,  syndicate  managers.  (H.  K.  S.  Kept.,  pt.  1, 
pp.  348-349.) 

This  plan  was  first  proposed  in  April,  1902,  but  was  delayed  by 
suits  instituted  by  stockholders  to  prevent  its  consummation. 

Mr.  Perkins,  in  proposing  this  bond-conversion  plan  to  the  direct- 
ors, states,  among  other  things : 

We  thought  it  would  be  a  desirable  plan  in  a  good  many  ways. 
It  would  give  us  fifty  millions  of  cash  without  cost  and  we  would 
he  creating  a  sinking  fund  for  retiring  what  is  considered  some  of 
the  water  in  the  concern. 

When  it  is  remembered  that  "the  concern"  at  its  organization  was 
already  bonded  for  $303,450,000,  more  than  the  actual  value  of  all 
its  properties,  and  that  these  second-mortgage  bonds  were,  as  John 
W.  Gates  says,  virtually  "a  promise  to  pay,"  the  advantage  of  ex- 
changing a  security  which  carried  an  obligation  to  pay  7  per  cent  for 
one  which  called  for  5,  was  manifest.  If  the  Steel  Corporation  con- 
tinued to  pay  the  dividends  it  had  covenanted  to  meet,  its  preferred 
stock  would  pay  7  per  cent,  and  if  it  went  into  the  hands  of  a  receiver 
and  its  creditors  were  forced  to  look  to  the  actual  tangible  value  of 
its  assets,  then  the  bond  was  worth  no  more  than  the  stock,  as 
neither  was  based  on  anything  of  intrinsic  value  which  would  not 
have  been  absorbed  by  prior  liens  in  the  hands  of  Carnegie  and  others. 
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This  matter,  however,  is  fully  discussed  and  elucidated  by  Mr. 
Perkins  in  his  address  to  the  executive  committee  on  March  4,  1902. 
Said  he: 

I  would  like  to  report  to  your  committee  a  plan  we  have  been 
talking  over  in  the  finance  committee  and  which  we  are  going  to 
submit  to  the  board  of  directors  to-day.  When  the  separate  com- 
panies were  brought  together  you  will  remember  there  were  a 
great  many  contracts  that  had  recently  been  made  for  extension, 
improvements,  and  one  thing  and  another  that  aggregated  some- 
thing over  $40,000,000.  We  finally  gathered  them  together  and 
your  committee  did  splendid  work  in  canceling  many  of  these 
contracts  and  finally  reduced  them  to  somethmg  under 
$20,000,000.  These  contracts  had  to  be  carried  out,  and  we 
have  gone  on  with  them  and  paid  off  a  good  part  of  that  sum 
already.  Then  the  purchase  of  the  Rockefeller  properties  was 
effected  at  the  time  of  the  consolidation,  and  we  made  him  notes 
maturing  this  year,  amounting  to  something  like  $10,000,000. 

So  there  is  something  like  $30,000,000  in  amount  that  was  not 
capitalized  at  the  time,  and  we  have  been  somewhat  bothered  to 
know  just  what  to  do  with  it.  It  was  not  fair  to  take  it  out  of  the 
earnings  of  the  several  companies,  we  thought,  after  they  were 
brought  together,  and  we  have  given  the  matter  a  good  deal  of 
thought  as  to  how  and  what  to  do  with  it  and  not  hurt  the  securi- 
ties. And  it  brought  about  this  idea  of  an  attempt  to  retire  part 
of  the  preferred  stock  of  the  company  for  second-mortgage  bonds 
and  have  enough  in  so  doing  so  we  could  get  out  an  extra  amount 
of  bonds  to  cover  these  items.  After  working  at  it  for  two  or 
three  months  we  have  this  plan  in  mind: 

We  think  we  can  take  up  about  40  per  cent  of  the  preferred 
stock,  or  $200,000,000,  which  now  costs  $14,000,000  a  year  in 
dividends  at  7  per  cent  on  $200,000,000,  and  in  place  of  that 
issue  $250,000,000  of  second-mortgage  5  per  cent  bonds.  That 
would  call  for  $12,500,000,  and  then  have  $50,000,000  of  new 
money,  in  addition  to  saving  a  million  and  a  half  a  year — 
$12,500,000  as  against  $14,000,000.  So  we  would  get  $50,000,000 
without  costing  us  anything  and  save  a  million  and  a  half  a  year 
besides. 

There  is  no  question  that  it  would  be  very  desirable  from  the 
standpoint  of  the  company  if  we  can  retire  the  preferred  stock. 
When  we  came  to  look  into  that  we  concluded  the  only  time  to  do 
it  was  when  the  preferred  stocTc  was  below  par,  as  it  would  then  be 
some  inducement  with  the  people  to  take  the  bonds.     *    *     * 

If  they  had  stock  at  95,  say,  and  could  turn  it  into  bonds  at 
par,  they  might  feel  that  there  was  something  in  it.     *    *    * 

And,  further,  we  can  only  do  it  when' the  preferred  stock  is 
held  in  large  blocks,  so  we  could  get  a  syndicate  of  it.  We  began 
to  look  about  for  the  large  preferred-stock  holders  and  have 
been  successful  after  two  or  three  months'  work  in  getting  up  a 
good-sized  syndicate  of  large  stockholders  who  would  put  up 
their  preferred  stock  and  underwrite  for  the  success  of  the  thing, 
provided  the  stockholders  generally  did  not  take  it.  The  idea 
of  the  finance  committee  was  that  we  would  make  an  offer  to  all 
of  the  preferred-stock  holders  and  say:  "Will  you  exchange  40 
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per  cent  of  the  preferred  stock  for  these  second-mortgage  bonds  ? " 
And  if  they  did  not  do  it,  then  the  syndicate  would  stand  ready 
to  do  so  to  a  reasonable-  extent,  and  if  we  did  not  get  the 
entire  40  per  cent — say,  for  instance,  we  only  got  20  per  cent — 
we  would  issue  25  per  cent  of  additional  bonds  for  whatever 
stock  we  took  up;  that  is,  if  we  took  up  20  per  cent  of  the  pre- 
ferred stock,  or  $100,000,000,  we  would  issue  125,000,000  of 
bonds  in  place  of  $50,000,000. 

We  thought  it  would  be  a  desirable  plan  in  a  good  many  ways; 
it  would  give  us  $50,000,000  of  cash  without  cost;  it  would  wipe 
out  these  inherited  improvements  and  pay  the  Kockefeller 
notes.  We  have  made  an  arrangement  with  them  to  take  these 
bonds  in  settlement  of  their  obligations,  which  is  a  good  thing, 
of  course,  and  leave  us  an  additional  sum  of  money  that  might 
be  used  in  reorganizing  some  of  the  plants  and  doing  things  that 
we  want  to  have  done  in  Chicago  and  for  the  bridge  company  at 
Pittsburgh.  In  this  way  the  money  really  would  earn  in  two 
ways,  first,  in  the  handling  of  the  products  between  the  mills, 
saving  in  management  in  handling  the  business,  and  increasing 
the  efficiency  of  the  mills  so  as  to  give  a  large  output  and  make 
more  money  in  that  way.  As  to  how  the  stockholders  will  take 
it,  it  seems  to  us  if  the  preferred  stock  was  reduced  about  40  per 
cent  the  remaining  60  per  cent  would  be  more  favorable,  and  the 
preferred  stock  holders  might  look  at  it  in  that  way. 

We  have  thought  the  bonds  might  be  a  50-year  bond  and  con- 
vertible into  preferred  stock  within  10  years  and  redeemable  at 
the  convenience  of  the  company  after  10  years  at  110.  Another 
thing  we  would  accomplish — if  we  got  40  per  cent  of  the  preferred 
stock  in  obligations  maturing  in  50  years,  we  would  be  creating 
a  sinking  fund  for  retiring  what  is  considered  some  of  the  water  in 
the  concern. 

So  far  as  the  common  stock  is  concerned,  this  is  going  to  help 
it,  because  the  earning  capacity  of  the  $50,000,000  would  go 
toward  the  common  stock.  We  have  worked  out  a  form  of  bond 
and  are  going  to  submit  it  to  the  board.  I  report  this  matter 
now  so  we  may  talk  over  the  plan  if  you  desire.  We  propose  to 
offer  the  whole  thing  to  the  preferred-stock  holders  and  let  them 
vote  on  it. 

Judge  Gary.  Will  you  extend  the  option  to  all  stockholders  ? 
You  •mil  make  an  elastic  bond  so  you  can,  if  necessary,  issue 
bonds  in  place  of  preferred  stock. 

Mr.  Perkins.  No;  we  think  that  would  be  dangerous. 

We  figured  40  per  cent  because  we  believe  that  $25,000,000  of 
second-mortgage  bonds  would  be  considered  very  good;  whereas 
if  we  called  $500,000,000  of  preferred  stock,  the  universal  criti- 
cism would  be  that  the  bonds  are  no  better  security  than  the  stock. 

And  if  you  pass  the  dividends  on  the  preferred  stock  you  would 
not  be  in  the  hands  of  a  receiver,  and  if  you  passed  the  interest 
on  the  bonds  you  would  be. 

Mr.  Roberts.  Will  the  common-stock  holders  be  invited  to 
subscribe  to  these  bonds? 

Mr.  Perkins.  No;  we  thought  that  we  ought  not  to  be  allowed 
to  do  that,  because  we  have  tried  to  see  where  the  justice  was. 
The  preferred-stock  holders  are  entitled  to  as  fair  treatment  as 
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can  be  given  them  for  giving  up  their  40  per  cent  of  the  stock, 
and  the  common  ought  not  to  oe  allowed  to  take  these  bonds. 
Moreover,  the  common-stock  holders  have  benefited  by  the  earn- 
ing capacity  of  the  $50,000,000  put  into  the  improvements. 

Mr.  Gary.  I  think,  offhand,  it  is  a  pretty  good  plan. 

Mr.  Perkins.  It  puts  us  in  a  strong  financial  position  and 
reduces  our  fixed  charges. 

Judge  Gary.  In  some  way  we  must  raise  some  extra  money. 
We  must  finance  improvements  that  have  been  made  and  must 
be  made  in  order  to  make  our  different  plants  symmetrical.  We 
must  have  more  money,  and  this  seems  to  be  a  way  to  get  it 
without  increasing  our  fixed  charges.  (Hearings,  pp.  1490- 
1494.) 

This  statement  clearly  illustrates  the  method  of  operation  and  the 
motives  which  actuated  those  in  authority  in  the  corporation. 

A  tentative  arrangement  between  J.  P.  Morgan  &  Co.  for  the 
alteration  in  the  form  of  1250,000,000  of  securities  is  considered  for 
several  months  in  the  finance  committee,  then  it  is  reviewed  by  the 
executive  committee,  members  of  the  firm  of  J.  P.  Morgan  &  Co. 
serving  on  and  in  constant  attendance  upon  the  meetings  of  both 
committees,  and  finally  referred  to  the  board  of  24  directors,  J.  P. 
Morgan,  Robert  Bacon,  George  W.  Perkins,  and  Charles  Steel  serving 
in  that  body  at  the  time.  As  a  result  of  these  deliberations  Morgan 
&  Co.  are  authorized  to  form  a  syndicate  for  the  conversion  of  these 
bonds  and  are  to  be  paid  a  commission  of  4  per  cent  on  all  bonds 
issued,  whether  for  cash  or  in  exchange  for  preferred  stock.  Of 
this  4  per  cent  conmiission  20  per  cent,  or  one-fifth,  was  to  be  retained 
by  J.  P.  Morgan  &  Co.,  syndicate  managers.  (H.  K.  S.  Kept., 
p.  349.) 

As  observed  by  Mr.  Perkins  the  only  time  to  make  this  conversion 
was  "when  the  preferred  stock  was  below  par,  as  it  would  then  be 
some  inducement  to  people  to  take  the  bonds.  If  they  had  stock 
at  95,  say,  and  could  turn  it  into  bonds  at  par,  they  might  feel  that 
there  was  something  in  it."  The  greater  the  difference  between 
the  preferred  stock  and  the  bonds  the  more  there  would  be  of  this 
"something"  for  those  who  made  the  exchange.  But  this  option  was 
practically  reserved,  not  for  the  "people"  mentioned  by  Mr.  Perkins, 
but  "to  the  bankers  for  themselves  and  their  associates." 

The  agreement  of  April  1,  1902,  provided: 

1.  For  account  and  in  behalf  of  the  steel  company  on  or  before 
the  1st  of  July,  1902  (or  such  later  day  as  may  be  substituted  by 
mutual  agreement  of  the  bankers  (J.  P.  Morgan  &  Co.),  and  the 
board  of  directors  or  the  finance  committee  of  the  steel  company), 
the  bankers  by  pubhc  advertisement  will  offer  to  every  preferred 
stockholder  of  tne  steel  company,  as  recorded  on  the  books  of  the 
company  on  a  date  to  be  fixed  and  to  be  stated  in  such  offer, 
severally  and  ratably,  for  and  during  a  period  of  at  least  30  days 
after  a  date  or  dates  to  be  stated  in  such  offer  or  offers,  (1)  tne 
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preferential  opportunity  to  subscribe  for  and  to  take  at  par  tiie 
10-60-year  5  per  cent  sinking-fund  gold  bonds  of  the  steel  com- 
pany, etc.     *     *     * 

In  case  such  offer  shall  be  so  made,  and  shall  not  be  accepted 
by  holders  of  preferred  stock  to  the  full  extent  of  $250,000,000 
bonds,  then,  and  in  such  case,  if  and  when,  from  time  to  time, 
on  or  before  the  1st  day  of  October,  1903,  the  bankers  shall  so 
request,  the  steel  company  will  issue  and  will  deliver  to  the 
bankers  for  themselves  and  their  associates,  at  par,  in  exchange 
for  preferred  stock  and  for  cash  upon  the  same  terms  and  condi- 
tions as  those  so  to  be  offered  to  the  holders  of  the  preferred 
stock,  any  and  all  of  the  bonds  so  offered  to  holders  of  preferred 
stock,  and  not  subscribed  for  by  them;  *  *  *_  (MacRae 
Kept.,  pt.  3,  p.  4328.) 

The  time  for  exercising  these  options  by  the  shareholders  and  the 
sjTidicate,  respectively,  was  afterwards  changed,  outsiders  being 
barred  from  the  privilege  of  making  the  exchange  after  May  16,  1903, 
the  underwriting  syndicate  retaining  the  right  until  July  1,  1904, 
that  is  for  13^  months  after  this  privilege  was  terminated  with 
respect  to  the  stockholders  outside  the  syndicate.  (H.  K.  S.  Rept., 
p.  350.) 

In  the  event  the  preferred  stockholders  should  fail  to  act  during  the 
30  days  of  grace  allotted  them,  and  in  the  further  event  that  for  any 
cause  there  should  occur  a  slump  in  this  preferred  stock,  then  the 
syndicate  alone  would  have  the  power  of  exercising  this  option  to 
transform  the  depreciated  stocks  of  the  corporation  into  gold  bonds 
at  par  and  it  had  over  $200,000,000  of  this  stock  upon  which  to  operate, 
by  virtue  of  this  pecuhar  predicament  in  which  the  Steel  Corporation 
had  placed  this  prodigious  mass  of  securities. 

And  both  of  these  things  promptly  happened.  The  stockholders 
did  not  avail  themselves  of  the  opportunity  during  the  Umited  time 
available  and  then  the  bottom  began  to  drop  out  of  United  States 
steel  preferred  stock. 

The  preferred  stock  was  selling  in  April,  1902,  when  the  plan 
was  first  announced,  at  94;  by  the  time  the  offer  was  renewed 
the  price  had  dropped  to  about  85.     *     *     * 

In  October,  1903,  the  margin  between  the  price  of  the  bonds 
and  the  price  of  the  preferred  stock  was  about  12  points.  In 
November  it  widened  out  to  15  points,  the  preferred  stock  sell- 
ing below  50,  whereas  the  lowest  price  for  the  bonds  was  65. 
This  meant  that  the  syndicate,  which  had  the  exclusive  right  to 
continue  the  conversion,  could,  by  buying  preferred  stock  m  the 
open  market  and  immediately  exchanging  it  for  the  new  bonds, 
make  a  profit  of  $12  or  $15  on  every  share  thus  purchased  and 
exchanged.  The  total  amount  of  the  stock  purchased  by  the 
syndicate  appears  to  have  been  about  248,000  shares. 

Apparently  the  great  bulk  of  this  stock  was  purchased  ctering 
■  the  interval  when  the  margin  between  the  price  of  the  bonds  and 
the  price  of  the  stock  was  abnormally  wide.     Very  convincing 

54946°— H.  Kept.  1127,  62-2 5 


66  INVESTIGATION   OF  UNITED  STATES   STEEL  COKPOKATIOJN . 

evidence  to  this  effect  is  furnished  by  the  fact  that  on  October  22, 
1903,  the  United  States  Steel  Corporation,  m  making  apphca- 
tion  to  the  New  York  Stock  Exchange  to  have  these  bonds  hsted 
on  the  exchange,  stated  that  there  had  been  issued  up  to  that 
time  $133,295,500  of  the  new  bonds,  of  which  amount  $130,411,000 
had  been  issued  in  exchange  for  preferred  stock  to  be  retired 
(the  balance  having  been  sold  for  cash  to  the  syndicate).  As 
above  shown,  when  the  syndicate  agreement  was  terminated  by 
the  corporation,  the  amount  of  preferred  stock  exchanged  or 
which  could  be  exchanged  was  $150,000,000.  Therefore,  the 
evidence  is  very  strong  that  during  this  interval  between  Octo- 
ber 22,  1903,  and  November  19,  1903,  approximately  $20,000,000 
worth  of  preferred  stock,  or  200,000  shares  were  purchased  m 
the  open  market  by  the  syndicate  for  the  exchange.     *     *    * 

It  IS,  however,  worth  noting  that  the  suspicion  was  very  widely 
entertained  in  Wall  Street  at  the  time  that  the  syndicate  was 
not  merely  taking  advantage  of  a  pronounced  decline  in  the  pre- 
ferred stock  but  that  it  had  actively  assisted  in  bringing  about 
this  decline.     The  mere  fact  that  there  was  a  special  inducement 
to  indulge  in  such  manipulation  and  that  the  syndicate  would  be 
the  sole  beneficiary  at  the  expense  of  the  remaining  stockhold- 
ers is  alone  a  very  telling  criticism  of  this  feature  of  the  plan. 
(H.  K.  S.  Kept.,  pt.  2,  pp.  350-356.) 
The  payment  of  4  per  cent  commission  to  the  syndicate  did  not 
escape  its  share  of  merited  censure:  "If  the  substitution  of  such 
bonds  for  stock  is  regarded  as  inadvisable,  then,  says  the  Commissioner 
of  Corporation,  'the  payment  of  4  per  cent  commission  becomes  open 
to  objection.     It  amounted  on  this  assumption  to  the  payment  by 
the  corporation  of  $6,800,000  to  the  syndicate  for  raising  $20,000,000 
of  cash;  in  other  words,  a  commission  of  34  per  cent.     Viewed  in 
this  Ught  alone,  it  is  impossible  to  avoid  the  conclusion  that  the  com- 
mission was  grossly  excessive.'     Without  attempting  to  pass  on  this 
feature  of  the  plan,  it  seems  clear  that  the  exclusive  privilege  allowed 
the  syndicate  of  converting  preferred  stock  into  bonds  was  xindesirable 
and  unjustifiable."     (lb.,  p.  357.) 

The  whole  transaction  was  in  violation  of  the  laws  of  New  Jersey, 
the  State  in  which  the  concern  was  incorporated.  The  Steel  Corpora- 
tion finding  it  advisable  to  do  this  thing,  the  law  to  the  contrary 
notwithstanding,  proceeded  to  have  the  objectionable  statute  re- 
pealed. (Minutes  board  directors,  United  States  Steel  Corporation, 
Mar.  4,  1902,  Apr.  1,  1902,  MacRae's  Kept.,  pp.  3755,  3756.) 

It  was  bitterly  assailed  in  the  courts  and  in  the  press,  and  injunc- 
tion proceedings  were  threatened  against  the  corporation.  (H.  K.  S., 
356.) 

At  last,  under  pressure  of  continued  and  almost  universal  censure, 
Judge  Gary,  chairman  of  the  executive  committee,  notified  J.  P. 
Morgan  &  Co.  that — 

In  view  of  the  interest  of  yourselves  and  your  associates  in  the 
success  of  the  corporation,  we  think  it  not  improper  to  suggest  thai 
the  continuance  of  the  conversion  at  the  present  wide  disparity  in 
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prices  may  he  injurious  to  the  corporation's  credit  and  hurtful  to  the 
interests  of  its  stockholders.     (Hearings,  p.  1582.) 

Vvith  the  completion  of  the  conversion  of  $150,000,000  of  preferred 
stock,  the  request  was  complied  with. 

For  a  period  of  about  five  years  J.  P.  Morgan  &  Co.  had  dominated 
the  directorates  of  the  United  States  Steel  Corporation  and  its  sub- 
sidiaries— the  Federal  Steel,  the  National  Tube,  and  the  American 
Bridge  Cos. — they  had  assembled  their  plants,  inflated  their  capital- 
ization, and  marketed  their  bonds,  and  as  a  result  they  had  received 
in  cash  19,800,000  and  securities  after  various  interchanges  and  con- 
versions of  a  par  value  of  $113,326,494;  in  all,  the  astounding  sum 
of  $123,126,494. 

The  grand  total  in  cash  and  securities  turned  over  by  the  Steel 
Corporation  and  its  subsidiaries  to  the  Moore,  Morgan,  and  other 
syndicates  for  similar  services  was  $160,765,894,  or  approximately 
50  per  cent  of  the  actual  value  of  all  its  plants  and  properties 
combined. 

These  operations,  excluding  the  fees  for  bond  conversion,  are 
epitomized  in  the  following  table: 

Amount  of  Steel  Corporation's  stock  issued  as  a  commission  to  the  underwriting  syndi- 
cate and  the  amounts  so  issued  in  exchange  for  stocks  of  constituent  concerns  issued  for 
the  same  purposes,  excluding  in  all  cases  stock  issued  as  a  bonus  for  property  or  for  cash. 


Company.* 

Amount 
of  stock 
issued  to 
cover  pro- 
motion 
charges. 

Bates  of  exchange 
into    United 
States  Steel 
stock. 

Total  amount  of  United 
States    Steel    stocks 
issued    in    this   ex- 
change. 

Preferred. 

Common. 

Preferred. 

Common. 

Federal  Steel  Co.: 

S857,192 
3,699,619 
11,600,000 
10,000,000 
5,000,000 
5,000.000 
20,000,000 
7,250,000 

110.00 
4.00 

$942,911 
143,986 

Coninion 

107. 60 
102. 60 
125.00 
125.00 
100.00 
125.00 
105,  00 

J3, 869, 690 

11,890,000 
12,600,000 

20.00 

2,000,000 

6,260,000 
5, 000, 000 

American  Steel  Hoop  Co   common 

National  Tube  Co.,  common    

8.80 

1,760,008 

26,000,000 

7, 612, 500 

63,306,811 

4,846,904 
36,998,700 

72,122,090 
36,998,800 

Add  for  United  States  Steel  Corporation,  after 
deducting  128,000,000  of  each  class  to  cover 

Grand  total  securities  of  United  States 
Steel  Corporation  representing  com- 
missions to  promoters  and  bankers  for 
the  corporation  and   its  constituent 

41,845,604 

109,120,890 

'  In  this  table  nothing  is  included  for  the  American  Sheet  Steel  Co.,  owing  to  the  absence  of  accurate 
information,  although  apparently  there  was  a  large  issue  of  stock  to  the  promoters  of  this  concern.  Again, 
nothing  has  been  included  for  the  Shelby  Steel  Tube  Co.,  because  of  the  drastic  reduction  in  capitaliza- 
tion eSected  in  the  acquisition  of  this  concern. 

'  The  deduction  of  cash  expenditures  in  arriving  at  the  commission  proper  of  the  Steel  Corporation  is 
somewhat  inconsistent  with  nie  method  followed  m  the  case  of  the  other  companies,  where  the  commis- 
sions in  stock,  as  stated,  are  the  gross  amounts,  out  of  which  the  respective  syndicates  had  to  meet  some 
expenses.  In  most  cases,  however,  these  expenses  are  believed  to  have  been  small,  both  actually  and 
relatively,  and,  moreover,  the  amounts  are  not  known.  The  expenditures  in  the  case  of  the  Steel  syn- 
dicate, however,  were  definitely  stated  in  the  preliminary  report  of  the  corporation,  and,  moreover,  were 
largo  (11,200,000  of  the  expenditures  of  $3,000,000  appears  to  have  been  used  to  acquire  securities  of  the 
Carnegie  Co.).  For  these  reasons  it  seemed  fairer  to  make  an  allowance  for  these  cash  expenditures  in 
the  case  of  the  Steel  Corporation  syndicate. 

(H.  K.  S.  Eept.,  pt.  1,  p.  261.) 
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EFFECT  OF  OVEBCAPITALIZATION  UPON  THE  INDUSTRY. 

The  injury  to  the  stockholders  of  the  Steel  Corporation  by  this 
prodigal  absorption  of  its  securities  by  those  intrusted  with  the  man- 
agement and  direction  of  its  affairs  was  not  to  be  compared  with  the 
greater  and  more  far-reaching  detriment  to  the  industry  itself  as  a 
result  of  this  persistent  and  pernicious  practice  of  stock  manipulation 
and  stock  inflation  by  certain  financiers  who  had  secured  the  com- 
plete and  absolute  mastery  of  so  large  a  part  of  this  vast  business. 

They  had,  at  the  beginning,  secured  the  consolidation  of  a  great 
number  of  steel  and  iron  works,  big  and  little,  modern  and  anri- 
quated,  not  only  with  a  view  to  scientific  and  economical  coordi- 
nation of  plants  and  processes,  but  to  the  curtailing  of  production  and 
fixing  prices. 

Unrelated  rriis,  located  here,  there,  and  yonder,  good,  bad,  and 
indifferent,  hf  d  been  collected  under  a  common  ownership,  not  to  so 
much  cheapen  or  expedite  production — in  the  nature  of  things  that 
was  impossible,  since  they  were  often  widely  scattered,  and  as  a  rule 
were  not  assembled  with  any  reference  to  the  sequence  of  processes 
and  stages  of  manufacture  through  which  an  article  of  iron  or  steel 
must  pass  from  the  raw  material  to  the  finished  product — ^but  were 
constructed  and  intended  for  identical  operations;  that  is,  hundreds 
of  tin  nulls  were  in  one  company,  tube  niHIs  in  another,  wire  and 
nail  plants  in  another,  and  so  on.  The  operation  of  such  concerns 
under  one  ownership  could  not  in  the  nature  of  things  cheapen  pro- 
duction. It  could  and  did  afford  an  effective  device  for  the  regula- 
tion of  that  production  and  the  "steadying  of  the  market." 

These  mines,  mills,  and  furnaces,  thrown  together  in  a  hurried  and 
haphazard  manner,  had  been  capitahzed  at  approximately  300  per 
cent  of  their  actual  value,  and  weighed  and  trammeled  by  this 
burden  of  excessive  capitalization  they  were  confessedly  unable  to 
meet  impending  competition  from  one  single  concern,  until  recently 
a  limited  partnership,  which  had  avoided  the  evils  of  the  stock 
exchange  and  the  control  of  the  syndicate. 

The  superiority  of  the  Carnegie  Co.  was  due  to  its  superior  and 
scientific  integration,  the  technical  sldll  and  practical  experience  of 
its  managers,  and  to  the  fact  that  its  securities  did  not  figure  on  the 
stock  market.    (H.  K.  S.  Rept.,  p.  105.) 

It  could  run  if  necessary  at  a  narrow  margin  of  profit,  without  the 
fear  of  dividends  passed  or  panics  created;  no  receiver  could  close  its 
doors  or  take  charge  of  its  operations  because  of  the  nonpayment  of 
interest  on  its  bonds. 

With  the  other  subsidiaries  and  former  competitors  of  this  company 
the  case  was  different,  the  danger  point  was  reached  long  before  any 
commodity  was  sold  at  approximately  its  mill  cost.    A  failure  to 
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pay  dividends  meant  a  depression  of  its  stocks  and  a  disturbance 
of  the  stock  market,  and  the  interests  in  control  had  a  greater  interest 
in  and  derived  a  greater  profit  from  their  operations  in  the  stock 
market  than  the  manufacture  of  steel. 

The  manifest  and  inherent  weakness  of  the  whole  system  should  have 
suggested  a  pohcy  of  retrenchment  and  reform.  The  already  over- 
burdened subsidiary  corporations  were  immediately  saddled  with  an 
apparently  crushing  load  of  inflated  capitalization  and  recapitali- 
zation of  these  companies  by  the  bankers  and  brokers  in  charge  of 
them  as  is  manifest  from  an  inspection  of  the  table  following. 
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It  ^nU  be  seen  that  properties  of  less  than  $400,000,000  in  value 
after  being  capitalized  at  over  $883,000,000  were  arbitrarily  bur- 
dened with  an  additional  incubus  of  $500,000,000  more  without 
adding  an  additional  dollar  to  the  intrinsic  value  of  the  properties, 
and  $303,450,000  of  this  amount  a  bonded  indebtedness,  bearing 
interest  at  5  per  cent,  and  over  $500,000,000  of  it  preferred  stock  upon 
which  the  corporation  covenanted  to  pay  an  annual  dividend  of  not 
less  than  7  per  cent. 

Previously  it  had  been  exceedingly  difl&cult  for  these  concerns  to 
overcome  the  heavy  handicap  of  overcapitalization  in  a  threatened 
trade  war;  it  was  manifestly  impossible  now.  It  is  true  that  the 
great  difference  in  wealth  and  resources  between  the  Steel  Corpora- 
tion and  the  older  concerns  still  remaining  in  the  steel  business, 
and  the  close  relations  existing  between  them  due  to  trade  agree- 
ments, interlocking  directorates,  and  other  causes,  gave  little  cause 
for  apprehending  an  organized  effort  to  cut  prices  on  the  part  of  the 
Lackawanna,  the  Cambria,  Jones  &  Laughlin,  and  other  like 
companies. 

If,  however,  some  new  association  of  able  and  ambitious  steel  men, 
similar  in  purpose  and  "personnel"  to  the  old  Carnegie  Co.  and  pos- 
sessing the  necessary  resources  and  capital,  should  attempt  to  under- 
sell this  huge  and  inflated  concern,  its  fate  could  easily  have  been 
determined. 

NEW  COMPETITION  FORESTALLED. 

It  became  therefore  the  fixed  and  unalterable  policy  of  the  Steel 
Corporation  from  its  organization  to  the  present  time  to  forestall 
this  dreaded  competition. 

A  steel  company  producing  an  output  in  any  degree  comparable 
with  that  of  this  corporation  would  at  the  outstart  demand  an  immense 
ore  reserve,  enough  to  supply  it  with  raw  materials,  for  a  period  of  15 
or  20  years  at  least.  The  Steel  Corporation  smelts  over  20,000,000 
tons  annually.  An  effective  competitor  would  necessarily  require 
several  hundred  million  tons  of  available  ore.  The  control  of  such 
ores  as  are  at  the  present  merchantable  and  available  would  preclude 
the  formation  of  any  new  steel  company,  no  matter  what  naight  be  the 
possibUity  for  profit  in  that  business  conducted  upon  a  scale  com- 
parable with  the  operations  of  the  United  States  Steel  Corporation. 

At  the  time  of  the  formation  of  the  Steel  Corporation  the  then  avail- 
able ore  supply  was  confmed  to  the  Lake  Superior  region,  and  a  control 
of  the  Old  Range  and  Mesabi  ores — that  is,  the  mines  of  Michigan 
and  Mumesota — meant  at  the  time  the  complete  mastery  of  the  situ- 
ation, so  far  as  the  obtaining  of  a  supply  of  raw  materials  by  any  new 
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and  formidable  competition  was  concerned.     Or  as  stated  by  Mr. 
Schwab  on  December  21,  1901 : 

The  steel  industry  to  date  has  drawn  its  ores  chiefly  from  what 
is  known  as  the  Lake  Superior  district  in  the  Northwest.  In  fact, 
I  believe  that  I  may  safely  say  that  from  80  to  90  per  cent  of  all 
the  steel  produced  in  the  United  States  is  made  from  ores  in  this 
district.     It  is  the  stamdard  ore  and  one  steady  source  of  supply. 

*  *  *  Geologists  tell  us  that  the  possibilities  of  future  dis- 
coveries on  new  ranges  is  rather  remote.     (Hearings,  p.  1282.) 

To  corner  and  preempt  all  the  ore  in  this  vast  region  would,  of 
course,  effectively  forestall  future  competition  from  other  than  then 
existiQg  steel  companies  who  had  previously  secured  ore  reserves  in 
this  region. 

This,  however,  was  a  stupendous  task,  both  on  account  of  the 
extent  of  the  properties  and  the  character  and  great  resources  of  their 
then  owners,  viz:  The  EockefeUer  and  HiU  interests. 

The  Lake  Superior  Consolidated  Iron  Mines  embraced  the  proper- 
ties which  were  originally  possessed  by  Wetmore  and  the  Merritts. 
Says  Leonidas  Merritt: 

I  think  we  had  more  iron  property  at  the  time  we  turned  it  over 
than  they  did  when  they  turned  it  into  the  Steel  Corporation. 

*  *  *  I  know  they  dropped  lots  of  the  lands  that  we  had  and 
bought  some  of  them  back  at  a  higher  price.     (Hearings,  p.  1915.) 

These  ore  bodies,  procured  at  an  outlay  of  $420,000,  were  immedi- 
ately capitalized  by  the  Lake  Superior  Consohdated  Iron  Mines  at 
$29,887,448,  and  when  absorbed  by  the  United  States  Steel  Corpora- 
tion that  concern  issued  $130  of  its  preferred  stock  and  $130  of  its 
common  stock  for  every  share  (par  value  $100)  of  stock  of  the  original 
company. 

The  issuing  to  Mr.  Rockefeller  of  stock  in  the  Steel  Corporation  of 
the  par  value  of  over  $80,000,000  for  his  $420,000  bargain  can  only 
be  explained  by  the  fact  that  the  Rockefeller  interests  were  them- 
selves extensively  engaged  in  the  same  business  as  the  corporation 
owning  and  operating  the  Troy  Steel  Products  Co.  and  the  Colorado 
Fuel  &  Iron  Co.  and  that  these  ores  were  absolutely  necessary  to  a 
monopoly  of  the  supply  of  raw  material  in  that  district.  To  remove 
a  competitor  and  to  obtain  control  of  this  400,000,000  tons  of  ore  it 
was  necessary  to  pay  the  holders  their  own  price,  andthat  was  done. 

Says  the  Commissioner  of  Corporations : 

It  is  incredible  that  there  could  have  been  any  such  rapid  increase 
{nearly  250  per  cent)  in  actual  market  value  in  this  short  interval. 

*  *  *  The  chief  owners  of  the  Lake  Superior  Consolidated 
stock  were  Standard  Oil  capitalists  who  were  under  no  pressure 
to  sell,  and  who  must  have  recognized  the  strategic  position 
which  the  ownership  of  this  ore  and  railroad  property  gave  them, 
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and  who  certainly  must  have  intended  to  name  what  they  con- 
sidered a  high  price.  The  organizers  of  the  Steel  Corporation  on 
their  side  were  naturally  willing  to  pay  an  extremely  liberal  price 
for  this  extensive  property,  particularly  in  view  of  the  important 
degree  of  monopolistic  control  over  ore  transportation  which  was 
thereby  secured.     (H.  K.  S.  Kept.,  pt.  1,  p.  30.) 

And  again: 

Owing  to  the  fact  that  this  company  not  only  had  very  ex- 
tensive ore  reserves  but  also  an  important  ore  railroad,  and  more 
especially  to  its  exceptionally  strong  financial  hacTcing,  it  was  prac- 
tically in  a  position  to  dictate  its  own  terms  and  apparently  did  so. 
(lb.,  p.  175.) 

By  the  absorption  of  the  Eockefeller  interests  the  Steel  Corporation 
more  than  doubled  its  previously  extensive  ore  holdings,  and  it  now 
became  its  fixed  and  avowed  policy  to  acquire  aU  the  available  ores 
in  the  whole  Lake  Superior  district  not  previously  obtained  by  other 
steel  concerns.  The  distinction  between  an  ore  from  which  pig  iron 
can  be  made  and  an  available  ore  must  be  kept  distinctly  in  mind  in 
any  discussion  of  the  policy  of  the  Steel  Corporation. 

At  this  time  the  richest  ores  high  in  metallic  content  and  freest  from 
deleterious  substances  could  be  purchased  outright  for  not  exceeding 
15  cents  per  ton;  the  same  ores  mined  and  transported  about  1,000 
nules  to  lower  lake  ports  were  worth  $4  or  $5  a  ton.  (Report  Rukard 
Hurg,  p.  52.)  In  other  words,  the  cost  of  mining  and  transportation 
was  more  than  25  times  the  original  cost  of  the  ore,  and  it  was  approx- 
imately as  expensive  to  produce  and  ship  a  low  as  a  high  grade  ore. 
For  that  reason,  ores  low  in  metaUic  content,  no  matter  what  the 
amount  or  cost,  were  not  available  in  competition  with  the  high-grade 
ores,  or,  as  Judge  Gary  expresses  it,  '  'we  can  afford  to  let  our  competi- 
tors get  the  low-grade  ores  if  we  have  the  better  ones."  (MacRae 
Rept.,  p.  3799.) 

An  array  of  figures  which  fails  to  draw  this  distinction  is  useless  and 
misleading  in  any  effort  to  determine  the  extent  of  this  corporation's 
control  of  raw  materials.  Ores  no  matter  what  their  price  or  extent, 
whose  low  iron  content  prohibited  their  being  mined  and  transported 
in  competition  with  the  adjacent  high-grade  ores,  could  not  and  did 
not  effect  a  monopoly  based  upon  the  acquisition  of  all  available  ores. 

This  distinction  between  the  available  and  nonavailable  ores 
depended  not  only  upon  the  metaUic  content  but  upon  the  presence  or 
absence  of  such  deleterious  substances  as  sulphur  and  phosphorus,  the 
texture  of  the  substance,  and  the  cheapness  and  facility  with  which  it 
could  be  mined.  It  is  a  highly  technical  question  requiring  the 
knowledge  and  experience  of  an  expert  chemist  and  miner.  The 
vice  president  of  the  company,  Mr.  James  Gayley,  was  detailed  to  the 
important  task  of  securing  aU  such  ore  in  the  Michigan,  Mesabi,  and 
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Vennilion  Ranges,  Mr.  Gayley  having  been  for  years  in  charge  of  the 
selection  and  purchase  of  ores  for  the  old  Carnegie  Co.,  and  being 
especially  learned  and  skilled  in  their  analysis  and  selection.  Backed 
by  the  almost  illimitable  financial  resources  of  the  United  States  Steel 
Corporation,  Mr.  Gayley  declared  that  if  given  a  free  hand,  "he  would 
buy  every  pound  of  ore  and  every  piece  of  ore  property  he  could  get  in 
the  Northwest."     (MacRae  Rept.,  p.  3811.) 

The  minutes  of  the  Steel  Corporation  show  that  its  directors  were 
in  complete  accord  with  Mr.  Gayley  in  his  efforts  to  secure  "every 
pound  of  ore  and  every  piece  of  ore  property  in  the  Northwest."  It 
appears  that  on  November  25,  1902,  the  finance  committee  (Messrs. 
Gary,  Perkins,  Edenborn,  and  Gayley  present)  were  considering  the 
purchase  of  the  Champion  mine  on  the  Marquette  Range,  ^Michigan. 

"Mr.  Gayley  states  in  substance  that  the  property  is  located  close 
to  the  property  of  our  Lake  Superior  Co.,  near  Ishpeming,  Mich. ;  that 
the  ore  is  a  peculiar  ore  and  quite  rich ;  that  the  property  contains  a 
large  bed  of  ore,"  etc.,  viz,  2,000,000  tons  and  20,000  acres  of  unex- 
plored land  included.  Mr.  Gayley  is  especially  insistent  upon  the 
purchase  of  this  mine,  because,  to  quote  the  minutes  verbatim: 

Mr.  Gayley  feels  satisfied  that  the  property  will  he  talcen  up  iy 
some  Cleveland  interests,  or  perhaps  the  new  Sharon  Union  Co.  in 
Pittsburgh,  and  he  would  much  prefer  to  see  it  with  this  corporation 
rather  than  with  its  competitors.     *     *     * 

The  chairman  (Judge  Gary)  stated  that  that  kind  of  ore  is 
scarce  and  we  have  use  for  it,  and  that  we  do  not  want  our  com- 

Setitors  to  get  it.     (Minutes  finance  committee,  Nov.  25,  1902, 
[acRae  Rept.,  p.  3809.) 

At  the  next  meeting  of  this  committee: 

Mr.  Gayley  again  called  attention  of  the  committee  to  the 
desirability  of  our  acquiring  the  property  of  the  Champion  Iron 
Mining  Co.,  and  stated  that  President  Cole  has  not  only  studied 
the  maps  of  the  property,  but  has  gone  down  into  the  mines,  and 
reports  that  he  is  satisfied  that  the  mine  ought  to  produce 
4,000,000  tons,  and  agrees  with  Mr.  Gayley  that  we  ought  to  get 
this  property.     *    *    * 

In  answer  to  Mr.  Steele's  inquiry  as  to  how  Mr.  Gayley  felt  on 
the  subject  of  purchases  of  ore  land,  Mr.  Gayley  replied  that  he 
would  buy  every  pound  of  ore  property  he  could,  get  in  the  Northwest. 

Mr.  Converse  stated  that  he  would  lilce  to  go  on  record  that  he 
was  of  the  same  opinion.  Mr.  Gayley  called  attention  to  the  fact 
that  the  explorations  west  of  the  Mesabi  and  VermQion  Ranges 
show  no  ore.  Mr.  Perkins  believes  we  ought  to  get  the  property, 
but  not  on  the 'present  terms.  *  *  *  The  chairman  (Judge 
Gary)  said  that  he  thought  we  ought  to  take  in  these  properties  at 
a  fair  price.  (Minutes  executive  committee,  Dec.  2, 1902,  MacRae 
Rept.,  p.  3810.) 

The  property  was  forthwith  acquired.  (Minutes  executive  com- 
mittee, Dec.  9,  1903,  MacRae  Kept.,  p.  3810.) 
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A  few  weeks  later  these  gentlemen  met  to  consider  the  Kosmerl  ore 
property,  Mr.  Schwab  also  being  present. 

Mr.  Gayley  stated  that  there  is  now  an  opportmiity  to  secure 
an  option  on  the  ore  property  known  as  the  Kosmerl,  lying 
between  the  Whiteside  and  the  Wanless  properties;  and  it 
seems  to  be  the  deep  part  of  the  basin  of  ore  of  these  three  prop- 
erties ;  that  our  people  beheve  the  jjroperties  will  show  at  least 
5,000,000  tons  of  ore;  that  the  basis  of  the  lease  would  be  35 
cents  per  ton  with  a  maximum  of  50,000  tons  the  first  year, 
100,000  tons  the  second  year,  and  150,000  tons  thereafter; 
*    *    *     that  the  ore  averages  59  per  cent  iron.     *    *    * 

The  chairman  stated  that  a  royalty  of  35  cents  for  non- 
Bessemer  ore  is  a  pretty  big  one. 

Mr.  Gayley  stated  he  beheved  it  to  be  a  splendid  proposition, 
and  that  if  we  did  not  take  it  Mr.  Hill  wiU;  that  he  does  not  ihinh 
we  ought  to  let  it  get  away  from  us. 

Mr.  Steele  (oi  the  firm  of  J.  P.  Morgan  &  Co.).  If  we  can  get 
the  ore  properties  on  a  fair  basis,  I  think  we  ought  to  take  them. 

On  motion  duly  seconded  it  was  voted  that  the  offer  be  recom- 
mended to  the  finance  committee.  (Minutes  executive  committee, 
Mar.  24,  1902,  MacRae  Kept.,  pp.  3814-3815.) 

Mr.  Gayley  was  both  an  enthusiast  and  a  veteran  in  this  biisiness 
of  getting  the  ore  first,  as  indicated  by  the  following  extract  from  the 
minutes  of  the  Carnegie  Co. : 

Mr.  Gayley.  I  would  Uke  the  approval  of  the  board  of  the 
purchase  of  the  Rose  tract,  etc.,  cost  being  $100,000.  *  *  * 
The  terms  of  claimant  are  cash.  If  we  had  not  taken  the  prop- 
erty, it  would  have  been  purchased  by  the  Mathers  people.  We 
had  to  act  very  guicldy  to  keep  them  from  getting  it.  This  ore  is 
estimated  at  anywhere  from  two  to  four  million  tons. 

Mr.  Clemson.  /  approve  of  the  purchase  because  it  is  a  strategic 
move.  I  am  certain  it  is  worth  the  money.  (MacRae  Rept., 
p.  4110.) 

Mr.  Gayley  was  as  alert  and  wise  in  his  knowledge  of  men  as  of 
mines.  It  appears  that  Corrigan,  McKinney  &  Co.  were  engaged  on  a 
large  scale  in  the  purchase  and  leasing  of  mines  and  the  sale  of  ore  to 
iadependent  concerns,  and  had  become  involved  in  some  way.  The 
resourceful  Mr.  Gayley  immediately  negotiated  a  loan  for  the  follow- 
ing reason:  ^ 

Mr.  Gatley.  The  principal  advantage,  I  think,  is  that  the 
group  of  mines  will  eventually  come  to  us.  These  people  are 
always  getting  into  financial  difficulties  and  if  it  had  not  been 
that  we  had  stepped  into  the  Queen  group  of  mines  they  would 
have  gone  to  the  Cleveland  Cliflfs  Co.  i  think  the  outlook  is, 
and  while  it  may  not  prove  so,  that  we  will  eventually  get  that 
group  of  mines.  It  puts  us  in  touch  with  them  so  that  we  will 
get  the  first  call  on  their  other  mines.  It  has  been  their  history 
that  their  mines  are  available  for  purchase.  They  have  some 
very  excellent  mines  on  the  Mesabi  Range  and  are  practically  in 
control  of  the  non-Bessemer  ore  market  to-day. 

Mr.  Lynch.  I  am  perfectly  willing  to  act  on  the  recommenda- 
tion of  Messrs.  Clemson  and  Gayley,  but  this  occurs  to  me:  The 
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collateral  that  they  have  offered  is  ample;  why  do  they,  as  busi- 
ness men,  come  to  us  for  this  money  and  put  themselves  in  our 
power? 

Mr.  Gatlet.  For  the  simple  reason  when  they  obtained  that 
other  loan,  and  we  had  to  pay  a  bonus  on  it,  we  suggested  to  them 
that  in  the  future,  if  they  needed  to  harrow  money  with  their  mines 
as  collateral^  they  come  to  us.  (Board  of  directors'  meeting,  Nov. 
8,  1900,  MacKae  Kept.,  p.  4105.) 

In  a  written  statement  urging  this  loan  Mr.  Gayley  states: 

Outside  of  the  Cleveland  Chffs  group  of  mines  at  Ishpeming, 
there  is  no  other  large  Old  Range  group  not  owned  by  us,  except- 
ing these  at  Crystal  Falls.  This  amount  of  money  can  be  easily 
borrowed  on  the  security  offereH,  and  it  is  advisable  that  we 
should  loan  it,  as  we  may,  later  on,  secure  the  property  at  a 
reasonable  figure  and  avoid  paying  an  extra  premium;  and, 
further,  it  puts  us  in  harmony  with  Corrigan,  Mc Kinney  &  Co., 
who  have  good  properties  on  other  ranges,  and  who  can  ie  very 
useful  to  us  in  many  ways.     (MacRae's  Rept.,  p.  4105.) 

With  the  vast  holdings  of  the  Carnegie  Co.  in  the  Old  Ranges  and 
the  Lake  Superior  Consolidated  Co.'s  still  more  extensive  properties 
in  the  Mesabi  Range,  the  corporation  had  in  the  beginning  the 
greater  part  of  the  iron  ores  in  the  Northwest  and  practically  all  the 
best  and  richest  properties,  and  this  intense  desire  and  increasing 
activity  in  an  effort  to  obtain  "every  pound  of  ore  and  every  piece 
of  ore  property"  can  only  be  explained  upon  the  theory  that  such 
purchases  were  necessary  in  order  to  secure  and  maintain  an  absolute 
monopoly  of  the  raw  materials  in  that  region. 

Before  the  executive  committee  in  June,  1901 : 

Mr.  Gayley  stated  that  we  now  have  about  70  per  cent  of  the  Tcnown 
Old  Range  ores,  including  Bessemer  and  non-Bessemer,  and 
that  of  the  Bessemer  Old  Range  ores  we  control  about  90  per  cent. 
(The  Bessemer  being  much  the  more  valuable.) 

At  that  very  meeting  Judge  Gary  declared: 

The  chairman  stated  that  the  standard  Old  Range  ore  is  very 
scarce,  and  it  is  something  we  need:  *  *  *  The  chairman 
further  stated  that  in  making  this  statement  he  is  assuming  that 
money  is  scarce  and  that  we  ought  not  to  buy  any  other  prop- 
erties that  we  can  do  without  at  the  present  time;  he  does  not 
think,  however,  that  we  should  let  an  opportunity  go  ly  to  obtain 
what  can  be  considered  the  very  highest  grade  of  iron  ores  when- 
ever and  wherever  we  can  buy  them  at  a  reasonable  price;  that 
we  should  in  some  way  furnish  money  to  secure  ores  of  that  kind 
if  we  are  to  continue  in  the  ascendancy;  *  *  *  (Minutes  execu- 
tive committee,  June  21,  1901,  MacRae  Rept.,  pp.  3788-3789.) 

This  pohcy  of  buying  ore  lands  "whenever  and  wherever  we  can" 
seems  to  have  been  carried  out  to  the  letter.     On  January  3,  1903: 

Mr.  Gayley  presented  a  letter  addressed  to  him  by  President 
Cole  under  date  of  the  3d  instant,  concerning  an  option  which  the 
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Oliver  Iron  Mining  Co.  has  on  the  Whiteside  Forty,  on  the  Mesabi 
Range.     *     *     * 

Mr.  Cole  recommends  the  purchase  of  this  lease  on  the  best  pos- 
sible terms  and  thinks  we  could  secure  it  for  $100,000  and  a 
royalty  of  20  cents  per  ton.  *  *  *  Mr.  Gayley  stated  that  the 
option  expires  January  15;  that  it  adjoins  the  property  owned  by 
Mr.  HUl  and  contains  about  7,000,000  tons;  that  he  does  not  Icnow 
of  any  hlocTc  of  ore  'property  in  the  Northwest  outside  of  this  and  the 
property  of  Mr.  Hill  that  they  mil  report;  if  any  new  ore  is  found 
they  are  satisfied  it  will  he  some  isolated  spots  on  the  Mesabi  Range, 
of  the  line  of  St.  Louis  and  Itasca  Tcinds,  and  that  every  If)  has  ieen 
drilled.     *     *     * 

Upon  a  motion,  duly  secpnded,  it  was  voted  that  the  purchase 
of  the  lease,  on  the  terms  stated  by  the  chairman,  or  better,  be 
recommended  to  the  finance  committee.  (Minutes  executive 
comnaittee,  Jan.  6,  1902,  MacRae  Rept.,  p.  381-1.) 

The  New  Union-Sharon  Co.,  of  Pittsburgh,  which  had  previously 
engaged  in  active  competition  for  the  purchase  of  iron  ores,  was 
acquired  by  the  Steel  Corporation,  with  its  extensive  holdings, 
including  the  Sharon  mines  and  the  Donora  Mining  Co.,  with  their 
40,000,000  tons  of  ore.     (H.  K.  S.  Rept.,  pt.  1,  p.  287.) 

Mr.  Hall  remained  at  this  time  the  sole  rival  of  the  Steel  Cor- 
poration and  the  only  holder  of  any  large  amount  of  ore  which  could 
be  rendered  available  by  any  new  steel  industry  which  might  be 
organized  in  the  future. 

The  superior  quality  of  the  ores  owned  by  the  United  States  Steel 
Corporation  and  their  vast  extent  rendered  theim  independent  of 
Mr.  HUl  so  far  as  securing  an  ore  reserve  was  concerned.  This  fact 
was  patent  to  Judge  Gary  even  before  Mr.  Gayley  had  succeeded  in 
acquiring  all  the  available  ores  which  could  be  obtained  outside  of  the 
HUl  properties  and  before  the  absorption  of  the  mines  of  the  Union- 
Sharon  Co.  In  May,  1902,  Mr.  Steele  favored  purchasing  the  Hill 
properties.     Said  he: 

I  think  we  have  been  a  httle  too  considerative  in  taking  lands ; 
some  we  have  refused  have  doubled  in  value  since.  I  think  we 
ought  to  buy  Mr.  Hill's  ores. 

To  which  Judge  Gary  responded: 

We  certainly  have  everything  on  the  Vermilion.  We  bought 
everything  on  Mesabi  that  is  good,  that  is  best,  that  is  first  class,  with 
perhaps  one  exception,  which  we  could  not  get,  and  with  the 
exception  of  beyond  Hibbing;  we  can  not  get  there.  Mr.  Hill 
is  not  there  now.  The  property  which  has  been  bought  is  low- 
grade  ore  and  we  have  this  class  of  ore,  certainly  60,000,000  to 
70,000,000,  not  yet  opened.  We  can  afford  to  let  our  competitors 
get  the  low-grade  ores  if  we  have  the  better  ones.  (Minutes  executive 
committee,  May  6,  1902,  MacRae  Rept.,  p.  3799.) 
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Thomas  F.  Cole,  who  knows  these  properties  possibly  better  than 
any  other  living  man,  states : 

I  think  the  United  States  Steel  Corporation  own  the  cream 
on  the  range.  They  own  the  very  best  ore  produced  on  the 
range. 

The  Chairman.  How  much  of  it  (steel  company's  holdings) 
is  of  the  second  class  ? 

Mr.  Cole.  Thirty  per  cent.     (Hearings,  p.  5494.) 

On  May  20  this  matter  was  again  under  discussion  by  the  finance 
committee : 

The  President  (Mr.  Schwab).  While  there  I  asked  our  people 
to  go  over  the  matter  of  our  refusals  of  ore  properties  presented 
on  short  notice  and  see  if  the  man  around  the  corner,  so  to  speak, 
toolc  over  whatever  we  refused,  and  I  find  in  most  instances  he  did. 
Every  ore  property  we  have  refused  has  been  taken  hy  others.  The 
question  is,  Wliat  ought  our  policy  to  be  in  this  regard?  Most 
of  our  people  are  working  very  energetically  for  a  new  supply  of 
ore,  and  the  fact  that  we  keep  searching,  then  do  not  take,  puts 
us  in  a  very  awkward  Ught.  For  example,  we  are  showing  our 
interest  by  looking  out  for  them  and  then  manifesting  indiffer- 
ence by  turning  them  down.  I  think  we  should  stop  explorations 
and  wait  until  they  come  to  us.  Mr.  Hill  is  a  serious  situation 
up  there,  and  they  are  talcing  these  properties  and  then  in  turn  losing 
them  to  our  competitors,  and  he  is  using  all  his  efforts  to  have 
them  take  up  these  properties. 

Mr.  Steele.  I  have  a  sort  of  feeling  that  we  are  in  an  atmo- 
sphere of  high  prices  all  around.  I  think,  however,  when  hard 
times  come  uiese  little  fellows  can't  carry  these  ore  properties. 

The  Chairman.  Have  we  turned  down  any  first-class  properties 
adjacent  to  our  roads  ? 

The  President.  No;  when  you  say  first-class  propositions. 
However,  it  is  pretty  hard  to  say  how  any  property  may  develop. 

The  Chairman.  If  our  competitors  have  bought  property  of  a 
low-grade  ore  where  the  analysis  was  not  over  50  per  cent  in  iron 
and  nigh  in  sulphur,  /  think  we  can  afford  to  let  them  have  them  at 
these  high  prices.  I  told  Dering  that  I  thought  they  made  a  mis- 
take in  their  purchase,  for  the  reason  that  they  are  tied  up  to 
Hill  and  had  a  low  grade  of  ore.  I  don't  think  that  we  would  be 
attracted  by  such  a  proposition,  even  if  it  were  on  our  railroad. 
We  have  at  least  60,000,000  tons  of  that  grade  of  ore,  which  is  not 
worked  at  all.  *  *  *  (Executive  committee  minutes.  May  20, 
1902,  MacRae  Kept.,  p.  3800.) 

In  approximately  two  years  after  its  organization  the  steel  cor- 
poration had  "bought  everything  on  the  Mesabi  that  is  good,  that 
is  best,  that  is  first  class,  with  perhaps  one  exception,"  and  their 
position  in  the  old  ranges  was  still  stronger.  They  had  everything 
on  the  Vermilion  and  90  per  cent  of  all ' '  the  known  old  range  ores  " — 
that  is,  all  the  ranges  in  Minnesota  and  Michigan  known  at  that  time. 
"Outside  of  the  Cleveland  Cliffs  group  of  mines  atIshpeming,Mich.," 
says  Gayley,  "there  are  no  other  large  old  range  groups  not  owned 
by  us,  excepting  those  at  Crystal  Falls."     (MacRae  Rept.,  p.  4105.) 
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To  get  "every  pound"  of  that  remaining  10  per  cent  of  Bessemer 
ore  on  the  old  ranges,  and  aU  that  was  left  on  the  Mesabi,  whether 
it  was  best  or  first  class  or  not,  became  the  fixed  policy  of  the  corpo- 
ration, and  the  present  holdings  of  the  concern  demonstrate  their 
complete  success  in  securing  almost  to  the  last  pound  and  the  last 
piece  of  ore  property,  every  mine  in  the  Northwest  not  previously 
held  by  other  steel  companies,  and  a  small  amount  secured  by  ore 
dealers. 

In  1901  the  corporation  estimated  its  ore  holdings  at  700,000,000 
tons. 

Authoritative  data  submitted  to  the  Senate  Finance  Committee 
in  1909  by  a  prominent  iron  manufacturer  with  the  steel  corpo- 
ration's consent  showed  that  the  corporation  itself  then  reckoneaon 
about  1,625,000,000  tons  of  LaTce  ore,  of  which  1,258,000,000  tons 
was  of  the  current  commercial  standard.     *     *     * 

On  this  basis,  therefore,  the  Steel  Corporation  would  have 
had  over  75  per  cent  of  the  total  commercially  available  ore  in 
the  entire  Lake  Superior  region. 

•fC  *p  3p  J^C  "p  3f!  trfi 

In  1907  the  holdings  of  the  Steel  Corporation  in  Minnesota, 
which  State  includes  the  Mesabi  and  Vermihon  Ranges,  accord- 
ing to  a  carefully  prepared  schedule  of  the  Minnesota  Tax  Com- 
mission, amounted  to  about  913,000,000  tons,  or  76  per  cent  of 
the  total  ore  deposits  for  the  State.  *  *  *  (JJ.  K.  S.  Rept., 
pt.  1,  p.  58.) 

It  appears  that  there  was  still  some  part  of  this  remaining  24  per 
cent  which  was  obtainable  by  the  resourceful  and  tireless  purchasing 
agents  of  the  corporation,  since  "  a  report  of  the  Minnesota  Tax  Com- 
mission for  1908,  which,  after  a  very  careful  listing  of  the  iron-ore 
mines  of  the  State  and  an  estimate  of  their  toimage  (evidently  on  a 
conservative  basis),  placed  the  grand  total  tonnage  of  the  United 
States  Steel  Corporation  in  1907  in  round  numbers  as  follows: 

Grand  total  of  all  concerns  in  Minnesota 1, 192, 000, 000 

United  States  Steel  Corporation  (Oliver  Iron  Mining  Co.) 913, 000, 000 

Per  cent  Steel  Corporation  (computed  by  bureau) 76. 6 

While  this  estimate  covered  the  State  of  Minnesota  only,  in  view 
of  the  fact  that  prior  to  the  recent  acquisitions  on  the  Baraboo  district 
of  Wisconsin  over  80  per  cent  of  the  Steel  Corporation's  reserves, 
excluding  the  Hill  holdings,  were  in  Minnesota,  it  will  be  seen  that 
these  figures  give  a  fairly  complete  idea  of  the  position  of  the  Steel 
Corporation  in  this  respect." 

By  1909  the  corporation  had  made  further  inroads  into  the  slender 
supply  of  ores  still  remaining  in  this  region.     Says  Mr.  Smith: 

In  this  connection  it  may  be  noted  that  the  secretary  of  the 
Minnesota  Tax  Conunission,  in  a  letter  to  the  Commissioner  of 
Corporations,  dated  May  12,  1909,  said: 

"They  (the  United  States  Steel  Corporation)  now  control  at 
least  80  per  cent  of  the  present  known  tonnage  in  the  State." 
(H.  K.  S.  Rept.,  pp.  378-379.) 
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From  80  to  90  per  cent  of  all  the  steel  produced  in  the  United  States 
is  made  from  the  ores  in  this  district.  Ore  must  he  made  into  pig 
iron  before  it  can  be  converted  into  steel.  The  Steel  Corporation 
producing  less  than  one-half  the  total  output  of  pig  iron,  has  80  per 
cent  of  the  raw  material,  leaving  all  other  concerns  to  make  the  other 
half  out  of  what  they  can  secure  the  remaining  20  per  cent. 

To  maintain  in  the  face  of  such  a  condition  that  this  overmastering 
control  of  the  ore  supply  in  the  Northwest  was  obtained  with  an  eye 
single  only  toward  securing  an  ample  supply  of  raw  material  is  pre- 
posterous. Such  a  position  would  be  absolutely  untenable,  leaving 
out  of  consideration  the  fact  that  the  Steel  Corporation's  holdiugs 
in  the  Birmingham  district  (the  only  region  outside  of  the  Lake 
Superior  district  where  ore  can  be  mined  and  smelted  at  a  profit) 
are  enormous  and  practically  double  that  of  all  other  iron  and  steel 
concerns. 


Ores  of  present 
standard  com- 
mercially. 


Silicious  and 

other  low-grade 

ores. 


Total. 


Ores,  United  States  Steel  Corporation: 

Northern  ores 

Southern  ores 

Total 


Gt.  torn. 
1,258,289,000 
459,300,000 


Or.  tons. 

365,845,000 

239,000,000 


Or.  toils. 
1,624,134,000 
698,300,000 


1,717,589,000 


604,845,000 


2,322,434,000 


(H.  K.  a.  Kept.,  pt.  1,  p.  379.) 

After  every  "forty"  on  the  Mesabi  Range  had  been  explored, 
and  Mr.  Gayley  was  satisfied  that  no  new  ore  would  be  found  out- 
side of  "isolated  spots"  and  he  did  not  Icnow  of  any  other  Uock  of  ore 
property  in  the  Northwest  outside  of  the  Whiteside  forty  and  the  prop- 
erty of  Mr.  Hill  that  they  will  report  (MacRae  Rept.,  p.  3811),  it 
was  manifest  that  by  securing  this  Hill  property  the  tremendous 
task  of  securing  "  every  pound  of  ore  and  every  piece  of  ore  property  " 
upon  the  market  or  liable  to  be  discovered  would  be  practically 
complete. 

The  Hill  properties  were  the  key  to  the  whole  situation;  without 
them  no  control  of  the  ores  of  the  Northwest  would  be  complete. 
These  holdings  were  enormous. 

CHARACTER  AND  EXTENT  OF  HILL  PROPERTIES. 

In  1899  James  J.  Hill  acquired  the  major  portion  of  these  prop- 
erties from  Wright  and  Davis,  lumbermen  in  that  region,  together 
with  a  railroad  connecting  with  the  Great  Northern  system,  for  the 
sum  of  $4,300,000.     (See  Hill  testimony,  hearings,  3151-3246.) 

Mr.  HOI,  acting  for  the  Great  Northern  system,  continued  to 
pick  up  parcels  of  ore  property  on  the  Mesabi  region  irntil  by  1906 
he  had  acquired  in  all  more  than  65,000  acres,  containing  hun- 
dreds of  millions  of  tons  of  ore.     (H.  K.  S.  Rept.,  pt.  1,  p.  260.) 
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Mr.  Hill  owning  or  controlling  both  these  ores  and  the  transporta- 
tion facilities  by  which  they  were  delivered  at  the  docks  on  Lake 
Superior  was  keenly  ahve  to  their  strategic  importance  and  prepared 
to,  if  advisable,  hold  them  indefinitely,  being  in  a  position  financially 
to  deal  at  arms  length  with  Mr.  Morgan  and  the  United  States  Steel 
Corporation. 

As  early  as  1902  Mr.  Schawb,  then  president  of  the  company, 
favored  making  some  arrangement  with  Mr.  HiU  looking  to  the  con- 
trol of  these  properties  and  Judge  Gary  expressed  fears  that  he  had 
been  "neglected."     (MacRae  Kept.,  pp.  3800-3801.) 

Mr.  Hill,  however,  did  not  come  to  terms  until  January  2, 1907,  when 
the  United  States  Steel  Corporation  obtained  these  extensive  hold- 
ings estimated  to  contam  from  400,000,000  to  500,000,000  tons  of  ore. 

HILL  LEASE. 

Under  the  terms  of  this  lease  the  corporation  agreed  to  mine  and 
ship  via  the  Great  Northern  a  certain  minimum  tonnage  yearly, 
increasing  from  750,000  tons  in  1907  to  8,500,000  tons  m  1917,  at 
which  it  was  to  remain  during  the  life  of  the  lease,  the  minimum  for 
each  year  from  1907  to  1917  increasing  as  follows: 

Tons. 

1907 750,000 

1908 1,500,000 

1909 2,250,000 

1910 3,000,000 

1911 3,750,000 

1912 4,500,000 

Dried  ore  containing  59  per  cent  metallic  content  is  taken  as  a 
basis  on  which  royalties  were  computed,  and  for  such  ore  the  corpo- 
ration agreed  to  pay  $1.65  per  ton  delivered  at  the  docks  at  Superior, 
Wis.,  the  freight  rate  being  80  cents  per  ton  for  ores  of  this  grade, 
the  royalty  increasing  when  the  ore  exceeded  this  standard  in  iron 
and  decreasing  when  below  it  in  the  following  ratio : 


Tons. 

1913 5,250,000 

1914 6,000,000 

1915 6,750,000 

1916 7,500,000 

1917 8,250,000 


Combined 

Combined 

Combined 

Iron  COQ- 

royalty  and 
transpor-  . 

Iron  con- 

royalty  and 
transpor- 

Iron con- 
tent. 

royalty  and 
tran^or- 

tatlon  (per 

tation  (per 

tation  (per 

ton,  1907). 

ton,  1907). 

ton,  1907). 

Ptr  cent. 

Per  cent. 

Per  cent. 

49 

tl.1080 

55 

tl.4572 

61 

$1.7464 

50 

1. 2162 

66 

1. 6054 

62 

1.7946 

61 

1.2644 

67 

1.6536 

63 

1.8428 

62 

1.312B 

68 

1.6018 

64 

1.8910 

63 

1.3608 

iS9 

'i.esoo 

66 

1.9392 

M 

1.4090 

60 

1.6982 

66 

1.9874 

'Base. 


Where  ores  contained  less  than  49  per  cent  of  iron,  the  corporation 
was  to  pay  1.10  per  ton,  transportation  included. 

The  royalty  on  the  different  grades  of  ore  increases  3.4  per  ton 
each  year  (4  per  cent  on  85  cents,  the  original  royalty)  during  th? 
life  of  the  lease.     (See  Hill  ore  lease  hearing,  pp.  3247-3252.) 
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The  Commissioner  of  Corporations,  as  a  rule  exceedingly  guarded 
and  excessively  conservative,  in  criticizing  the  conduct  of  the  Steel 
Corporation  unhesitatingly  expresses  the  opinion  that  this  most 
remarkable  and  extraordinary  contract  between  the  HiU  interests 
and  the  Steel  Corporation  was  made  with  the  manifest  intent  to 
secure  a  monopoly  of  the  ore  reserves  in  the  Northwest  and  of  the 
transportation  lines  by  which  iron  ores  were  carried  from  the  Minne- 
sota ranges  to  Lake  Superior: 

This  base  rate  of  royalty  in  the  HiU  lease  was  far  in  excess  of 
the  going  rates  for  similar  ore  at  this  time,  and,  taken  in  connec- 
tion with  the  annual  increment  of  3.4  cents  per  ton,  which  was  a 
very  extraordinary  provision,  these  royalties  were  unprecedented. 
It  is  true  that  occasional  leases  had  been  made  at  as  high  as  a 
dollar  per  ton,  without,  however,  any  annual  increment  for  inter- 
est. But  such  leases  were  decidedly  exceptional,  and  also  ap- 
plied to  comparatively  small  parcels  of  ore  of  superior  quality  or 
availability.  The  royalty  rates  on  new  leases  for  the  Steel  Cor- 
poration during  the  period  from  1907  to  1910  were  very  much 
lower,  and  none  of  them  approached  that  of  the  Hill  lease.  The 
following  tabular  statement  shows  substantially  the  terms  of 
royalty  for  all  leases  of  Mesabi  Range  properties  made  by  the 
Steel  Corporation  from  1907  to  1910,  inclusive,  including  renew- 
als of  former  leases. 

Rates  of  royalty  stipulated  in  leases  made  by  the  Steel  Corporation  (including 
renewals)  of  ore  properties  in  the  Mesabi  Range,  1907-1910. 


Mine. 


Eoyalty. 


I.  Renewals  or  extensions  of  prior  leases: 

Park  Lot 

Oscar  Mitchell  lease 

n.  Leases  made,  1907-1910.  but  under  option  previous  thereto" 


Mooswa  lease 

HL  other  leases,  1907-1910: 


Republic  Forty  . 


Simple  average  all  leases  ( using  means  where  royalty  takes  form  of  a  range  of  price) . 


SO.  60 
.26 

>.  35-.  60 
».  20-.  45 
.25 
.36 
.60 
.25 

.75 
<.36-.45 
'.35 
.75 
.75 
.  25-.  35 
.25 
.4373 


1  Not  designated  by  name  of  mine,  but  by  surveying  specifications. 

•Ore  over  68  per  cent  iron  and  under  0.05  per  cent  phosphorus,  advancing  from  1908  to  1928. 

•  other  ore  advancing  from  1908  to  1928. 

<35  cents  for  first  5  years. 

'  Taken  for  surface  purposes  and  not  considered  valuable  for  ore. 

The  average  rate  of  royalty  for  these  Mesabi  Range  properties 
during  this  period  was,  therefore,  about  44  cents  per  ton. 

The  Steel  Corporation  during  this  period  entered  into  a  few 
new  leases  or  renewals  of  leases  on  the  old  ranges  and  also  in  the 
Baraboo  district — less  than  a  dozen  in  all.  Most  of  the  leases  of 
old  range  properties  provided  for  a  sUding-scale  royalty,  depend- 
ent on  tl.e  pnce  of  ore  at  Cleveland.     It  is  impossible,  therefore. 
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to  say  what  the  royalty  at  any  future  time  will  be.  Using  the 
highest  price  for  ore  at  Cleveland  thus  far  reported — $5  per  ton — 
the  average  royalty  in  these  leases  would  be  under  40  cents  per 
ton.  The  royalties  in  the  Baraboo  leases  ranged  from  only  10 
to  20  cents  per  ton,  the  ore  in  this  district  being  of  a  rather  low 
grade. 

Since  the  Hill  properties  leased  by  the  Steel  Corporation  were 
aU  on  the  Mesabi  Range,  it  seems  fairer  to  use  the  average  for  that 
range  only  for  comparison  ■\^^th  these  recent  leases  by  the  cor- 

fioration,  although  tne  average  for  this  region  is  higher  than  that 
or  all  leases  made  by  the  corporation  in  tiese  years  in  the  entire 
Lake  district.  The  average  rate  for  all  the  leases,  excluding  those 
in  the  Baraboo  district,  as  nearly  as  can  be  computed  from  avail- 
able data,  would  be  less  than  40  cents. 

It  is  believed  that  the  average  content  of  the  ore  covered  by  the 
Mesabi  leases  listed  in  the  foregoing  table  is  not  very  far  from  53 
per  cent — or  59  per  cent  when  dried — the  base  grade  in  the  Hill 
lease.  Therefore,  it  seems  entirely  fair  to  compare  the  average 
royalties  shown  by  the  above  table  with  the  royalty  for  59  per 
cent  dried  ore,  as  stipulated  in  the  Hill  lease.  Extensive  data 
gathered  by  the  bureau  for  the  average  yield  of  Lake  ores  used 
in  blast  furnaces  from  1902  to  1906,  inclusive,  covering  a  larger 
percentage  of  the  Lake  ore  sold  and  used  in  these  years,  show  an 
average  natural  iron  content  of  about  53.9  per  cent.  By  far  the 
greater  part  of  this  was  Mesabi  ore. 

It  will  be  seen  that  in  only  three  of  the  leases  mentioned  in  the 
foregoing  table,  namely,  the  three  leases  at  a  75-cent  royalty,  do 
the  royalties  approach  anywhere  near  the  base  royalties  of  the 
HiU  lease  for  the  year  1907,  and  when  account  is  taken  of  the  fact 
that  the  HiU  royalties  increase  each  year,  the  disparity  is  all  the 
more  marked. 

The  question,  therefore,  arises  as  to  why  the  Steel  Corporation 
entered  into  this  lease  under  the  onerous  conditions  noted.  The 
only  reasonable  explanation  wJiich  the  bureau  has  found  for  this 
unusual  transaction  is  that  it  was  designed  to  prevent  this  ore  from 
falling  into  the  hands  of  competitors  of  the  corporation.  Had  this 
ore  been  sold  or  leased  in  smalt  parcels  to  a  large  number  of  independ- 
ent producers,  this  might  have  tended  to  depress  the  price  of  ore  as 
welt  as  to  foster  competition  in  the  manufacture  of  %ron  and  steel. 
On  the  other  hand,  if  these  ore  lands  were  simply  held  by  the  Great 
Northern  interests  without  development,  this  would  leave  the  oppor- 
tunity open  for  the  organization  of  a  very  important  rival  to  the 
Steel  Corporation.  At  this  time,  however,  the  Steel  Corporation 
was  the  only  concern  in  the  iron  and  steel  business  which  was  in  a 
position  to  consider  the  acquisition  of  these  Hill  ore  lands  in  a 
single  block.  By  securing  control  of  these  enormous  reserves  the 
Steel  Corporation  obvioushj  strengthened  its  control  of  the  ore  indus- 
try and  at  the  same  time  put  obstacles  in  the  way  of  further  competi- 
tion in  the  iron  and  steet  industry. 

The  Steel  Corporation  specifically  denies  that  this  lease  was 
intended  thus  to  head  off  competition,  and,  instead,  contends 
that  it  was  desired  merely  in  order  to  strengthen  the  corpora- 
tion's ore  reserves.  At  the  time  this  lease  was  entered  into,  now- 
ever,  the  corporation  had  fully  a  30-year  supply  (and  perhaps  a 
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50-year  supply)  of  ore  under  its  control.  Had  this  Hill  ore  been 
acquired  at  a  bargain  price,  an  obvious  reason  for  its  acquisition 
would  be  furnished;  but  in  view  of  the  extraordinarily  high  rate 
of  royalty  at  which  this  ore  was  taken  over  and  the  other  onerous 
conditions  in  the  lease,  particularly  the  high  minimum  tonnage 
stipulated,  the  only  reasonable  explanation,  in  the  opinion  of  the 
bureau,  is  that  the  corporation  chiefly  desired  to  forestall  compe- 
tition. The  Thigh  royalty  named  in  this  lease,  therefore,  instead  of 
being  proof  of  a  marlced  appreciation  of  ore  values,  is  rather  an  indv- 
cation  of  the  extent  to  which  the  Steel  Corporation  was  ready  to  go  in 
order  to  prevent  this  ore  from  falling  into  the  hands  of  rival  interests. 

In  view  of  the  exceptionally  high  royalties  stipulated  in  this 
lease,  it  is  hardly  surprising  that  the  Steel  Corporation  did  not 
claim,  in  its  appraisal  of  1907  above  discussed,  any  value  for  this 
lease  in  the  schedule  of  its  assets. 

Considering  the  great  value  which  has  been  claimed  for  it  by 
some  writers  upon  iron  and  steel  matters,  this  fact  is  at  least 
interesting.  Obviously,  however,  a  lease  at  a  royalty  far  above 
the  going  rate  of  royalty  for  ore  of  similar  character  has  no  trans- 
fer value  and  therefore  no  equity  value  which  would  warrant  the 
corporation  in  treating  it  as  an  asset.  Indeed,  in  view  of  the 
extremely  high  rate  of  royalty  and  the  high  minimum  require- 
ments, this  lease  may  perhaps  be  regarded  as  an  onerous  burden 
rather  than  an  asset. 

In  this  connection,  the  clause  in  the  lease  which  permits  the 
Steel  Corporation  on  two  years'  notice  to  cancel  the  lease  on 
January  1,  1915,  is  perhaps  significant.  Indeed,  there  have  been 
rather  defiiiite  intimations  by  officials  of  the  corporation  that  this 
option  may  be  exercised.     (H.  K.  S.  Kept.,  pp.  321-323.) 

Mr.  Hill  has  never  before  or  since  sold  ores  at  such  a  prodigious 
price,  nor  has  the  Steel  Corporation  at  any  time  from  its  organization 
to  the  present  time  ever  paid  such  a  sum.  A  comparison  of  the 
royalties  in  Table  A,  "Old  leases,"  with  the  rates  in  Table  B — ^1.  e., 
"Corporations  contract" — will  show  the  great  difference  between  the 
amounts  paid  by  the  corporation  and  others,  and  this  notwithstand- 
ing the  fact  that  the  mines  enumerated  in  Table  A  contained  the 
better  ores.  Nothing  has  been  found  in  all  Mr.  Hill's  60,000  acres  in 
any  way  comparable  with  the  great  Mahoning  mine,  either  in  the 
extent  or  quahty  of  the  ores,  and  it  is  now  mined  at  a  royalty  of  12^  to 
27J  cents  a  ton. 

Table  A. — Shipments  and  revenue  under  "old  leases." 


Year. 

Tons 
mined. 

Average 
royalty. 

Revenue. 

1907 

2,902,880 
1,294,976 
2,964,051 
2,993,893 
1,758,182 

Centi. 

13.9940 

19.1548 

14.9664 

15.2002 

17.3625 

1406,229.56 
248,050.37 
443,611.21 

1908 

1909 

1910 

455,078.47 
305,089.00 

1911 

Total 

11,913,982 

1,858,058.61 
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Minimums  receivable  under  "old  leases." 


Mine. 

Annual 

minimum 

tons. 

Royalty 
rate. 

Minimum 
royalty. 

300,000 
200,000 
100,000 
75,000 
37,500 

Cents. 
27i-12i 
20-12J 
20  -12i 
36 
25 

t82,500,00 

40,000.00 

XJtica                                                                   

20,000.00 

27,000.00 

9,375.00 

712,600 

178,875.00 

Royalty  rates  under  the  leases  on  the  ]\Iahoning,  Stevenson,  and 
Utica  mines  are  on  a  sliding  scale,  according  to  amount  of  annual 
shipments.  The  Mahoning  obtains  the  minimum  rate  named  on  an 
output  in  any  one  year  of  1,500,000  tons,  the  Stevenson  and  Utica  on 
an  output  of  500,000  tons,  respectively.  The  interest  of  "the  com- 
panies" in  the  Leetonia  and  Sweeney  mines  and  in  40  acres  in  the 
Stevenson  mine  is  an  undivided  one-half.  The  annual  minimum  ton- 
nages in  these  mines,  as  above  stated,  show  the  one-half  interest  of 
"the  companies  "  only.  All  of  these  mines  have  been  opened  and  are 
regular  shippers  except  the  Sweeney. 

Table  B. — Operations  under  Great  Western  Mining  Co.  lease. 


Year. 


Tons 
shipped. 


Average 

per  cent 

iron. 


Average 
royalty.' 


Royalty  re- 
ceived, in- 
cluding 
freight. 


Deficiency  minimum  royalty. 


Tons. 


Rate.        Amount. 


1907. 
1908. 
1909. 
1910. 
1910. 
1911. 
1911. 


137,270 

508 

41,624 

2,046,970 

106,007 

5,344,078 

155,681 


68.7641 
65. 1498 
50.4001 
66.9633 

-49.0000 
68. 2148 

-49. 0000 


$0.838726 
1. 189295 
.792687 
.863830 
. 300000 
. 945308 
. 300000 


$225,020.07 

1,005.96 

32,994.90 

2,854,379.52 

110,378.95 

! 3,591,830. 70 

156,460.61 


1,499,492 

2,208,376 

847,024 


88.4 
91.8 
96.2 


$1,325,560.97 

2,027,289.07 

806,366.48 


» 1,325, 650. 97 
n40,603.05 


7,670,450 
261,688 


67. 8769 
-49.0000 


.  917818 
.300000 


11,706,231.04 
266,829.46 


Interest  earned  on  unappropriated  minimums 
gnt,  as  above 


11,971,060.50 


7,832,138 
inappropr 
Total  royalty  and  freignt,  as  above 

Grand  total  receipts  from  Great  Western  Mining  Co.,  with  interest  earnings. 


2,693,153.60 


156,184.24 
11,971,060.60 


14,820,398.24 


1  The  schedule  price  of  ore  shipped  by  the  Great  Western  Mining  Co.,  when  hauled  by  the  Great  Northern 
Railway  Co.,  includes  delivery  at  Lake  Superior,  the  rail  freight  being  paid  by  the  lessor  companies.  This 
freight  has  been  80  cents  per  ton,  but  on  Dec.  1, 1911,  was  reduced  to  60  cents  per  ton.  No  ore  was  shipped 
durmg  the  month  of  December,  1911.  For  convenience,  the  royalty  rates  above  shown  are  net  rates— 
that  is,  the  royalty  rate  after  deduction  of  freight. 

2  This  amount  includes,  in  addition  to  payments  at  the  regular  schedule  rates  for  the  required  minimum 
shipments  for  the  year  1911,  the  entire  amount  of  the  1908  deficiency  minimum  and  a  portion  of  the  1909 
deficiency  minimum  payments,  which  were  absorbed  by  shipments  of  the  Great  Western  Mining  Co.  dur- 
ing 1911,  as  shown  by  (')  and  (<),  together  with  $154,187.49  interest  earned  thereon. 

■  1908  deficiency  minunum,  absorbed  by  shipments. 

<  Portion  of  1909  deficiency  minimum,  absorbed  by  shipments. 

(Hearinga,  pp.  3254-3255.) 

It  was  manifest  at  the  time  that  the  immense  sum  paid  Rockefeller 
was  intended  to  satisfy  or  eliminate  a  potential  competition  as  well 
as  to  secure  a  reserve  of  raw  material,  yet  after  paying  $200  par  value 
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in  stocks  of  the  Steel  Corporation  for  every  dollar  expended  on  the 
original  purchase  of  these  properties,  the  ore,  estimating  it  at  400,000,000 
tons,  cost  the  corporation  something  less  than  20  cents  per  ton,  and 
putting  it  on  a  cash  basis  estimated  at  the  market  value  of  these 
stocks  at  that  time,  it  did  not  amount  to  10  cents  per  ton. 

The  EockefeUer  mines  together  with  other  properties  acquired  by 
Mr.  Gayley  contained  "everything  on  the  Messabe  that  is  good,  that 
is  best,  that  is  first  class,  with  possibly  one  exception,"  and  all  the 
HUl  holdings  were  on  the  Mesabi  Range. 

The  Old  Range  ores  are  still  more  rare  and  costly,  yet  Mr.  Gayley, 
in  June,  1901,  acquired  a  one-third  interest  in  the  Nagaunee  mine, 
thought  to  contain  5,000,000  tons  of  ore,  for  $500,000  cash. 

Mr.  Gayley  believes  this  ore  is  just  as  good  as  the  celebrated 
Narril  finest  of  Old  Range.  *  *  *  That  it  is  the  best  piece  of 
property  on  the  Marquette  Range  he  Imows  of.  (MacRae  Rept., 
p.  3788.) 

On  December  6,  1902,  this  concern  secured  the  Champion  mine 
at  Marquette,  Mich.,  together  with  20,000  acres  of  unexplored  land, 
at  approximately  $1,000,000.     (MacRae  Rept.,  p.  3809.) 

The  Whiteside  forty  containing  7,000,000  tons  upon  a  royalty 
basis  of  not  exceeding  25  cents  per  ton.     (MacRae  Rept.,  p.  3811.) 

On  May  12,  1903,  the  Monroe  ore  property  with  its  25,000,000  tons 
of  ore  was  taken  over  at  30  cents  per  ton,  together  with  a  traffic 
contract  that  made  it  practically  /ree  ore  to  the  corporation.  (Mac- 
Eae's  Rept.,  p.  3818.) 

The  American  Steel  &  Wire  Co.,  as  has  been  stated,  purchased  the 
Sauntry  mine  in  1899,  containing  from  40,000,000  to  45,000,000  tons, 
at  $700,000  cash.  In  1900  the  Sharon  Steel  Co.  purchased  the  fee 
to  the  Sharon  mine  for  $150,000  (this  mine  had  20,000,000  tons  of 
ore).  (H.  K.  S.  Rept.,  p.  208.)  In  December,  1910  (three  years 
after  the  Hill  lease),  the  corporation  purchased  a  certain  Walker 
tract,  containing  1,400,000  tons,  at  10  cents  per  ton.  (Minutes  finance 
committee,  Dec.  20,  1910,  MacRae  Rept.,  p.  3879.) 

Some  idea  of  the  proportions  of  this  unusual  lease  may  be  gained 
by  comparing  its  royalties  with  the  price  at  which  ores  were  then  and 
are  now  selling;  wherever  ore  is  found  in  that  region,  in  "some  iso- 
lated spot"  overlooked  by  Mr.  Gayley. 

In  this  connection  the  following  excerpt  from  a  brief  filed  against 
a  tonnage  tax  bill  in  the  House  of  Representatives  of  the  Minnesota 
Legislature  in  1909  by  the  delegation  from  St.  Louis  County  (a  large 
number  of  the  mines  of  the  Mesabi  Range  being  in  this  county)  may 
be  noted: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than  1 
cent  per  ton.  The  highest  that  we  ever  knew  were  for  15  cents 
per  ton.  There  may  have  been  sales  at  a  higher  price,  hut  we 
nave  never  Tcnovm  of  one,  and  upon  inquiry  can  learn  of  none. 
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This  positive  and  deliberate  statement,  coming  from  a  delega- 
tion of  men  representing  the  richest  iron-oie  mining  section 
of  the  country,  is  certainly  entitled  to  much  consideration, 
even  though  it  may  not  be  an  exact  indication  of  maximum 
ore  values.  Furthermore,  tJiis  statement  was  made  in  1909,  or 
eight  years  after  the  organization  of  the  Steel  Corporation,  during 
which  interval  there  nad  been  a  considerable  appreciation  in 
values  of  ore  property.    (H.  K.  S.  Kept.,  pt.  1,  p.  208.) 

And  later  stUl,  in  1912,  Messrs.  Cole  and  Sellwood  were  before  this 
committee,  the  former  for  years  in  charge  of  the  corporation's  ore 
properties  in  the  Northwest  and  the  latter  one  of  the  best  informed 
and  most  experienced  of  ore  dealers  and  expert  in  determining  the 
value  of  such  properties  in  the  opinion  of  Mr.  James  J.  Hill  and  the 
representatives  of  the  Steel  Corporation.  Neither  of  these  gentlemen, 
after  having  their  attention  called  to  this  statement,  could  recall  a 
sale  of  ore  where  a  greater  sum  than  15  cents  per  ton  had  been  paid 
for  an  absolute  title  in  fee  simple  for  iron  ores  in  that  region.  Mr. 
Sellwood  further  states : 

The  Chairman.  Did  you  not  have  the  question  up  (in  the 
district  courts)  as  to  the  value  of  these  iron  ores  in  the 
ground  ?     *     *     * 

Mr.  Sellwood.  I  think  I  did. 

The  Chairman.  I  will  refresh  your  memory  and  ask  you  if  you 
did  not  place  the  value  of  the  ore  in  the  ground,  before  it  is 
stripped  or  anything  of  that  sort,  at  from  4  to  5  cents  ? 

Mr.  Sellwood.  I  think  I  did ;  now  that  I  come  to  think  of  it, 
it  was  before  the  court  in  Duluth  ? 

Mr.  Gardner.  What  year  was  that  ? 

Mr.  Sellwood.  I  would  say  that  was  fully  10  or  12  years  ago. 
It  was  at  the  time  we  changed  from  the  tonnage  tax  to  a  real 
estate  valuation.     *     *     * 

The  Chairman.  What  I  would  hke  to  know  is,  was  that  val- 
uation placed  upoji  the  Bessemer  or  non-Bessemer — the  4  or  5 
cents  ? 

Mr.  Sellwood.  Well,  that  was  placed  on  the  Bessemer,  and 
the  non-Bessemer  was  less. 

Mr.  Gardner.  That  was  the  fee  value  ? 

Mr.  Sellwood.  Yes,  sir. 

Mr.  Gardner.  Do  you  know  what  year  that  was  in  ? 

Mr.  Sellwood.  It  was  fully  10  or  12  years  ago.  (Hearings, 
pp.  5464-5465.) 

Mr.  P.  H.  Nelson,  who  now  lives  on  the  Mesabi  Range  at  Hibbing, 
for  18  years  engaged  in  the  purchase  and  operation  of  iron  mines, 
and  for  a  good  part  of  that  time  in  the  employ  of  Mr.  James  J.  Hill, 
hiraseK  states: 

Mr.  Gardner.  But  what  is  iron  ore  worth  in  the  ground? 
Well,  we  will  say  an  average  of  55  or  60  per  cent  metallic  content  ? 

Mr.  Nelson.  I  fhinlc  10  cents  a  ton  for  iron  ore  in  the  ground  is  a 
good  price ,  and  I  have  iron  ore  myself. 

Mr.  Gardner.  That  is,  high  metallic  or  Mesabi  ore? 
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Mr.  Nelson.  Fifty-eight  per  cent,  yes.  Of  course  it  depends 
on  the  mining  conditions.  If  you  have  property  that  is  easily 
stripped,  and  so  on,  that  makes  a  difference. 

Xir.  Gardner.  But  suppose  you  had  a  great  quantity  of  prop- 
erty spread  all  over  the  Mesabi  Range  and  elsewhere.  You 
think  10  cents  a  ton  would  be  a  fair  valuation  for  that  ore  in  the 
ground  ? 

ilr.  Nelson.  I  think  so. 

Mr.  Gardner.  At  present,  say  ? 

Mr.  Nelson.  Yes,  sir. 

Mr.  Gardner.  And  it  ought  to  have  been  the  case  10  years 
ago,  or  do  you  know  ?     Were  you  in  the  business  10  years  ago  ? 

Mr.  Nelson.  I  started  in  about  12  years  ago  exploring. 

Mr.  Gardner.  Should  you  say  they  are  more  valuable  now 
than  they  were  12  years  ago  ? 

Mr.  Nelson.  Oh,  yes. 

Mr.  Gardner.  Therefore  10  cents  a  ton  would  have  been  an 
excessive  valuation? 

Mr.  Nelson.  In  the  ground,  you  understand. 

Mr.  Gardner.  *  *  *  Suppose  you  found  in  examining  the 
books  of  some  concern  that  they  had  valued  their  ore  in  the 
ground  at  50  cents  a  ton.  Would  you  think  that  was  excessive, 
m  calculating  and  making  that  statement  of  their  assets?  If 
you  found  they  valued  their  ore  at  50  cents  a  ton  in  the  ground, 
would  you  consider  that  excessive  ? 

Mr.  Nelson.  I  would. 

Mr.  Gardner.  Should  you  consider  25  cents  excessive? 

Mr.  Nelson.  Yes,  sir. 

Mr.  Gardner.  Should  you  consider  15  cents  excessive? 

Mr.  Nelson.  Well,  that  is  getting  around 

Mr.  Gardner.  To  about  where  you  think  it  ought  to  be  ? 

Mr.  Nelson.  Yes.     (Hearings,  pp.  1945-1946.) 

Ordinarily  one  leasing  ore  has  the  benefit  of  the  interest  on  the 
deferred  payments  for  the  various  amounts  of  ore  (minima)  taken  out 
each  year  during  the  life  of  the  lease,  usually  about  30  years.  And 
the  actual  cost  of  the  ore  is  ascertained  by  calculating  the  present 
worth  of  these  various  sums  payable  usually  during  the  life  of  the 
lease.  For  instance,  purchases  under  a  30-year  lease,  at  a  royalty  of 
25  cents  per  ton  (the  usual  royalty  for  Messabe  ores)  is  about  equiva- 
lent to  fee  ore  at  11  cents  per  ton.  But  no  such  rule  can  be  applied 
to  this  extraordinary  lease,  the  ore  rising  in  value  each  year  3.4  cents. 
That  is,  interest  on  the  royalty  was  calculated  in  favor  of  (he  lessor  at  the 
rate  of  4  per  cent  per  annum.  In  other  words,  in  1915  Mr.  Hill  would 
have  been  collecting  annually,  by  virtue  of  this  provision,  an  amount 
equivalent  to  the  interest  on  $140,000,000  invested  at  4  per  cent,  a 
sum  sufficient  to  have  purchased  the  whole  400,000,000  tons  of  ore  at 
35  cents  per  ton. 

This  lease  could  not  be  canceled  prior  to  1915;  by  its  terms  the  cor- 
poration agreed  to  receive  at  Superior  750,000  tons  in  1907,  the  ton- 
nage and  cost  per  ton  increasing  annually  until  1917,  upon  reaching 
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maximum  of  8,250,000  tons,  at  $1.99  per  ton,  making  in  all  a  total  of 
49,500,000  tons,  at  an  average  cost  of  $1,881  per  ton,  amounting  in  all 
to  $92,875,000. 


Year. 

Tons. 

Rate. 

Amount. 

1907 

760,000 
1,500,000 
2,250,000 
3,000,000 
3,760,000 
4,500,000 
5,250,000 
6,000,000 
6,750,000 
7,500,000 
8,250,000 

1.66 

1.684 

1.718 

1.752 

1.786 

1.844 

1.854 

1.888 

1.922 

1.956 

1.99 

tl, 237,500 

1908.                                                           ...                          

2,620,000 

1909                                                                                                       

3,865,500 
6,256,000 
6,697,500 

1910 

1911.                                                            

1912                                                                                                           

8,190,000 
9,733,500 

1913 

1914.      .                                                    

11,328,000 

1915 

12,973,500 

1916 

14,670,000 
16,417,600 

1917 

49,500,000 

92,895,000 

At  the  time  this  lease  was  made  neither  ]\'Ir.  Hill  nor  the  Steel  Cor- 
poration had  any  definite  idea  of  the  amount  of  ore  in  his  holdings. 
They  had  no  idea  whether  they  were  leasing  250,000,000  or  500,000,000 
tons.  Thomas  F.  Cole,  for  years  in  charge  of  all  the  corporation's 
ore  properties,  states : 

The  Chairman.  You  spoke  of  the  difference  of  opinion  be- 
tween various  engineers  as  to  the  probable  amount  of  ore  in 
the  HiU  ore  properties,  running  from  two  hundred  and  fifty  to 
five  hundred  million.  How  did  this  vast  difference  of  opinion 
occur  where  you  had  a  flat  body  of  ore,  easily  reached  by  drill- 
ijjg?  *  *  *  Had  Mr.  HiU's  engineers  made  their  estimates 
from  actual  drills  ? 

Mr.  Cole.  Oh,  no,  indeed.  The  major  'portion  of  those  lands 
was  entirely  unexplored. 

The  Chairman.  Unexplored  ? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  His  estimates,  then,  were  made  practically 
upon  the  drillings  in  adjacent  lands. 

Mr.  Cole.  Some  exploratory  worlc  that  had  been  conducted  on 
their  lands  and  undoubtedly  examinations  that  his  men  had 
conducted  on  other  lands. 

The  Chairman.  How  much  of  the  entire  HOI  ore  properties 
were  stripped  at  the  time  the  Steel  Corporation  acquired  them?- 

Mr.  Cole.  Not  to  exceed  30  acres.  That  is,  those  lands  that 
were  turned  over  to  the  Steel  Corporation.  (Hearings,  pp. 
5498-5499.) 

The  Chairman.  How  much  of  the  Hill  ores  would  have  to  be 
concentrated  of  the  250,000,000  tons  that  is  in  there  ? 

Mr.  Cole.  I  am  utterly  unfamihar  with  the  nature  of  the  ores 
as  shown  up  by  the  development  work  that  has  been  conducted 
since  I  left  the  corporation;  but  as  a  rough  guess  I  should  say 
60  per  cent  probably  will  have  to  be  concentrated. 

The  Chairman.  What  is  the  cost  of  concentration  ? 

Mr.  Cole.  The  cost  is  very  low.  I  should  place  it  under  10 
cents  per  ton.     (Hearings,  p.  5504.) 
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These  lands  had  not  even  been  explored.  Hill  estimated  at  his  own 
holdings  by  the  character  of  the  properties  adjoining  him.  The  cor- 
poration was  compelled  at  its  own  expense  to  find  this  ore.  After  the 
drills  had  located  it  and  the  overburden  of  earth  was  removed  60  per 
cent  of  it  was  so  mixed  with  sand,  gravel,  and  other  deleterious  or 
worthless  substances  that  it  had  to  be  "concentrated";  that  is,  the 
gravel,  sand,  etc.,  washed  out  of  it,  and  the  amount  of  this  stufif 
eliminated  by  the  concentrator  usually  equaled  in  bulk  the  ore  that 
was  left  when  the  process  was  completed. 

The  Steel  Corporation  constructed  a  "concentrator"  at  a  cost  of 
about  $1,500,218.  The  following  letter  received  from  Mr.  Filbert, 
auditor  of  the  Steel  Corporation,  details  the  other  items  of  expense 
incident  to  the  mining  of  this  ore  as  follows : 

For  the  year  1907  the  average  cost  of  stripping  per  yard  of 
overburden  removed  was  33.1  cents.  The  cost  per  ton  of  ore 
uncovered  necessarily  varies  materially  on  different  properties 
according  to  the  depth  of  the  stripping  removed  and  the  tonnage 
of  ore  thus  uncovered.  No  data  has  been  recorded  showing  the 
ore  tonnage  uncovered  by  the  1907  stripping.  From  general 
knowledge  of  the  subject,  however,  it  is  estimated  that  the  strip- 
ping cost  in  that  year  was  equal  to  about  14  cents  per  ton  of  ore. 

To  December  31,  1911,  there  had  been  expended  for  stripping 
as  above  $4,406,478.21.  To  the  same  date  there  had  been  uncov- 
ered ore  tonnage  of  approximately  37,865,000  tons.  (Hearings, 
p.  5285.) 

This  leaves  11,635,000  tons  net  to  be  stripped,  taking  the  "base" 
59  per  cent  as  the  average,  or  an  additional  expenditure  of  $11,635,000, 
making  a  total  for  stripping  alone  of  $6,035,378.21,  to  say  nothing 
of  the  cost  of  exploration  and  drilling. 

This  vast  project  of  exploring  and  developing  an  area  of  over 
29,000  acres,  only  SO  acres  of  which  had  ever  been  "stripped,"  was 
undertaken  at  a  time  when  this  corporation  had,  at  an  expenditure 
of  multiplied  millions  and  the  performance  of  an  engineering  feat  sec- 
ond in  magnitude  on  this  continent  only  to  the  digging  of  the  Panama 
Canal,  removed  the  earth  and  rock  from  a  depth  of  from  50  to  150 
feet  from  the  cream  of  the  Mesabi  Kange,  exposing  ore  over  areas 
which  can  be  adequately  expressed  not  in  terms  of  cubic  yards  or 
feet,  but  in  acres  and  square  miles.  And  into  these  "open  pits" 
were  extended  the  tracks  of  the  Great  Northern,  the  Duluth  &  Iron 
Range,  and  the  Duluth,  Missabe  &  Northern  Railroads.  The  only 
additional  expense  incident  to  the  mining  of  these  ores  was  the 
transferring  of  the  loose  gravel-like  substances  by  a  steam  shovel 
from  the  mine  to  an  adjacent  car,  five  or  six  scoops  of  these  huge 
machines  filling  a  50-ton  car,  and  handling  the  material  at  the  rate 
of  a  thousand  tons  an  hour  at  a  cost  of  not  exceeding  10  or  15  cents 
per  ton. 
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Those  m"ncs  were  stripj^ed  almost  withoi?t  exox  j  uoii  K-lore  the  Hill 
least?  was  made:  but  the  heavy  minima.  5.500aXR"I  tons  contained  in 
the  inexorable  contract,  forced  the  corporation  to  leave  these  devel- 
oped mines  and  to  go  upon  a  costly  exploring  expedition  in  sesrch 
of  the  200,000.000  or  500000.000  tons  of  ore,  no  man  knew,  which 
were  buried  somewhere  in  this  30.000  acres  of  ■»-ildemeiss. 

The  real  disparity  between  the  cost  to  the  corporation  of  the  Hill 
ores  and  their  own  can  only  be  acctirately  determined  by  comparing 
the  actual  cos:  of  a  ton  of  each  dehvered  on  the  docks  at  Dulu^  or 
Superior. 

This  year  [1912]  the  corporation  wnll  pay  $1.S4  f>erton  for  4 .?00.000 
tons  of  ore  i,59  per  cent  iron),  with  the  additional  expense  of  not  less 
than  10  cents  per  ton  for  concentrating  60  per  cent .  say  5  cents  per  ton, 
leaving  out  of  consideration  the  extra  cost  for  explon^tion.  drilling, 
and  stripping,  or  $1.S9. 

Now.  the  Steel  Corporation  owns  its  own  roads,  and  it  costs  this 
concern,  by  its  own  admission,  not  exceeding  4o  cents  per  ton  to  ship 
this  ore.  In  fact,  it  costs  a  gre.^t  deal  less:  btit  for  the  purposes  of 
illustration  the  estimate  of  Mr.  Gayley  as  to  the  cost  of  transportation 
will  be  taken  in  this  instance  rather  than  our  own. 

On  May  12.  1903,  the  exectitive  committee  were  considering  the 
pi.rchase  of  the  Monoe  mine,  which  involved  the  cancellation  of  a 
traffic  contract  with  the  Great  Northern  Kailroad  and  the  shippiug 
of  the  ore  over  the  corporation's  rails.     Mr.  Gayley  said: 

The  securing  of  the  property,  therefore,  on  this  b:\sis  would  not 
cost  more  than  on  the  present  basis,  am?  we  will  be  s^iire  of  the 
trainc  eontract  on  the  ore,  vMch  mil  r.d  ug  S-5  ctnts  per  ton.  In 
other  words,  by  securing  the  traffic  contract  we  secure"  the  ore 
in  this  property  free  of  royalty,  the  projit  on  the  traffic  contract 
more  tJian  conLpti.sating  lor  the  royalty.  (Minutes  executive  com- 
mittee. May  2.  1003.  MacRae  Kept.,  p.  3S1S.) 

Estimating  the  cost  of  mining  to  be  the  same  in  both  instances, 
at.d  the  royalty  on  the  ore  in  the  corporation's  mmes  at  the  usual 
rate.  2.5  cents  per  ton  (much  more  than  the  actual  cost  to  the  Steel 
Corporation^  ore  delivered  from  its  own  mines  at  Duluth  involved 
an  actual  outlay  of  not  exceeding  70  cents,  less  the  cost  of  stripping 
and  mining. 

Under  the  Hill  lease  the  cost  of  the  same  ore  dehvered  at  the  same 
pouit  ;^  lake  port)  was  $1.S9  (less  cost  of  mining  and  strippmg\ 
making  the  actual  cost  to  the  corporation  of  this  ore  $1.19  per  ton 
at  the  present  time. 

No  such  sum  would  ever  have  been  paid  for  the  purpose  of  securing 
as  an  ore  reserve  only  "eveiy  pound  of  ore  and  every  piece  of  ore 
property"  in  the  Northwest. 
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It  must  be  remembered  that  these  Hill  properties  involved  more 
than  a  mere  reserve  for  future  new  and  competing  steel  companies. 
They  were  an  actual  menace. 

This  the  corporation  knew,  and  so  did  Mr.  Hill.  Astute  as  Mr.  Gary, 
with  a  breadth  of  vision  equal  perhaps  to  Morgan's,  the  "empire 
builder"  saw  at  an  early  date  the  possibility  of  this  new  and  unex- 
ampled iron  range,  as  did  Rockefeller,  and  whUe  the  latter  was 
assimilating  the  Merritt's  holdings,  he  secured  a  region  only  less 
extensive  from  the  lumbermen,  Wright  and  Davis,  at  a  Uttle  greater 
expense. 

Hill  was  more  than  an  owner  of  iron  ores.  He  was  essentially  a 
shipper,  to  such  an  extent  that  at  one  time  the  corporation  hoped  to 
secure  these  ores  simply  by  giving  all  the  traffic  contracts  for  their 
shipment  to  the  Great  Northern  lines.  Mr.  Schwab,  then  president 
of  the  Steel  Corporation,  stating — 

The  President.  I  believe  we  must  make  some  arrangement 
with  Hill  *  *  *.  I  think  Mr.  Hill  ought  to  give  us  the 
leases  of  all  his  properties,  subject  to  a  contract  witJi  Mm  hy  which 
we  would  guarantee  him  a  certain  minimum  of  traffic  over  his  road. 
All  he  wanted  was  the  traffic.     He  does  not  want  any  royalty. 

The  Chairman.  I  thinlc  you  will  have  to  pay  a  small  royalty. 

(Minutes  executive  committee,  May  20,  1902,  MacRae's  Kept., 

p.  3801.) 

These  ores  in  the  ground  were  worth  about  10  or  15  cents  a  ton;  on 

the  cars  of  the  Great  Northern  Railroad  they  paid  the  excessive  rate 

of  80  cents  per  ton  for  a  haul  of  about  100  miles,  and  one  engine 

could  pull  from  105  to  120  50- ton  cars  down  the  gradual  incline  from 

the  range  to  Superior,  netting  the  Ilill  roads  four  or  five  hundred  per 

cent  of  the  value  of  the  unmined  ore. 

Hill  could  sell  and  deliver  ore,  and  to  realize  on  his  extensive  invest- 
ment and  valuable  ore,  railroad,  and  dock  properties  he  must  sell  and 
deliver.  The  old  steel  companies  under  the  now  firmly  established 
policy  of  integration  had  secured  ore  reserves  many  years  ahead.  It 
was  probable  that  Hill,  failing  to  find  a  market,  would  make  one. 

The  millions  spent  in  "organizing,"  "consolidating,"  and  "syndi- 
cating" the  steel  industry  were  imperiled  so  long  as  this  immense 
reserve  of  ore  and  the  superb  means  for  transporting  it  remained  in 
the  hands  of  James  J.  Hill.  Should  he  find  some  new  Carnegie  with 
his  "young  partners,"  the  overcapitalized  corporation  would  find 
itself  once  again  face  to  face  with  that  ever-dreaded  industrial  "force" 
of  which  Mr.  Temple  speaks — "destructive  competition." 

With  the  Hill  ores  under  its  control,  even  by  complying  with  the 
hard  conditions  of  Mr.  Hill's  inexorable  demand,  "destructive  com- 
petition" was  at  last  eliminated,  and  the  Corporation  could  feel 
assured  that  practically  "every  pound  of  ore  and  every  piece  of  ore 
property  in  the  Northwest"  was  out  of  the  market  so  far  as  any  new 
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rival  in  the  steel  business  was  concerned.  It  paid  the  iaconceivable 
price,  and  secured  the  absolute  and  long-coveted  monopoly  for  which 
it  had  unceasingly  labored  for  over  five  years.  That  this  deal  put 
the  steel  industry  on  a  new  basis,  revolutionizing  conditions  so  far  as 
competition  from  other  than  existing  companies  was  concerned  is 
universally  and  unequivocally  admitted  by  men  familiar  with  exist- 
ing conditions,  and  especially  by  those  best  quahfied  to  judge  them. 
Mr.  Schwab  discusses  both  the  cause  and  the  effect  of  this  vital 
and  basic  change  at  some  length  in  the  following  colloquy: 

The  Chairman.  That  was  one  of  the  things  which  made  Mr. 
Andrew  Carnegie  persona  non  grata  with  the  older  steel  concerns, 
was  it  not — that  he  would  sell  and  keep  his  mills  running  ? 

Mr.  Schwab.  That  is  true;  and  I  want  to  say  that  the  policy 
of  the  Carnegie  Co.  for  many  years  was  to  have  nothing  to  do 
with  any  agreements  of  that  sort,  but  the  conditions  were  some- 
what different.  We  had  a  position  to  win  in  the  steel  trade  then. 
There  were  older  companies  than  the  Carnegie  Co.  and  longer 
established,  like  the  Pennsylvania  Steel,  Federal  Steel,  Lacka- 
wanna Steel,  Cambria  Steel,  and  Jones  &  Laughlin.  Those  were 
all  older  concerns.  The  policy  of  the  Carnegie  Co.  was  to 
demonstrate  its  position  and  to  win  a  position  for  itself.  And  it 
is  my  belief  if  Mr.  Carnegie  were  tu  business  now  with  his  plant 
established,  and  his  position  established,  and  with  the  possi- 
bility that  there  is  not  likely  to  be  any  more  great  steel  plants 
any  more  than  there  is  likely  to  be  any  other  great  trunk-line 
railroad,  that  there  will  be  development  and  extension  of  the 
present  businesses,  it  is  my  opinion  his  policy  would  have  been 
somewhat  different,  and  that  ne  would  not  have  made  the  great 
sacrifice  in  prices  he  then  made.     *     *     * 

The  Chairman.  Now,  Mr.  Schwab,  you  say  that  these  con- 
cerns we  have  with  us,  like  the  United  States  Steel  Corporation, 
the  Cambria,  and  the  Pennsylvania,  and  the  rest  of  them,  will 
abide  with  us,  but  there  will  be  no  new  concerns  in  the  field  ? 

Mr.  Schwab.  I  do  not  believe  there  will  be  any  great  develop- 
ment in  iron  and  steel  by  new  companies,  but  rather  development 
by  the  companies  now  m  business. 

The  Chairman.  Now  explain  that  to  us. 

Mr.  Schwab.  For  the  reason  that  the  possibility  of  a  new 
company  getting  a  sufficiently  large  supply  of  raw  materials 
would  make  it  exceedingly  difficult,  if  not  impossible. 

The  Chairman.  In  other  words,  a  great  concern  like  the 
Lackawanna  or  the  Cambria  or  the  United  States  Steel  Corpo- 
ration must  own  vast  ore  reserves  in  order  to  justify  the  expen- 
diture of  an  enormous  amount  of  capital  ? 

Isii.  Schwab.  Quite  so. 

The  Chairman.  And  those  ores  which  are  now  on  this  conti- 
nent are  owned  or  leased  by  the  existing  operating  companies? 

Mr.  Schwab.  Not  all,  but  the  great  part  of  them. 

The  Chairman.  There  is  not  a  sufficient  quantity  outstanding 
to  justify  anyone  else  going  in  the  business  ? 

Mr.  Schwab.  I  do  not  think  it  is  possible  to-day,  with  the 
known  ores,  for  anyone  to  get  a  sufficiently  large  reserve  to 
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justify  the  very  great  expenditure  of  capital  necessary  to  suc- 
cessly  manufacture.     (Hearings,  pp.  1289-1291.) 

Before  the  Ways  and  Means  Committee,  on  December  15,  1908, 
Mr.  Schwab  stated: 

Mr.  Ceumpacker.  The  Mesabi  deposits  are  almost  owned  en- 
tirely now  by  the  large  manufacturers  ? 

Mr.  Schwab.  They  are. 

Mr.  Cettmpaoker.  The  small  independent  manufacturer  has 
to  buy  his  pig  iron  or  his  ore  from  competitors  1 

Mr.  Schwab.  That  is  true. 

Mr.  Ceumpacker.  The  Mesabi  deposits  are  the  chief  source 
of  iron  ore  for  northern  producers  ? 

Mr.  Schwab.  Not  the  Mesabi  alone,  but  the  Northwest. 

Mr.  Ceumpackee.  Lake  Superior  ? 

Mr.  Schwab.  The  Lake  Superior  district  is  the  chief  source  of 
supply.     (Tariff  hearings,  1908-9,  pt.  2,  p.  1673.) 

Judge  Gary,  before  the  Ways  and  Means  Committee,  evidently  hesi- 
tated to  admit  and  yet  could  not  deny  that  the  corporation  held  at 
least  an  "ultimate"  monopoly  of  raw  materials: 

Mr.  Cockean.  Now,  among  the  conditions  that  contribute  to 
that  situation,  an  important  element  is  your  ownership  and  con- 
trol of  the  ore  supply  ? 

Mr.  Gaet.  Yes;  of  course  it  is. 

Mj.  Cockean.  You  practically  do  control  the  ore  supply  of  the 
country  ? 

Mr.  Gaey.  No;  not  now.     Not  for  the  immediate  future. 

Mr.  Cockean.  Well,  the  ultimate  supply  ? 

Mr.  Gaet.  Yes;  I  think  so — that  is,  pretty  nearly.  It  is  not 
absolute  control.  (Hearings,  Ways  and  Means  Committee, 
1908-9,  Dec.  18,  1908,  pt.  2,  p.  1752.) 

Mr.  Carnegie,  out  of  the  business,  and  void  of  bias  or  interest,  is 
more  emphatic  in  his  statement  of  a  condition  with  which  he  is 
perfectly  famihar  and  of  which  he  is  thoroughly  qualified  to  speak: 

Mr.  Caenegie.  My  view,  Mr.  Chairman,  in  regard  to  steel  is 
that  an  element  has  come  in  which  does  not  affect  any  other 
industry  of  which  I  have  knowledge.  Gentlemen,  you  can  not 
organize  new  steel  companies  in  this  country  now.     Mark  that. 

The  Chairman.  Why  not  ? 

Mr.  Caenegie.  Because  they  could  not  buy  ore. 

The  Chairman.  They  could  not  buy  ore  ? 

Mr.  Carnegie.  They  could  not  buy  ore  at  a  price 

The  Chairman.  Are  there  not  millions  of  tons  of  ore  in  Tennes- 
see and  West  Virginia  and  Pennsylvania  which  no  great  concern 
has  yet  preempted  and  that  are  avaiRible  at  a  small  cost?  I 
have  heard  that. 

Mr.  Carnegie.  If  no  man  has  ever  thought  that  he  could  buy 
these  ores  and  go  into  the  manufacture  successfully,  that  is  veiy 
significant.  There  have  been  hundreds  of  men  in  search  of  such 
a  treasure.  Do  not  run  away  with  the  idea  that  the  ores  of 
Tennessee  can  well  compete  with  the  ores  they  are  getting  from 
Lake  Superior. 
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The  Chaieman.  Why  not  ? 

Mr.  Carnegie.  Because  the  elements  are  not  there.  The  ores 
are  not  the  same.  The  expenses  are  higher.  They  are  in  the 
■wrong  place  for  manuf  acturmg.  The  consumer  is  not  near  there. 
Believe  me,  the  search  for  ore  in  this  country  has  been  very, 
very  keen  for  many  years.     *     *     * 

The  Chairman.  *  *  *  }^_  Schwab  claims  that  all  of  these 
ores,  and  Mr.  Perrin  and  the  rest  of  them  say  the  same  thing, 
are  now  held  by  the  companies  in  operation,  and  that  there  is 
no  more  of  it  in  the  market  available.     Is  that  true  ? 

Mr.  Keed.  Mr.  Schwab  did  not  testify  to  that.  Mr.  Perrin 
did  and  i\Ir.  Moore  and  Mr. 

The  Chairman.  IIt.  Schwab  said,  if  I  remember  correctly, 
that  there  would  be  no  more  new  great  iron  concerns,  because 
there  was  no  ore  available. 

Mr.  Carnegie.  Yes;  he  did.  Schwab  is  an  authority  on  that. 
I  think  Schwab's  statement  is  correct. 

Mr.  Chairman,  you  would  be  amazed  at  the  price  it  would 
bring  if  there  were  new  fields  of  ore  discovered  to-day.  The 
end  of  the  Lake  Superior  region  is  not  far  away,  and  what  we  are 
going  to  do  I  do  not  know.  If  there  would  be  some  further  dis- 
coveries, possibly  that  would  help  the  situation. 

The  Chairman.  Are  there  ores  in  the  Lake  Superior  region 
now  in  sufficient  quantities  that  could  be  secured  and  smelted 
at  such  a  cost,  by  independents,  as  to  make  them  available  for 
the  purpose  of  utilizing  those  ores  as  the  basis  of  new  competing 
concerns  with  the  existing  concerns  ? 

Mr.  Carnegie.  The  best  evidence  of  that  is  that  there  has 
been  no  attempt  of  any  competing  concerns  for  many,  many 
years.     (Hearings,  pp.  2490-2491,  2492.) 

The  momentous  statement  of  Mr.  Carnegie  that  "  an  element  has 
come  into  the  steel  industry  which  does  not  effect  any  other" — 
i.  e.,  its  absolute  ownership  and  control  of  the  sole  supply  of  its  raw 
material — should  command  the  most  earnest  and  serious  attention 
of  legislators. 

No  monopoly  can  be  absolutely  secure  or  for  any  length  of  time 
inordinately  oppressive  which  is  dependent  upon  another  industry 
for  its  subsistence,  which  it  does  not  control  or  can  not  successfully 
exploit.  It,  in  the  nature  of  things,  must  meet  resistance  from  two 
directions  continually,  from  the  producer  of  its  raw  materials  on  the 
one  hand  and  the  consumer  of  its  finished  product  on  the  other. 

The  American  Tobacco  Co.,  while  destroying  its  competitors  and 
controlling  the  price  of  its  products  to  consumers,  was  in  many 
instances  successfully  resisted  by  the  organized  and  determined  action 
of  the  planters  who  produced  its  raw  materials. 

Cattle  growers  by  the  cooperative  establishment  of  abattoirs  and 
the  encouragement  of  the  local  butcher  can  to  a  degree  escape  the 
exactions  of  the  great  packing  houses. 

Every  monopoly  formed  by  the  consolidation  and  control  of  any 
number  of  mills  or  shops  and  factories  is  to  a  greater  or  less  degree 
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dependent  upon  economy  and  efficiency  in  the  operation  of  its  plants, 
the  skill  of  its  workmen,  and  the  excellence  or  cheapness  of  its  prod- 
uct. Too  inordinate  a  charge,  too  wanton  an  oppression,  or  too 
incapable  a  management  of  its  business  may  encourage  others  to 
invade  the  preempted  industry,  and  to  contend  for  the  lucrative 
profits  enjoyed  by  a  badly  managed  business. 

But  no  amount  of  capital,  no  economy,  no  industry,  no  inventive 
genius  can  create  the  raw  material,  can  reproduce  an  ore  deposit. 
Intrenched  in  such  an  ovmership,  it  becomes  as  impregnable  as  the 
metallic  ranges  upon  which  it  rests.  All  rivalry,  all  opportunity  to 
enter  the  business,  thus  secure  in  its  exclusive  control  of  a  natural 
resource,  which  can  neither  be  purchased  by  the  expenditure  of  cap- 
ital nor  created  by  labor,  is  forever  precluded.  Such  a  monopoly, 
while  reducing  the  wage  of  the  laborer  and  enhancing  the  cost  of  the 
consumer,  may  contemplate  with  unconcern  the  inflation  of  its  securi- 
ties, and  the  inefficiency  of  its  plants,  or  wastefulness  and  incompe- 
tence in  the  conduct  of  its  affairs.  The  prosperity  or  the  power  of 
the  Steel  Corporation  is  not  determined,  however,  by  the  extent  of 
its  control  of  any  single  branch  of  the  industry. 

This  company  was  designed  to  comprehend  within  one  corporate  own- 
ership every  phase  and  every  department  of  the  industry,  and  to  con- 
trol every  process  and  every  agency  incident  to  its  operation.  The 
acquiring  of  the  ore  reserves  of  the  Northwest  was  but  a  single  one 
of  a  long  and  coordinated  series  of  carefully  prepared  plans  by  which 
the  corporation  nroposed  to  dominate  this  business,  in  all  its  vast 
and  varied  ramifications,  throughout  the  whole  domain  of  mining, 
manufacture,  transportation,  and  sale  of  its  product. 

CONTROL   OF  PIG  IRON. 

The  molten  metal  is  either  converted  immediately  into  steel  or 
conveyed  into  sand  molds  and  cooled.  In  this,  its  first  and  crudest 
stage,  the  metal  is  called  pig  iron. 

AU  forms  of  iron  and  steel  are  made  by  the  subsequent  manu- 
facture of  this  pig  metal.  It  is  the  basis  of  the  industry,  and  by  an 
almost  universal  custom,  the  price  of  pig  iron  determines  the  value 
of  steel  in  many  of  its  finished  and  semifinished  stages.  To  regu- 
late the  price  of  pig  iron  was  in  a  great  measure  to  control  the 
industry,  and  to  manipulate  that  price  was  to  exploit  it. 

As  has  been  shown,  the  old  and  established  concerns  had  acquired 
extensive  ore  holdings  prior  to  the  formation  of  the  corporation 
and  could  not  be  affected  by  its  activities  on  the  ranges  of  the 
Northwest.  Almost  without  exception,  the  so-called  ore  dealers 
were  furnace  men,  selling  pig  iron  rather  than  ore. 

Pig  iron  was  produced  in  a  limited  amount  in  the  South  and  the 
Steel  Corporation  until  1907  had  faUed  to  secure  large  holdings  in 
that  region. 

54946°— H.  Rept.  1127,  62-2 7 
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When  it  is  remembered  that  semifinished  steel,  billets  and  bars, 
plates,  and  the  hke,  are  usually  sold  for  future  delivery  and  the 
price  is  determined  by  the  value  of  pig  iron  at  that  time,  the  full 
significance  of  any  manipulation  of  the  market  in  this  commodity 
is  apparent.' 

An  extract  from  a  contract  between  the  Carnegie  and  the  Pitts- 
burgh Steel  Cos.  will  fully  illustrate  the  way  in  which  the  price  of 
billets  sold  for  future  deUvery  were  automatically  determined  by 
the  price  of  pig  iron: 

The  price  f.  o.  b.  cars  buyers'  works,  Monessen,  Pa.,  and  Glass- 
port,  Pa.,  contemplated  under  this  contract  for  Bessemer  and 
open-hearth  steel  billets  4  inches  square  and  under  shall  be  fixed 
for  each  three  montlis'  period  beginniag  with  the  third  quarter  July 
1,  1905,  and  shall  be  determined  according  to  the  table  givea 
hereafter  from  the  average  selling  price  f.  o.  b.  Pittsburgh  of 
standard  Bessemer  pig  iron  for  the  next  preceding  three  months. 
The  average  market  price  of  standard  Bessemer  pig  iron  shall  be 
agreed  upon  within  one  week  from  the  end  of  each  month,  and 
the  average  price  for  the  three  months,  within  one  week  from 
the  end  of  the  third  month. 


* 

When  the  eiTerage  price  of  pig  iron  is— 

The  amount  to 

be  added  to 
the  price  of  pig 
iron  to  deter- 
mine the  price 
of  bilicts  shall 
be- 

$10  99  and  under 

$5.00 

Jll .00  to  SI  1.99 

6.25 

$12.00  to  $12.99 

6.50 

$13  00  to  $13.99 

6.75 

$14.00  to  $14.99 

6.00 

$1,5.00  to  $15 .99 

6.25 

$16.00  to  $l(i.99 

6.50 

$17.00  to  $17.99 

(1) 

»  At  the  same  ratio  until  the  price  of  billets  4  inches  square  ;md  under  to  the  t^nyers  shall  be  S24 
per  gro^s  ton,  but  in  no  event  shal:!  the  price  to  the  buyers  for  billets  4  Inches  square  exceed  $24  per 
gross  ton  at  any  time  during  the  life  of  this  contract. 

(Hearings,  p.  4378.) 

The  control  of  the  pig-iron  market  was  in  effect  a  mighty  lever  by 
which  the  price  of  semifinished  steel  through  the  whole  industry  could 
be  raised  or  lowered  at  will. 

The  officials  of  the  Steel  Corporation  determined  to  secure  this 
coveted  and  imperial  power  by  a  method  startling  in  its  naked 
simplicity  whenever  the  exigencies  of  the  occasion  demanded  it. 
TTiey  bought  all  the  pig  iron  on  the  market. 

"We  have  bought,"  says  Mr.  Dinkey,  president  of  the  Carnegie 
Steel  Co.,  "22,000  tons  of  pig  iron  for  April  delivery  at  $15.50, 
22,000  tons  from  the  association,  9,000  from  Rogers,  Brown  &  Co., 
and  the  remainder  from  Cherry  Valley.  That  is  all  the  iron 
on  the  market.  (Minutes  Carnegie  Steel  Co.  board  directors, 
Apr.  5,  1905,  MacRae  Rept.,  p.  4074.) 
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Mr.  Corey,  ex-president  United  States  Steel  Corporation,  describes 
another  one  of  these  big  transactions. 

There  is  understood  to  be  about  65,000  tons  in  the  market 
for  third-quarter  deUvery  and  if  we  buy  at  this  time,  it  will  ie 
largely  for  the  purpose  of  preventing  the  furnace  'people  from 
offering  it  around  and  thus  demoralizing  the  marlcet.  The  price 
would  be  around  $18,  valley. 

After  discussion  it  was  agreed  that  the  iron  for  the  third 
quarter  should  be  purchased  on  assurances  from  the  furnace 
people  that  65,000  tons  was  all  the  available  iron  for  that  quarter 
and  that  no  more  should  he  put  on  the  marlcet.  (Minutes  Carnegie 
Steel  Co.  directors.  May  11,  1903,  MacKae  Kept.,  p.  4065.) 

Sometimes  the  job  was  a  little  too  big  even  for  the  corporation; 
then  it  called  in  some  of  its  powerful  neighbors,  who  were  manufac- 
turers of  semifinished  steel  and  would  therefore  share  in  the  profits 
of  the  "corner." 

Mr.  Dickson.  We  have  another  option  (a  rather  indefinite 
option,  good  for  several  days  at  least),  all  the  surplus  iron  of  the 
Valley  Association  for  the  third  quarter,  amounting  to  about 
55,000  tons,  at  $19  Valley.  We  also  have  an  option  from  W.  P. 
Snyder  on  30,000  tons,  same  period,  same  price.  I  think  if  we 
should  insist  on  $18.50  Valley  both  would  agree  to  it;  but  of  course 
we  want  to  pay  them  as  much  as  the  finished  material  will  stand.  I 
talked  with  Mr.  Willis  King,  of  Jones  &  Laughlin,  this  morning 
and  he  thinks  118.50  Valley  would  be  sufficiently  high  to  nmintain 
finished  material.  He  says  they  expect  to  be  purchasers  to  the 
extent  of  10,000  tons  during  the  fall.     *     *     * 

Mr.  Corey.  Are  you  sure  they  will  take  up  all  the  available  iron? 

Mr.  Dickson.  As  sure  as  we  ever  are.  *  *  *  However, 
they  have  agreed  to  guarantee  the  price  against  themselves.  I 
understand  the  matter  will  be  discussed  in  the  committee  at  New 
Yorlc  to-morrow.  (Minutes  board  directors  Carnegie  Steel  Co., 
May  18,  1903,  MacKae  Eept.,  p.  4065.) 

Mr.  Schwab  explains  in  some  detail  just  why  it  is  advisable  to  keep 
the  price  just  as  "high  as  the  finished  material  wiU  stand." 

The  president  (Mr.  Schwab)  stated  that  he  would  like  to  obtain 
the  views  of  the  committee  (Messrs.  Gary,  Perkins,  Converse, 
Edenborn,  Reed,  and  Gary)  in  regard  to  the  advisability  of  the 
purchase  of  30,000  tons  of  pig  iron  at  $18.50  for  the  third  quarter 
of  1903,  and  for  which  we  would  exchange  coke  at  the  rate  of 
$3  per  ton;  that  we  will  require  about  100,000  tons  in  that 
quarter;  that  he  believes  we  ought  to  always  be  buyers  of  some 
pig  iron;'  that  it  would  be  better  to  even  shut  down  some  of  our 
high-priced  furnaces  and  be  purchasers;  that  the  price  of  our  fin- 
ished steel  products  being  regulated  by  the  price  of  pig  iron,  we 
ought  not  to  be  endeavoring  to  g^t  the  cheapest  iron;  that  we  ought 
to  maintain  the  price  by  little  purchases;  that  $1  a  ton  is  such  a 
little  thing  compared  with  the  advantages  we  receive  in  the  finished 
products;  that  if  we  had  purchased  pig  iron  there  would  not  have 
been  the  present  downward  tendency  in  it. 
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Mr.  Gaylet.  *  *  *  I  think  we  ought  to  hold  the  price  of 
pig  iron  at  $18.50,  and  that  it  is  important  for  us  to  stay  in  the 
market  and  buy  at  $18.50  rather  than  miss  the  deal.  (Executive 
committee  minutes,  May  5,  1903,  MacRae  Eept.,  p.  3817.) 

Some  of  Mr.  Schwab's  "little  purchases"  are  recorded  in  the  min- 
utes of  the  committee  on  finance,  of  which  Mr.  George  W.  Perkins 
was  then  chairman. 

Question  of  purchase  by  subsidiary  companies,  2,500  to  5,000 
tons  of  pig  iron,  was  referred   to   the  president  with  power. 

Purchase  by  the  subsidiary  companies  of  2,550,000  tons  of  pig 
iron  referred  to  chairman  and  president  with  power.  (Extract 
Finance  Committee  minutes  Feb.  24,  1910,  and  Feb.  24,  1911, 
MacRae  Rept.,  pp.  3875,  3912.)    ' 

The  minutes  of  the  corporation  tell  in  few  words  the  immediate  and 
effective  result  of  buying  pig  iron  in  quantities  varying  from  2,000  to 
2,000,000  tons.  On  February  1,  1905,  this  brief  entry  is  found  on 
the  minutes  of  the  board  of  directors  of  the  Carnegie  Steel  Co. 

It  was  the  unanimous  conclusion  of  the  board  that  the  price 
should  le  $13.75  per  gross  ton.     (AlacRae  Rept.,  p.  4056.) 

And  it  was: 

On  September  24,  1901— 

Pig-iron  price ^xe^  $14.50. 

On  November  10,  1901— 

Pig-iron  price  fixed  at  $15  a  ton.     (MacRae  Rept.,  p.  4056.) 

While  buying  pig  iron  in  million-ton  lots,  if  necessary,  in  order  that 
they  might  not  only  control  but  "fix"  the  price  to  the  cent,  the  cor- 
poration did  not  overlook  the  meanest  dealer  in  the  metal  or  the 
most  remote  avenue  by  which  it  might  reach  the  market. 

"Scrap  iron"  can  be  used  as  a  substitute  for  pig  iron  in  open-hearth 
steel  furnaces,  and  the  collector  of  broken  or  discarded  machinery 
and  the  humble  broker  crying  "rags  and  old  iron"  in  the  street  at 
one  time  utilized  this  debris  from  the  factory  and  the  kitchen,  and 
through  this  means  worn-out  rails,  broken  implements,  old  kettles, 
pots,  and  stoves  again  found  their  way  into  the  channels  of  commerce. 

The  utilization  of  this  waste  material  conserved  the  ore  supply 
and  added  in  an  humble  but  material  way  to  the  small  savings  of 
the  artisan  and  the  housewife. 

The  utilization  of  scrap  iron  in  this  way  was  summarily  stopped 
by  the  corporation,  using  in  this  case  as  a  weapon  for  the  quick  de- 
struction of  the  dealer  in  "old  iron"  an  inordinate  control  of  trans- 
poration  rates  on  its  own  and  other  roads. 

The  story  is  briefly  told  in  the  records  of  the  United  States  Steel 
Corporation's  Traffic  Association: 

Mr.  Bentlt.  The  question  of  revision  of  scrap-iron  rates  in 
the  Central  Freight  Association  was  up  at  a  meeting  last  week  in 
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Chicago  and  referred  to  a  special  committee.  Our  position  has 
been  that  our  meanest  competition  Tias  ieenfrom  the  scrap-iron  con- 
sumers; and  if  we  can  get  those  low  rates  up,  we  will  take  some  advan- 
tage/or ourselves.  (Minutes  Traffic  Association,  Apr.  21,  1909, 
MacRae  Kept.,  p.  3988.) 

It  appears  that  the  corporation  had  no  trouble  in  inducing  the  rail- 
roads of  the  country  to  put  the  rates  on  scrap  iron  "up."  In  this 
instance  it  seems  that  a  Mr.  Bihler  was  enabled  to  report  in  exactly 
30  days  that  the  rates  on  scrap  iron  had  been  duly  adjusted  to  meet 
the  convenience  and  serve  the  purposes  of  the  Steel  Corporation. 

On  the  21st  of  May  Mr.  Bihler  advised  his  employers  that: 

The  Central  Freight  Association  special  committee  held  a  con- 
ference on  May  12  with  the  traffic  representatives  of  the  various 
iron  and  steel  producing  concerns  in  Pittsburgh  Valley,  Wheeling 
and  Chicago  districts  to  consider  the  requests  of  a  number  of  inde- 
pendents for  the  estabhshment  of  pig-iron  rates  on  scrap.  A 
detailed  analysis  of  the  situation  showed  that  from  a  corporation 
standpoint  where  a  ton  of  new  steel,  either  for  new  light-steel  rails 
or  new  angles  or  light  channels  or  shapes  was  displaced  by  a  ton 
of  the  same  kind  of  material  rolled  from  scrap  rails  tlie  corpora- 
tion would  lose  the  profit  on  the  ore,  the  steamship  company  on 
the  transportation,  limestone,  coke,  as  well  as  the  profit  in  con- 
version-of  the  raw  material  into  steel,  and  the  carriers  would  lose 
the  revenue  on  the  ore,  coke,  and  limestone.  While  each  indi- 
vidual subsidiary  company  receives  more  or  less  scrap  at  their 
open-hearth  plants,  on  which  outside  transportation  charges  are 
paid,  yet  the  gain  this  way  is  more  than  offset  hy  having  to  meet  the 
competition  of  rerollers  for  light  rails  and  tight  shapes.  The  corpo- 
ration's views  were  stated  to  the  railroad  people;  the  Jones  & 
Laughlin  Steel  Co.  were  of  the  same  view  as  the  corporation  interests. 
The  other  independents  argue  that  the  scrap  for  remelting  in  open 
hearth  furnaces  should  be  entitled  to  pig-iron  rates,  because  of  the 
price,  etc.;  hut  it  is  stated  that  they  did  not  make  out  a  sufficiently 
strong  case,  and  their  petition  for  the  application  of  pig-iron  rates 
wUl  not  he  granted.  (Minutes  Traffic  Association,  May  21,  1909, 
MacRae  Rept.,  p.  3990.) 

The  argument  here  is  certainly,  as  stated,  from  "a  corporation 
Standpoint"  only.  The  arbitrary  raising  of  the  rates  upon  scrap 
iron  from  Pittsburgh  to  Chicago,  the  resultant  waste  of  millions  of 
tons  of  material  which  up  to  this  time  was  and  would  have  been  util- 
ized, in  order  that  those  in  charge  of  the  Steel  Corporation  might 
"take  some  advantage  to  ourselves"  displays  a  lamentable  lack  of 
that  breadth  of  vision  which  would  ordinarily  be  attributed  to  those 
ia  charge  of  so  colossal  a  concern  as  the  United  States  Steel  Corpora- 
tion. A  question  aflFecting  so  closely  the  industrial  operations  and 
domestic  economy  of  the  whole  country  demands  consideration,  from 
great  corporations  and  common  carriers  especially,  from  some  other 
angle  than  an  immediate  and  in  this  case  a  mean  and  unfair  advan- 
tage for  a  single  corporation. 
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This  power  to  write  upon  its  minutes  and  ledgers  "pig  iron  price 
fixed  at  $15.50  a  ton"  was  purchased  at  an  immense  cost  in  money 
and  by  the  total  abandonment  of  any  claims  to  consistency  in  the 
reiterated  boast  that  the  Steel  Corporation,  by  virtue  of  its  Uhmit- 
able  resources  and  immense  financial  strength,  could  render  the  whole 
industry  "symmetrical,"  make  it  an  "integrated,"  a  "rounded  out," 
proposition,  and  by  so  doing  cheapen  production,  and  in  cheapening 
production  lessen  the  cost  to  the  ultimate  consumer,  thus  making 
the  whole  community  sharers  in  its  prosperity  and  its  profits. 

Upon  this  theme  Judge  Gary,  Mr.  George  W.  Perkins,  and  others, 
both  before  this  committee  and  on  divers  and  sundry  other  occasions, 
have  dilated  continually  and  at  great  length.  In  its  successful  efforts 
to  absolutely  "fix"  the  price  of  pig  metal,  arbitrarily  and  at  any  time, 
this  corporation  has  abandoned  all  the  advantages  incident  to  inte- 
gration in  order  to  secure  the  profits  of  combination,  but  which  have 
no  force  or  effect  in  the  actual  conduct  of  its  operations. 

Now  all  steel  is  originally  pig  metal,  but  all  pig  iron  is  not  converted 
into  steel.  The  total  production  of  pig  iron  in  1910  was  27,303,567 
tons  (hearings,  p.  5555),  the  production  of  steel  ingots  and  castings 
(from  which  all  finished  steel  is  made)  was  25,917,281  tons  (H.  K.  S. 
Kept,,  pt.  1,  p.  363),  leaving  an  excess  of  1,386,286  tons  of  pig  iron  to 
be  put  to  other  uses. 

In  addition  to  that  it  requires  1.1  tons  of  pig  metal  to  make  1  ton  of 
steel.     (Tariff  Hearings,  1908-9,  vol.  2,  p.  1635.) 

Now,  the  veriest  tyro  in  the  business  would  see  at  a  glance  that  a 
concern  immeasurably  rich  in  its  mineral  reserve  and  admittedly  in  a 
class  by  itseK,  in  the  ownership  of  transportation  facilities,  both  by 
land  and  water,  to  convey  that  ore  to  its  blast  furnaces,  many  of 
them  located  almost  in  the  midst  of  the  finest  coking-coal  in  the 
country,  would  of  course  produce  more  pig  iron  than  steel;  that  is, 
if  it  made  any  valid  claim  to  being  "symmetrical"  or  "rounded 
out"  or  "integrated,"  or  was  making  sincere  endeavor  to  secure 
those  economic  advantages  incident  to  ' '  the  linking  up  of  productive 
processes  through  acquisition  under  one  control  of  raw  materials  and 
manufacturing  plants  (and  in  some  cases  transportation  facilities) 
and  through  extensions  and  coordination  of  manufacturing  processes." 

The  coordinate  operation  <A  the  blast  and  the  steel  furnace  is  the  most 
perfect  and  striking  example  of  the  economy  of  integration ;  there  is  a 
saving  of  a  dollar  a  ton  in  the  use  of  molten  pig  metal  from  an  adjacent 
furnace  over  cold  pig  iron  from  a  distant  one. 

Yet,  in  order  that  it  might  continue  to  be  a  purchaser  of  pig  iron,  as 
suggested  by  its  first  president,  Mr.  Schwab,  and  by  that  means  fix 
the  price  of  pig  iron,  this  corporation  in  1910,  with  a  pig-iron  capacity 
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of  16,240,700  tons  (H.  K.  S.  Kept.,  p.  269),  shut  down  its  furnaces  or 
refused  to  start  them  and  actually  produced  only  11,831,398  tons 
(H.  K.  S.  Rept.,  p.  370)  of  pig  iron,  and  what  is  more  surprising,  it 
pursues  this  poHcy  notwithstanding  the  fact  that  in  1910  it  forced  it 
to  procure  from  sources  other  than  its  own  blast  furnaces  2,582,768.1 
tons  of  pig  iron.  Its  ingot  production  for  that  year  exceeded  its  pig- 
iron  production  by  2,347,971  tons,  and  it  requires  1.1  tons  of  pig 
iron  to  produce  a  ton  of  steel  ingots  (H.  K.  S.  Rept.,  pt.  1,  p.  370).' 

Since  its  organization  this  company  has  procured  from  other 
sources  than  its  own  blast  furnaces  on  a  market  which  was  deliber- 
ately "bulled"  over  19,831,582.1  tons  of  pig  iron. 

As  will  be  demonstrated  in  another  part  of  this  report,  the  cost  of 
assembhng  the  raw  materials  (ore,  coke,  and  limestone)  at  a  furnace 
in  Pittsburgh,  for  example,  is  approximately  $3  less  to  the  corporation 
than  to  its  competitors,  as  a  result  of  the  former's  control  of  trans- 
portation facilities,  estimating  no  other  element  of  profit  to  the 
corporation  than  that  due  to  this  ownership  of  carriers  and  power 
over  freight  rates,  and  assuming  the  furnaces  at  Pittsbugrh  to  be 
representative  of  a  like  advantage  elsewhere,  then  this  corporation 
was  forced  to  forego  a  profit  on  pig  iron  which  it  could  easily  have 
produced  in  the  last  10  years  in  the  prodigious  sum  of  $59,494,746.30 
in  order  to  "fix"  the  price  of  pig  iron  "ad  libitum." 

This  is  not  the  only  element  of  waste  involved  in  this  transaction. 

A  Bessemer  converter  is  emptied  every  few  minutes,  an  open-hearth 
furnace  every  few  hours;  either  can  be  started  or  stopped  at  short 
intervals  without  great  loss.  The  same  is  true  of  rolling  mills.  But 
these  huge  and  costly  structures  (blast  furnaces),  great  towers  often 
nearly  a  hundred  feet  in  height  and  erected  at  a  cost  of  exceeding  a 

>  The  last  year  has  been  taken  for  the  purpose  of  Illustrating  the  fixed  policy  of  the  corporation.  It 
differs  in  no  material  respect  from  others  since  the  formation  of  this  company,  as  will  be  seen  from  the 
follovriug  condensed  statement; 

Comparison  of  pig-iron  production  of  Steel  Corporation  with  its  crude-steel  production, 

1901-1910. 


rear 

Production 
of  pig  iron, 
Spiegel,  etc. 

Production 

of  ingots 
and  castings. 

Excess  of 
crude  steel 
over  pig-iron 
production. 

1901 , 

Tons. 

6,855,731 

7,975,530 

7,279,241 

7,369,421 

10, 172, 148 

11,267,377 

10,819,968 

6, 934,  408 

11,618,350 

11,831.398 

Tons. 
8,854,820 
9,743,918 
9,167,960 
8,406,378 
11,995,239 
13,511,149 
13,099,548 
7,838,713 
13, 355, 189 
14,179.369 

Tons. 
1,999,089 

1902 

1, 768, 388 

1903 

1,888,719 
1  036  957 

1904 

1905 

1,823,091 
2  243  772 

1906 

1907 

2,279,580 
904  305 

1908.'. 

1909 

1,736,839 

1910 

2,347,971 

Total 

92, 123,-672 

110,152,283 

18,028,711 
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million  each,  stuffed  with  their  big  "burden"  of  tens  of  thousands  of 
tons  of  ore,  coke,  and  limestone,  and  emitting,  at  intervals  of  every 
three  or  four  hours,  a  sputtering  stream  of  molten  metal,  five  hundred 
to  a  thousand  tons  a  day,  must  go  all  the  time  or  not  at  all,  day  and 
night,  during  the  week  and  on  the  Sabbath,  the  blast  furnace 
must  be  kept  in  operation.  To  start  or  to  stop  it  is  an  expensive 
operation,  and  the  most  technically  learned  in  the  steel  industry 
can  find  no  more  inexcusable  instance  of  extravagance,  so  far  as  the 
actual  economy  of  production  is  concerned,  than  in  the  deliberate 
closing  of  a  blast  furnace,  and  the  substitution  of  cold  pig  iron  for  the 
hot  metal  from  adjacent  steel  works.  No  man  is  better  qualified  to 
speak  with  authority  on  this  subject  than  Julian  Kennedy,  having 
been  for  20  years  engaged  in  the  construction  and  operation  of  blast 
furnaces,  and  no  man  has  less  interest  or  bias,  for  or  against  the  Steel 
Corporation,  as  is  manifest  from  his  testimony  before  this  committee. 

The  Chairman.  Did  you  design  or  construct  any  of  the  blast 
furnaces  now  owned  and  operated  by  the  United  States  Steel 
Corporation  ? 

Mr.  Kennedy.  Yes.  Some  at  Braddock,  the  Edgar  Thomp- 
son Works,  some  at  Donara,  some  of  the  Ohio  Works  at  Youngs- 
town.  I  have  also  consulted  and  advised  on  many  other  plants 
which  now  belong  to  the  Steel  Corporation,  in  connection  with 
the  construction     *     *     *. 

The  Chairman.  Have  you  ever  constructed  a  blast  furnace  in 
India  or  China  ? 

Mr.  Kennedy.  In  India,  but  not  in  China. 

The  Chairman.  In  Kussia  ? 

Mr.  Kennedy.  Yes.     *    *    * 

The  Chairman.  I  called  your  attention  this  morning  to  the 
fact  that  the  pig-iron  capacity  of  the  Steel  Corporation  was 
16,000,000  tons,  and  that  its  pig-iron  production  was  11,000,000 
tons;  that  its  steel-ingot  production  exceeded  its  pig-iron  pro- 
duction by,  say,  approximately  2,000,000  tons.  *  *  *  Now, 
is  it  economy  to  close  blast  furnaces,  where  they  can  run  and 
you  can  utilize  their  output,  and  open  up  again — run  them 
intermittently  ? 

Mr.  Kennedy.  It  would  not  be  economy  to  close  them  for  a 
short  time  and  start  them  up  often.  It  is  easy  to  shut  them 
down  if  you  want  to  stop  for  a  month  or  two,  and  then  start  up 
again. 

The  Chairman.  Why  should  a  blast  furnace  to  be  run  econom- 
ically be  run  regularly  ?     Explain  that  to  the  committee. 

]Mr.  Kennedy.  It  would  not  be  good  poKcy  to  shut  down  a 
blast  furnace  once  a  week,  because  it  always  disorganizes  it  and 
puts  it  out  of  condition,  and  it  takes  two  or  three  days  to  get  it 
straightened  around  again.  But  I  take  it  that  would  be  different 
if  you  wanted  to  stop  for  a  month  and  then  start  up  again. 

The  Chairman.  I  believe  that  is  the  reason  given  for  running 
blast  furnaces  on  Sunday  ? 

Mr.  Kennedy.  Yes. 
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The  Chairman.  That  it  is  a  metallurgical  necessity  to  keep 
running  them  after  they  are  started. 

Mr.  Kennedy.  Yes. 

The  Chairman.  The  continued  shutting  down  and  opening  up 
and  starting  the  blast  furnaces  is  an  expensive  operation  ? 

Mr.  Kennedy.  If  you  stop  blast  furnaces  often  and  start 
them  up  again  they  do  not  work  very  well  for  the  next  24 
hours. 

The  Chairman.  I  find  this  statement  by  Mr.  Gary.    He  states : 

"It  would  be  better  to  even  shut  down  some  of  our  high- 
priced  furnaces  and  be  purchasers;  that  the  price  of  our  finished 
steel  products  being  regulated  by  the  price  of  pig  iron,  we  ought 
not  to  be  endeavoring  to  get  the  cheapest  iron;  that  we  ought 
to  maintain  the  price  by  little  purchases ;  that  $1  a  ton  is  such 
a  little  thing  compared  with  the  advantages  we  receive  in  the 
finished  products ;  that  if  we  had  purchased  pig  iron  there  would 
not  have  been  the  present  downward  tendency  in  it." 

Now,  as  a  practical  steel  man,  I  will  ask  you  to  tell  me  what 
advantage  it  is  to  the  Steel  Corporation  to  pay  a  dollar  more  for 
pig  iron  than  the  market  price  and  to  so  conduct  their  business 
as  to  have  it  raised  a  dollar  a  ton. 

Mr.  Kennedy.  Well,  steel  companies  often  sell  semifinished 
materials,  such  as  billets,  based  on  Iron  Age  quotations  for  pig 
metal.  Of  course,  if  the  price  of  pig  metal  becomes  demoralized 
it  would  lower  the  price  of  their  billets,  and  it  might  be  good 
policy  to  try  and  steady  that  price  and  prevent  it  from  dropping. 

The  Chairman.  That  is,  prices  of  the  finished  steel  products 
or  semifinished  products  sold  for  future  delivery  are  not  sold  at 
a  fixed  arbitrary  price,  but  upon  a  sliding  scale  based  upon  the 
price  of  pig  iron  at  the  time  of  delivery  of  the  consignment. 

Mr.  Kennedy.  In  some  cases  billets  are  sold  for  a  year  ahead. 
If  one  company  should  sell  for  another  company,  their  require- 
ments for  billets  for  finishing  steel  a  year  ahead  is  often  predi- 
cated upon  the  price  of  pig  iron  from  month  to  month,  taken 
from  the  Iron  Age. 

Mr.  Bartlett.  The  market  for  manufacturing  pig  iron  is 
liable  to  go  down,  and  to  steady  the  market  you  buy  for  the 
purpose  of  keeping  it  up — that  would  be  like  the  man  on  the 
race  track  or  in  the  stock  market  hedging  his  bet. 

Mr.  KJENNEDY.  Possibly,  somewhat,  on  general  principles. 

The  Chairman.  As  I  understand  you,  the  purchase  is  made 
for,  say,  a  year  ahead,  and  the  price  is  fixed  at  the  time  of  delivery. 

Mr.  Kennedy.  Yes. 

The  Chairman.  If  they  can,  bv  buying  or  selling  pig  iron, 
regulate  the  price,  they  can  in  tnat  way  fix  the  price  of  this 
material  ? 

Mr.  Kennedy.  Yes ;  if  they  can  prevent  a  slump  in  the  price 
of  pig  iron  they  will  prevent  a  slump  in  the  price  of  bUlets. 

The  Chairman.  Do  you  know  of  any  other  reason  why  the 
Steel  Corporation  should  purchase  pig  iron,  if  it  had  the  capacity 
to  produce  it  in  the  blast  furnaces,  except  to  regulate  the  price? 

Mr.  Kennedy.  Not  unless  they  could  buy  some  cheaper  than 
some  of  their  furnaces  could  make  it.  (Hearings,  pp.  5073,  5124- 
6126.) 


106       INVESTIGATION   OF  UNITED   STATES   STEEL  COBPOKATION. 

EFFECT    OF    MANIPULATION    OF    PRICE    OF    SEMIFINISHED    STEEL   UPON 

COMPETITORS. 

The  corporation  was  quick  to  perceive  the  infinite  possibilities  for 
exploiting  a  market  it  absolutely  controlled,  and  the  results  of  some 
of  its  operations  are  recounted  by  the  sales  agents  of  this  concern, 
Mr.  Bope,  general  sales  manager,  thus  describes  the  effect  of  a 
"made  market"  on  the  purchasers  of  steel  billets: 

Mr.  Bope.  The  average  price  of  pig  iron  for  November  was 
$22.81,  covering  sales  of  about  36,000  tons,  which  is  enough  to 
make  a  market.  This  wiU  have  the  effect  of  advancing  the  price  on 
our  raw  material  contracts  over  the  third-quarter  pnce  nearly  $S 
per  ton.  It  will  make  the  majority  of  our  billet  contracts,  cruci- 
ble, for  instance,  pretty  nearly  $29  per  ton,  and  Oliver  wiU  pay 
$30.  When  you  consider  that  the  price  of  finished  material  to-day 
is  only  $3  to  $4  V^r  ton  above  this  figure,  and  considerable  finished 
material  is  sold  on  old  contracts  at  a  much  lower  price  than  that 
of  to-day,  how  these  people  can  pay  this  price  for  their  raw  material 
is  a  pretty  hard  problem.  I  can  not  but  feel  the  price  of  pig  iron 
is  too  high,  yet  it  is  legitimate  because  the  demand  is  here. 
(Minutes,  board  directors  Carnegie  Steel  Co.,  Dec.  3,  1906,  Mac- 
Rae  Rept.,  p.  4079.) 

The  far-reaching  effect  of  this  manipulation  of  a  "sliding 
scale"  upon  consumers  of  this  "raw  material"  is  not  measured  by 
the  one-fourth  of  1,096,727  tons  of  blooms  bUlets,  slabs,  sheet  and  tin 
plate  bars,  sold  by  the  corporation  to  outside  concerns  (see  Annual 
Report  United  States  Steel  Corporation  1906,  p.  18),  but  by  its 
blighting  effect  upon  the  steel  industry  in  all  its  subsequent  stages. 
From  $3  to  $4  per  ton  was  added  to  the  price  of  all  semifinished 
steel,  and  in  that  year  the  production  of  rolled  iron  and  steel  prod- 
ucts amounted  to  19,588,468  tons. 

The  corporation  by  this  increasing  of  the  price  of  its  product 
between  the  dates  of  purchase  and  dehvery  appropriated  to  itself 
profits  out  of  all  proportion  to  the  capital  expended  on  the  labor 
performed.  The  rewards  of  the  industry  free  from  this  inter- 
ference would  have  been  distributed  equitably  along  the  whole 
sequence  of  process  incident  to  the  manufacture  from  the  ore  to  the 
finished  product.  Under  this  regime  and  by  a  single  speculation  in 
pig  iron  the  Steel  Corporation  added  to  the  gains  previously  obtained 
by  the  production  of  pig  iron  an  unearned  increment  greater  than 
the  entire  profits  yet  to  be  distributed  in  all  the  subsequent  stages  of 
manufacture  through  which  blooms  and  bUlets  and  bars  must  pass 
in  the  hands  of  the  small  or  so-called  independent  operator  who  had 
not  sufficient  capital  to  operate  costly  blast  furnaces  and  hold  still 
more  costly  ore  reserves. 

For  the  small  manufacturer  to  pay  the  price  "fixed"  by  his  more 
powerful  competitor  was  indeed  "a  pretty  hard  problem."     Hard  as 
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it  was,  the  corporation  determined  to  make  it  still  harder,  and  follow- 
ing up  the  advantage  already  obtained,  prepared  to  control  not  only 
the  price,  but  the  supply. 

The  control  of  both  would  put  the  independent  producer  absolutely 
at  its  mercy. 

The  rich  rewards  of  the  business  could  thus  be  continued  in  the 
production  of  steel  in  its  cruder  forms,  to  be  distributed  among  the  few 
immensely  rich  holders  of  ore  reserves  and  operators  of  blast  furnaces 
and  steel  converters,  who  as  will  be  seen  hereafter  maintained  an  excel- 
lent understanding  among  themselves,  and  a  modicum  of  the  profit 
remaining  could  be  doled  out  to  the  "little  fellows"  forced  to  purchase 
their  bars  and  billets  in  a  market  forever  "cornered"  by  this  all- 
powerful  consolidation.  If  they  were  inclined  to  be  tractable  and 
obey  the  now  "golden  rule"  proclaimed  by  Judge  Gary  and  accept 
without  question  the  gospel  of  "cooperation  and  price  regulation"  as 
"suggested"  at  his  dinners,  and  their  modest  business  was  not 
especially  coveted  by  their  big  competitor,  they  were  not  disturbed, 
but  in  the  event  they  displayed  any  disposition  to  compete,  or  they 
possessed  some  valuable  and  coveted  patent  or  process,  the  supply 
even  at  an  inordinate  price  was  summarily  cut  off,  and  the  objec- 
tionable competitor  unless  sustained  by  exceptionable  natural  ad- 
vantages or  great  financial  strength  or  credit  went  to  the  wall. 

The  whole  industrial  field  was  roughly  divided  into  three  parts. 

(1)  Old  and  established  concerns  sustained  by  immense  reserves  of 
ore  and  coal,  or  especially  formidable  by  reason  of  their  financial 
backing  or  the  close  relations  between  their  directors  and  operators 
and  the  officers  of  the  corporation. 

With  these  it  formed  close  alliances  by  means  of  pooling  agree- 
ments, through  its  subsidiaries  preferential  contracts,  interlocking 
directorates  and  other  similar  devices,  or  purchased  their  plants  at 
an  inordinate  price. 

(2)  "Good  customers"  who  were  not  in  actual  competition  with 
any  of  the  subsidiary  companies  of  the  corporation,  or  who  did  not 
cut  prices  or  fail  to  "  cooperate." 

These  were  furnished  their  due  quota  of  raw  material. 

(3)  Smaller  competing  concerns,  dependent  upon  the  great  "pri- 
mary" companies  for  raw  material,  who  did  compete  with  the  sub- 
sidiary companies  of  the  corporation. 

These  were  to  be  absorbed  or  went  out  of  business. 

SALE  OF  SEMIFINISHED  STEEL,  TO  COMPETITORS. 

It  was  at  one  time  the  purpose  of  the  corporation  to  refuse  to  sell 
to  all  competitors  of  its  finishing  mills,  who  had  hitherto  depended  on 
the  National,  Federal,  and  Carnegie  Steel  Cos.  for  raw  materials. 
And  since  the  corporation  at  this  time  produced  over  65  per  cent  of 
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the  total  output  of  steel  ingots  and  castings,  and  the  grcntKr  fxirt  of 
it  had  hithi'ilo  bciTi  marketc^d  in  a  scinilinishcd  state  by  these  com- 
panies, this  sudden  shutting  off  of  supplies  was  calculated  to  produce 
profound  disturbance  in  the  steel  busirusss,  and  in  the  (ivont  the  few 
old  and  csLublished  concc^rns  having  the  plants  and  the  ore  reserves 
necessary  (o  the  production  of  large  quantities  of  crude  steel  "coop- 
erated with  the  IJniled  States  Steel  Corporation"  in  this  pohcy,  or 
were  unahh^  to  meet  the  sudden  and  increased  (h^niand  in  either 
event,  it  meant  the  irjevilahh^  ruui  of  the  companies  thus  summarily 
cut  off  from  their  base  of  supplies. 

That  such  a  plan  was  discussed  and  approved  by  the  presidonts  of 
the  subsidiary  companies  and  indorsed  by  the  president  of  the  corpo- 
ration and  that  it  was  deliberately  designed  to  produce  "more  shut- 
downs in  the  future  than  in  the  past"  is  indiH])utably  established  by 
the  corporation's  own  records. 

On  July  1,  1902,  Mr.  Corey,  then  president  of  the  Carnegie  Steel 
Co.,  stated: 

Mr,  Corey.  The  only  item  of  interest  I  have  to-day  is  to  state 
that  at  the  last  meeting  of  the  presidents  it  was  d'^cidcid  by  a 
majority,  and  approved  by  the  president  of  the  Steel  Corporation, 
that  Carnegie  and  National  Steel  (>>.  are  not  to  sell  urilinishea 
material  on  scale  contracts  to  any  companies  competing  vnth 
constituent  companies  of  the  corporation;  and  such  scale  contracts 
with  such  coiiiTM'ting  parties  are  to  be  discontinued  at  as  early 
a  date  as  ])ossj|)le.  Any  excess  tonnage  we  may  have  over  and 
above  amounts  required  to  keep  the  constituent  companies  in 
operation  we  wdl  sell  as  we  find  it  iKicessary,  hut  at  such  a  figure 
as  vjill  be  above  that  at  which  we  sell  the  constituent  companies. 
That  will  mean  more  shutdowns  in  the  future  than  in  the  past. 
(Minutes  board  of  directors  Carnegie  Stcsel  Co.,  July,  1902, 
MacRae  Rept.,  p.  4()r}'.).) 

On  April  5,  1904,  the  finance  committee  made  the  following 
recommendation : 

George  W.  Perkins  in  chair, 

Recommended  that  subsidiary  companies  who  are  manufac- 
turing semifinished  products  do  not  sell  same  to  outsiders  in 
competition  with  subsidiary  companit^s  who  are  manufacturing 
finished  products  from  such  semifinished  products  without  the 
consent  of  the  subsidiary  comjtany  interested  (Minutes  finance 
committee,  Apr.  5,  1904,  MacRae  Rept,,  p.  :i8.'J7.) 

This  plan  for  the  elimination  of  corrq)etitor8  seems  to  have 
been  in  part  abandonc^d  and  a  more  scientific  and  elaborate  device 
substituted,  by  which  such  a  material  could  be  sold  at  a  maximum 
price,  "all  the  trafhc  would  bear"  especially  to  "good  customers," 
but  the  margin  between  the  cr,st  of  the  raw  material  and  the  selling 
price  of  the  finished  product  was  so  adjusted  as  to  make  the  existence 
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of  these  concerns  who  were   permitted    to   buy   "on  probation" 
exceedingly  precarious. 

Kefcrring  to  tlio  change  of  policy  decided  on  by  the  corpora- 
tion, that  we  are  not  in  future  to  sell  any  raw  material  than  tJiat 
which  we  can  not  use  in  our  own  finishing  mills,  the  chairman  stated 
that,  so  far  as  the  Carnegie  Steel  Co.  is  concerned,  they  can  not 
at  the  present  get  out  of  the  market  because  of  some  long-term 
contracts,  but  they  are  limiting  their  sales  of  billets  and  sheet 
bai-s.    *    *    * 

There  was  a  full  discussion  of  the  matter,  each  member  ex- 
pressing his  views,  and  while  it  was  the  consensus  of  opinion  that 
the  ideal  condition  would  be  to  use  all  the  steel  produced  in  their 
own  finishing  mUIs,  it  was  the  feeling  that  the  production  should 
always  be  at  the  point  where  certain  good  eustomers  who  are  entirely 
dependent  upon  us  for  their  steel  supply,  and  who  are  not  in  compe- 
tition with  any  of  the  finishing  lines  manufaetured  by  the  corpora- 
tion, should  always  he  taken  care  of. 

Replying  to  this  view  of  the  matter,  the  chairman  stated  that 
in  cases  like  the  kind  mentionini  it  is  the  intention  to  supply  them 
as  far  as  possible  without  limiting  our  own  mills,  but  he  referred 
generally  to  making  sales  among  the  regular  trade.  (General 
sales  managers  minutes,  Apr.  21,  1906,  MaoRae  Rept.,  pp. 
3951-3952.) 

At  times  the  officers  of  the  corporation  hesitated  where  there  was 
a  semblance  of  competition  to  "take  care  of"  a  "good  customer," 
who  bought  all  his  raw  material  from  them.  It  appears  that  the 
corporation  had  calculated  j\ist  a  little  too  closely  on  the  margin  of 
profit  at  which  a  certain  firm — the  Dill  worth  Porter  Co. — could  buy 
billets  from  the  corporation  and  mako  them  into  "bolts  and  tie 
plates,"  and  Mr.  Schwab  brought  this  "troublesome"  question  be- 
fore the  executive  committee  of  the  Steel  Corporation. 

Present:  Gary  (chairman),  Schwab,  Perkins,  Steele,  Roberts, 
Converse,  Edenborn,  Reed. 

PURCHASE    OF   PLANT   OF   DILLWORTH-PORTEK    CO. 

Mr.  Schwab  stated  that  he  wished  to  lay  before  the  committee 
a  qiiestion  that  had  been  a  troublesome  one  in  relation  to  a  firm 
in  Pittsburgh,  Imown  as  the  Dillwortli-Porler  Co.  This  company 
manufactures  spikes,  bolts,  and  tie-plates  in  competition  with 
our  works  in  Chicago  and  other  works.  That  there  are  only  two 
firms,  ourselves  and  the  Dillworth-Portor  Co.  who  make  any 
considerable  quantity  of  this  material.  Tliat  in  the  past  we  have 
been  selling  these  spikes  and  bolts  with  the  rails.  That  usually 
contracts  with  the  railroad  companies  are  made  this  way.  We 
have  been  turning  over  the  spike.-=  and  bolts  to  the  Dillworth- 
Portor  Co.  because  thoy  purchase  all  their  steel  from  the  United 
States  Steel  Corporation.  That  a  condition  has  arisen  which 
makes  it  impossible  for  the  Dillworth-Porter  Co.  to  run  their 
works  except  at  a  loss  with  billets  we  are  furnishing  them  at  the 
present  price,  and  that  we  must  either  furnish  them  steel  at 
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some  price  to  enable  them  to  run  their  works  or  they  will  be  com- 
pelled to  contract  for  the  steel  elsewhere  or  make  it  themselves. 
That  Mr.  Dillworth  had  recently  called  on  him  and  stated  that 
one  of  two  things  must  be  done — either  a  sliding-scale  arrange- 
ment must  be  made  with  the  Dillworth-Porter  Co.  by  which  the 
United  States  Steel  Corporation  will  sell  them  steel  dependent 
upon  the  price  the  Dillworth-Porter  Co.  receives  for  their 
materials,  or  they  must  provide  themselves  from  other  sources. 
This  firm  has  been  taking  65,000  tons  of  steel  from  us  the  past 
three  years  and  we  have  made  over  $1,000,000  profit  from  their 
contracts.  ]\Ir.  Schwab  submitted  the  question  whether  it  would 
be  desirable  to  make  an  offer  or  consider  an  offer  for  the  purchase 
of  these  works,  and  the  committee  was  unanimous  in  con 
elusion  against  the  purchase.  (Mnutes  executive  committee, 
MacKae  Kept.,  p.  3797.) 

This  is  the  only  recorded  instance  where  the  inability  of  competitors 
to  purchase  raw  materials  and  sell  the  finished  product  at  the  measure 
of  profit  predetermined  by  the  corporation  ever  seems  to  have 
"troubled"  anybody  connected  with  this  concern,  though  it  often 
caused  surprise  and  occasionally  considerable  satisfaction,  as  indicated 
by  the  following  entry  on  the  minutes  of  the  board  of  directors, 
Carnegie  Steel  Co.: 

There  is  nothing  much  new  in  the  market  except  the  ex- 
traordinary competition  for  axles.  Some  of  the  prices  made  are 
simply  astounding,  especially  considering  the  Jact  that  our  com- 
petitors have  to  buy  their  hillets  at  a  figure  that  does  not  perm.it  of 
more  than  $2  per  ton  for  conversion.     (MacRae  Kept.,  p.  4073.) 

There  was  "a  little  competition"  on  forgings,  but  that  did  not 
puzzle  Mr.  Bope  quite  so  much  since  the  makers  of  forgings  did  not 
manage  to  do  quite  so  well  between  the  upper  and  nether  millstone 
of  high-priced  billets  and  low-priced  finished  material. 

"Then,"  said  Mr.Bope,  "  on  forgings,  the  mills  which  are  in  this 
business  are  holding  up  the  price  of  billets  and  pulling  down  the 
price  of  finished  forgings,  which  is  practically  putting  the  inde- 
pendent forge  makers  out  of  the  market.  And  on  shafting,  Jones  & 
Laughlin  are  selling  at  a  price  which  their  competitors  can  not 
afford  to  meet  after  paying  the  market  price  of  $1  .Jfi  for  bars. 
This  is  the  condition  now  almost  right  through  the  whole 
market.  There  is  a  little  competition,  too,  by  peculiar  arrange- 
ments which  are  being  made."  (Minutes  directors  Carnegie  Steel 
Co.,  Feb.  8,  1909;  MacRae  Rept.,  p.  4088.) 

The  disaster  which  followed  this  corner  of  raw  materials,  the  eager, 
futile  search  for  high-priced  supplies,  and  the  inevitable  crash  which 
foDowed  the  failure  to  secure  billets  and  merchant  bars,  and  the  like 
anywhere  or  at  any  price,  is  told  by  the  men  who  looked  with  indif- 
ference upon  the  increasing  discomfort  of  their  competitors. 

Mr.  Bope.  We  have  served  notice  on  a  lot  of  contracts  ex- 
piring January  1,  that  we  will  not  renew  them.  As  a  matter 
of  fact  we  need  hardly  sell  a  pound  of  raw  steel  now  to  out- 
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siders.  At  Duquesne,  for  instance,  the  new  lined  mill  is  now 
taking  65  tons  of  steel  per  day,  and  before  long  we  wiU  be 
takiag  100  tons  per  day,  and  as  every  bit  of  this  is  taken  from  the 
trade,  the  situation  is  growing  worse  all  the  time.  There  is,  of 
course,  an  element  of  strength  in  tTiefact  tJiat  other  people  are  ieing 
crowded  for  steel,  and  while  they  can  not  get  it  it  will  make  the 
situation  that  much  stronger  until  somelody  gets  in  with  an.entirely 
new  plant.  Somebody  will  have  to  prepare  to  take  care  of  these 
people  we  are  turning  down,  and  it  means  a  new  steel  plant 
somewhere.  (Minutes  Carnegie  Steel  Co.  board  of  directors, 
July  16,  1906,  MacRae  Kept.,  p.  4079.) 

And  again: 

Reporting  on  the  raw-material  situation,  Mr.  Bope  stated  it 
is  worse  to-day  than  he  has  ever  seen  it  before,  and  he  did  not 
Icnow  where  it  is  going  to  end.  A  number  of  their  customers 
are  practically  shut  down  now  for  want  of  steel,  and  some  of 
them  have  gone  into  the  market  trying  to  buy  tonnage,  but 
have  not  so  far  been  very  successful.  (Minutes  general  manager 
of  sales.  May  20,  1907,  MacRae  Rept.,  p.  3955.) 

Still  the  general  manager  of  sales,  Mr.  Bope,  was  not  content.  There 
still  remained  a  few  concerns  which  managed  to  do  business  under 
existing  conditions,  although  "shaky"  or  in  the  hands  of  receivers,  he 
records  the  cause  of  his  "worry"  over  the  matter  in  the  minutes  of 
the  Carnegie  Steel  Co.  on  November  9,  1908,  as  follows: 

Mr.  Bope.  *  *  *  What  worries  us  more  than  anything  else 
in  the  situation  is  the  growth  of  competition.  For  instance,  I 
was  told  this  morning  that  Milliken  Bros,  are  going  right  ahead 
on  two  blast  furnaces  and  billet  and  bar  mills.  1  hey  are  figuring 
on  using  *  *  *  ore  and  eastern  limestone,  but  will,  of  course, 
have  to  figure  on  getting  their  coke  out  of  this  region  somewhere. 
These  people  have  located  on  Staten  Island,  and  this  will  mean 
formidable  competition  in  the  export  business  at  least.  1  hey  are 
still  in  the  hands  of  receivers,  but  I  understand  are  ready  to  be 
taken  out.     (MacRae  Rept.,  p.  4086.) 

MUUken  Bros.,  the  constructors  of  the  Singer  tower  and  other  like 
structures  in  New  York,  were  at  one  time  formidable  competitors,  but 
under  existing  conditions  Mr.  Bope's  fears  were  groundless.  Milliken 
Bros,  do  not  appear  to  have  gotten  out,  due  to  the  fact,  as  he  (Bope) 
tells  us,  that  "raw  materials  have  gone  so  high  that  people  who  have 
to  buy  heavily  are  simply  down  and  out." 

Mr.  Bope.  There  are  some  things  in  the  situation  which  are  go- 
ing to  have  an  eflfect  upon  the  raw  end.  Milliken  Bros  have  gone 
into  the  hands  of  a  receiver  and  shut  down  their  rolling  mills. 
For  the  present  at  least  it  is  the  intention  to  operate  only  their 
structural  plant,  and  they  are  now  in  the  market  to  buy  the  ton- 
nage required  to  fill  their  contracts,  amounting  to  45,000  tons,  to 
be  placed  and  taken  out  within  the  next  six  or  eight  months,  be- 
sides any  additional  steel  they  will  need  on  new  contracts  the  re- 
ceivers may  make.     This  is  tonnage  which  they  had  figured  on 
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making  themselves  but  which  will  now  come  into  the  market. 
It  may  not  come  to  us,  hut  in  any  event  it  means  that  muck  capacity 
shut  down.     (MacEae  Kept ,  pp.  4080^081,  4086.) 

At  last  the  work  was  done,  aU  new  competition  was  eliminated  except 
Bethlehem,  and  the  Steel  Corporation  has  as  yet  not  shown  any  dispo- 
sition to  put  Mr.  Schwab's  company  "out  of  business."  Mr.  Bope 
hurriedly  reviews  the  steel  companies  which  have  been  put  down  and 
out — thrown  into  the  hands  of  a  receiver  or  "reported  not  in  a  very 
good  shape  financially" — ^finding  no  "pessimistic  feeling  anywhere," 
and  characterizing  "our  position"  as  "on  the  whole  difficult." 

COMPETITION  ELIMINATED. 

Mr.  BoPB.  I  can  not  find  any  pessimistic  feeling  anywhere. 
Take  our  own  situation,  as  I  reported  it  to  the  president  on  Sat- 
urday. On  open-hearth  billets  we  will  have  an  accumulated 
deficit  for  the  next  6  months  of  40,000  tons  per  month,  in  addi- 
tion to  what  we  are  back  as  of  the  1st  of  this  month.  This 
situation  has  been  changed  by  the  MiUiken  Bros,  and  Basic  shut- 
ting down  their  rolling  miUs;  they  will  hereafter  be  purchasers 
instead  of  manufacturers.  MiUiken  Bros,  will  have  something 
like  25,000  to  50,000  tons  of  steel  to  buy  to  complete  their  con- 
tracts with  the  new  work  which  the  receivers  will  undoubtedly 
figure  on. 

The  Eastern  Steel  Co.,  it  is  reported,  is  not  in  very  good  shape 
financially,  and  it  is  possible  they  will  also  shut  down.  This 
will  eliminate  all  of  our  new  competition  outside  of  Bethlehem  and 
will  maJce  our  proposition,  on  the  lohole,  difficult.  (Minutes  board 
of  directors  Carnegie  Steel  Co.,  July  1,  1907,  MacRae  Kept.,  p. 
4081.) 

The  power  to  make  and  manipulate  the  price  of  semifinished  steel 
was  vigilantly  guarded  and  favored  purchasers  of  such  material  were 
compelled  to  agree  in  advance  not  to  resell  any  part  of  the  material 
so  obtained  without  putting  it  through  some  subsequent  process  of 
manufacture. 

In  its  contracts  for  billets,  with  the  Crucible  Steel  Co.,  April  30, 
1904,  and  the  Pittsburgh  Steel  Co.,  June  28,  1905,  it  is  specifically 
provided  that  "  It  is  made  a  condition  of  this  contract  that  the  buyers 
shall  not  resell  any  of  the  material  furnished  hereunder  without  having 
first  put  the  same  through  a  process  of  manufacture  at  their  works." 
(MacRae  Rept.,  pp.  3661,  4399.) 

ABSORPTION  OF  COMPETING  CONCERNS. 

Shelby  Tube  Co. — The  multifarious  uses  to  which  the  control  of  raw 
material  could  be  put  is  illustrated  in  the  negotiations  which  preceded 
the  absorption  of  the  Shelby  Tube  Co. 

The  possibiUties  of  this  concern  seem  to  have  attracted  the  atten- 
tion of  Mr.  Schwab  shortly  after  the  Organization  of  the  Steel 
Corporation. 
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Upon  the  question  of  the  acquisition  of  the  property  of  that 
company,  the  president  (Mr.  Schwab)  stated  that  the  stock  out- 
standing amounted  to  $8,000,000  of  common  and  $5,000,000  pre- 
ferred stock.  He  also  gave  figures  showing  the  business  trans- 
acted by  the  Shelby  Co.  He  is  impressed  with  its  earning  capa- 
city, and  believes  that  under  our  control  it  would  net  about  50 
per  cent.  He  rather  thinks  that  the  whole  property  could  be 
purchased  for  about  $3,000,000.  Mr.  Converse  stated  that  it  is 
the  only  real  live  competitor  the  National  Tube  Co.  has,  and 
that  between  the  two  companies  all  the  patents  for  seamless 
tubing  manufacture  are  owned.     (MacEae  Kept.,  p.  3784.) 

Why  a  company  capitalized  at  $13,000,000,  whose  earning  capa- 
city impressed  a  veteran  in  the  steel  business  like  Mr.  Schwab  to 
such  an  extent  that  be  beheved  it  could  be  made  to  net  50  per  cent 
could  at  the  same  time  be  purchased  for  $3,000,000,  would  at  first 
appear  inexplicable.  The  president  of  the  Steel  Corporation,  how- 
ever, knew  whereof  he  spoke. 

The  president  stated  that  the  Carnegie  Steel  Co.  had  a  contract 
with  the  Shelby  Tube  Co.  to  supply  it  with  steel,  that  it  was  very 
favorable  to  the  Carnegie  Co.,  inasmuch  as  the  latter  could  so 
arrange  the  price  of  steel  that  it  would  be  rather  difficult  for  the 
Shelby  Co.  to  continue  in  business. 

The  chairman  expressed  the  opinion  that  he  would  a  great 
deal  rather  have  that  company  in  business  under  our  control 
than  to  absorb  them.     (MacRae  Rept.,  p.  3780.) 

Notwithstanding  the  fact  that  this  company  was  the  sole  com- 
petitor of  the  Steel  Corporation  in  the  making  of  seamless  tubes  and 
was  the  sole  owner  of  the  only  effective  patent  for  their  manufacture, 
it  was  absorbed  by  the  corporation  by  an  exchange  of  securities, 
1  share  of  the  preferred  stock  of  the  corporation  being  exchanged 
for  2§  shares  of  the  tube  company  and  1  share  of  the  corporation's 
common  stock  for  4  shares  of  the  common  stock  of  the  tube  company. 

That  the  control  of  prices  was  the  governing  motive  in  this  trans- 
action is  evidenced  by  the  character  of  negotiations  which  preceded  it. 

It  was  suggested  that  some  arrangement  could  be  made  with 
Mr.  Miller  (of  the  Shelby  Co.)  with  the  view  of  maintaining 
prices,  and  that  some  prices  now  could  be  advanced  by  both 
companies.  (Minutes  executive  committee,  Apr.  24,  1901, 
MacRae  Rept.,  p.  3782.) 

UNION  STEEL  COMPANY. 

Among  the  sharp  competitors  of  the  Steel  Corporation  for  ores  upon 
the  Mesabi  Range  was  the  Union  Steel  Co. 

Among  other  influential  interests  back  of  the  concern  was 
H.  C.  Frick.  Mr.  Frick  at  this  time  was  also  a  director  in  the 
United  States  Steel  Corporation. 

Merger  of  Union  and  STmron  concerns. — The  strong  backing  of 
the  Union  Steel  Co.,  together  with  its  extensive  operations,  made 
it  an  important  competitor  of  the  United  States  Steel  Corpora- 

54946»— H.  Rept.  1127,  62-2 8 
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tion.  Its  operations  assumed  still  greater  significance  when, 
toward  the  end  of  November,  1902,  announcement  was  made  of 
the  merger  of  the  company  and  the  Sharon  Steel  Co.,  under  the 
nameof  theUnionSteelCo.,  to  be  capitalized  at  about  $50,000,000, 
thus  forming  the  largest  consolidation  in  the  steel  industry  proper 
which  had  been  efifected  since  the  organization  of  the  United  States 
Steel  Corporation  itself.  The  two  concerns,  together,  had  at  this 
time  a  pig-iron  capacity  of  about  750,000  tons  yearly,  and  an 
ingot  capacity  of  about  850,000  tons — as  against  a  capacity  for 
the  Steel  Corporation  at  this  time  of  about  10,000,000  tons — 
while  they  had  greatly  increased  their  outputs  of  finished  prod- 
ucts. (See  Table  29,  p.  269.)  With  this  announcement  were 
coupled  intimations  that  plans  were  already  projected  for  the  con- 
struction of  still  further  unportant  works,  as  well  as  the  acqui- 
sition of  one  or  two  other  concerns  then  engaged  in  the  manu- 
facture of  rods,  wire  products,  sheets,  and  pipe.  Moreover, 
there  were  rumors  that  the  new  concern  might  construct  a  rail- 
road of  its  own  from  Lake  Erie  to  the  Connellsville  coke  region, 
with  connections  to  the  company's  manufacturing  plants.  The 
impression  was  very  general  m  steel  circles  that  the  consolidated 
company  would  assume  a  position  of  rapidly  increasing  import- 
ance in  the  industry.     (H.  K.  S.  Kept.,  pt.  2,  p.  254.) 

The  aggressive  attitude  of  this  company  and  the  capacity  and  long 
experience  in  the  business  of  Mr.  Frick  and  others  associated  with  him, 
caused  the  Steel  Corporation  grave  concern.  The  methods  which 
had  either  destroyed  or  rendered  tractable  smaller  companies  could 
not  be  rendered  effective  in  any  effort  to  ehminate  the  Union-Sharon 
Steel  Co. 

On  November  4,  1902,  Mr.  Corey  declared: 

I  am  strongly  in  favor  of  pushing  the  Union  Steel  Co.  as  hard 
as  we  can.  There  is  nothing  we  can  do  to  smooth  matters  over 
with  them,  as  they  are  determined  to  do  all  they  can  against 
us.     (MacRae  Eept.,  p.  3640.) 

It  soon  became  manifest,  however,  that  thie  company  would  not 
"push."  Located  in  the  midst  of  the  corporation's  great  plants,  it 
was  in  a  position  to  render  any  competition  especially  troublesome 
in  the  event  it  was  determined  by  those  in  charge  to  increase  the 
sphere  of  its  activities  by  competition  rather  than  cooperaj^on. 

There  remained  but  one  solution — to  pay  such  price  as  those  in 
charge  might  demand  for  an  agreement  not  to  further  disturb  the 
industrial  conditiojis  which  the  Steel  Corporation  sought  to  establish 
or  compete  with  them  for  the  business.  The  corporation  determined 
to  pay,  and  instead  of  the  usual  exchange  of  securities  the  corpora- 
tion agreed  to  underwrite  the  bonds  of  this  company.  But  the  com- 
pany had  no  bonds  to  imderwrite,  and  its  capitalization  was  entirely 
out  of  proportion  to  the  immense  sum  demanded  for  its  properties. 

The  inflation  of  its  securities  just  prior  to  its  absorption  is  another 
instance  of  the  great  difference  in  the  amount  actually  necessary  to 
operate  a  large  st«ei  plant  and  the  huge  sums  at  which  the  same 
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concerns  are  often  capitalized  whfen  taken  under  the  control  of  a 
syndicate.  In  the  minutes  of  the  board  of  directors  of  the  Union 
Steel  Co.  the  whole  transaction  is  epitomized  in  a  few  brief  entries, 
as  follows: 

"Resolved,  That  a  stockholders'  meeting  be  had  to  increase  the 
indebtedness  of  the  company  from  nothing  to  $45,000,000." 

Stockholders'  meeting. 

Action  of  board  of  directors  in  accepting  proposition  of  T. 
Mellon  &  Sons  for  sale  of  capital  stocks  of  certain  companies, 
lands,  etc.,  approved. 

Capital  stock  increased  from  $1,000,000  to  $20,000,000. 

Authorized  increase  of  indebtedness  to  $45,000,000.     (MacRae 
Kept.,  p.  4225.) 
In  December,  1902,  this  company  was  absorbed  by  the  Steel  Cor- 
poration.    It  was  agreed  among  other  things  that — 

Ninth.  Upon  the  organization  of  Union,  as  herein  provided, 
the  vendors  agree  to  sell  and  transfer  unto  the  steel  company, 
and  the  steel  company  agrees  to  buy  all  of  said  $20,000,000  of 
the  capital  stock  of  Union.     In  consideration  thereof,  and  con- 
temporaneously   with    the    said    transfer,    the    steel   company 
hereby  agrees  that  it  wiU  duly  and  legally  guarantee  the  pay- 
ment of  the  principal  and  interest  of  all  of  said  $45,000,000  of 
bonds  of  Union  as  the  same  shall  respectively  become  or  be 
made  due  and  payable  according  to  the  terms  of  said  bonds. 
(MacRae  Rept.,  p.  3641.     See  also  Document  K,  MacRae  Rept., 
p.  4350.) 
This  sudden  increase  in  its  capitalization  by  the  Union  Steel  Co. 
just  prior  to  its  being  taken  over  by  the  Steel  Corporation  indicates 
that  the  price  paid  was  excessive.     The  character  and  extent  of  its 
plants  and  ore  holdings,  as'stated  by  Mr.  Kennedy,  did  not  justify 
the  expenditure  of  any  such  sum.     In  its  answer  to  the  suit  of  the 
Government   the   corporation   admits   that   the  production   of   the 
Sharon  Steel  Co.  was  small  and  that  the. capacity  of  the  Union  Steel 
Co.  after  the  merger  of  the  Sharon  Steel  Co.  in  November,  1902,  was 
180,000  tons  of  pig  iron  (as  aginst  7,802,812  tons  of  the  corporation 
in  1902).     It  produced  350,000  tons  of  steel  ingots  in  1902. 
Says  the  Commissioner  of  Corporations : 

There  can  be  no  question  that  the  prices  paid  by  the  Steel 
Corporation  for  both  the  coal  and  iron-ore  properties  were  con- 
siderably in  excess  of  a  fair  valuation  at  the  time  of  the  transfer. 
The  real  significance  of  the  transaction  seems  to  be  that  the 
Steel  Corporation  desired  to  eliminate  the  competition  of  certain 
influential  interests  back  of  the  Union  concern,  particularly  that 
of  Mr.  Frick,  and  that  the  amount  necessary  to  induce  these 
owners  to  retire  from  such  competition  was,  in  efl'ect,  charged 
against  the  ore  and  coal.     (H.  K.  S.  Rept.,  p.  286.) 

The  truth  of  this  is  corroborated  by  the  fact  that  since  the 
United  States  Steel  Corporation  has  held  this  property  and  for  a 
number  oi  years  it  has  not  paid  the  interest  on  its  bonds,  the 
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deficit  being  from  $500,000  to  $2,000,000  in  some  years  and 
aggregating  over  $9,000,000  in  nine  years  (see  Exhibit  18c);  and 
this  failure  to  pay,  it  seems,  was  not  upon  the  whole  $45,000,000, 
but  considerably  less  (see  p.  282,  Report  of  Commissioner  of 
Corporations  on  Steel  Industry,  pt.  i,  July  1,  1911),  the  published 
reports  of  the  United  States  Steel  Corporation  showing  that  only 
about  $36,000,000  of  these  bonds  were  ever  outstanding  in  the 
hands  of  the  public,  although  it  also  appears  that  in  1905  (Union 
Steel  Co.,  minutes  of  board  of  directors,  Sept.  26, 1905)  that  the 
Union  Steel  Co.  issued  $3,874,000  of  bonds  in  addition  to  those 
theretofore  issued.     (MacRae  Rept.,  p.  3642.) 

A  comparison  of  this  amount  of  $75,860,501  paid  and  guar- 
anteed for  the  Union-Sharon  properties,  with  the  valuation  of 
the  property  of  the  seven  large  so-called  independent  steel  con- 
cerns four  years  later,  in  1907,  is  illuminating.  These  were  as 
follows : 

Bethlehem $44, 450, 881 

Cambria 45,  281,  892 

Colorado 41, 919, 448 

Jones  &  Laughlin  (capital  and  bondp) 45,  000, 000 

Lackawanna 65,  647, 388 

Pennsylvania 25,  377, 147 

Republic 53,092,153 

(MacRae  Rept.,  p.  3643.) 

Every  circumstance  attending  the  absorption  of  this  company, 
which  the  Steel  Corporation  admits  was  its  only  active  and  aggressive 
competitor,  indicates  a  clearly  defined  purpose  to  prevent  competi- 
tion and  strengthen  its  grasp  upon  production  and  prices. 

The  Sharon  Steel  Co.  was  under  contract  to  furnish  raw  materials 
to  the  Crucible  Steel  Co.  A  reduction  ia  the  price  of  this  material 
was  made  upon  the  express  condition  that  the  "leading  interests  are 
not  to  engage  in  competitive  husiness." 

The  materials  sold  the  Crucible  Co.  at  a  reduced  rate  were  obtained 
only  upon  condition  that  it  would  not  be  resold  without  having  pre- 
viously passed  through  some  stage  of  manufacture  in  the  Crucible 
Co.'s  works,  and  above  all  it  was  stipulated  that — 

Tenth.  The  vendors  severally  agree  with  the  steel  company 
that  they,  respectively,  will  not,  within  the  United  States  or 
Dominion  of  Canada,  for  a  period  of  10  years  from  December  1, 
1902,  engage  directly  or  indirectly  in  the  manufacture  of  iron  or 
steel,  or  articles  made  therefrom,  now  manufactured  by  the  steel 
company,  the  production  of  furnace  coke,  or  the  mining  or  pro- 
duction of  iron  ore,  except  in  the  Territory  of  Arizona  and  State 
of  Florida,  excepting,  however,  from  the  terms  hereof  the  enter- 
prises, if  any,  in  which  such  parties  may  now,  respectively,  be 
engaged.     (MacRae  Rept.,  pp.  3641-3642.) 

The  purchase  of  the  Troy  Steel  Products  Co.  by  the  United  States 
Steel  Corporation  illustrates  more  forcibly  than  any  abstract  argu- 
ment the  pernicious  effect  of  interlocking  directorates  and  its  tend- 
ency to  favor  and  willingness  to  placate  powerful  interests  at  any 
price  upon  tite  first  show  o*  hostility  or  threat  oi  ootnfvotkiooi. 
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TEOY  STEEL  PRODUCTS  CO. 

This  Troy  Steel  Products  Co.  was  a  Rockefeller  concern,  known  !>/ 
the  oflBcers  of  the  Steel  Corporation  to  be  worthless,  and  after  a  thor- 
ough investigation  of  the  plant  as  a  manufacturing  concern  it  was 
unanimously  determined  by  the  officers  of  the  Steel  Corporation 
that  its  acquisition  was  not  advisable.  On  November  18  the  execu- 
tive committee  determined — • 

On  the  question  as  to  whether  or  not  the  ownership  of  this 
property  would  be  advantageous  to  the  United  States  Steel  Cor- 
poration, the  president  stated  that  he  does  not  beUeve  it  is  of  any 
value  to  us.  Mr.  Converse  said  that  the  Carnegie  j)eople  can 
deliver  material  on  the  wharf  of  the  Troy  Co.  not  only  cheaper 
than  it  can  be  made  there,  but  at  a  good  profit. 

On  motion,  duly  seconded,  it  was  unanimously  voted  that  the 
president  be  requested  to  decline  to  entertain  the  proposition 
concerning  the  Troy  property.     (MacRae  Rept.,  p.  3649.) 

At  the  time  the  executive  committee  unanimously  declined  even  to 
entertain  a  proposition  to  purchase  this  plant  which  had  not  been 
operated  for  years,  for  the  reasons  stated  by  Mr.  Converse,  who  was 
president  of  ihe  tube  company  and  thoroughly  understood  its  worth- 
lessness,  John  D.  Rockefeller  and  H.  H.  Rogers  were  directors  in  the 
United  States  Steel  Corporation.  Finding  that  the  corporation  would 
not  entertain  the  proposition  of  paying  over  a  million  dollars  for  a 
property  which  was  valueless.     Mr.  Rogers  stated: 

His  company  would  construct  its  own  pipe  mills  if  arrange- 
ments satisfactory  to  his  company  could  not  be  made  with  us. 
(See  minutes  executive  committee  July  15,  1902,  MacRae  Rept., 
p.  3648.) 
Immediately  the  Steel  Corporation  changed  its  attitude  with  refer- 
ence to  the  value  of  this  Troy  plant,  as  evidenced  by  the  following 
entry  in  the  minutes  of  the  board  of  directors,  January  6,  1903: 

A  memorandum  agreement  was  approved  dated  December  24, 
1902,  with  A.  C.  Bedford,  representing  John  D.  Rockefeller,  H.  H. 
Rogers,  and  others,  being  the  owners  of  a  majority  of  the  securi- 
ties of  the  Troy  Steel  Products  Co.,  which  company  is  the  owner 
of  the  plant  known  as  the  Troy  steel  plant,  not  less  than  a 
majority  interest  to  be  purchased  for  the  sum  of  $1,100,000,  pay- 
able either  in  cash  or  in  the  proposed  second  mortgage  5  per  cent 
bonds.     (MacRae  Rept.,  p.  3646.) 

After  its  purchase  this  plant  was  never  operated,  and  is  not  totally 
dismantled  and  abandoned.  The  purchase  of  this  company  in  no 
way  added  to  the  efficiency  of  the  Steel  Corporation,  and  the  directors 
knew  it  at  the  time  the  purchase  was  made.  There  could  have  been 
no  intention  to  have  operated  this  plant,  and  the  amount  paid  for  it 
was  necessarily  either  a  bonus  taken  from  the  assets  of  the  Steel  Cor- 
poration and  presented  to  Messrs.  Rogers,  Rockefeller,  and  others 
without  valid  consideration,  or  it  was  with  no  other  conceivable  con- 
sideration than  to  prevent  this  company  from  carrying  out  the  threat 
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previously  made  "to  go  into  the  tube  business,"  which  seems  to  have 
been  the  vulnerable  point  of  attack  in  the  opinion  of  Carnegie,  Rocke- 
feller, and  others  when  contemplatiag  competition  in  any  form  with 
the  Steel  Corporation. 

TRADE  AGREEMENTS. 

Many  of  the  old  and  established  companies  remaining  after  this 
process  of  ehmi nation  was  completed  entered  into  secret  and  iron-clad 
agreements  by  which  the  output  of  all  the  contracting  parties  was 
determined  and  each  company's  proportion  of  that  output  fixed  and 
allotted,  and  such  output  was  to  be  sold  only  according  to  a  schedule 
of  prices  binding  upon  the  contracting  parties,  and  to  carry  out  the 
agreement  a  commissioner  was  appointed  and  empowered  to  examine 
the  books  and  ascertain  the  most  intimate  details  of  the  business  of 
these  companies.  To  him  they  made  regular  and  frequent  reports, 
stating  the  amount  of  iron  and  steel  produced  and  the  price  at  which 
it  was  sold.  This  commissioner  was  authorized  to  impose  heavy  fines 
and  penalties  in  case  of  violations  of  any  part  of  this  agreement.  In 
the  event  any  of  the  contracting  parties  exceeded  the  specified  allot- 
ment the  profits  on  such  sale  were  distributed  among  the  other  parties 
to  the  agreement.  These  agreements  covered  plates,  structural  shapes, 
shafting,  wire,  nails,  steel  rails,  and  almost  all  other  products.  Copies 
of  agreements  entered  into  at  various  times  between  the  Carnegie  Stool 
Co.,  Jones  &  Laughlin,  the  Crucible  Steel  Co.  of  America,  the  Cambria 
Steel  Co.,  the  A.  &  P.  Roberts  Co.,  and  other  steel  concerns  will  be 
found  as  Appendix  B  to  this  report. 

It  is  said  by  Judge  Gary  that  he  had  no  knowledge  of  any  such 
conventions  by  subcompanies  of  the  Steel  Corporation.  The  com- 
missioner, however,  asserts  that  these  agreements  were  discontinued 
after  a  suggestion  by  Judge  Gary  that  they  were  no  longer  advisable 
or  necessary,  but  that  he  still  continued  to  act  as  commissioner  for 
several  years  afterwards. 

Houston  and  others  of  the  Lukins  Iron  &  Steel  Co.  testified  before 
this  committee  to  the  same  effect  Such  contracts  could  not,  of 
course,  have  been  entered  into  without  the  full  knowledge  and  ap- 
proval of  the  presidents  of  the  various  companies  manufacturing 
articles  sold  under  them,  and  the  organization  of  the  Steel  Corporation 
was  such  as  to  make  it  highly  improbable  that  any  arrangement  of 
this  kind  could  have  been  entered  into  without  the  consent  and 
approval  of  the  governing  powers  of  the  Steel  Corporation.  The 
authority  and  discretion  of  the  presidents  of  the  subsidiary  companies 
was,  in  fact,  exceedingly  limited.  No  expenditure  of  over  $10,000 
could  be  made  by  the  head  of  any  subsidiary  company  without  the 
approval  of  the  executive  committee  in  New  York. 

The  directors  of  the  Steel  Corporation  have  at  all  times  possessed 
the  most  intimate  and  accurate  knowledge  of  the  actions  of  the  sub- 
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sidiary  companies,  and  the  presidents  of  these  companies  are  required 
to  report  to  the  president  of  the  United  States  Steel  Corporation  and 
to  the  board  of  directors  all  transactions  affecting  large  expenditures 
of  money  or  any  change  in  policy  whatever.  The  nature  and  extent 
of  the  control  of  the  corporation  over  the  affairs  of  the  subsidiary 
concerns  and  the  duties  of  the  presidents  of  these  companies  are  set 
out  in  detail  in  the  minutes  of  the  United  States  Steel  Corporation. 

These  companies,  respectively,  have  complete  organizations, 
including  working  committees  composed  of  the  presidents,  vice 
presidents,  managers,  mill  superintendents,  etc.,  who  are  always 
m  close  touch  with  the  affairs  of  the  corporation  with  which  they 
are  connected,  and  the  presidents  of  the  different  companies  fre- 
quently meet  for  interchange  of  views.  The  conclusions  of  the 
officers  of  subsidiary  companies  are  reported  to  different  depart- 
ments of  the  United  States  Steel  Corporation  and  recommenda- 
tions (but  not  instructions)  frequently  made  by  the  latter  to  the 
former.  This  corporation,  actmg  through  one  or  more  of  its 
managing  officials,  is  in  frequent  communication  with  the  presi- 
dents of  subsidiary  companies,  respectively,  concerning  the  busi- 
ness and  business  methods  of  all  subsidiary  companies.  If  any 
question  arises  which  involves  a  departure  in  any  respect  from 
general  lines  of  policy  which  have  been  adopted,  the  same  is 
Drought  before  the  executive  committee  of  this  corporation  for 
consideration,  determination,  and  advice.  If  any  question  of 
finance  is  involved,  the  action  and  determination  of  the  execu- 
tive committee  is  referred  to  the  finance  committee  of  this  cor- 
poration for  consideration,  determination,  and  advice.  If  the 
executive  committee  is  not  in  session  at  any  time,  the  chairman  of 
the  executive  committee  possesses  the  powers  of  the  committee. 
If  the  finance  committee  is  not  in  session  at  any  time,  the  chair- 
man of  the  finance  committee  possesses  the  powers  of  the  com- 
mittee. It  is  very  seldom  that  the  chairman  of  either  committee 
exercises  the  powers  of  the  committee  without  action  of  the  com- 
mittees, respectively,  or  at  least  the  advice  of  a  majority  of  the 
committee,  except  as  to  certain  matters  which  have  been  particu- 
larly placed  in  charge  of  the  chairman  of  the  executive  committee 
by  this  ^Joard. 

•As  an  illustration  of  the  method  of  transacting  business,  let  it 
be  supposed  that  one  of  the  subsidiary  companies  is  desirous  of 
making  a  substantial  expenditure  for  improvements,  or  of  enter- 
ing into  a  contract  of  sale  or  purchase  involving  large  sums  of 
money,  or  of  making  some  important  change  in  policy,  the  officer, 
or  manager,  or  superintendent  who  first  suggests  the  proposed 
action  will  make  recommendation  to  his  superior  officer,  giving 
his  reasons  in  detail.  This  will  reach  the  president  of  the  par- 
ticular company  and  be  considered  by  his  committee.  After 
decision  the  subject  is  submitted  to  the  president,  or  a  vice  presi- 
dent, or  other  officer,  of  the  United  States  Steel  Corporation,  and 
is  brought  before  its  executive  committee  for  consideration. 
After  the  question  has  been  considered  by  the  executive  com- 
mittee, if  a  question  of  money  is  involved  (and  generally  if  a 
question  of  policy  is  involved)  the  subject  is  taken  by  the  chair- 
man of  the  executive  committee  (who  is,  ex  officio,  a  member  of 
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the  finance  committee)  to  the  finance  committee,  and  there  con- 
sidered. Recommendations  which  are  decided  upon  by  the 
executive  committee  or  finance  committee,  or  both,  are  reported 
to  the  president  of  this  corporation,  who  in  turn  conveys  intelli- 
gence of  the  same  to  the  president  of  the  company  directly  inter- 
ested. Besides,  the  president  and  vice  presidents  and  chairman 
of  the  executive  committee  and  chairman  of  the  finance  com- 
mittee are  in  daily  communication  with  one  another  concerning 
the  various  matters  of  business  which  are  under  consideration 
from  day  to  day.  (Minutes  of  the  board  of  directors,  Oct.  7, 
1907,  MacEae  Kept.,  pp.  4330-4331.) 

After  operating  for  several  years  under  these  agreements  each 
company  acquired  such  an  intimate  knowledge  of  the  business  of  its 
alleged  competitors  that  it  became  unnecessary  to  enforce  heavy 
penalties  or  to  require  any  drastic  regulation  to  compel  the  remaining 
companies  to  cooperate  either  by  limiting  the  output  or  selling  at  a 
fixed  price.  Temple,  the  commissioner  of  the  plate  pool,  describes 
the  change  of  attitude  by  the  partners  of  these  companies  to  one 
another  as  a  result  of  intimate  association  and  the  discipline  pre- 
viously enforced  by  the  contracts  under  which  they  had  been 
operating : 

Mr.  Temple.  As  I  said,  at  the  beginning  of  those  associations 
practically  everybody  wore  a  knife  and  tomahawk  whenever  they 
came  to  me.  Every  man's  hand  was  against  every  other  man. 
They  had  lived  through  this  period  of  intensive,  not  only  destruc- 
tive but  annihUative,  competition,  and  some  of  them  scarcely 
laiew  each  other  by  sight.  They  had  been  led  to  believe  they 
were  pirates  and  thieves,  and  the  fact  they  were  all  human  beings 
merely  endeavoring  to  make  an  honest  living  and  run  a  success- 
ful business  had  not  seemed  to  occur  to  them  at  all.  After  a 
very  few  meetings  they  commenced  to  get  acquainted  with  each 
other,  found  they  were  all  human,  and  the  suspicion,  the  intense 
suspicion,  amounting  to  almost  certainty  of  intended  fraud, 
ceased  to  be  so  apparent.  So  that  at  the  end  of  the  first  year 
they  were  all  good  friends.  Then  they  began  exchanging  actual 
information  ^vlth  each  other.  There  was  scarcely  any  question 
that  one  maker  would  ask  another  that  he  would  not  aliswer, 
even  about  the  most  intimate  secrets  of  his  business,  his  costs, 
and  things  of  that  sort.  It  made  the  steel  business,  so  far  as  the 
people  associated  with  those  associations  were  concerned,  rather 
a  family  affair  than  one  of  destructive  warfare.  They  had  con- 
fidence in  each  other  and  confidence  in  the  stability  of  the 
business. 

The  Chairman.  They  began  to  practice  what  might  be  termed 
the  golden  rule  among  themselves. 

Mr.  Temple.  As  I  think  any  business  concern  will  when  they 
find  that  their  competitors  are  men,  and  the  greatest  rascal  1 
ever  knew  certainly  appreciates  a  square  deal  from  the  other 
fellow. 

The  Chairman.  Who  was  the  apostle  of  this  new  industrial  re- 
ligion among  these  contracting  parties  ? 


INVESTIGATION   OF   UNITED  STATES  STEEL   COKPOKATION.       121 

Mr._  Temple.  I  think  at  the  beginning  of  the  greatest  harmon- 
izing influence  in  the  whole  lot  was  Mr.  Schwab,  who  was  presi- 
dent of  the  Carnegie  Steel  Co. 

The  Chairman.  Those  contracts  were  abrogated,  were  they 
not? 

Mr.  Temple.  In  1904  the  contracts  were  all  abrogated. 

Mr.  Young.  That  is,  the  structural  steel  contract. 

Mr.  Temple.  And  the  plate.  They  were  all  abrogated  in  De- 
cember, 1904,  and  the  whole  thing  wiped  out. 

The  Chairman.  At  whose  suggestion  ? 

Mr.  Temple.  We  were  informed  at  Mr.  Gary's  suggestion. 

The  Chairman.  Gary's  ? 

Mr.  Temple.  Yes. 
******  * 

The  Chairman.  Could  they  maintain,  by  these  gentlemen's 
agreements,  that  level  of  prices  and  prevent  that  destructive 
coinpetition  of  which  you  spoke  in  the  Carnegie  regime  ? 

Mr.  Temple.  They  say  the  leopard  can  not  change  his  spots 
nor  the  Ethiopian  his  skin;  but  the  leopard  does  move  from 
place  to  place,  which,  in  one  figure  of  speech,  is  a  changing  of 
spots.  I  would  not  presume  to  say  how  closely  they  could  fol- 
low the  rules  they  have  learned  under  the  bitter  warfare  preced- 
ing 1907  and  the  different  conditions  from  1897  to  1904,  but  I 
have  not  heard  of  any  destructive  competition  since  that  time. 
(Hearings,  pp.  1717-1719.) 

THE  GABY  DINNERS. 

Prior  to  1907  the  methods  employed  in  restraint  of  trade  were 
undergoing  an  evolutionary  process.  The  old  pooling  agreements 
were  annoying  in  their  requirements  and  dangerous  in  their  opera- 
tion. As  originally  formed  they  exacted  severe  penalties  for  viola- 
tion of  any  of  their  terms;  but  a  few  years'  experience  showed  that 
these  agreements  could  be  kept  without  imposing  penalties.  They 
were  originally  organized  and  conducted  in  direct  violation  of  the 
law,  with  the  consequent  danger  of  prosecution  and  punishment. 
By  1905  the  understanding  between  the  members  of  these  associa- 
tions had  become  so  perfect,  confidence  in  each  other  so  estabhshed, 
and  observance  of  these  agreements  so  habitual  that  it  was  deter- . 
mined  that  it  was  no  longer  necessary  to  have  written  agreements 
as  to  what  their  respective  shares  of  the  business  should  be.  Dur- 
ing 1905  and  1906,  while  they  operated  under  the  supervision  of  the 
same  paid  commissioner,  they  relied  upon  frequent  meetings,  inti- 
mate acquaintanceship,  frank  interchange  of  opinions,  and  assur- 
ances to  bring  about  the  harmonious  cooperation  so  much  desired 
and  to  avoid  the  dangers  of  actual  and  active  competition  on  the 
one  side  and  a  plain  and  palpable  violation  of  the  law  upon  the 
other. 

In  accomplishing  these  results,  trade  conditions  during  1905, 1906, 
and  the  first  nine  months  of  1907  were  extremely  favorable.     All 


<i\no-.is  01  iho  oovnurv  soo'.nod  lo  bo  onioxiuj:  :>  ^>>,^'l^  doirnv  of 
pivspor;;\  ,  with  a  llsnoriuj;  pi\\-*ptvt  for  iu-*  i\M>unuanv-o;  tuul  itus 
oondiuou  \\;i>  iviUvuvi  in  ihe  sieol  trs>dt>  in  tvn  !>i"ii\o  domand  fvV 
s;ool  prwiiuis,  :uid  tho  mainuMA;\i\i'o  of  sto^ilv   prioi\<  wiv*  0;>sy. 

In  l>otobcn-.  1007.  the  p.-inio  oantt^  \\iil\  it.-*  il»rt>;Uon<\l  paralviiis  (\( 
bii^iiuiis  and  Joinorali.-ation  <,\f  prioo,-*.  It  \\;is  .hid^o  K.  H,  t.>;trv 
who  i\nu-oiYod  tho  idoa  of  oxtonJuic  to  tho  <^i\tnv  stool  industrv  tJio 
svstom  of  oooporation  that  had  boon  so  siu'oo.ssftil  among-  tho  n;>iious 
irroups  t^Mfi.vininc  after  tlio  vlissolntion  of  tho  siniolnra.1  stool.  sto<4 
plato.  and  othor  ;ussooiat-iv>ns.  a.nd  tho  ^^^)r^  dinnor  was  tho  !ij:xn\o_v 
dovisovi. 

Tho  Tit^t  Ci;H-v  dinnor  was  ci^on  No\on>bor  .0,  1907  ai\d  thov  tVMj- 
tinuod  at  varvuii:  intorvals  vmtil  after  this  inYosi.i>;at.ion  was  author^ 
ir.od  in  1011. 

.liuliTo  Oiarv  bofv^ro  this  oommittoo  l:a^o  an  aoootint  of  thoir  orijjin 
and  purposo  as  tollows: 

Nv>w,  tho  question  was  lu>w  ti>  cet  between  the  two  e\(reuu\s 
of  soetirin^  a  monopoly  b>  drniiif;-  out  eou>iu-tit,ion,  howe\er 
irood-natuitHlly,  in  a  bitter,  ilestrue(i\  e  ion>p(MUioi\  orwitliout 
niakiui:  any  ai:reeinent ,  express  or  implioki,  taeit  or  vvlherwise, 
wUieh  shvHilvl  result  in  the  inaintenanee  of  priees;  and  so,  iivntle 
men,  I  invited  a  lar^>  penentai^e  of  the  steel  lnte^^vsts  of  tl\e 
eonntrv  to  nieet  me  at  ihnnor  and  then  presented  these  xii^ws  to 
them  and,  so  far  as  1 1'ould,  tlie  results  of  our  beeominsi'dent^^ralif.^v^ 
and  extreme  deereases  in  jniees  like  li\ose  whieh  obtained  under 
the  old  rtVlme.  Then,  I  said  that  it  sooiiuh!  to  n>e  the  i>ul\  way 
we  eonld  lawfully  prevent  sueli  demorali.iUion  and  maintaiit  ft 
reasv^nable  steadiiioss  in  business,  whet.her  we  lowered  the  prietvs 
frvnu  lime  to  time  or  itot,  wl>etiier  depeudiui:;  upon  eireuiw 
stajtees  we  were  willing:;  to  make  I'lineessions  or  rt\hu'tions  idler 
the  jiibbeiN  had  relieved  themselves  oi  the  lari^e  lolvs.  so  sus  \o 
prevent  demorali/ation,  was  for  the  stot^l  people  to  i'on\e  to 
ijether  oeeasionally  aitd  to  tell  one  to  the  others  exaetly  what  his 
Inisiness  was.  In  otl\er  words,  a  liiselosuro  by  eaeh  oi\e  to  all 
otheiv  of  all  t.he  oireumstMnees  sunxMindiu;;  his  |\-\rtieular  busi- 
ness. In  other  words,  to  stat(>  it  simply,  if  liiree  men,  genllen\eii 
on  this  eommittee,  were  prnetii'ini:;  law  in  a  et-rtain  town  and 
each  one  knew  that  the  e\istomary  fee  fi>r  si^rviot^s  in  eourl  wn.-* 
§0(1  a  day  and  a  i^entleman  fi>)m  another  part  of  the  euuntry 
should  loeate  in  tii.-it  town  and  maki^  «  tot.-dly  dill'erent  price, 
Nory  nmeh  lower,  ho  would  iinmi>diati>ly  gKi,  up  some  sort  of 
eompetitioit  amomjsl  thest*  professional  mi>n.  If  those  three 
men,  howi'\er,  on  this  t'oinmiiiee.  wt>r<>  in  daily  eonferenee  and 
eaeii  one  knew  that  the  others  did  ni>t  propos(>  to  eiuuii^e  the 
fees,  probably  this  out.sidiM-  would  not  makt>  \  t>r\  nmeh  headway 
in  ereatinj::  a  deiuorali/.ation.      (Hearin'::s,  p.  77,1 

At  one  of  these  diitners  more  than  W  per  cent,  of  the  tMitire  iiMii  and 
steel  industry  of  lh<'  flniled  States  was  reprt«senli<d,  (llearinjjs,  p. 
177li.1  At  these  ilinneiN  ri>pn>sentaliA  es  of  tln^  prt>ss,  t^xeept  thr(>o 
trade  papers,  were  exehided.      i,llearin>;-s,  ]■>,  7,'">.) 
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Tl>o  ivmarks  of  Jndi^o  (ituv  at  tho  dinner  s^ivon  in  DtxnMnber,  1908, 
Mid  tho  VHrious*  sjhhh'Iios  niado  at  tho  diiinor  g;ivon  in  January,  1911, 
and  at  tho  hmehoon  of  May  1.  1911,  aro  jrivon  in  the  rooord  of  this 
ooimuittoo.  (.Uoarinps.  pp.  177;>-1S12.1  C'onsidoration  of  those 
romarks,  koopinjj  in  mind  tho  oonditions  under  which  thoy  wore  made 
and  what  had  jrono  boforo,  loads  us  to  tho  oonolusion  that  the  Oary 
dinnoi-s  woro  dov isoil  to  ciroumvont  the  Sherman  antitrust  hiw  by 
avoidinj:;  diroot  and  (^ositivo  a>ivoomonts  in  restraint  of  trade  and  yet 
to  soouro  all  tho  bonotits  iiwoh  od  in  a  rostriotion  upon  output  and  a 
maintouanoo  of  prioos.  For  justification  of  this  conchision  wo  submit 
the  following  oxoorpts  from  these  remarks: 

At  this  pnrticuhir  time  thoro  is  not  in  this  country  a  demand 
for  more  ihan  oti  per  cent  of  the  total  producing  capacity  in  our 
linos.  It  is  obvious  from  this  staioniont  of  fact  that  thoro  is  not 
enough  busint^s  to  go  around,  and  that  thoro  is  no  possible  way 
of  protecting  ouo  another  and  thoroby  protecting  ouosolf  except 
to  submit  oiu-solvos  to  the  conditions  as  they  exist  and  to  take 
and  bo  satistlod  with  oin-  fair  proportion  of  the  business  which  is 
olfered.     [Applause.]     (.Uuigo  *.u»rv,  hearings,  p.  ITTii.) 

lu  tho  following  quotation  Judge  (.lary  explains  the  ditlioultios  and 
dangers  iiwolvod  in  aj\y  direct  an'jvngomont  to  ii\torforo  with  tho  laws 
of  trade  and  then  stresses  tho  fact  that  "wo  have  something  better 
to  guide  iuxd  coutavl  us  in  our  busii\oss  methods  than  a  contract 
which  depoi\ds  upon  written  or  verbal  promises  witli  a  penalty 
attAchod." 

Now,  in  view  of  the  fact  that  wo  have  no  right  legally  to  enter 
into  any  arvangotnoi\t  by  dirtH't  or  indirtH>t  means  which  enables 
us  to  maintain  prices,  to  divide  territorv,  to  restrict  output,  or 
in  any  way  to  interfere  with  the  laws  of  trade  or  to  stitle  cont- 
potition;  in  view  of  the  fact  that  we  can  not  legally,  directly  or 
mdirtYtly,  do  anything  which  may  be  construed  to  bo  in  restraint 
of  trade,  and  therefore  aiv  relegated  to  the  one  position  of  treat- 
ing each  other  on  the  basis  of  fair,  just,  and  equitable  treatment, 
it  oehooves  us  to  use  the  greatest  care  in  the  oxorcise  of  our  rights 
and  in  the  transaction  of  our  business,  so  as  to  make  it  absolutely 
certain  that  day  by  day,  and  with  roforonce  to  every  traitsaction 
we  are  oortainto  rwognize  tho  rights  of  our  compotitoi-s.  oiu* 
friends,  and  ttio  obligations  which  we  are  under  toward  them. 

1  say  si\  this  presence,  to  men  who  know  by  loi\g  oxporioi\co — 
men  who  know  to  a  domoivstration  that  what  I  speak  is  true  and 
logical-  that  we  have  something  better  to  guide  and  control  us 
in  our  business  methods  than  a  cotttract  whioli  depends  upon 
WTitten  or  verbal  promises  with  a  penalty  attached.  We  as 
men,  as  gentlemen,  as  friends,  as  noigubors.  having  boott  m  close 
eonnmmication  and  contact  during  the  last  few  years,  have 
reached  a  poiitt  where  \\  o  entertain  for  one  another  respect  and 
affectionate  regard.  AVe  have  reached  a  position  so  high  in  our 
lines  of  activity  that  we  are  bound  to  pivttx't  ouo  another:  and 
when  a  man  rt\u'hos  a  position  where  his  honor  is  at  stake,  whore 
even  more  than  life  itself  is  concerned,  where  he  can  not  act  or 
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fail  to  act  except  w'ith  a  distinct  and  clear  understanding  that 
his  honor  is  involved,  then  he  has  reached  a  position  that  is  more 
binding  on  him  than  any  written  or  verbal  contract.  [Applause.] 
(Hearings,  pp.  1776-1777.) 

In  the  following  quotation  Judge  Gary  pays  tribute  to  the  spirit  of 
mutual  confidence  among  manufacturers  of  steel  that  had  been 
developed,  and  rejoices  that  the  point  had  been  reached  where  each 
was  willing  to  lay  his  business  down  upon  the  table  for  the  inspection 
of  his  neighbors : 

Is  it  any  wonder  that  such  as  I,  coming  a  few  years  ago  from 
another  profession,  having  spent  his  time  in  other  lines  of  activ- 
ity, coming  into  this  business  without  knowledge  of  the  business 
or  acquaintance  with  those  connected  with  it,  groping  along  in 
more  or  less  uncertain  paths,  but  eventually  reaching  the  posi- 
tion which  we  have  reached  in  our  travels,  so  that  we  can  have 
and  do  have  absolute  confidence  in  one  another,  willing  to  lay  our 
business  down  upon  the  table  for  the  inspection  of  our  neigh- 
bors— is  it  any  wonder  that  I  should  be  elated,  that  I  should  be 
happy,  that  I  should  be  proud  of  the  fact  that  I  am  associated 
with  such  as  you;  that  in  representing  the  interests  of  a  large 
corporation  I  can  do  business  with  so  many  men  of  prominence, 
education,  experience,  high  standing,  and  repute  in  the  commu- 
nity, feeling  all  the  time  that  I  and  the  interests  I  represent  are 
absolutely  safe  in  your  hands?     (Hearings,  p.  1777.) 

Throughout  the  remarks  of  Judge  Gary,  as  we  interpret  them,  there 
is  a  skillful  and  ingenious  effort  to  impress  upon  his  guests  that  it  was 
the  purpose  of  the  United  States  Steel  Corporation  to  maintain  prices 
and  that  they  were  expected  to  do  likewise. 

At  the  present  time  the  question  of  maintaining  or  changing 
the  prices  of  the  commodities  in  which  we  deal  is  uppermost  in 
our  minds,  because  we  read  and  hear  about  this  question  every 
day  and  almost  every  hour.  I  have  been  pained,  I  admit,  from 
time  to  time,  to  read  in  the  newspapers  that  the  United  States 
Steel  Corporation  carried  a  big  stick,  and  was  in  the  habit  of 
inviting  the  Independents,  so  called,  to  come  together  for  the 
purpose  of  lecturing  them,  or,  worse  than  that,  of  threatening 
them  in  case  they  proposed  to  reduce  prices.  I  call  upon  you  as 
witnesses  to  refute  these  insinuations. 

******  * 

Now,  rny  opinion  is  that  it  would  be  a  mistake  to  reduce  prices 
at  this  time;  that  it  would  do  more  harm  than  good;  that 
instead  of  getting  more  business  we  would  get  less  busmess ;  that 
the  average  purchaser,  perhaps  without  exception,  is  not  so 
much  in  favor  of  the  reduction  of  prices  as  he  is  in  favor  of 
making  it  absolutely  certain  his  prices  are  the  same  prices  that 
another  has  to  pay  for  the  same  commodity. 

******* 

It  is  argued  in  some  of  the  newspapers  that  we  are  making  a 
mistake  in  maintaining  prices  because  we  are  keeping  large 
numbers  of  our  employees  from  work.     I  do  not  think  the  claim 
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is  logical  or  reasonable.     I  doubt  if  we  would  get  more  business 
if  we  should  reduce  prices.     (Hearings,  pp.  1776-1777.) 

Those  who  followed  Judge  Gary  at  this  dinner  responded  most 
generously  to  his  protest  against  reduction  of  prices  as  shown  by  the 
following: 

Willis  L.  King,  general  manager  Jones  &  LaughLin  Steel  Co.,  and 
former  treasurer  of  Steel  Plate  Association  and  Structural  Association, 
said: 

I  think,  therefore,  to  talk  of  reducing  the  prices  ought  not  to 
be  considered  for  a  moment.  As  Judge  Gary  has  very  properly 
said,  it  would  not  result  in  good  to  anyone,  it  would  not  result  in 
more  business  to  us,  it  would  not  do  the  public  any  good;  there- 
fore I  hope  it  will  be  the  consensus  of  opmion  here  to-night  that 
we  will  maintain  the  present  prices,  which  are  fair  and  reasonable, 
and  await  with  patience  the  inevitable  result  which  will,  of 
course,  be  better  Dusiness,  and  I  think  in  the  very  near  future. 
(Hearings,  p.  1783.) 
E.  C.  Felton,  president  Pennsylvania  Steel  Co.,  said: 

Now,  I  think  we  have  all  had  our  eyes  opened  since  the  first 
meetings  that  were  held  here,  and  I  hope  we  are  going  to  keep  our 
eyes  opened,  and  are  not  going  to  shut  them  up  to  the  situa- 
tion. If  there  is  anybody  who  thinks  the  present  business  situa- 
tion will  be  improved,  stimulated,  by  cutting  prices  he  ought  to 
consider  just  one  branch  of  our  business;  he  should  look  at  the 
facts  and  argue  from  those  facts.  Let  him  look  at  the  pig-iron 
situation.     (Hearings,  p.  1784.) 

John  A.  Topping,  chairman  RepubUc  Iron  &  Steel  Co.,  said: 

I  am  more  convinced  than  ever  that  any  efforts  at  this  time  to 
reduce  prices  with  a  view  to  stimulating  consumption  will  be  met 
in  about  the  manner  that  Mr.  Felton  has  illustrated.  The  price 
line  will  go  down  much  faster  than  the  production  line  will  go  up. 
(Hearings,  p.  1784.) 

E.  A.  S.  Clark,  president  Lackawanna  Steel  Co.,  said: 

While  I  think  it  is  well  to  coach  salesmen,  we  must  put  into 
them  the  very  same  spirit  I  think  we  all  have  here,  that  we  are 
in  honor  bound  not  to  change  our  prices  without  letting  the  other 
man  know  it,  because  then  the  salesman  knows  that  he  has  an 
answer  to  give  to  that  proposition.     (Hearings,  p.  1785.) 

C.  S.  Price,  president  Cambria  Steel  Co.,  said: 

I  will  only  speak  of  the  business  situation,  and  indorse  the  fact 
that  I  consider  it  very  inopportune  at  this  time  to  make  any 
change  in  prices.     (Hearings,  p.  1786.) 

A.  F.  Huston,  president  Lukens  Iron  &  Steel  Co.,  said: 

We  are  all  of  the  same  opinion  about  the  maintenance  of 

f)rices.  I  heard  the  remark  made  by  a  prominent  steel  man 
ast  month.  He  said  he  had  never  seen  a  genuine  buying  move- 
ment without  first  a  decided'  drop  in  prices  to  stimulate  it.  I 
have  been  thinking  of  that  a  good  deal  since.     He  probably 
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never  saw  anything  else  in  the  past.     I  do  not  remember  at  any 
time  when  a  genuine  buying  movement  started  when  there  was 
not  a  drop  in  the  price,  before  we  stood  together.     (Hearings,  p. 
1791.) 
L.  A.  Kelly,  president  Ashland  Steel  Co.,  said: 

I  heartily  cooperate  in  everything  that  has  been  said  here 
to-night,  and  so  far  as  our  company  is  concerned  we  are  ready 
and  willing  to  still  cooperate  to  do  what  we  can  to  maintain 
prices.     (Hearings,  p.  1795.) 

Accepting  this  dinner  of  January,  1911,  as  fairly  typical  of  the  rest 
and  the  things  said  and  done  there  as  fairly  representative  of  the 
things  said  and  done  at  the  others,  we  think  the  conclusion  is  irre- 
sistible that  the  Gary  dinners  were  instituted  as  a  means  of  conveying 
to  the  entire  steel  and  iron  industry  information  as  to  what  the 
attitude  of  the  United  States  Steel  Corporation  was  upon  the  ques- 
tions of  output  and  prices  and  of  impressing  upon  all  engaged  in  the 
industry  that  it  was  the  part  of  wisdom  and  prudence  to  govern 
themselves  accordingly.  We  further  believe  that  by  this  means 
prices  were  maintained,  output  restricted,  competition  stifled,  and 
trade  restrained,  just  as  certainly,  just  as  effectively,  and  just  as 
unlawfully  as  had  been  done  under  the  discarded  pooling  agreements 
of  former  years. 

LABOR. 

The  evidence  submitted  to  the  committee  on  the  matter  of  labor  is 
instructive  and  impressive. 

A  most  important  economic  fact  brought  out  and  too  often  over- 
looked is  that  the  true  measure  of  a  man's  work  is  the  tonnage  pro- 
duced per  man  per  day,  and  not  the  mere  amount  of  wage  paid.  The 
true  economic  unit  is  the  tonnage  produced  per  man,  and  not  the  wage 
paid  per  man.  This  is  a  most  important  fact,  never  to  be  lost  sight 
of  in  the  all-important  question  of  cost  production. 

A  most  illuminating  piece  of  reliable  information  on  this  point  is 
the  report  of  the  secretary  of  internal  affairs  of  the  State  of  Pennsyl- 
vania on  the  production  and  cost  of  pig  iron,  which  we  quote  for  the 
years  1902  and  1909,  in  order  that  comparison  may  be  made: 

Pig  iron  in  Pennsylvania. 
[Report  of  secretary  ol  Internal  affairs,  1902,  p.  403;  1909,  pp.  265-256.) 


1902 


Production  (gross  tons) 

Realized  value 

Average  realized  value  per  ton 

Value  of  basic  material;  ore,  scrap  ore,  cinder  only  (fuel,  limestone 

and  other  expenses  not  considered) 

Same  per  ton 

Average  number  of  days  in  operation  in  1902 

Total  number  of  workmen  employed 

Aggregate  wages  paid 

Average  earnings  per  year  for  each  man 

Average  daily  wage 

Cost  of  labor  per  ton 

Tonnage  per  man  per  day 


8,111,642 

$126,857,231.00 

$15.64 

$61,634,972.00 

$7.00 

314 

17.101 

$10,191,759.00 

$595. 97 

$1.89 

$1.25 

1.51 


$186, 


18, 


10,721,024 

963,842.00 

$17.44 

144,483.00 

$8.31 

300 

14,921 

762,304.00 

$627. 20 

$2.09 

$0.82 

2.39 
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It  will  be  seen  from  the  above  report  that  in  1909,  14,921  men  pro- 
duced 10,721,024  tons  of  pig  iron,  as  against  8,111,642  tons  produced 
in  1902  by  17,101  men. 

Who  got  the  benefit  of  this  enormous  increase  in  production  ?  True, 
there  was  some  increase  in  the  wages.  In  1902  the  average  earnings 
per  year  for  each  man  was  $595.97,  while  in  1909  the  average  earnings 
per  year  for  each  man  was  $627.20,  an  increase  per  man  per  year  of 
$31.23.  Or,  to  put  it  in  daily  wages,  an  increase  of  from  $1.89  in  1902 
to  $2.09  in  1909 — an  increase  of  $0.20  per  day. 

But,  observe  the  increase  in  production,  and  the  decrease  in  cost  of 
labor  per  ton,  "the  true  measure,"  according  to  Mr.  Schwab. 

In  1902  the  cost  of  labor  per  ton  was  $1.25,  while  in  1909  it  was 
only  82  cents. 

Again,  observe  the  tonnage  produced  per  man  in  1902  and  1909. 

In  1902  the  tonnage  per  man  was  1.51  tons,  while  in  1909  it  was 
increased  to  2.39  tons  per  man. 

In  other  words,  not  only  was  the  cost  of  labor  per  ton  reduced  from 
$1.25  to  $0.82,  but  at  the  same  time  the  tonnage  per  man  produced 
was  increased  from  1.51  tons  to  2.39  tons. 

In  1902  the  manufacturers  produced  8,111,642  tons  of  pig  iron  at  a 
cost  of  labor  per  ton  of  $1.25;  while  in  1909  they  produced  10,721,024 
tons  of  pig  iron  at  a  cost  of  labor  per  ton  of  $0.82. 

In  1902  the  aggregate  wages  paid  to  produce  8,111,642  tons  of  pig 
iron  was  $10,191,757,  while  in  1909  the  aggregate  wages  paid  to  pro- 
duce 10,721,024  tons  was  $8,762,304,  a  saving  to  the  manufacturers  in 
labor  cost  of  $1,429,455. 

Furthermore,  the  realized  value  of  the  8,111,642  tons  produced  in 
1902  was  $126,857,231;  while  the  realized  value  of  the  10,721,024 
tons  produced  in  1909  was  $186,963,842,  an  increase  for  the  manu- 
facturers of  $60,106,611  in  reahzed  value. 

On  the  other  hand,  what  did  labor  get  in  the  same  period  ?  In  1902 
the  average  earnings  per  year  for  each  man  was  $595.97,  while  in  1909 
it  was  $627.20,  an  increase  per  man  of  $31.23  per  year,  and  as  the 
table  shows,  an  increase  in  average  daily  wage  from  $1.89  to  $2.09, 
or  $0.20  per  day.  This  shows  a  sHght  increase  per  man  in  wages 
between  1902  and  1909.  But  how  about  the  total?  In  1902  there 
were  employed  17,101  men;  in  1909,  14,921  men,  a  decrease  of  2,180 
men  employed.  In  1902  the  aggregate  wages  paid  were  $10,191,759; 
in  1909  the  aggregate  wages  paid  were  $8,762,304,  a  decrease  in  wages 
paid  of  $1,429,455. 

That  these  statistics  of  the  report  of  the  secretary  of  internal  affairs 
are  correct  is  cbrroborated  by  Mr.  Schwab,  former  president  of  the 
Steel  Corporation,  by  his  sworn  testimony,  on  page  1356,  as  follows: 

The  Chairman.  The  average  daUy  wage  in  1902  was  $1.89. 
Is  that  about  the  rate  for  men  working  around  pig  iron  ? 

Mr.  Schwab.  Yes ;  I  think  so. 

The  Chairman.  In  1909  it  was  $2.09? 

Mr.  Schwab.  Yes. 

The  Chairman.  Is  that  about  your  average  wage  ? 

Mr.  Schwab.  I  think  so. 

The  Chairman.  The  cost  of  labor  per  ton,  then,  in  1902  was 
$1.25.     Is  that  about  right? 

Mr.  Schwab.  Yes,  sir. 
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The  Chairman.  And  in  1909  it  was  82  cents.  Is  that  about 
right  ? 

Mr.  Schwab.  I  should  imagirie  that  was  about  right. 

The  Chairman.  The  tonnage  per  man  per  daj,  which  you  say 
is  a  true  measure  of  the  value  of  a  man's  work,  in  1902  produced 
1.51  tons  of  pig  iron,  and  in  1909,  2.39  tons  of  pig  iron.  Is  that 
about  right  ? 

Mr.  Schwab.  I  should  judge  that  was  about  right. 

LABOR  UNIONS. 

The  attitude  of  the  United  States  Steel  Corporation  toward  organ- 
ized labor  was  early  determined.  On  June  17, 1901,  six  weeks  after 
the  Steel  Corporation  was  organized  and  began  operations,  a  meeting 
of  the  executive  committee  was  held  in  New  York  City.  At  this 
meeting  Mr.  Charles  Steele,  then  a  member  of  the  firm  of  J.  P.  Mor- 
gan &  Co.,  and  also  a  member  of  the  executive  committee  of  the 
Steel  Corporation,  was  present.  The  question  of  the  attitude  of  the 
corporation  toward  organized  labor  was  extensively  discussed  at 
this  meeting.  As  a  final  result  of  the  deliberations  of  the  executive 
committee,  Mr.  Steele  brought  forward  the  following  proposition, 
which  the  records  show  was  finally  voted  upon,  and  the  president  of 
the  Steel  Corporation  instructed  to  convey  it  to  the  presidents  of  the 
subsidiary  companies,  to  wit; 

That  we  are  unalterably  opposed  to  any  extension  of  union 
labor  and  advise  subsidiary  companies  to  take  firm  position  when 
these  questions  come  up  and  say  that  they  are  not  going  to  recog- 
nize it,  that  is,  any  extension  of  unions  in  mills  where  they  do  not 
now  exist;  that  great  care  should  be  used  to  prevent  trouble 
and  that  they  promptly  report  and  confer  with  this  corporation. 

Following  that  declaration,  the  evidence  clearly  shows  how  Amer- 
ican laborers  felt.  Justly  or  unjustly,  they  considered  themselves 
persona  non  grata  in  the  works  of  the  United  States  Steel  Corpora- 
tion. Thereafter  the  great  bulk  of  American  union  laboring  men  in 
the  iron  and  steel  industry  understood  they  were  not  wanted  at  the 
works  of  the  United  States  Steel  Corporation.  The  process  of  filling 
the  places  of  these  union  laborers  is  interesting  and  important  to 
observe.  American  laborers  loyal  to  their  unions  could  not  be  had. 
Something  had  to  be  done  to  get  laborers.  Southern  Europe  was 
appealed  to.  Hordes  of  laborers  from  Southern  Europe  poured  into 
the  United  States.  They  were  almost  entirely  from  the  agricultural 
classes,  knew  absolutely  nothing  about  iron  and  steel  manufacture, 
but  were  sufiicient  to  fight  the  labor  unions.  They  were  absolutely 
unskilled,  but  they  could  work,  especially  as  common  laborers.  In 
times  of  special  necessity  even  advertisements  for  foreign  help  of  this 
class  were  spread  broadcast.  A  sample  of  these  advertisements, 
which  the  evidence  shows  were  caused  to  be  circulated  by  subsidiary 
companies  of  the  Steel  Corporation,  is  as  follows: 
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Wanted. — Sixty  tin  house  men,  tinners,  catchers,  and  helpers  to 
work  in  open  shops;  Syrians,  Poles,  and  Roumanians  preferred; 
steady  employment  and  good  wages  to  men  willing  to  work; 
fare  paid  and  no  fees  charged  for  this  work.  Central  Employ- 
ment Bureau,  628  Pennsylvania  Avenue. 

This  advertisement  appeared,  as  the  evidence  shows,  in  the  Pitts- 
burgh Gazette-Times  of  July  14,  1909.     (Seepage  3074  of  hearings.) 

The  result  is  that  about  80  per  cent  of  the  unskilled  laborers  in  the 
steel  and  iron  business  are  foreigners  of  these  classes.  TTith  the 
benefit  of  a  skilled  American  foreman  such  a  crew  can  work  out 
results  in  unskilled  labor  production.  The  profits  of  this  system  of 
labor  employment  go  to  the  Steel  Corporation,  while  the  displaced 
American  workman  shifted  as  best  he  could. 

Following  the  elimination  of  union  labor,  and  the  introduction  of 
the  above-described  foreign  laborers,  an  investigation  was  made  as  to 
the  conditions  of  laborers,  hours  of  labor,  home  life,  etc.  As  to  the 
hours  of  labor,  the  evidence  before  the  committee  was  conclusive 
that  long  hours  of  labor  prevailed  in  the  iron  and  steel  industry,  espe- 
cially in  the  unskilled  departments.  Under  the  direction  of  the 
United  States  Commissioner  of  Labor,  a  very  careful  and  thorough 
investigation  as  to  the  hours  of  labor  in  the  steel  industry  has  been 
made.     From  this  official  report  we  quote  without  comment: 

During  May,  1910,  the  period  covered  by  this  investigation 
into  the  steel  industry,  50,000  persons,  or  20  per  cent  of  the 
153,000  employees  of  the  blast  furnaces,  steel  works,  and  rolling 
Tnills  covered  by  this  report,  customarily  worked  seven  days  per 
week,  and  20  per  cent  of  them  worked  84  hours  or  more  a  week, 
which,  in  effect,  means  a  12-hour  working  day  every  day  in  the 
week,  including  Sunday. 

This  hardship  of  12-hour  days  and  a  7-day  week  is  still  further 
iacreased  by  the  fact  that  every  week  or  two  weeks,  as  the  case 
may  be,  when  the  employees  on  the  day  shift  are  transferred  to 
the  night  shift,  and  vice  versa,  employees  remain  on  duty  with- 
out r3ief  either  18  or  24  consecutive  hours,  according  to  the 
practice  adopted  for  the  change  of  shifts.  The  most  common 
plan  to  effect  this  change  of  shift  is  to  work  one  shift  of  employees 
on  the  day  of  change  uirough  the  entire  24  hours,  the  succeeding 
shift  worlong  the  regular  12  hours  when  it  comes  on  duty. 

(See  page  2837,  hearings.) 

While  we  deem  it  unnecessary  to  quote  the  testimony  of  other  wit- 
nesses, it  is  true,  as  the  testimony  shows,  that  they  fully  corroborate 
these  statements  of  the  United  States  commissioner,  and,  in  fact, 
some  of  the  witnesses  are  much  stronger  in  their  statements. 

As  to  the  daily  lives  and  conditions  of  living  of  these  laborers,  the 
testimony  taken  is  voluminous,  far  too  extensive  to  even  summarize 
in  this  report.  The  testimony  certainly  shows  conditions  undesirable, 
and  far  below  what  is  ordinarily  understood  to  be  the  American  stand- 
ard of  living  among  laborers  in  our  country.  Some  of  the  details  are 
54946°— H.  Eept  1127, 62-2 0 
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revolting,  both  as  to  sanitary  and  moral  conditions.  Taking  the 
ordinary  family  as  a  unit,  the  wages  paid,  even  if  the  head  of  the 
family  is  constantly  employed,  are  barely  enough  to  provide  sub- 
sistence. 

THE  COMPANY  SXTPPLY  STORE. 

As  bearing  on  the  question  of  employes,  the  policy  of  the  Steel 
Corporation  in  regard  to  the  establishment  of  the  company  supply 
stores  is  important.  The  evidence  before  the  committee  shows  that 
it  is  the  custom  of  the  company  where  steel  and  iron  plants  are  estab- 
lished and  towns  and  vUlages  grow  up  around  the  company's  plants, 
through  a  subsidiary  company  known  as  the  Union  Supply  Co.,  to 
open  stores  to  supply  its  employees  with  groceries,  provisions,  and 
almost  every  article  of  household  necessity,  together  with  powder, 
fuse,  and  other  supplies — in  fact  everything  the  employees  need, 
either  to  live  or  conduct  their  operations  as  employees  of  the  company. 

The  local  grocer,  baker,  meat  and  fish  dealer,  apothecary,  black- 
smith, carpenter,  coal,  wood,  and  other  dealers  are  thus  brought  into 
direct  competition  with  the  Steel  Corporation  stores.  It  may  be 
said  that  this  is  only  the  apphcation  of  fair  and  free  competition. 
But  this  is  not  wholly  so.  The  company  stores  have  great  advan- 
tages. They  deal  with  their  own  employees,  who  constitute  90  per 
cent  of  their  custom.  To  be  sure  the  employees  are  not  obliged  by 
any  law  or  rule  of  the  company  to  buy  at  the  company  store,  but  it  is 
undoubtedly  true  that  they  all  understand  they  will  be  the  better 
considered  for  doing  so.  The  company  supply  store  knows  just  what 
is  coming  in  wages  every  day  and  week  to  each  employee  who  deals 
at  the  company  store.  No  other  local  competitor  has  the  benefit  of 
this  information.  This  enables  the  company's  supply  store  to  extend 
credit  only  to  the  extent  of  wages  actually  due  or  earned.  The 
result  is  practically  an  actual  cash  business,  with  no  losses  in  bad 
debts. 

The  fact  that  the  Steel  Corporation  does  not  attempt  to  maintain 
these  supply  stores  except  where  it  deals  with  its  own  employees, 
shows  pretty  conclusively  that  it  has  no  desire  to  engage  in  such 
trade  under  ordinary  conditions  in  ordinary  competition.  It  limits 
its  stores  to  places  where  it  deals  almost  whoUy  with  its  own 
employees. 

The  profits  made  and  dividends  declared  to  the  Steel  Corporation 
by  this  system  of  supply  stores  we  think  are  pertinent  and  sufficient 
to  show  a  prosperity  entirely  out  of  the  ordinary. 

This  supply  company  was  organized  in  March,  1902,  about  a  year 
after  the  Steel  Corporation  itself.  Its  capital  stock  is  $500,000.  Its 
corporate  name  is  Union  Supply  Co.,  and  it  is  one  of  the  subsidiary 
companies  of  the  United  States  Steel  Corporation. 
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In  1903,  this  $500,000  subsidiary  corporation  declared  a  dividend 
of  $250,000,  and  in  subsequent  years  as  follows : 

1904 $250, 000 

1905 405, 000 

1906 805, 000 

1907 500, 000 

1908 320, 000 

1909 440, 000 

1910 520, 000 

It  will  thus  be  seen  that  this  corporation  earned  and  paid  its  parent 
company,  the  United  States  Steel  Corporation,  in  dividends  a  total 
of  $3,490,000  in  eight  years  on  retail  supplies  sold  almost  wholly  to 
its  own  employees. 

The  following  table  shows  these  dividends  in  detail: 

Dividends  declared  by  Union  Supply  Co. 


Date  of  meeting  when  declared. 


Per 

cent. 


Amount 
for  divi- 
dends. 


Date  of  meeting  when  declared. 


Per 
cent. 


Amount 
for  divi- 
dends. 


1.  May 27, 1903.. 

2.  Sept.  23, 1903.. 

3.  Dec.  28, 1903.. 


4.  Mar.  23, 1904.. 

5.  Tune  22, 1904.. 

6.  Aug.  24, 1904.. 

7.  Oct.  26, 1904.. 

8.  Dec  28, 1904.. 


9.  Feb.  22, 1905.. 

10.  May  24, 1905.. 

11  July  26, 1905.. 

12.  Aug.  23, 1905.. 

13.  Sept.  27,1905. 

14.  Oct.  28, 1905.. 
16.  Nov.  18, 1985.. 


16.  Tan.  22,1906.. 

17.  Feb.  21, 1906. 

18.  Mar.  21,1906., 

19.  Apr.  18, 1906., 

20.  May  16, 1906.. 

21.  Tune  20, 1906. 


$60,000 
100,000 
100,000 


250,000 


50,000 
50,000 
50,000 
50,000 
50,000 


38.  Jan.  15,  1908... 

39.  Feb.  19, 1908.. 

40.  Apr.  15, 1908.. 

41.  May  20, 1908.. 

42.  July  IS,  1908.. 

43.  Sept.  16, 1908.. 

44.  Not.  18, 1908.. 


$40,000 
40,000 
40,000 
40,000 
40,000 
80,000 
40,000 


320,000 


250,000 


60,000 
76,000 
75,000 
100,000 
35,000 
35,000 
36,000 


405,000 


45.  Jan.  13, 1909.. 

46.  Feb.  17,1909.. 

47.  Apr.  21, 1909.. 

48.  May  19, 1909.. 

49.  June  16, 1909.. 

60.  July  21, 1909.. 

61.  Aug.  18,1909.. 

52.  Sept.  15,1909. 

53.  Ocl20, 1909.. 
64.  Nov.  17, 1909.. 
55.  Deo.  15,1909.. 


40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 


35,000 
36,000 
36,000 
35,000 
75,000 
40,000 


440,000 


255,000 


22.  July  18, 1906.. 

23.  Aug.  15, 1906.. 

24.  Sept.  19, 1906. 

25.  Sept.  27, 1906. 

26.  Nov.  21, 1906.. 

27.  Dec.  20,1906.. 


Tan.  9, 1907... 
Feb.  20, 1907.. 
Mar.  20, 1907.. 
May  16, 1907.. 
Tune  19, 1907.. 
July  17, 1907.. 
Aug.  21, 1907.. 
Sept.  18,1907. 
Nov.  20, 1907., 
Deo.  18,1907.. 


80,000 
40,000 
40,000 
60,000 
40,000 
45,000 


Jan.  12, 1910.. 
Feb.  16, 1910.. 
Mar.  16, 1910.. 
Apr.  20, 1910.. 
May  18, 1910.. 
June  16, 1910.. 
July  19, 1910.. 
Aug.  17, 1910.. 
Sept.  21, 1910. 
Gel.  19,1910.. 
Nov.  16,1910.. 
Dec.  21,1910.. 


40,000 
40,000 
40,000 
80,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 


650,000 


40,000 
40,000 
40,000 
80,000 
40,000 
80,000 
40,000 
40,000 
40,000 
60,000 

600,000 


68.  Tan.  24,1911... 

69.  Mar.  16, 1911... 

70.  Apr.  19, 1911... 

71.  May  17, 1911... 

72.  Tun* 21, 1911... 

73.  Iulyl8,1911... 

74.  Aug.  16,1911... 
76.  Sept.  20, 1911.. 


620,000 

40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 
40,000 


320,000 
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OWNERSHIP  OF  COMMON  CABRIEBS. 

The  Steel  Corporation,  in  the  conduct  of  its  business,  has  obtained 
control  of  various  railway  and  steamship  lines  by  which  its  raw 
material  is  transported  from  the  ore  beds  of  the  Northwest  to  the 
plants  of  the  corporation.  Much  of  the  ore  consumed  by  the  com- 
petitors of  the  corporation  is  carried  over  these  various  lines  of 
transportation.  These  transportation  facilities  are  of  three  classes, 
viz,  railroads,  lake  vessels,  and  docks  for  the  transshipment  of  ore 
from  vessels  to  railways. 

The  corporation  owns  two  railroads  operating  in  the  lake  ore-min- 
ing district,  known  as  the  Mesabi  Range,  viz.  The  Duluth,  Missabe 
&  Northern  Railway  and  the  Duluth  &  Iron  Range  Railroad.  It 
likewise  owns  the  largest  fleet  of  ore-carrying  vessels  of  the  Great 
Lakes,  which  is  operated  under  the  name  of  the  Pittsburgh  Steam- 
ship Co.  At  the  ports  upon  Lake  Erie  it  owns  or  operates  docks  for 
the  transshipment  of  ore  destined  for  points  beyond,  the  more  im- 
portant of  which,  perhaps,  is  the  Pittsburgh  &  Conneaut  Harbor. 
This  dock  handles  all  the  ore  moved  over  the  Bessemer  &  Lake  Erie, 
likewise  owned  by  the  corporation,  which  railroad  furnishes  the  means 
of  carrying  the  ore  from  the  lake  port  to  the  Pittsburgh  district, 
where  it  is  turned  over  to  the  Union  Railroad,  a  belt  line  and  another 
subsidiary  of  the  Steel  Corporation,  which  serves  its  various  plants 
in  that  district. 

In  addition  to  the  lines  of  railway  the  corporation  has  other  im- 
portant railway  properties  which  are  useful  in  transporting  ore,  par- 
ticularly in  the  Chicago  district  where  it  owns  the  Elgin,  Joliet  & 
Eastern,  which  railroad  has  absorbed  and  now  operates  what  was 
formerly  known  as  the  Chicago,  Lake  Shore  &  Eastern,  forming  the 
connection  with  the  docks  and  plants  of  the  corporation  in  the  vicinity 
of  •Chicago  and  with  trunk  lines  east  and  west. 

The  corporation  also  owns  several  terminal  lines  at  other  points, 
viz.  The  Newburgh  &  South  Shore  at  Cleveland,  Ohio,  the  Lake 
Terminal  at  Lorain,  Ohio,  and  the  Birmingham  Southern  at  Bir- 
mingham, Ala. 

Through  these  various  Unes  the  corporation  is  able  to  transport  its 
ore,  or  the  great  bulk  of  it,  from  the  mines  to  the  blast  furnaces.  For 
instance,  taking  the  year  1910,  there  were  transported  that  year 
45,000,000  tons  of  ore  from  the  Northwest  or  lake  region  of  which 
the  corporation,  by  its  two  railroads  in  the  ore  territory  moved 
28,000,000  tons,  or  67  per  cent.  During  that  same  year  the  corpora- 
tion carried  over  its  water  line  about  50  per  cent  of  the  ore.  In  the 
Pittsburgh  district  practically  aU  the  ore  used  by  the  corporation 
is  hauled  over  its  own  line  of  railway — ^Bessemer  &  Lake  Erie — from 
Conneaut  Harbor. 

The  making  of  rates  upon  ore  is  by  agreement  among  the  railroads, 
and  though  a  denial  has  been  entered  that  the  corporation  rail  hnea 
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have  been  parties  to  the  making  of  such  rates,  the  fact  remains 
that  they  have  been  beneficiaries  of  high  rates  which  have  been 
maintained  upon  ore,  both  in  the  initial  haul  to  the  docks  at  Duluth 
and  in  the  final  transportation  from  the  docks  on  Lake  Erie.  There 
has  been  no  consistency  in  these  rates  as,  for  example,  the  Pittsburgh 
territory  is  charged  96  cents  for  an  approximate  haul  of  135  nules 
while  Wheeling,  distant  160  miles,  is  charged,  via  the  same  lines, 
but  60  cents  per  ton.  Of  course  to  the  extent  that  an  imreasonable 
and  highly  profitable  charge  is  made  upon  ore  by  the  various  carriers 
to  that  extent  is  the  Steel  Corporation  benefited  when  it  transports 
its  own  ore,  thereby  reaping  the  profit  which  accrues  upon  the  rail  or 
water  movement.  Various  estimates  have  been  made  as  to  the 
actual  benefit,  as  refiected  in  the  cost  of  producing  a  ton  of  pig  iron, 
which  the  Steel  Corporation  has  profited  by  reason  of  its  ownership  of 
transportation  fines.  Just  what  the  actual  figiu-es  may  be  as  to  the 
advantage  of  the  corporation  in  this  regard  is  not  so  important  as  is 
the  undisputed  fact  that  it  does  have  a  conceded  advantage  over 
its  competitors  by  reason  of  its  ownership  of  these  fines  of  transpor- 
tation. As  illustrating  this  fact  it  may  be  said  that  the  rates  for 
transporting  ore  by  rail  from  the  mines  to  upper  lake  ports  were, 
until  June,  1911,  80  cents  and  $1  per  gross  ton  over  the  respective 
Unes  of  railroad  owned  by  the  corporation.  These  rates  have  since 
been  reduced  and  leveled  to  60  cents  per  gross  ton,  which  is  a  plain 
confession  of  the  fact  that  these  rates  have  been  exorbitant  in  the 
past.  It  is  fairly  deducible  from  the  public  reports  of  these  fines 
that  the  60-cent  rate  is  stiU  excessive. 

The  profits  of  the  steamship  line  and  the  dock  company  at  Conneaut 
are  shown  by  the  record  to  be  excessive.  Particularly  is  this  true  of 
the  profit  on  the  dock,  which  is  grossly  out  of  proportion  to  the  cost 
of  conductiag  the  business  and  a  fair  return  upon  the  value  of  the 
property  used  therefor.  Likewise  we  may  say  that  the  profits  for  the 
carriage  of  this  ore  over  the  Bessemer  &  Lake  Erie  and  its  terminal, 
the  Union  Railroad,  are  unjustifiable.  The  benefits  due  to  the  owner- 
ship and  operation  of  these  transportation  lines  is  clearly  reflected  in 
the  earniags  of  the  corporation  and  may  be  traced  through  all  its 
operations  imtil  it  finally  reaches  the  form  of  a  dividend. 

Independent  competitors  of  the  Steel  Corporation  have  complained 
bitterly  against  the  corporation's  operation  of  transportation  lines, 
and  have  made  it  clear  that  the  advantage  which  is  derived  by  the 
corporation  as  a  result  of  such  ownership  is  a  serious  handicap  to  them 
m  the  competitive  market.  There  is  no  question  that  public  interest 
requires  a  segregation  of  railroads  and  the  Steel  Corporation.  The 
control  of  such  public  agencies  by  an  industrial  corporation  carries 
with  it,  in  addition  to  the  advantages  which  this  record  discloses, 
possibilities  of  even  greater  abuses. 
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By  reason  of  the  ownership  of  the  Union  Railroad  in  the  Pittsburgh 
district  the  corporation  derives  an  allowance  out  of  the  rate  on  all 
commodities  inbound  and  outbound  from  the  mills  of  the  corporation. 
Upon  raw  materials  for  use  at  the  plants  of  the  corporation  the  Union 
Railroad  receives  10  cents  per  ton  and  on  aU  finished  materials  out- 
bound from  the  mills  the  railroad  receives  15  cents  per  ton. 

By  substituting  the  Bessemer  &  Lake  Erie  for  the  Union  RaUroad, 
as  convenience  or  interest  may  suggest,  that  railroad  company  receives 
a  percentage  of  the  rate  on  outbound  shipments  from  the  corporation's 
mills,  amounting,  in  some  instances,  to  a  very  substantial  part  of  the 
rate. 

The  Elgin,  Joliet  &  Eastern  also  receives  rate  divisions  on  raw 
materials  destined  for  the  Steel  Corporation  far  in  excess  of  what  the 
Interstate  Commerce  Commission  has,  after  investigation,  said  is  fair 
and  just  compensation,  and  much  greater  than  is  received  by  the 
Indiana  Harbor  Belt,  a  raUroad-owned  terminal,  for  an  identical 
service.  The  record  suggests  many  devices  and  practices  which, 
while  they  may  not  all  be  strictly  in  violation  of  the  Federal  act  to 
regulate  commerce,  nevertheless  result  in  unfair  advantages  to  the 
corporation.  It  is  only  fair  to  say  that  the  officials  of  the  trunk 
lines  are  not  willing  parties  to  these  practices,  but  are  either  induced  by 
self-interest  or  fear  of  loss  of  trafiic  to  concede  advantages  or  else  are 
forced  by  reason  of  competitive  conditions  to  make  these  concessions. 

With  respect  to  the  strictly  terminal  lines  owned  by  the  corporation,  a 
reference  to  the  statistics  in  the  record  of  these  terminal  lines  will  show 
that  their  business  is  almost  entirely  the  business  of  the  industry  owning 
them,  and  they  derive  an  immense  revenue  for  handling  their  own 
traffic,  which  must  necessarily  yield  to  the  owner  a  profit  entirely 
out  of  proportion  to  the  cost  of  performing  the  service.  Here  again 
the  carriers  have  been  struggling  with  the  proposition  of  how  to 
curtail  the  terminal  road  in  its  demand  for  divisions  of  rates. 

Efforts  have  been  made  to  ascertain  from  the  various  viewpoints 
as  to  how  industrial-owned  terminals  should  be  treated.  There  is 
in  the  record  the  opinions  of  shippers,  traffic  experts,  high  railway 
officials  and  of  the  Interstate  Commerce  Commission,  all  of  whom 
condemn  the  practice  of  making  allowances  to  industrial-owned 
terminal  roads  and  each  of  them  suggest  a  separation  of  such  in- 
terests. 

It  seems  that  there  is  necessity  for  a  more  definite  rule  of  law  to 
guide  the  Interstate  Commerce  Commission  in  determining  how  these 
roads  shall  be  regarded  and  how  they  shall  be  treated. 

Necessarily  in  this  report  it  is  impossible  to  set  forth  all  the  specific 
examples  of  the  benefits  derived  by  the  corporation  from  its  owner- 
ship and  operation  of  transportation  lines,  or  to  point  out  all  the 
possibilities  for  mischief  which  might  accrue  by  reason  of  such  con- 
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trol  of  lines,  in  view  of  its  ability  under  the  statute  to  control  the 
routing  of  its  shipments.  The  immense  tonnages  of  the  corporation 
running  high  into  the  millions  and  meaning  vast  sums  of  money 
to  carriers,  taken  in  connection  with  the  power  of  the  corporation 
to  route  such  shipments  and  the  fact  that  it  owns  railroads  which 
may  be  beneficiaries  of  the  power  of  the  corporation  to  demand  and 
receive  percentages  of  rates,  and  through  various  other  devices,  is 
sufficient  to  indicate  the  great  importance  of  this  subject.  The 
record  is  replete  with  positive  affirmations  of  this  character,  as  well 
as  with  suggestions  from  which  inferences  may  be  easily  drawn. 

It  was  also  developed  in  the  record  that  when  Congress  inserted 
the  "commodities  clause"  in  the  act  to  regulate  commerce  it  aimed 
only  at  one  feature  of  the  proposition.  Though  the  statute  seems 
to  have  miscarried,  as  it  was  formed  it  only  forbade  railroads  from 
owning  industrials.  The  record  of  this  investigation  suggests  that 
when  that  statute  is  reconstructed  it  should  likewise  forbid  an  indus- 
trial from  owning  a  railroad  as  far  as  Congress  has  power.  The  two 
branches  of  business  are  clearly  distinct  and,  for  the  common  good, 
should  be  entirely  divorced  each  from  the  other.  If  there  is  any 
economic  reason  why  an  industrial  should  own  a  rail  line,  the  bene- 
fits of  which  come  to  the  industry  by  reason  of  such  economy  will  be 
sufficient  without  making  it  allowances  out  of  the  rates  of  the  regular 
carriers.  This  suggests  that  the  difficulty  has  been  in  determining 
just  what  duty  the  carrier  owes  and,  therefore,  what  it  might  be 
required  to  perform  in  connection  with  making  deUveries  to  or 
receiving  shipments  from  industrial  plants.  As  far  as  it  is  possible 
under  the  Constitution  this  ought  to  be  obviated  by  an  amendment 
to  the  statute  forbidding  any  industrial  from  receiving  any  part  of  a 
rate  as  compensation  for  any  services  performed  by  it. 

The  suggestions  herein  are  but  another  step  toward  the  eradi- 
cation of  the  evils  which  have  grown  up  in  transportation  and  as  a 
result  of  our  remarkable  industrial  development.  That  it  is 
an  evil  seems  to  admit  of  no  denial.  The  practice  is  complained 
against  by  all  parties  except  the  immediate  beneficiaries  mereof . 

The  evil  effect  of  the  ownership,  operation,  and  manipulation  of 
common  carriers  by  industrial  corporations  has  attracted  the  atten- 
tion of  the  Interstate  Commerce  Commission.  The  fact  that  so 
many  of  the  practices  the  commission  unequivocally  condemns  are 
not  at  present  specifically  prohibited  by  law  is  in  itself  abundant 
proof  that  the  laws  regulating  the  operation  of  railroads  by  such 
concerns  need  inmiediate  and  radical  revision.     Says  the  conmaission: 

The  evils  most  difficult  to  detect  and  to  prove  to-day  are  those 
arismg  out  of  the  community  of  interest  of  certain  carriers  and 
industrial  corporations.  The  ownership  of  industrial  corpora- 
tions by  earners  and  of  carrier  corporations  by  industrials  is 
frequently  taken  advantage  of  to  defeat  that  equality  between 
shippers  which  the  act  contemplates.    This  is  accompUahed  by 
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unreasonable  division  of  joint  rates  forced  upon  the  carrier  by 
powerful  shippers  who  control  industrial  railroads.  Such  ar- 
rangements may  be  legal  in  form,  although  certainly  Ulegal  in 
effect.  We  find  that  a  certain  number  of  large  industrial  con- 
cerns control  tracks  and  terminal  facilities  nominally  owned  by 
small  railroad  corporations  which  do  not  rise  to  the  dignity  of 
common  carriers,  but  which  are  treated  as  such  by  the  connect- 
ing carriers.  As  a  resiilt  the  connecting  carriers  make  a  switch- 
ing allowance  or  a  division  of  the  joint  rates  to  such  terminal 
lines,  which  practice  unquestionably  results  in  the  discrimina- 
tion and  places  the  industrial  at  an  advantage  in  the  market. 
Another  form  of  discrimination  is  found  in  the  leasing  of  prop- 
erty by  carriers  to  shippers  for  a  nominal  consideration  with  a 
further  agreement  that  all  shipments  made  by  the  lessee  shall  be 
routed  over  the  lines  of  the  lessor,  etc. 

A  thorough  understanding  of  the  inequitable  advantages  which 
accrue  from  industrials  owning  or  operating  common  carriers  over 
less  fortunate  competitors  can  be  best  understood  by  a  study  of 
concrete  instances. 

As  has  been  shown,  the  great  mass  of  available  ore  is  found  in  the 
Lake  Superior  district  and  the  greater  part  of  this  ore  is  taken  from 
the  Mesabi  and  Vermihon  Ranges.  The  only  outlet  for  this  ore  is 
over  the  Great  Northern,  the  Duluth  &  Iron  Range,  and  the  Duluth 
&Missabe  Railroads.  The  Duluth  &  Iron  Range  and  the  Duluth 
&  Missabe  are  both  the  property  of  the  United  States  Steel  Cor- 
poration. The  close  relation  previously  existing  between  the  Hill 
interests  and  the  United  States  Steel  Corporation  has  already 
been  discussed  at  length.  Until  very  recently  the  rate  over  all  of 
these  roads  was  80  cents  a  ton.  This  ore  is  shipped  from  the  docks 
at  Superior,  Two  Harbors,  and  Duluth.  The  bulk  of  this  ore  is 
then  transported  from  these  docks  by  water  to  points  commonly 
known  as  the  lower  lake  ports — Conneaut,  Erie,  and  Ashtabula. 
The  ore  destined  for  the  Steel  Corporation's  mills  is  in  the  main  trans- 
ported by  the  Bessemer  &  Lake  Erie.  It  will  be  seen  that  the 
corporation  owns  facilities  for  the  transportation  of  its  ore  from 
the  time  it  leaves  the  mine  until  it  reaches  the  blast  furnace. 

The  cost  of  transporting  this  ore  over  its  own  roads  and  steam- 
ships is,  of  course,  not  measured  by  any  freight  rate  but  by  the  actual 
expense  incident  to  the  operation,  and  where  the  corporation  handles 
a  like  traffic  for  its  competitors,  an  excessive  charge  is  essentially  a 
tribute  levied  upon  those  who  are  forced  to  make  use  of  the  trans- 
portation facilities  of  the  Steel  Corporation.  The  capitalization, 
opejjation,  and  profits  of  these  roads  are  given  in  detail  in  statements 
made  to  the  Interstate  Commerce  Commission.  An  inspection  of 
these  statements  reveals  the  immense  profits  earned  by  these  ore 
roads  during  the  last  ten  years.  These  statements  showing  the  capi- 
talization, operating  expenses,  revenues,  and  income  of  the  Duluth 
&  Missabe,  the  Duluth  &  Iron  Range,  and  the  Pittsburg,  Besse- 
mer &  Lake  Erie  Railroads  are  as  follows: 
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Statement  compiled  from  annual  reports  of  Duluth,  Missahe  &  Northern  Ry.  Co., 

1911  to  1902. 


Item. 


Capital  stock  outstanding  at  end  of  year 

Juuded  debt  outstanding  at  end  of  year 

Single-track  mileage  owned  at  end  of  year, 

main  line 

Single-track  mileage  owned  at  end  of  ySar, 

branches  and  spurs 

Total  single-track  mileage  operated  at  end  of 

year 

Total  operating  revenues 

Total  operating  expenses 

Total  net  revenue 

Net  corporate  income 

Other  disbursements  from  net  corporate 

income :  — 

Balance  for  year  carried  forward  to  credit  of 

profit  and  loss 

Dividends  declared  from  surplus 

Rate  per  cent  of  dividend 


14,112,500 
$13,101,000 

186.84 

139. 60 

328.34 

$10,233,143.45 

$4,158,871.72 

$6,074,271.73 

$4,694,876.48 


$4,594,876.48 

$5,140,625.00 

125 


$4,112,500 
$13,101,000 

168.86 

127.05 

297.81 

$14,065,994.68 

$4,231,965.64 

$9,824,029.14 

$8,494,097.56 


$8,494,097.56 

$9,870,000.00 

240 


$4,112,600 
$13,101,000 

168.86 

118.17 


$10,124,856.82 
$3,399,481.69 
$6,725,375.13 
$5,814,212.69 

$90,845.34 

$5,723,367.25 

$6,963,125.00 

145 


$4,112,500 
$9,043,000 

168.86 

102.39 

273.16 
$9,389,135.93 
$3,542,634.40 
$5,846,501.53 
$5,023,286.30 


$5,023,286.30 

$4,623,750.00 

110 


Item. 


1907 


1904 


1903 


Capital  stock  outstand- 
ing at  end  of  year 

Funded  debt  outstand- 
ing at  end  of  year 

Single-track  mileage 
owned  at  end  of  year, 
mainline 

Single-track  mileage 
owned  at  end  of  year, 
branches  and  spurs... 

Total  single-track  mile- 
age operated  at  end 
of  year , 

Total  gross  earnings 
from  operation 

Total  operating  e  x 


Income  from  operation, 

Net  income 

Dividends....- 

Eate  per  cent  of  divi- 
dend  

Surplus  from  opera- 
tions of  year 


$4,112,600 
$9,043,000 

48.62 

195.95 

246.47 

1,981,893.61 

1,215,170.34 
1,766,723.27 
1,738,686.17 


$4,112,500 
$9,043,000 


$5,738,686.17 


190.19 

187. 71 

$8,368,489.01 

$2,977,746.83 
$5,390,742.18 
$4,291,706.36 
$3,403,750.00 
110 
40 

$887,956.36 


$2,512,500 
$8,323,000 

48.62 

132.35 

182. 87 

56,333,817.49 

$2,283,146.29 
$4,050,671.20 
$3,194,934.09 


$2,512,500 
$8,323,000 


$3,194,934.09 


120.94 

171.46 

$3,701,416.85 

$1,836,484.51 
$1,864,932.34 
$1,142,431.66 
$3,768,760.00 

150.00 
$2,626,318.34 


$2,512,500 
$8,323,000 

48.62 

112. 71 

163.23 

$5,116,530.01 

$1,901,284.33 
$3,216,245."" 
$2,396,655.00 


$2,396,655.00 


$2,512,500 
$8,323,000 

48.62 

102.33 

162.86 

$3,755,416.21 

$1,476,525.30 
$2,278,890.91 
$1,489,283.44 
$1,507,500.00 

60.00 
$18,216.56 


Statement  compiled  from  annual  reports  of  the  Duluth  &  Iron 

1902. 


R.  R.,  1911  to 


Item. 


1911 


1910 


Capital  stock  outstanding  at  end  of  year 

Funded  debt  outstanding  at  end  of  year 

Single-track  mileage  owned  at  end  of  year, 

main  line 

Single-track  mileage  owned  at  end  of  year, 

branches  and  spurs 

Total  single-tract  mileage  operated  at  end  of 

year , 

Total  operating  revenues 

Total  operating  expenses 

Total  net  revenue 

Net  corporate  income 

Other  disbursements  from  net  corporate  income. 
Balance  for  year  carried  forward  to  credit  of 

profit  and  loss 

Dividends  declared  from  surplus 

Rate  per  cent  of  dividend 


$3,000,000 
$13,151,000 

190.88 

71.73 

263.41 
$7,430,835.08 
$3,211,358.42 
$4,219,476.66 
$3,098,558.81 


$3,000,000 
$13,151,000 

168.45 

63.02 

232  27 
$9, 597, 773!  83 
$3,540,742.42 
$6,057,031.41 
$4,438,651.94 


$3,098,558.81 

$4,050,000.00 

135 


$4,438,651.04 

$3,000,000.00 

100 


$3,000,000 
$13,151,000 

167.78 

56.03 

224.61 
$6,916,368.92 
$2,696,276.24 
$4,220,092.68 
$2,864,028.04 
$76,051.41 

$2,788,876.63 

$4,350,000.00 

145 


$3,000,000 
$13,151,000 

167.78 

61.51 

230.09 
$6,267,821.48 
$2,765,252.10 
$3,602,569.38 
$2,284,645.42 
$217,182.98 

$2,067,462.44 

$3,600,000.00 

120 
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Statement  compUed  from  annual  report*  of  the  Dubith  &  Iron  Range  R.  R.,  1911  to 

190g — Continued. 


Item. 


1907 


ig06 


1909 


1904 


1903 


1902 


Capital  stock  outstand- 
iDg  at  end  of  year 

Funded  debt  outstand- 
ing at  end  of  year 

Single  -  track  mileage 
owned  at  end  of  year, 
mainline 

Single  -  track  mileage 
owned  at  end  of  year, 
branches  and  spurs 

Total  stngle-tnui  mile- 
age operated  at  end  of 
year 

Total  gross  earnings 
from  operation 

Total  operating  expenses 

Income  from  operation. . 

New  income 

Dividends 

Rate  per  cent  of  divi- 
dend  

Surplus  from  operations 
of  year 


13,000,000 
$11,232,000 

161.06 

49.20 

211.06 


(3,000,000 
m,  232, 000 

161.06 

60.63 

212.49 


13,000,000 
$11,232,000 

161.06 


$3,000,000 
$11,232,000 

161.06 

49.77 


211.63 


00  r, 


$8,171,484. 
$3,274,320. 
$4,897,163.34 
$3,436,897." 


66  $2, 


88  $6 


757,636. 

,575,317.07 
$5,182,318.81 

,778,038. 
$3,150,000.00 

105 


33  $3, 


,710,681.84 
$2,224,444.97 
$4,486,236.87 
"■,169,333.11 


09  $3, 


211.63 

$4,033,215.83 
$1,839,014.81 
$2,164,201.02 
$1,032,047.76 
$4,500,000.00 


$3,000,000 
$11,232,000 

161.06 

48.48 

210.34 


$3,000,000 
$11,232,000 

152. sa 

S7.39 


216.79 


$6,031,878. 
$2,262,636.07 
$3,779,243.  " 
$2,566,170.55 


90  $5, 


$3,435,897.33 


150 
$628, 038. 09|$3, 169, 333.  Il|t3, 467, 952. 25  $2,566, 170. 59 


834,868.25 
$2,155,234.49 
$3,779,633.76 
$2,613,403.67 
$1,800,000.00 


$813,403.67 


Statement  compiled  from  annual  reports  of  the  Bessemier  &  Lake  Erie  R.  R.  Co., 

1911  to  190i. 


Item. 


1911 


1910 


1909 


1908 


Capital  stock  outstanding  at  end  of  year 

Funded  debt  outstanding  at  end  of  year 

Single-track  mileage  owned  at  end  of  year— main 

line 

Total  single-track  mileage  operated  at  end  of  year 

Total  operating  revenues 

Total  operating  expenses 

Total  net  revenue 

Net  corporate  Income 

Other  disbuisements  from  net  corporate  Income . 
Balance  for  year  carried  forward  to  credit  of 

profit  and  loss 

Dividends  declared  from  surplus 

Rate  per  cent  of  dividend 


$500,000 
$4,540,000 

8.87 

212.54 

$7,518,628.00 

$4,839,321.26 

$2,870,306.74 

$499,690.95 


$500,000 
$4,030,000 

8.87 
213.41 
$7,888,021.31 
$4,159,663.80 
$3,728,357.51 
$1,672,529.99 


$600,000 
$4,070,000 

8.87 

210.09 

$6,060,494.16 

$3,540,998.59 

$2,519,495.57 

$779,339.31 


$499,990.95 

r50,000.00 

160 


$1,672,529.98 

$750,000.00 

150 


$779,339.31 

$250,000.00 

60 


$500,000 
$3,530,000 

8.87 

210.09 

$5,352,043.36 

$3,223,926.93 

$2,128,116.48 

$404,189.93 

$630,000.00 

$225,810.42 


Item. 


Capital  stock  outstand- 
ing at  end  of  year 

Funded  debt  outstand- 
ing at  end  of  year 

Sln^e-track  mileage 
owned  at  end  of  year- 
main  line 

Total  single-track  mile- 
age operated  at  end  of 
year 

Total  gross  earnings  from 
operation 

Total  operating  expenses 

Income  from  operation . . 

Net  Income 

Dividends 

Rate  per  cent  of  divi- 
dend  

Si3n)lus  from  operations 
ofyear 


1907 


$500,000 
$3,930,000 

8.87 

210.09 

$6,399,323.16 

$3,341,622.80 

$3,097,700.36 

$900,903.03 

$200,000.00 

40 

$300,903.03 


1906 


$600,000 
$2,430,000 

8.87 

210.60 

$5,908,039.38 

$2,812,493.44 

$2,895,545.95 

$839,318.60 


$839,318.60 


1905 


$500,000 
$1,395,000 

8.87 

212.90 

$5,123,951.28 

$2,438,376.88 

$2,685,574.40 

$948,472.81 

$250,000.00 

50 

$698,472.81 


1904 


$500,000 
$1,370,000 

8.87 

244.28 

$3,500,613.29 

$2,047,622.89 

$1,512,880.40 

$256,203.61 

$500,000.00 

100 

$243,796.39 


1903 


$500,000 
$1,370,000 

8.87 

240.94 

$4,273,064.88 

$2,479,876.56 

$1,783,088.32 

$262,242.41 


$252,242.41 


1902 


$900,000 
$1,000,000 

8.87 

239.60 

$3,414,280.78 
$1,745,857.17 
$1,668,363.61 
$323,566.30 


$323,556.30 


IirVBSTIGATION  OP  UNITED  STATES  STEEL  COEPOEATION.      139 

It  requires  2  tons  of  ore  to  make  1  ton  of  pig  iron.  Assuming 
that  an  independent  concern  located  near  Pittsburgh  or  compelled 
to  ship  its  ore  as  far  as  Pittsburgh  required  2  tons  of  ore  from  the 
Messabe  Kange,  it  would  be  compelled  to  pay  for  the  transportation 
of  that  ore,  first,  60  cents  per  ton  from  the  miae  to  the  dock.  The 
cost  of  transporting  this  ore  is  24  cents  a  ton  (see  Hearings,  p.  4814). 
The  difference  between  the  cost  of  transporting  the  2  tons  of  ore 
used  by  the  Steel  Corporation  and  the  same  amount  by  an  independ- 
ent concern  would  be  72  cents.  This  72  cents  is  paid  out  of  the  pocket 
of  the  independent  concern  and  into  that  of  the  Steel  Corporation,  and, 
as  explained  by  Mr.  Kennedy,  an  independent  must  for  that  reason, 
competing  sharply  with  the  Steel  Corporation,  produce  his  pig  iron 
at  $1.14  less  per  ton  in  order  to  equahze  this  difference  in  the  freight 
rate. 

For  transporting  this  ore  over  its  steamship  hnes,  the  Steel  Corpora- 
tion charges  60  cents  per  ton.  The  steamship  company's  profit  on 
the  transportation  of  this  ore  is  24^  cents  per  ton  (Hearings,  p.  4834), 
or  49  cents  for  the  2  tons. 

At  the  lower  lake  ports  there  is  a  docking  charge  of  from  17  to  25 
cents,  12.7  of  which  is  profit  (see  pp.  4841-4842  of  Hearings).  The 
bulk  of  this  charge,  however,  is  absorbed  in  other  rates.  The  rate  on 
ore  from  Conneaut  to  Pittsburgh  is  96  cents  per  ton.  The  cost  of 
transporting  this  ore,  according  to  the  testimony  of  Senator  Oliver, 
who  is  thoroughly  acquainted  with  the  operations  of  this  road,  is  26 
cents  per  ton.  By  a  report  made  by  the  general  manager  of  the 
Bessemer  &  Lake  Erie  for  the  year  1910  the  average  cost  of  transport- 
ing a  ton  of  freight  over  that  road  was  30.94  cents  (and  over  60  per 
cent  of  all  the  freight  on  this  road  is  ore  transported  from  Conneaut 
to  Pittsburgh),  and  the  cost  of  transporting  ore  on  the  whole  is  much 
less  than  that  of  other  freight.     (See  testimony  of  Freer,  p.  4854.) 

Thus  it  will  be  seen  that  there  is  a  difference  of  not  less  than  $3 
per  ton  in  the  actual  cost  of  assembling  the  ore  required  for  one  ton 
of  pig  iron  at  a  blast  furnace  in  Pittsburgh  to  the  Steel  Corporation 
and  its  competitor,  to  say  nothing  of  any  advantage  that  the  Steel 
Corporation  might  possess  by  virtue  of  similar  advantages  in  assem- 
bling the  coke  and  limestone  necessary  to  convert  this  ore  into  pig 
iron.  This  difl"erence  in  the  cost  of  transportation  gives  to  the  Steel 
Corporation  a  mastery  over  competitors  who  are  not  in  the  railroad 
and  steamship  business  and  the  Steel  Corporation  is  to-day  the  only 
manufacturer  of  iron  and  steel  products  which  owns  and  operates 
an  extensive  railroad  system. 

An  advantage  of  $3  a  ton  in  the  assembling  of  raw  material  is 
equal  in  many  instances  to  the  entire  profit  to  the  independent  from 
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the  manufacture  of  steel  in  all  its  processes  from  the  raw  material  to 
the  finished  product. 

For  the  last  10  years  the  net  profits  per  ton  of  steel  produced 
by  the  Steel  Corporation  have  ranged  between  $10  and  $16  per 
ton,  the  latter  figure  having  been  reached  in  the  first  few  years 
of  the  company's  existence.  For  the  last  year  the  net  profit 
per  ton  has  not  been  much  over  $12.  On  the  basis  of  present 
prices  the  net  is  close  to  $11. 

While  the  net  earnings  per  ton  of  steel  produced  by  the  Steel 
Corporation  has  ranged  between  $10  and  $16  per  ton,  the 
independent  steel  companies  have  not  fared  so  well.  Several 
of  the  independents  have  not  been  able  to  show  much  over  $4 
per  ton.  The  highest  was  approximately  $7  per  ton,  by  a  small 
western  independent  company,  whose  properties  represent  actual 
cash  paid  in. 

It  is  not  maintained  that  the  Steel  Corporation  should  be  required  to 
transport  freight  for  its  competitors  at  actual  cost.  It  is,  however,  of 
vital  interest  to  know  just  what  is  the  difl'erence  in  the  cost  of  trans- 
portation of  raw  material  to  this  concern  and  to  its  competitors. 
That  the  rate  is  excessive  there  can  be  no  doubt.  The  ratio  of  the 
operating  expenses  of  the  Duluth,  Missabe  &  Northern  in  1910  was 
30  per  cent,  as  against  66  per  cent  for  all  other  roads,  and  that  of  the 
Duluth  &  Iron  Range  was  only  26.5  per  cent. 

There  is  nothing  in  the  physical  conditions  attending  this  traffic  or  in 
the  character  of  the  freight  hauled  to  justify  the  rate  charged.  The 
Mesabi  Range  extends  along  a  ridge  or  elevation  about  900  feet  above 
the  level  of  Lake  Superior,  and  on  an  average  of  75  or  80  mUes  from 
it.  The  intervening  territory  forms  a  gradual  incline  to  within  a 
short  distance  of  Lake  Superior,  where  the  fall  becomes  more  abrupt, 
to  within  a  few  miles  of  the  lake  the  grade  is  almost  entirely  with  the 
load  from  the  mines  to  the  docks  at  Duluth,  Two  Harbors,  and 
Superior,  one  engine  hauling  from  60  or  70  to  as  much  as  120  cars. 
The  great  density  of  the  traffic  on  these  roads  is  the  more  extra- 
ordinary since  they  are  operated  only  about  six  months  in  the  year, 
approximately,  during  the  season  of  open  navigation  on  the  lakes. 

In  1910,  the  year  mentioned  by  Mr.  Freer  in  his  testimony,  the 
Duluth,  Missabe  &  Northern  Railroad  transported  17,292,112  tons 
of  ore  (see  Hearings,  p.  4795) ;  the  Duluth  &  Iron  Range  transported 
11,317,260  tons.     (See  Hearings,  p.  4805.) 

As  will  be  seen  from  the  accompanying  table  the  cost  of  transport- 
ing this  freight  over  the  Duluth,  Missabe  &  Northern  was  a  little  over 
$4,000,000,  while  the  net  revenue  derived  from  the  operation  was 
exceeding  $9,800,000,  the  road  declaring  a  dividend  of  240  per  cent. 

On  the  Duluth  &  Iron  Range,  the  cost  of  transporting  freight  in 
1910  was  a  little  over  $3,540,000,  and  the  net  revenue  received  from 
the  operation  over  $6,000,000.     This  road  declared  dividends  of  145, 
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100,  and  135  per  cent  in  the  years  1909,  1910,  and  1911,  respectively. 
(Hearings,  p.  4801.) 

It  is  claimed  that  these  roads  are  not  capitalized  at  their  actual 
value.  The  greater  part  of  the  Duluth,  Missabe  &  Northern  was  con- 
structed by  the  Merritt  Bros,  at  a  cost  of  a  Httle  over  $600,000. 
Subsequently  when  owned  and  operated  by  the  Lake  Superior  Con- 
solidated Iron  Mines,  the  cost  of  reconstructing  it  was  estimated  at 
$5,000,000.  In  the  Hodge  suit  it  was  valued  by  Judge  Keed  at 
$8,000,000.  It  is  not  material  to  this  discussion  whether  the  road  be 
worth  14,000,000,  $8,000,000  or  $20,000,000.  In  any  case,  the  rates 
charged  are  manifestly  exorbitant  and  the  ratio  of  its  earnings  to  its 
operating  expenses  is  inordinately  excessive. 

The  value  which  the  United  States  Steel  Corporation  places  upon 
its  monopoly  of  transportation  facihties  between  the  Mesabi  Kange 
and  lower  Lake  ports  can  to  a  degree  be  measured  by  the  remark- 
able exchange  of  securities  by  which  a  one-sixth  interest  in  the  Ohver 
Iron  Mining  Co.  was  absorbed  by  the  United  States  Steel  Corporation. 
It  will  be  remembered  that  the  Carnegie  Co.  through  this  Ohver  Iron 
Mining  Co.  had  secured  a  40-year  contract  with  the  Duluth  &  Iron 
Kange  Kaihoad  by  which  it  was  to  allow  a  rebate  of  40  cents  a  ton 
on  ores  transported  in  certain  amounts  on  its  roads.  Upon  selling 
the  five-sixths  interest  in  this  company,  he  (Mr.  Ohver)  took  care  to 
safeguard  his  own  iaterest  by  a  contract  under  which  the  Ohver  fur- 
naces were  entitled  to  a  one-sixth  interest  in  aU  ore  mined  by  the 
company.  At  this  time  the  capital  of  the  Ohver  Iron  Mining  Co.  was 
$1,200,000.     (MacEae  Kept.,  p.  2596.) 

The  OUver  Iron  Mining  Co.  was  the  only  concern  in  the  United 
States  entitled  to  ship  vast  quantities  of  ore  from  the  Mesabi  and 
Vermihon  Ranges  and  to  escape  this  tribute  levied  by  the  Steel 
Corporation  upon  all  other  carriers.  It  was  entitled  to  one-sixth  of 
all  the  ore  mined  by  this  company,  and  the  Ohver  Iron  Mining  Co. 
was  only  induced  to  abstain  from  the  exercise  of  this  precious  privi- 
lege of  sharing  in  the  rich  booty  which  the  corporation  anticipated 
from  the  control  of  this  traffic  by  receiving  $18,500,000  for  securities 
of  the  par  value  of  $421,700.     (MacRae  Kept.,  Exhibit  27.) 

The  advantage  enjoyed  by  the  steel  corporation  in  assembling  its 
raw  materials  is  due  in  a  great  measure  to  its  ownership  of  extended 
railroad  systems  and  steamship  lines,  that  in  the  delivery  of  its  fin- 
ished products  is  obtained  both  from  its  own  roads  and  from  other 
lines  with  which  they  make  physical  connection. 

It  is  the  custom  among  carriers  to  allow  the  road  originating  the 
freight  a  division  of  the  amount  charged  for  the  through  haul,  out  of 
all  proportion  to  services  rendered.  Where  the  carrier  and  shipper 
have  no  interest  in  common  and  the  through  rate  is  reasonable,  the 
manner  of  its  division  may  be  left  to  the  discretion  of  the  parties  mak- 
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ing  it  without  detriment  to  the  shipper  or  the  public,  but  where  the 
nominal  carrier  is  the  actual  shipper,  any  iujustice  in  the  division  of 
the  rate  operates  as  a  discrimination  in  favor  of  the  concern  receiv- 
ing it. 

A  terminal  allowance  is  an  arbitrary  amount  usually  so  much  per 
ton,  or  car,  paid  the  road  handling  freight  at  the  point  to  which  it  was 
originally  consigned.  The  United  States  Steel  Corporation  has  in- 
corporated the  switches  and  rolling  stock,  used  almost  entirely  for 
the  transportation  of  its  own  freight  and  placed  these  roads  upon  the 
footing  of  common  carriers.  Such  roads  are  aptly  called  "plant 
facilities,"  since  their  real  function  is  to  facihtate  the  dehvery  or  the 
assembling  of  materials  for  the  company  operating  them.  The  Union 
Eailroad  of  Pittsburgh,  the  Lorrain  Terminal,  the  old  Chicago,  Lake 
Shore  &  Eastern,  and  the  Birmingham  Southern,  are  all  in  fact  "plant 
facilities."  These  roads  connecting  with  the  trunk  lines  and  the 
shipper  having  the  routing  of  immense  tonnages  over  them,  can,  by 
means  of  such  a  device,  play  one  road  against  another  obtaining  in- 
equitable divisions  of  rates  which  are  in  effect  rebates,  and  excessive 
terminal  allowances  in  such  amounts  as  to  render  competition  impos- 
sible on  the  part  of  other  concerns  having  no  such  devices  for  the 
evasion  of  the  law  or  against  the  unjust  discrimination  in  the  making 
of  freight  rates. 

Under  ordinary  conditions  it  is  to  the  interest  of  the  manufacturer 
to  assemble  his  raw  materials  and  to  distribute  his  finished  products  at 
the  lowest  possible  cost,  and  where  he  is  not  both  the  shipper  and  the 
carrier  he  wiU  necessarily  obtain  this  end  by  securing  the  lowest 
possible  freight  rate.  Where,  however,  he  is  both  the  carrier  and  the 
shipper,  the  higher  the  rate  the  greater  his  profit,  and  since  freight 
rates  are  never  fixed  by  any  one  raib-oad  and  are,  as  established  by 
evidence  before  this  committee,  the  result  of  conferences  between  all 
the  railroads  in  a  given  territory,  the  representative  of  a  road  owned 
by  an  industrial  concern  will  always  throw  his  moral  influence,  if  not 
his  vote,  in  favor  of  the  highest  rate  obtainable.  Such  is  the  fixed 
pohcy  of  the  United  States  Steel  Corporation.  Attention  has  already 
been  called  to  the  successful  effort  of  the  Steel  Corporation  to  prevent 
any  reduction  in  the  rates  upon  scrap  iron  in  a  territory  extending 
from  New  York  to  Chicago. 

On  April  10,  1901,  Mr.  Schwab,  then  president  of  the  United  States 
Steel  Corporation,  clearly  stated  the  pohcy  of  the  United  States  Steel 
Corporation  in  the  matter  of  freight  rates : 

The  president  (Mr.  Schwab)  in  introducing  this  question  made 
the  f olfowiiig  statements : 

"The  railroad  people  are  to  have  a  meeting  to  decide  the  rate 
that  they  shall  charge  on  ores  from  the  Lake  to  the  Valley  and 
Pittsburgh  and  that  the  question  is,  ought  we  to  insist  upon  the 
railroads  giving  us  the  lowest  rate  that  we  can  get  out  of  them 
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or  what  ought  to  be  our  poHcy.  The  president  thinks  that  we 
ought  to  consent  to  any  ore  rate  that  they  may  name  for  the 
benefit  of  the  railroads  provided  they  will  give  our  companies 
equivalent  values  in  the  shipment  on  any  other  product. 

Mr.  Gomoerse  is  of  the  opinion  that  it  is  far  better  to  have  a  high 
rate,  just  as  high  as  it  can  be,  if  they  will  give  us  some  definite  and 
distinct  rebate  or  preference  in  some  other  way.  (Min.  Ex.  Com., 
April  10,  1901,  MacRae  Report,  p.  3779.) 

Through  the  ownership  of  the  Elgin,  JoHet  &  Eastern  Railway  the 
United  States  Steel  Corporation  enjoys  a  decided  advantage  over  its 
competitors  in  the  Chicago  district.  It  gets  hberal  divisions  of  freight 
rates  on  aU  shipments  originating  in  the  mills  at  Gary,  South  Chicago, 
Joliet,  and  Waukegan,  and  is  enabled  because  of  the  fact  that  this 
railroad  is  a  recognized  common  carrier  to  make  certain  arrangements 
which  are  in  effect  rebates,  and  clearly  devices  for  evading  the  law. 
For  instance,  on  shipments  originating  in  the  Steel  Corporation's 
mills  located  at  Gary,  South  Chicago,  and  Waukegan,  and  billed  to 
Missouri  River  points  such  as  Kansas  City  and  Omaha,  the  Elgin, 
JoUet  &  Eastern  receives  20  per  cent  on  the  through  rate;  on  business 
from  these  points  to  St.  Louis,  St.  Paul,  Minneapolis,  and  other  ilissis- 
sippi  River  points  north  of  the  Ohio  River,  it  receives  25  per  cent  of 
the  through  rate  and  15  per  cent  of  the  through  rate  on  business  from 
these  points  to  New  Orleans  and  Mobile  (see  Hearings,  p.  4884).  By 
reason  of  the  tremendous  volume  of  business  handled  by  the  Elgin, 
JoHet  &  Eastern  and  its  enormous  net  earnings  on  the  capital  invested, 
this  road  is  both  the  source  of  rich  revenue  and  a  powerful  instru- 
ment for  the  oppression  of  competitors  of  the  Steel  Corporation  in 
Chicago  and  western  markets.  In  other  words  (see  pp.  4857  to  4872, 
inclusive)  the  annual  reports  of  the  Elgin,  Joliet  &  Eastern  and  its 
subsidiary,  the  Chicago  Lake  Shore  &  Eastern,  show  that  the  inde- 
pendent business  of  this  road  has  increased  to  such  an  enormous 
extent  since  the  formation  of  the  Steel  Corporation  in  1901  that  the 
business  of  the  Steel  Corporation,  after  the  usual  deduction  for  divi- 
dends, sinking  fund,  etc.,  is  handled  at  a  surprisingly  small  expense. 
The  Steel  Corporation  being  the  originator  of  tremendous  tonnage 
causes  railroads,  large  and  small,  to  seek  its  favor.  Therefore  these 
lines  gladly  throw  business,  such  as  switching,  transfer,  etc.,  to  the 
Elgin,  Joliet  &  Eastern  in  the  hope  of  getting  Steel  Corporation 
business  in  return. 

The  rate  quoted  on  shipments  of  rails  from  South  Chicago  to 
Jaudon,  Mo.,  is  a  striking  example  of  the  method  employed  in  secur- 
ing concessions  which  are  in  fact  rebates  (see  Hearings,  p.  4905). 
Jaudon  is  a  flag  station  located  on  the  Kansas  City  Southern  about  30 
miles  south  of  Kansas  City.  It  is  in  no  sense  a  delivery  point.  Rails 
shipped  to  Jaudon  would  not  break  bulk  there  but  would  be  either 
returned  to  Kansas  City  or  sent  to  some  general  distributing  point. 
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Mr.  Freer.  Simply  by  a  reduction  in  the  cost  of  the  rails 
delivered  to  it  at  Kansas  City.  Of  course,  the  rate  to  Kansas 
aty  is  $2.75 

Mr.  Bartlett.  Yes. 

Mr.  Freer.  Now,  this  $2.75  rate  from  the  mill  applies  to  a 
point  30  miles  beyond  Kansas  City. 

Mr.  Bartlett.  Yes. 

Mr.  Freer.  Now,  to  the  extent  that  they  can  get  a  proportion 
of  that  $2.75,  the  greater  proportion  that  they  can  get  out  of  that 
$2.75,  the  less  the  cost  of  delivery  to  them  at  Kansas  City  is. 
(Heariags,  pp.  4906-4907.) 

The  real  significance  of  this  Jaudon  rate  in  special  division  of 
course  is  that  no  other  railroad  could  possibly  receive  rails  at  Jaudon 
except  the  Kansas  City  Southern,  that  the  regular  rate  on  rails, 
fastenings,  etc.,  for  Kansas  City  is  $2.75  per  ton.  If  rails,  fasten- 
ings, etc.,  were  bille^d  to  the  Kansas  City  Southern  at  Kansas  City, 
a  SO-mile  shorter  haul  than  to  Jaudon,  that  road  would  have  had 
to  pay  the  full  $2.75  rate,  which  would  have  been  divided  exclusively 
between  the  Chicago  &  Alton  and  the  Elgin,  Joliet  &  Eastern.  Under 
the  special  division,  the  Elgin,  Joliet  &  Eastern  (United  States  Steel 
Corporation  road)  forfeited  only  15  cents  of  its  usual  division  of 
55  cents  a  ton,  whereas  the  Chicago  &  Alton  was  forced  to  take 
$1.10  instead  of  $2.20,  which  it  would  have  been  entitled  to  on  the 
shipment  to  the  bona,  fide  point,  Kansas  City. 

A  glaring  instance  of  the  advantage  enjoyed  by  the  United  States 
Steel  Corporation  through  the  ownership  of  the  Elgin,  Joliet  & 
Eastern  and  its  subsidiary,  the  Chicago,  Lake  Shore  &  Eastern,  is 
to  be  found  in  the  allowance  made  by  railroads  over  which  coke  and 
coal  shipped  from  the  Connellsville  district  to  mills  at  Gary  and 
South  Chicago.  Until  a  few  years  ago  this  allowance  was  70  cents 
per  ton  (see  hearings,  p.  4883),  and  upon  investigation  by  the  Inter- 
state Commerce  Commission  in  1903-4  this  allowance  was  reduced 
to  40  cents  per  ton.     Mr.  Freer  explains  this  as  follows: 

Mr.  Freer.  At  the  time  of  this  70-cent  allowance  the  rate 
on  coke  from  the  Connellsville  district  to  South  Chicago  was 
$2.65,  out  of  which  the  Chicago,  Lake  Shore  &  Eastern  was 
allowed  70  cents,  giving  a  net  rate  to  the  trunk  line  railroad  of 
$1.95.  Following  this  report  of  the  commission  the  allowance 
to  the  Chicago,  Lake  Shore  &  Eastern  was  reduced  to  40  cents, 
and  the  rate  on  furnace  coke  was  reduced  from  $2.65  to  $2.35; 
so  that  the  $2.35,  less  the  40  cents  reduced  allowance,  still  left 
the  trunk  line  with  $1.95  per  net  ton  on  coke,  the  same  as  it  had 
formerly  received.     (Hearings,  p.  4883.) 

It  is  significant  that  no  complaint  was  filed  in  this  case,  and  the 

investigation  was  made  by  the  Interstate  Commerce  Commission  upon 

its  own  initiative.     For  identically  the  same  service,  from  the  same 

points  to  the  same  points,  and  over  identically  the  same  number  of 

64946°— H.  Eept  1127,  62-2 10 
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miles  of  road,  the  Indiana  Harbor  Belt  Railway  Co.  is  allowed  by  the 
same  railroads  10  cents  per  ton  instead  of  40  cents  per  ton  allowed  the 
corporation's  road. 

The  Interstate  Commerce  Commission  has  justly  complained  of  the 
great  difSculty  in  solving  the  many  intricate  questions  and  preventing 
the  continual  injustice  which  arises  from  the  cunning  manipulation 
of  terminal  allowances  and  divisions  of  rates.  As  long  as  great  manu- 
facturing concerns  are  permitted  to  put  a  more  switch  or  system  of 
switches,  in  many  cases  a  few  miles  of  railroad,  located  entirely  upon 
their  own  property,  on  the  footing  of  a  common  carrier,  the  abuses 
arising  from  the  granting  of  division  of  rates  and  terminal  allowances 
to  mere  plant  facilities  can  never  be  adequately  remedied. 

A  steel  plant  or  any  other  manufacturing  concern  transporting  its 
freight  for  a  few  miles  over  its  own  lines  and  by  the  use  of  its  own 
engines  and  cars  should  put  that  freight  into  the  channels  of  com- 
merce upon  the  same  footing  identically  as  the  man  who  tenders  a 
single  car  of  similar  material,  and  the  specific  prohibition  of  any  such 
allowances  to  a  road  owned  by  an  industrial  concern  for  freight  of 
which  it  is  the  shipper  as  well  as  the  carrier,  is,  in  our  opinion,  the 
only  adequate  remedy  for  existing  evils. 

In  the  ownership  and  operation  of  common  carriers  is  to  be  found 
the  secret  of  both  the  Steel  Corporation's  profits  and  its  power.  This 
record  abundantly  establishes  the  fact  that  the  actual  cost  of  produc- 
tion between  the  United  States  Steel  Corporation  and  other  large 
concerns  is  practically  the  same,  and  yet  the  profits  of  the  Steel 
Corporation  infinitely  exceed  those  of  its  competitors.  The  differ- 
ence between  these  profits  is  in  the  main  obtained  by  advantageous 
freight  rates.  This  is,  in  fact,  admitted  by  Judge  Gary,  and  so  capa- 
ble a  judge  as  Julian  Kennedy  expresses  the  opinion  that  the  owner- 
ship of  common  carriers  gives  to  the  Steel  Corporation  the  power  of 
life  and  death  over  all  its  competitors. 

The  Chairman.  Mr.  Kennedy,  have  you  anything  further  to 
say? 

Mr.  Kennedy.  There  was  one  statement  I  wanted  to  make  as 
bearing  on  this  matter  of  transportation,  that  occurs  to  me  in 
looking  over  the  history  of  the  case.  There  is  a  statement  here 
of  Mr.  Gary  having  testified  December  18,  1908,  and  in  answer 
to  the  question  as  to  whether  he  could  put  the  price  down  and 
put  other  people  out  of  business,  Mr.  Gary  said: 

"  Quite  likely;  that  may  be  true.  I  will  not  say  that  it  is  not 
true.  I  will  not  say  that  in  the  competition  we  could  not  drive 
a  good  many  of  our  competitors  out  of  the  business. 

''Mr.  Clabk.  Now,  another  thing. 

"Mr.  Gary.  It  is  not  because  of  a  hold  on  the  market 

"  Mr.  Clark.  What  is  it,  then  ? 

"Mr.  Gary.  It  is  because  of  our  ability  to  produce  cheaper  and 
because  of  our  ownership  in  the  independent  concerns,  such  as 
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the  railroads,  the  steamship  lines,  etc.,  which  gives  a  large  credit 
from  the  Umted  States  Steel  Corporation's  standpoint." 

Showing  that  transportation  lines,  in  Mr.  Gary's  opinion,  are 
important  factors. 

Mr.  Bartlett.  That  is  from  the  tariff  hearings  in  1908  ? 

Mr.  Kennedy.  Yes,  sir: 

The  Chairman.  As  I  understand  it,  you  are  of  the  opinion,  if 
by  any  method  we  could  force  the  common  carriers  of  the  country 
to  treat  all  industrials  exactly  alike,  the  advantage  of  the  Steel 
Corporation  over  its  competitors  would  be  practicafly  eliminated? 

Mi.  Kennedy.  To  a  ^reat  extent.  I  think  Mr.  Gary  has 
always  been  very  reasonable  and  very  honest  to  his  competitors, 
but  some  other  man  in  the  future,  some  other  king  might  rise 
who  knew  not  Joseph,  and  it  would  really  be  better  that  no  one 
company  has  as  large  an  inside  hold  on  the  others. 

The  Chairman.  If  the  Steel  Corporation  chose  to  do  it,  with  its 
present  weapons,  could  it  destroy  its  competitors  ? 

Mr.  Kennedy.  I  think  it  could;  yes.  (Hearings,  pp.  5176- 
5177.) 

POLITICAL    ACTIVITIES     OF    THE    UNITED     STATES    STEEL 
COBPOBATION. 

An  import  duty  imposed  primarily  for  the  purpose  of  protection 
has  hitherto  been  defended  either  on  the  ground  that  it  fosters  infant 
industries  or  protects  American  labor.  The  United  States  Steel 
Corporation  is  not  entitled  to  the  imposition  of  any  such  duties  for 
either  reason.  As  has  been  shown,  this  corporation  has  rendered 
infant  or  new  industry  in  the  steel  business  impossible  by  its  control 
of  ore-producing  and  transportation  facilities,  and  the  bulk  of  its 
labor  is  essentially  foreign  in  every  respect  except  that  it  temporarily 
abides  in  this  country  while  in  the  employ  of  the  Steel  Corporation. 
The  corporation,  nevertheless,  has  been  keenly  alive  to  the  advantages 
accruing  from  the  elimination  of  foreign  competition  by  high  or  pro- 
hibitive duties,  and  it  has  been  generous  in  its  assistance  and  ardent 
in  its  encouragement  of  those  whom  it  believed  most  inclined  to 
impose  or  to  maintain  such  duties,  as  is  evidenced  by  the  following 

correspondence : 

Philadelphia,  Pa.,  September  19,  1904. 

United  States  Steel  Corporation. 

My  Dear  Sirs:  I  inclose  herewith  the  Republican  national 
committee's  receipt  for  your  subscription  to  the  campaign  fund. 
Respectfully,  yours, 

E.  T.  Stotesbury, 

Chairman. 
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[Inoloauro,] 

Repubikian  National  (^>mmittmb, 

Madison  S(jiia re ,  New  York,  Srjilriiibrr  17,  I'.H)/,. 
Krccivcd  fioill  United  SUloH  Sl.ccI,  .f  l(),(K)(). 

('.  II.    DUKL, 

A .■i.'^i.ildiU  'rrcaHurfr. 
(Press  of  40  NaHHdU  Slj-cct.) 

Noiis.     10.  T.  St,ol,cHl)iiry  Ih  a  mcinlxM'  of  Iho  linn  of  J.  1'. 
Morgan  &  (!o. 
(MacRae's  report,  |).  3733.) 

On  Septemljer  17,  1911,  at  a  iiieetin(,'  of  tlie  (inii,ne(>  eoniinitt<'e,  at 
which  J.  F.  Morgan,  jr.,  <jleiMfj;(i  W.  ^l^rKinH,  and  oilier  nienibers  of 
the  finance  committee  were  present  - 

The  chairman  |)resented  a  letl^er  addressed  to  liini  liy  .lames 
M.  Swanlt,  under  date  of  .Jiuiinuy  1",  urging  llie  eoiitrihiiticm  iif 
$4,000  toward  the  .tO, ()()()  l-o  puy  liie  experises  of  a  Hecoiid  edition 
of  a  book  entitled  "Protectinn  and  I'msperity,"  wiilten  by  lion. 
Oeorg(^  B.  OiirtiwH,  Bingharnton,  N.  V. 

On  molion  and  liy  an  afliriniitive  vote  of  all  present,  the  cpieH- 
tion  was  referred  to  I.Iki  chiurrrian,  witli  powei'.  (MiniitcH, 
finance  e.omniittee,  .Jan.  17,  IDI  I,  MiuRiie'H  report,  p.  3.S7U). 

Tho  letter  referr(M|  f,o  wan  written  by  Mr.  .liuncH  M.  Swrurk  t<i  .Indgo 

Gary,  and  is  as  follows : 

PiiiLAi)r';r,i'iriA,  Jaiivury  12,  I'.Ht. 
lion.  K.  IJ.  (iAiiv, 

(Jliuinnaii,  l/rril/'d  HliUen  Steel  ( 'iirpurdliim, 

71  llroiiil.iixiy,  New  )'<irk. 
Dfcak  .Iudoe:  I  have  wait(Ml  nrrtil  yoir  eoirid  Irave  yoirr  rneeir 
ing  with  the  steel  inanufacturerH  olf  yonr  nrind  before  wrJIirrg  to 
you  about  an  important  irmtter  which  has  been  on  irry  rriirrd  for 
several  wet-ks.  In  November'  last,  after  the  eleetiorr  wan  ovi'r,  1 
rccciveil  a  call  from  the  Ilorr.  (ieorge  15.  Ourtihi.,  of  J>inglranrtoir, 
N.  Y..  a  lawyer,  lil<e  yourself,  Dnrted  States  distri<,t  ir,tf,oiiiey, 
and  trie  author  of  Proi,ee,t,ion  and  ProsfX'rity,  the  nioiit  valniibie 
contribution  to  tht^  world's  tariff  history  iJin.t,  has  ever  been 
written.  1  send  you  a  eojiy  of  the  book  r;y  exprens  today  and 
ho[ie  tfiat  you  eiui  (ind  time  l-o  examine  it,  Mr.  (.'iirlJHH  eii,l!ed  to 
urp;e  orir  association  to  assist  him  in  pirbliF.hirrg  a  second  edition 
of  iris  l)oiik;  this  time  in  two  v(;lumes.  lie  said,  whieii  1  niynelf 
also  firmly  believe,  that  our  prol,ective  (lolicy,  ir|)oir  which  the 
whole  prosfK'iity  of  the  country  rests,  is  irr  diuiger-  of  going  down 
to  defeat,  if  extniordimiry  effort.s  are  not,  now  made  t,o  educate, 
the  fteople  to  sustain  it,  and  [mrf,ic,irlii,i  ly  th('  leaders  of  Ihn 
Ke[)ubhcnn  Party.  'J'his  can  be  done  only  tbioiigh  the  liberal 
use  of  printer's  ink  in  books,  newspa[)erH,  and  magazincH,  the 
lack  of  which  libr^ral  use  in  rer.ent  years  is  one  leading  caiiBc  of 
the  dernoralizrd  state  of  the  public,  mind  t,o-r|ay  rin  the  tariff 
cpiestiori,    another  cause,   being   the   evil   intlueric'e   of   men  who 

have    l)een   elected   or  appointed   to   high   ollice   iiH   |>ro(,ecl,ionii(tlH, 

but  who  are  at  heart  free,  traders  so  far  as  free  trade  is  possible 
in  this  country. 
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Mr.  Curtiss  said  that  he  has  ah-eady  revised  Protection  and 
Prosperity,  which  was  pubUshed  in  1896,  bringing  down  to  the 

E resent  time  all  essential  details  of  tariff  legislation  in  Great 
ritain,  Germany,  and  the  United  States,  particularly  in  our 
own  country.  As  his  book  is  really  a  cyclopedia,  his  thought 
was  that  the  new  edition  should  be  placea  in  the  hands  of  every 
Senator  and  Representative  in  the  new  Congress  and  as  a  book 
of  reference  for  professors  and  students  in  our  colleges  and  univer- 
sities; also  in  the  offices  of  leading  newspapers.  An  estimate  of 
the  cost  of  a  new  edition  of  3,000  sets  (in  two  volumes)  will  be 
found  in  a  letter  to  me,  Avhichl  requestedhimto  write,  and  a  copy 
of  which  you  will  find  inclosed.  Please  notice  that  Mr.  Curtiss 
asks  and  expects  no  reward  for  the  labor  he  has  expended  or  may 
expend  in  the  preparation  of  a  new  edition.  His  work  upon  it 
would  be  a  labor  of  love  entirely.  He  could  have  everything 
in  readiness  for  the  publication  of  a  new  edition  early  in  the 
coming  summer. 

In  my  interview  with  Mr.  Curtiss  in  November  I  frankly  told 
him  that  I  could  not  guarantee  the  payment  of  the  $8,000  that 
would  be  necessary  to  pubUsh  the  3,000  copies  of  his  book;  that 
we  had  no  fund  that  we  could  draw  upon  lor  this  purpose.  He 
suggested  that  I  submit  the  matter  to  a  few  of  the  leading  mem- 
bers of  our  association,  which  I  promised  to  do,  but  I  said  that 
I  could  not  do  this  immediately-  It  so  happened  that  Mr. 
Curtiss  was  again  in  town  last  week  on  professional  business  and 
called  to  see  me.  He  is  a  gentleman  of  very  great  ability.  I 
wish  that  you  could  see  him. 

The  history  of  this  association  from  the  beginning  has  always 
embraced  the  care  of  our  tariff  interests.  Until  the  death  of  Mr. 
Wharton  and  my  own  hospital  experience  we  both  gave  our  per 
sonal  attention  to  Washington  affairs. '  For  many  years  we  com- 
piled and  printed  tracts  which  were  systematically  distributed 
in  all  States  that  were  doubtful  on  the  tariff  question.  We  en- 
couraged the  preparation  of  textbooks  dealing  with  the  doctrine 
of  protection  and  nave  paid  for  their  publication — books  by  Henry 
C.  Carey,  Judge  Kelloy,  Dr.  William  Elder,  Prof.  Van  Buren 
Denslow,  Prof.  R.  E.  Thompson,  David  H.  Mason,  Giles  B. 
Stebbins,  and  Gov.  Henry  M.  Hoyt.  These  books  we  placed  in 
libraries  and  sent  to  Congress.  Of  course,  all  the  worK  I  have 
mentioned  costs  many  thousands  of  dollars,  but  this  work,  in 
conjunction  with  that  done  by  other  trade  organizations,  has 
kept  our  protective  policy  practically  unharmed  to  the  present 
time.  We  had  in  our  association  for  many  years  what  was  called 
a  tariff  fund.  We  have  had  no  such  fund  for  a  number  of  years, 
else  I  would  not  have  brought  to  your  attention  the  special  work 
done  for  me  by  Speaker  Reed  and  the  needs  of  the  Home  Market 
Club. 

A  protective  tariff  or  a  virtual  free-trade  tariff  is  the  issue  to 
be  settled  in  1912.  I  suppose  it  is  useless  to  take  any  steps  to 
prevent  the  present  Tariff  Board  from  being  made  a  permanent 
tariff  commission,  but  we  do  not  want  its  recommendations  or 
conclusions  looking  toward  free  trade  to  be  approved  by  Con- 
gress or  to  be  embodied  in  the  Republican  national  platform  of 
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1912.  Even  if  the  duties  on  iron  and  steel  could  be  further  re- 
duced without  serious  injury  to  our  iron  and  steel  industries  so  far 
as  prices  and  foreign  competition  are  concerned,  the  iron  trade  of 
the  country  could  not  be  prosperous  if  serious  injury  should  be 
done  to  other  industries  through  tariff  reductions.  Our  iron 
and  steel  manufacturers  must  have  a  prosperous  country  to 
insure  them  an  active  home  market  for  their  products.  Of 
course,  you  all  know  this.  I  mention  this  partly  Decause  in  38 
years  spent  in  this  office  I  have  many  times  witnessed  the  disas- 
trous effects  upon  the  iron  trade  of  low  duties  or  the  efforts  of 
our  enemies  to  enact  them. 

This  is  already  a  longer  letter  than  I  intended  to  write.  What 
I  would  like  to  have  you  do  is  to  ask  your  finance  committee  to 
approve  a  contribution  of  $4,000  toward  the  publication  of  Mr. 
Curtiss's  two  volumes.  If  the  committee  will  do  this,  I  will  ask 
the  following  companies  to  contribute  $1,000  each:  Eepublic, 
Pennsylvania,  LacKawanna,  Jones  &  Laughlin,  and  Cambria, 
making  altogether  $9,000.  This  is  $1,000  more  than  the  $8,000 
mentioned,  but  the  packing,  expressage,  etc.,  on  3,000  sets  of 
two  volumes  each  would  cost  a  large  sum,  all  to  be  accounted 
for,  of  course.  All  checks  to  Tsix.  Curtiss  when  the  books  are 
ready  for  distribution.  There  is  no  immediate  hurry  for  an 
early  reply,  but  an  early  reply  would  be  appreciated. 
Very  truly,  yours, 

James  M.  Swank. 
(MacRae's  report,  p.  4388.) 

Mr.  George  B.  Curtiss,  the  author  of  this  publication,  describes  its 
character  and  purport  as  follows: 

BiNGHAMTON,  N.  Y.,  Novemlcr  21,  1910. 

I  propose  to  bring  out  a  new  edition  in  two  volumes  of  about 
700  pages  each  of  Protection  and  Prosperity,  volume  1  to  be 
devoted  to  the  tariff  question  of  the  United  Kingdom  and  other 
foreign  countries;  volume  2  to  a  discussion  and  history  of  the 
tariff  question  in  the  United  States  from  the  beginning  of  the 
colonisil  period  to  the  present  time.  The  present  edition,  which 
was  published  in  the  spring  of  1896,  brought  the  history  of  the 
question  down  to  about  the  1st  of  January,  1895.  In  the  new 
edition  I  propose  bringing  the  history  of  England  and  other  for- 
eign countries  down  to  the  present  time.  My  treatment  of  the 
question  so  far  as  it  relates  to  the  United  States  begins  at  page 
564  and  was  made  very  brief  for  several  reasons,  the  principal 
one  being  lack  of  time,  m  order  to  get  the  book  on  the  market  in 
the  spring  of  1896.  This  part  I  have  revised,  beginning  with 
the  colonial  settlements,  thoroughly  treating  our  industrial 
developments  from  the  earhest  time  to  the  formation  of  the 
Government,  which  will  be  a  new  and  valuable  contribution  to 
the  literature  on  the  subject.  I  have  entirely  rewritten  the  sub- 
ject from  the  formation  of  the  Government  to  1860.  This  will 
give  a  new  and,  I  think,  the  most  valuable  exposition  of  the  early 
tariff  history  of  this  country  to  be  found  anywhere. 

I  propose  bringing  the  treatment  of  the  subject  from  1895 
down  to  the  present  time,  completing  the  discussion  with  the 
disastrous  effects  of  the  Gorman- Wilson  bUl  and  amplifying  very 
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fully  our  amazing  industrial  growth  and  prosperity  under  the 
Dingley  bill,  and  also  explain  fully  the  Diugley  and  Payne- 
Aldrich  bills,  and  conclude  with  a  specific  answer  to  the  criti- 
cisms which  are  now  being  urged  against  our  tariff  policy,  and  a 
specific  defense  of  the  principal  industries  of  the  country  which 
are  now  threatened  with  attack.  I  believe  that  the  new  edition 
when  completed  wiU  be  in  every  respect  more  satisfactory  than 
the  old  one  and  will  be  approved  by  the  manufacturing  interests 
of  the  country. 

The  present  edition  occupied  my  time  and  thought  for  more 
than  16  years — as  much  of  it  as  I  could  spare  from  the  necessary 
demands  of  my  profession.  I  believe  that  the  country  Ls  now 
confronted  with  a  reopening  of  the  question,  and  a  campaign  of 
education  after  the  old  fashion  must  be  instituted  to  save  the 
country  from  the  disasters  which  are  sure  to  follow  a  downward 
revision  of  the  tariff. 

Since  talking  with  you  I  have  had  a  rough  estimate  made  of 
what  it  will  cost  in  cash  to  bring  out  a  new  edition  of  3,000  sets 
of  two  volumes  each,  and  find. that  it  will  probably  require  an 
expenditure  of  about  $8,000.  I  think  this  sum  would  safely 
cover  it.  This,  of  course,  means  good  binding  and  a  handsome 
edition.     My  idea  is  that  the  parties  who  advance  the  money  to 

fat  out  this  edition  are  to  take  the  edition  and  present  it  to 
braries  and  such  persons  as  they  beheve  would  do  the  most 
good  with  the  book.  The  plates  and  copyright  are  to  belong 
to  me. 

Very  respectfully,  Geo.  B.  Cmmss. 

(MacRae's  Report,  p.  4389.) 

This  pohcy  of  encoxiraging  the  advocates  of  a  highly  protective 
pohcy  is  reflected  in  the  attitude  of  Mr.  Bope,  the  general  manager 
of  sales  and  the  successor  of  Mr.  Charles  M.  Schwab  in  the  arrange- 
ment of  prices  with  the  various  pooling  associations.  The  efforts  to 
reduce  the  schedule  of  the  Payne-Aldrich  tariff  bill  seem  to  have 
caused  the  corporation  considerable  concern,  as  indicated  in  the 
following  statement  taken  from  the  minutes  of  the  Carnegie  Steel  Co. 

under  date  of  June  7,  1909. 

June  7,  1909. 
aldrich  bill. 

Mr.  Bope.  I  found  in  discussing  matters  with  various  people 
during  the  week  that  one  unsettling  condition  is  the  action  of 
the  Senate  Ln  pushing  through  the  Aldrich  biU,  because  the 
people  have  been  expecting  some  reasonable  reductions.  The 
so-called  reformers  undoubtedly  have  had  the  best  of  the  argu- 
ment right  along,  but  the  supporters  of  the  bill  have  had  the 
strength  to  go  right  ahead,  ana  they  have  done  so  regardless  of 
protest,  and  this  is  beginning  to  leave  a  sort  of  bad  taste  in 
the  mouth  of  the  people.  While  no  changes  could  be  made  in 
the  biU  if  put  through  m  its  present  shape  for  practically  three 
years,  it  is  felt  that  if  this  is  done  and  the  Democrats  have  a 
majority  next  year,  they  will  make  a  start  for  revising  the  tariff 
again.    All  that  is  wanted  is  such  reductions  as  will  keep  the 
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question  of  the  tariff  out  of  the  way  for  several  years,  because 
it  is  believed  that  once  we  get  fairly  started  in  this  buying  move- 
ment it  is  going  to  last  several  years,  and  we  do  not  want  such 
influence  as  another  revision  of  the  tariff  to  come  up  during  this 
time.     (MacRae's  Eept.,  p.  4092.) 

On  December  7,  1909,  Bope,  the  sales  agent  of  the  Steel  Cor- 
poration, seems  to  have  still  been  in  close  touch  with  the  tariff 
situation.  "I  had  a  talk  on  Friday  last,"  said  Mr.  Bope,  "with 
a  party  who  had  just  retm-ned  from  Washington  and  who  is  in 

Eretty  close  touch  with  the  tariff  situation,  and  he  said  he 
as  no  doubt  but  that  there  will  be  some  reduction  made  in 
the  steel  schedules,  and  it  is  possible  it  will  be  as  much  as  50 
per  cent,  although  on  account  of  the  harm  this  would  do  the 
independent  manufacturers,  and  this  feature  has  been  strongly 
placed  before  the  committee,  it  may  not  be  so  OTeat."  (Min- 
utes, Carnegie  Steel  Co.,  Dec.  7,  1908,  MacEae's  Kept.,  p.  4087.) 

It  appears  that  other  large  concerns  were  in  thorough  accord  with 

the  United  States  Steel  Corporation  in  its  attitude  in  this  matter, 

since  Mr.  Bope  says  that  after  a  study  of  the  "drift,"  he  finds  "other 

interests  of  the  country"   were  demanding  the  same  thing.     The 

employees  of  the  Steel  Corporation  were  thoroughly  canvassed  to 

ascertain  their  attitude  in  the  matter. 

October  12,  1908. 

political  situation. 

Mr.  Bope.  With  regard  to  the  pohtical  situation,  after  talking 
with  our  agents,  who  were  all  here  during  the  week,  I  can  not 
help  but  feel  that  the  drift  has  now  set  in  steadily  for  Taft,  not 
on  his  own  account,  but  simply  because  business  men  are  begin- 
ning not  only  to  think  but  to  talk,  that  the  interests  of  the  coun- 
try demand  his  election,  and  that  if  the  tariff  must  be  revised  it 
had  better  be  done  by  the  Republican  than  the  Democratic 
Party.  When  in  New  York  last  week,  those  whom  I  talked  with 
seemed  very  confident  that  Taft  will  carry  the  State  by  at  least 
50,000,  but  thought  that  Hughes  is  going  to  be  defeated.  A 
canvass  made  of  our  own  works  in  this  district  last  week  shows 
a  Httle  better  condition  than  I  had  reaUy  expected  would  be 
found;  that  on  an  average  about  75  per  cent  of  the  men  in  our 
employ  are  for  Taft,  although  at  some  of  the  mills  as  much  as 
50  per  cent  of  the  men  are  talking  bUnd.  There  is  no  question 
but  that  he  is  stronger  among  the  workingmen  this  year  than  in 
any  of  his  previous  campaigns;  but  he  is  not  so  strong  among 
the  conservative  business  men.  I  figure,  however,  that  if  other 
wage-employing  locahties  are  affected  to  the  same  extent  as  we 
find  conditions  here,  it  will  likely  result  in  some  of  the  doubtful 
States  going  Democratic.  But  with  the  efforts  that  are  making 
now  for  a  strong  finish  to  the  campaign  I  beUeve  that  Taft  is 
going  to  win  out.     (MacRae's  Report,  p.  4086.) 

Mr.  Bope.  *  *  *  The  pohtical  situation  is  holding  matters 
a  httle;  people  waiting  not  because  they  have  any  doubt  about 
Brian's  nomination,  but  to  see  what  the  Democratic  platform  is 
going  to  be.     If  very  radical,  it  wUl  stop  things  perhaps  for  a 
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couple  of  weeks  until  it  can  be  digested;  but  people  will  not  hold 
off  everything,  because  they  are  anxious  to  go  ahead.  After 
this  is  out  of  the  way  and  the  campaign  really  begins,  I  believe 
that  the  sentiment  wiU  be  so  strongly  in  favor  of  Taft  that  it 
will  carry  business  along  with  it  just  as  it  did  in  1896.  (Minutes, 
Carnegie  Steel  Co.,  July  6,  1908,  MacKae's  Report,  pp.  4084- 
4085.) 

Mr.  BoPE.  *  *  *  The  political  situation,  I  beUeve,  is  going 
to  settle  itself  reasonably  quick  if  we  can  get  the  mills  in  opera- 
tion, for  this  is  necessary.  I  think  it  is  going  to  be  put  before  the 
people  in  the  light  that  the  Presidency  is  the  biggest  j  ob  in  the  coun- 
try for  which  two  men  have  applied,  and  from  a  business  standpoint 
the  one  best  equipped  to  do  it  should  be  elected,  and  if  looked 
upon  in  this  way  the  drift  will  be  toward  Taft  very  early  in  the 
campaign.  (Minutes  Carnegie  Steel  Co.,  July  13,  1908,  Mac- 
Rae  s  Report,  p.  4085). 

Efforts  to  enforce  the  Sherman  Antitrust  Act  appear  to  have 
caused  equal  solicitude  with  the  reduction  of  the  tariff.  On  January 
4,  1909,  at  a  meeting  of  the  board  of  directors  of  the  Carnegie  Steel 
Co.,  Mr.  Bopesaid: 

Mr.  BoPE.  *  *  *  The  whole  outlook,  in  fact,  appears  to 
us  to  be  distinctly  better.  The  only  two  clouds  that  we  can  see 
now  are  the  tariff  and  the  Sherman  Antitrust  Act.  The  passage 
of  the  emergency  currency  bill  last  spring,  while  not  used,  is  a  safe- 
guard to  this  extent  and  has  strengthened  the  financial  situation, 
but  this  question  ought  to  be  put  in  such  shape  that  it  will  not 
be  possible  again  to  have  a  condition  similar  to  that  which  ob- 
tained in  the  fall  of  1907,  and  I  have  no  doubt  this  will  be  done. 
Other  drawbacks  have  been  disappearing  until  there  is  left  only 
the  two  mentioned,  and  we  are  in  shape  now  to  go  ahead.  There 
is  getting  to  be  a  feeling  among  the  trade,  though  I  do  not  know 
where  it  emanated,  that  the  reduction  in  the  steel  schedules  in 
the  new  tariff  is  not  going  to  be  as  great  as  some  people  have 
anticipated  and,  furthermore,  that  the  business  situation  is  going 
to  be  strong  enough  by  the  middle  of  the  year  to  overcome  any- 
thing that  might  occur  in  this  direction.  (Minutes  Carnegie 
Steel  Co.,  MacRae's  Report,  p.  4087.) 

In  the  event  of  any  investigation  following  the  enforcement  of  this 
act  the  general  sales  agent  of  the  Steel  Corporation  expressed  a 
decided  preference  among  investigators. 

Mr.  BopE.  *  *  *  A.  number  of  other  very  important  mat- 
ters came  up  during  the  week,  which  developed  later,  so  there 
does  not  seem  to  be  a  great  deal  of  lack  of  confidence  in  the  future 
among  the  buyers.  They  seem  to  feel  that  things  will  come  out 
all  right  in  the  end,  and  with  the  adjournment  of  Congress  I 
beUeve  business  will  go  right  along.  These  investigations  have 
naturally  caused  a  little  doubt  in  the  minds  of  men  as  to  just 
what  is  going  to  happen.  We  are  going  into  a  new  era,  and,  like 
every  case  of  that  sort  where  men  can  not  see  what  is  ahead  of 
them,  they  hesitate  a  little.  The  same  conditions  prevailed  six  or 
seven  years  ago,  when  the  large  combinations  of  capital  began  to 
be  formed  which  marked  a  new  era  in  the  industrial  world. 
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These  things  were  a  benefit  at  the  time  and  are  a  benefit  to-day, 
yet  on  account  of  the  abuses  which  som^  of  them  have  imdoubt- 
edly  been  guilty  of  we  will  have  to  figure  that  there  will  have  to 
be  some  sort  of  control  or  regulation,  and  we  will  have  to  take  it 
and  make  the  best  of  it,  and  I  do  not  know  but  what  it  will  be 
better  to  have  these  things  done  by  Repubhcans  than  by  Demo- 
crats. A  great  many  people  fear  this  agitation  may  cause  the 
election  of  a  Democratic  Congress  this  fall,  and  I  beheve  legisla- 
tion of  this  kind  would  have  a  worse  effect  upon  business  if 
enacted  by  a  Democratic  than  by  a  Republican  Congress.  I 
wanted  to  mention  these  things  because  they  are  actually  occiu^ 
ring  and  are  having  some  effect  upon  commercial  conditions. 
(Minutes  Carnegie  Steel  Co.,  MacRae's  Report,  p.  4078.) 

It  appears  that  with  the  exception  of  rails  and  armor  plate,  steel 
manufacturers  have  not  yet  been  able  to  render  effective  any  agree- 
ment international  in  its  scope,  limiting  output  or  fixing  prices.  No 
such  contracts  affecting  the  operations  of  American  steel  mills  alone 
and  raising  the  price  to  the  domestic  consumer  above  the  cost  to  the 
foreign  purchaser  could  be  made  effective  without  the  aid  of  the  Fed- 
eral Government  in  excluding  foreign  competition  or  penahzing  it  by 
heavy  import  duties. 

By  agreement  among  themselves  steel  manufacturers  have  often 
been  able  to  establish  and  to  increase  the  price  in  the  home  market. 
Such  agreements  would  have  been  to  a  great  extent  abortive  had  the 
consumer  of  such  articles  been  permitted  to  procure  them  in  an  open 
and  competitive  market  where  the  price  was  not  determined  either 
by  agreement  between  a  number  of  small  manufacturers  or  by  the 
inordinate  power  of  a  single  monopoly.  In  such  cases  the  producer 
is  clearly  entitled  to  the  benefit  of  competition  from  abroad,  com- 
petition at  home  having  been  restrained  or  destroyed  by  the  wrong- 
ful act  of  the  domestic  manufacturer,  and  any  legislation  which 
renders  effective  the  making  of  such  combinations  in  restraint  of 
trade  or  the  creation  of  such  monopofies  is  manifestly  indefensible. 
No  monopoly  and  no  combination  or  conspiracy  between  monopolies 
limiting  output  or  fixing  prices  not  international  in  scope  could  ever 
seriously  affect  consumers  if  the  opportunity  was  stiU  left  open  to 
procure  at  a  fair  price  in  some  other  market  not  thus  manipulated 
or  controlled  the  commodities  affected  by  such  combinations  among 
domestic  producers. 

In  such  a  case  the  power  of  a  domestic  monopoly  to  practice  extor- 
tion upon  the  public  is  directly  dependent  upon  ancillary  legislation 
excluding  competition  from  abroad  after  it  has  been  successfully 
destroyed  at  home.  The  difference  between  the  cost  of  such  com- 
modities in  the  domestic  and  foreign  market  is  the  measure  of  the 
injury  inflicted  upon  the  consumer  and  of  the  advantage  obtained  by 
the  domestic  monopoly. 

On  page  1770  of  the  hearings  are  produced  tables  furnished  by  the 
corporation  showing  the. price  of  the  various  articles  manufactured 
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by  it  and  intended  for  foreign  consumption.  By  a  comparison  of 
the  prices  given  in  this  list  with  the  cost  of  the  same  articles  offered 
for  sale  at  the  mills  of  the  corporation  it  can  easily  be  ascertained  to 
what  extent  the  cost  of  steel  and  iron  products  sold  in  the  home 
markets  have  been  enhanced  by  highly  protective  or  prohibitive  duties. 

It  has  been  pretty  well  kno.wn  in  steel  circles  that  the  Steel 
Corporation's  export  prices  have  been  almost  uniformly  lower 
than  the  domestic  prices,  but  some  of  the  concessions  made  to 
foreign  consumers  shown  in  the  comparison  are  surprisingly 
large.  In  1906,  for  instance,  there  was  a  spread  between  the 
average  domestic  f.  o.  b.  price  of  structural  shapes  and  the  cor- 
poration's f.  0.  b.  export  price  of  nearly  $9.  In  1908  there  was  a 
spread  in  the  case  of  plates  of  $7,  and  in  1909  rails  were  sold 
abroad  on  an  average  of  $4  a  ton  less  than  at  home.  The  biggest 
difference  is  in  tin  plates,  in  which  the  Steel  Corporation  has 
been  for  years  in  sharp  competition  with  the  Welsh  makers. 
There  was  in  1906  a  difference  of  nearly  $19  a  ton,  and  in  1910 
there  was  a  difference  of  about  $12.50  a  ton.  A  possible  expla- 
nation of  this  is  that  the  duty  on  tin  plates  is  very  high,  now 
amounting  to  1.2  cents  per  pound,  or  $26.88  per  gross  ton,  as 
compared  with  $3.92  for  steel  rails. 

The  differences  referred  to  above  are  shown  in  the  following 
tables,_  which  compare  the  average  mill  prices  f.  o.  b.  of  some  of 
the  principal  products  exported  by  the  United  States  Steel  Cor- 
poration since  1906  with  the  average  f.  o.  b.  Pennsylvania  mill 
domestic  prices,  as  reported  by  the  American  Iron  &  Steel 
Association. 


Average 
domestic 
price  per 
gross  ton. 

Average 

United 

states 

steel 

export 

price  per 

gross  ton. 

Difference 

per  gross 

ton.« 

Bails: 

1906 

$28.00 
28.00 
28.00 
28.00 
28.00 

35.84 
38.08 
36.84 
31.70 
32.97 

38.48 
38.48 
36.74 
31.58 
32.92 

37.20 
40.20 
39.80 
36.40 
35.00 

3.69 
3.90 
3.70 
3.60 
3.60 

J24.42 
28.29 
26.80 
23.94 
24.16 

29.84 
33.17 
29.84 
27.60 
29.04 

29.58 
32.48 
29.60 
27.37 
28.42 

39.10 
45.46 
40.26 
37.92 
37.37 

2.86 
3.40 
2.98 
2.85 
3.04 

$3  58 

1907 

+    .29 
2  20 

1908 

1909 

—  4.06 

1910 

—  3  84 

Plates: 

1906 

—  6.00 

1907 

4  91 

1908 

—  7  00 

1909 

—  4.20 

1910 

—  3.93 

Structural  shapes: 

1906 :. 

-  8.90 

1907 

—  6.00 

1908 

—  7.34 

1909 

—  4.21 

1910 

—  4.60 

Wire  nails:  > 

1906 

+  1.90 

1907 

+  6.26 

1908 

+    .46 

1909 

+  1.52 

1910 

+  2.37 

Tin  plates:' 

B06 

—18. 91 

1907 

—11.29 

1908 

-16.12 

1909 

—14.56 

1910 

-12.66 

'  — decrease;  +— increase.              '  Per  net  ton. 

•Per  100- 

pound  bos 

J 

156       IirVESTIGATION  OF  tTNITED  STATES  STEEL  COEPOEATION. 

The  United  States  Steel  Corporation's  export  tonnage  in  1910 
was  the  largest  on  record,  amounting  to  1,216,057  tons,  and  the 
value,  as  calculated  from  the  corporation's  statement,  was  over 
$41,500,000.  The  following  table,  for  the  year  1910  only,  shows 
the  export  shipments  and  the  total  f.  o.  b.  mill  price  received 
by  the  Steel  Corporation,  with  the  exception  of  46,096  tons  of 
miscellaneous  products  for  which  prices  were  not  given: 


Tons 


Total  price 
received. 


Steel  rails gross  tons. 

Billets,  blooms,  slabs,  sheet,  bars,  and  skelp do. . . 

Plates do . . . 

Structural  shapes do . . . 

Merchant  bars,  bands,  etc do . . . 

Hoops  and  cotton  ties do . . . 

Spliced  bars,  rail  joints,  etc do. . . 

Wrought  pipe do... 

Tin  plate base  boxes. 

Sheets gross  tons. 

Eods do... 

Coarse  wire net  tons. 

Wire  nails  and  staples do. . . 

Wire,  tinned  and  coated do. . , 

Wire,  barbed  and  galvanized,  twisted do . . . 

Wire  fence  and  netting , do . . . 


271,233 

92,043 

105,876 

93,325 

88,966 

13,344 

'  046 

103,  .33 

393,012 

116, 622 

23,029 

18, 667 

57, 178 

62,466 

78,869 

5,551 


S6, 688, 606 

2,040,593 

3,074,610 

2,652,268 

2,707,235 

457,432 

689, 691 

6,674,997 

1,194,639 

6, 706, 931 

669,914 

617,504 

2,136,642 

2,443,045 

3,643,637 

290,206 


Total. 


1,169,961 


41,586,960 


(Hearings,  p.  5136-6136.) 

ABSORPTION  TENNESSEE  COAL  &  IRON  CO. 

After  acquiring  the  control  of  the  Lake  Superior  ores,  the  Steel 
Corporation  made  extended  researches  and  explorations  of  the  ore 
deposits  of  Cuba,  North  and  South  America. 

Mr.  Reed.  May  I  suggest  a  question  at  that  point  1 

Mr.  Young.  Certainly. 

Mr.  Reed.  In  regard  to  these  ores  in  Utah,  Cuba,  and  Brazil, 
perhaps  Mr.  Cole  could  tell  us  whether  the  Steel  Corporation 
ever  made  any  effort  to  acquire  ores  or  to  control  or  get  a  large 
part  of  those  ore  beds. 

Mr.  Young.  Yes.  Do  you  know  anything  about  that,  Mr. 
Cole? 

Mr.  Cole.  The  Steel  Corporation  through  its  subsidiary,  the 
Oliver  Iron  ilining  Co.,  had  examinations  of  ore  beds  in  Utah 
made,  but  did  not  feel  justified  at  this  time  in  buying  any  at  that 
point.  They  also  had  made  an  examination  of  the  ore  beds  in 
Brazil,  but  did  not  make  any  investments  there  at  the  time. 
They  have  secured  some  ore  in  Cuba,  but  just  what  tonnage  I 
am  unable  to  say. 

Mr.  Reed.  Relatively  small,  is  it  not?  (Hearings,  pp.  5483- 
5484.)  ^"^ 


The  Chalrman.  You  spoke  of  having  your  engineers  go  over 
the  country  and  make  a  thorough  survey  of  the  various  ore  de- 
posits of  New  Mexico,  Utah,  Texas,  New  York,  in  the  Appala- 
chian region,  and  elsewhere,  and  in  California.     How  much  ore 
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did  they  lease  or  pvirchase  outright  after  these  investigations  for 
the  Steel  Corporation  ?  How  much  ore  did  it  obtain  as  a  resxilt 
of  these  investigations  ? 

Mr.  Cole.  They  did  not  secure  any  ore  in  the  districts  referred 
to. 

The  Chairman.  Why  was  it  they  did  not  ? 

Mr.  Cole.  I  presume  they  felt  it  would  be  some  time  in  the 
future  before  those  ores  would  be  available  for  manufacture. 

The  Chairman.  Those  ores,  as  I  understand,  as  Mr.  Sellwood 
has  said,  either  by  virtue  of  their  low  degree  of  ore,  the  presence 
of  sUica,  the  absence  of  a  market,  or  the  remoteness  of  the  mate- 
rials to  flux  them  rendered  them  unavailable  at  the  present 
time? 

Mr.  Cole.  Yes,  sir. 

The  Chairman.  Or  in  the  immediate  future  ? 

Mr.  Cole.  In  the  immediate  future.     (Hearings,  p.  5494.) 

The  only  large  deposits  of  ore  at  present  available  for  the  making 
and  marketing  of  pig  iron  and  steel  in  large  quantities  and  at  a  profit 
are  found  in  the  Lake  Superior  and  Birmingham  districts. 

The  Chairman.  Where  are  the  principal  ore  bodies,  workable 
ores,  m  the  United  States?  *  *  *  Such  ores  as  can  be 
worked  at  a  profit  ? 

Mr.  Perin.  The  two  great  ore  bodies,  of  course,  are  those  in 
the  Mesabi  Kange,  and  in  the  Gogebic  and  the  Marquette  and 
Menominee  Eanges,  and  next  in  importance  in  volume  of  ton- 
nage would  be  those  in  the  Alabama  district,  directly  in  prox- 
imity to  Birmingham. 

The  Chairman.  The  two  great  ore  bodies  are  those  of  the  Lake 
Superior  region 

Mr.  Perin  (interposing).  And  the  Birmingham  (Ala.)  region. 

The  Chairman.  Are  there  any  other  large  ore  bodies  which  are 
or  can  be  worked,  from  which  pig  iron  can  be  made  at  a  profit 
in  competition  with  these  two  ore  bodies  which  you  have  men- 
tioned ? 

Mr.  Perin.  Which  can  be  marketed?  I  do  not  think  so.  At 
a  higher  market  and  as  the  metallurgic  art  advances  the  ores 
of  the  Adirondack  and  other  regions  will  become  important 
factors  in  the  production  of  pig  iron.     (Hearings,  p.  972.) 

At  the  formation  of  the  Steel  Corporation  the  ore's  of  this  region 
seem  to  have  been  disregarded,  since  they  were  all  non-Bessemer, 
that  is,  contained  exceeding  4  per  cent  of  phosphorus,  which  pre- 
vented their  use  in  a  Bessemer  converter,  and  prior  to  1906  steel 
rails  were  made  from  Bessemer  steel  only. 

It  is  only  in  recent  years  that  the  use  of  steel  made  from  non- 
Bessemer  ores  has  approached  Bessemer  steel  either  in  the  quantity 
produced  or  in  the  variety  of  finished  materials  for  which  it  could  be 
rendered  available. 

A  brief  review  of  the  two  processes  by  which  pig  iron  is  converted 
into  steel  is  necessary  to  a  clear  apprehension  of  the  vast  and  vital 
change  which  the  gradual  substitution  of  the  "basic"  or  "open- 
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hearth  process"  for  the  old  "Bessemer  process"  has  wrought  in  the 
whole  status  of  the  steel  mdustry  and  the  relative  value  of  iron  ores 
in  this  country. 

Mr.  Roberts.  The  Bessemer  process  as  known  and  called  such 
is  by  blowing  compressed  air  through  molten  pig  iron  in  what  is 
known  as  a  converter.  By  the  blowing  through  of  that  air  the 
carbon  is  ehminated  by  the  oxygen  of  the  air  and  forms  carbon 
oxide,  which  burns  to  carbonic-acid  gas.  That  then  becomes 
steel  and  is  poured  into  the  ingots.  The  open-hearth  process  was 
known  as  the  Seaman's  furnace,  a  reverberatory  furnace  with 
gas  fuel.  The  coal  is  charred  in  a  producer,  which  forms  gas,  is 
then  carried  to  the  furnace,  which  is  on  regenerative  principles, 
and  the  flame  passes  over  the  bed  of  the  furnace,  the  open  hearth 
of  the  furnace,  on  which  either  hquid  pig  iron  or  cold  pig  iron  is 
put,  melted,  and  the  carbon  removed  from  the  pig  iron  by  the 
contact  of  the  oxygen  with  the  flame  passing  over  it.  The  Bning 
of  the  furnace,  what  is  known  as  the  basic  furnace,  is  composed 
of  bases  instead  of  acids.  The  original  form  of  the  open-hearth 
process  was  acid  and  was  made  in  a  furnace  lined  with  sand  or 
sihca,  whereas  the  basic  furnace  is  lined  with  a  base  such  as  alum 
or  magnesia.  This  enables  the  introduction  of  basic  material, 
such  as  limestone,  which  has  an  affinity  for  phosphorus,  and 
eliminates  the  phosphorus  from  the  pig  iron,  whereas  in  the 
Bessemer  process  by  simply  passing  air  through  the  pig  iron  in 
an  acid-lined  converter  you  do  not  eliminate  the  phosphorus. 
I  would  say  that  it  is  a  more  expensive  process  to  operate  an  open 
hearth  than  it  is  a  Bessemer,  due  to  the  fact  that  in  one  case  your 
fuel  is  air  and  in  the  other  case  your  fuel  is  coal.  You  can  not 
make  open-hearth  steel  as  cheaply  as  you  can  make  Bessemer 
steel. 

Mr.  Bartlett.  What  is  the  advantage  of  the  one  over  the 
other,  if  any  ? 

Mr.  Roberts.  You  have  the  opportunity  of  using  all  grades  of 
ore  in  the  open  hearth,  whereas  m  the  Bessemer  you  are  limited 
to  certain  special  ores  which  contain  a  small  content  of  phos- 
phorus.    (Hearings,  p.  360.) 

******* 
Mr.  Roberts.  *  *  *  Basic  open-hearth  steel  admits  of  the 
use  of  any  quality  of  ore  irrespective  of  its  phosphorous  content, 
whereas  Bessemer  steel  requires  an  ore  with  a  low  phosphorous 
content,  probably  not  over  0.04,  due  to  the  fact  that  phosphorus 
in  the  Bessemer  process  is  not  eliminated ;  but  in  the  basic  open- 
hearth  process  it  makes  no  difference  how  much  phosphorus  you 
have,  because  you  eliminate  it  in  the  process  of  making  your  steel. 
Consequently  these  plants  which  originally  produced  Bessemer 
steel,  due  to  the  fact  that  the  basic  ofen-hearth  process  was  not  Jcnown 
at  that  time  and  not  operated,  have  now  gradually,  due  to  the 
gradual  extension  of  the  Bessemer,  or  low-phosphorus  ores,  been 
compelled  to  turn  over  to  the  manufacture  of  open-hearth  basic 
rails.  Thejflant  at  Gary  is  arranged  as  an  open^hearih  basic  pjard 
entirely.  They  have  no  Bessemer  plant.  And  some  of  the  Pitts- 
burgh plants  are  using  the  basic  open-hearth  process.  The  others 
are  using  both,  as  they  see  fit. 
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Mr.  Gardner.  Has  it  been  an  expensive  matter  to  convert  the 

Elants  of  those  companies  so  that  they  can  use  this  basic  open- 
earth  process  instead  of  the  Bessemer  process  ? 
Mr.  Roberts.  Yes.  It  means  the  abandonment  of  their  Bes- 
semer plant,  putting  it  in  the  scrap  heap.  The  value  of  all  the 
capital  invested  in  the  Bessemer  plant  disappears  and  whatever 
the  cost  of  the  open-hearth  plant  is  must  be  added  to  their  capital 
charges.     (Hearings,  pp.  359-360.) 

By  the  partial  locking  up  of  the  ore  reserves  of  Lake  Superior  and 
by  the  exaction  of  an  onerous  tribute  for  their  transportation,  the 
Steel  Corporation  unwittingly  stimulated  the  development  of  the 
open-hearth  process  and  offered  a  strong  inducement  to  the  bold 
capitalist  and  the  inventive  genius  to  discover  new  forms  and  uses  to 
which  it  could  be  applied. 

"The  growth  of  basic  steel,"  says  Mr.  Topping,  president  of 
the  Republic  Iron  &  Steel  Co.,  "is  not  necessarily  ail  due  to  the 
superior  quahty  of  that  steel  for  certain  purposes  over  Bessemer, 
but  is  due  more  largely,  in  my  judgment,  to  the  limited  supply 
of  Bessemer  ores  and  to  the  constantly  increasing  demands  for  steel 
in  various  forms;  and  the  basic-steel  process  has  made  available 
a  large  amount  of  ore  that  otherwise  would  not  have  been  avail- 
able, and  which,  had  it  not  been  for  the  basic  process,  would  not 
have  enabled  us  to  meet  this  great  demand  for  steel  everywhere. 
There  is  also,  in  addition  to  the  reason  I  have  just  cited,  a  demand 
for  a  quantity  which  calls  for  basic  exclusively,  on  account  of 
specifications  and  restrictions  placed  by  certain  engineers  for 
roads  and  structural  material,  that  is  aU  basic  necessarily  for 
quahty  reasons." 

The  Chairman.  What  are  the  advantages  of  this  steel  made 
by  the  open-hearth  process  ? 

Mr.  Topping.  Well,  the  general  advantage  is  in  this,  that  you 
can  not  reduce  by  the  Bessemer  process  phosphorus  below  the 
percentage  at  which  you  start  ia  on  the  ore;  m  fact,  you  pick 
up  added  quantities  of  phosphorus  in  the  process  of  manufac- 
turing with  limestone  and  coke,  whereas  ia  the  basic  process  it 
is  only  a  question  of  time  when  you  can  eliminate  substantially 
all  the  phosphorus;  and  by  the  basic  process  you  get  a  more 
regular  steel  and  better  quality,  due  to  the  fact  that  phosphorus 
is  not  an  element  that  adds  to  the  quality,  but  the  reverse  of 
that  in  its  general  influence.  It  makes  it  brittle.  (Hearings, 
p.  1234.) 

Mr.  Roberts,  a  learned  and  skillful  engineer,  speaks  of  the  manu- 
facture of  rails  from  Bessemer  steel  by  the  corporation  to  within  the 
last  two  or  three  years  as  "due  to  the  fact  that  the  basic  open-hearth 
process  was  not  known  at  the  time  and  not  operated."  Strictly 
speakiag,  while  known,  it  was  not  developed  until  recent  years  to 
such  an  extent  as  to  enable  steel  made  by  this  process  to  compete 
with  the  product  of  the  Bessemer  converter.  This  gradual  revolu- 
tion in  the  process  of  manufacture  has  been  due  to  the  rise  in  price 
of  the  corporation's  Bessemer  ores,  the  development  of  the  open- 
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hearth  furnace,  and  the  consequent  cheapening  of  steel  produced  by 
that  process. 

Statistics  compiled  by  the  American  Iron  &  Steel  Association  show 
that  a  small  amount  of  open-hearth  ingots  and  castings  were  made 
as  far  back  as  1869.  In  recent  years  the  substitution  of  basic  for 
Bessemer  steel  has  been  phenomenal.  In  1894  there  were  produced 
in  the  United  States  3,571,313  tons  of  Bessemer  ingots  and  castings, 
as  against  784,936  tons  of  open  hearth.  Two  years  later,  the  pro- 
duction of  Bessemer  steel  showing  no  material  change,  open-hearth 
ingots  and  castings  increased  nearly  200  per  cent,  viz,  1,298,700  tons, 
and  by  1898  this  amount  had  again  been  practically  doubled — 
2,230,292  tons. 

At  the  time  of  the  formation  of  the  Steel  Corporation  the  total 
production  of  Bessemer  and  open-hearth  steel,  from  the  date  of  the 
introduction  of  the  basic  process  into  this  country  (1869),  was 
75,366,329  tons  and  18,029,741  tons,  respectively,  while  from  the  time 
of  the  formation  of  the  Steel  Corporation  (1901)  to  the  absorption  of 
the  Tennessee  Coal  &  Iron  Co.  the  production  of  open-hearth  steel 
amounted  to  53,583,640  tons,  as  against  69,188,388  tons  of  Bessemer 
steel.  In  the  three  years  immediately  succeeding  the  absorption  of 
this  company,  1908  to  1910,  inclusive,  the  production  of  open-hearth 
steel  has  exceeded  that  of  Bessemer  by  approximately  12,000,000 
tons,  or  38,835,174  tons  open-hearth  to  24,860,310  tons  of  Bessemer. 

At  present  the  open-hearth  process  for  general  purposes  bids  fair 
to  practically  supersede  the  old  Bessemer  converter  except  in  a  few 
localities  where  the  scarcer  and  more  costly  Bessemer  ores  can  be 
obtained  under  especially  favorable  circumstances.  In  1910  the  pro- 
duction of  open-hearth  steel  reached  a  grand  total  of  16,504,509  tons, 
as  against  9,412,772  tons  of  Bessemer.  The  production  of  Bessemer 
steel  is  actually  as  well  as  relatively  on  the  decline,  being  2,863,058 
tons  less  in  1910  than  in  1906.  Attention  is  called  to  table  in  the 
appendix  to  this  report,  giving  the  relative  annual  production  of  both 
kinds  from  1869  to  1910. 

The  Steel  Corporation,  at  the  time  of  its  organization,  seems  to 
have  accepted  without  question  the  saying  among  steel  makers  that 
"phosphorus  is  to  iron  what  the  devil  is  to  religion,"  and  to  have 
regarded  as  unavailable  for  general  purposes  the  vast  ore  deposits  of 
the  Birmingham  district. 

As  has  been  shown,  the  corporation  constructed  the  immense  and 
costly  fabric  of  its  ore,  crude  steel,  and  transportation  monopoly 
upon  the  control  of  Superior  ore  as  a  basis,  and  the  strength  and  per- 
petuity of  that  foundation  rested  upon  the  continuing  supremacy  of 
the  Bessemer  converter. 

When  open-hearth  steel,  produced  as  cheaply  as  the  Bessemer  and 
in  vast  quantities,  could  be  placed  upon  the  market  by  manufac- 
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turers  owing  their  own  ore  and  coal  reserves,  and  assembling  their 
raw  material  without  the  use  of  the  corporation's  roads  and  steam- 
ship Unes,  then  and  then  only  was  the  perfect  and  hitherto  seemingly 
invincible  control  of  the  manufacture  of  steel  products  seriously 
menaced. 

As  has  been  demonstrated,  the  absolute  power  to  "fix"  the  price 
of  pig  iron  enabled  the  corporation  to  make  and  manipulate  the  price 
of  semifinished  steel.  It  is  true  these  "  sliding-scale  "  contracts  were 
usually  predicated  upon  the  price  of  Bessemer  pig  iron,  but  in  the 
event  the  corporation  arbitrarily  raised  the  price  of  Bessemer  pig 
iron  above  the  basic,  it  would  by  that  means  still  further  stimulate 
the  production  of  the  latter  metal  by  its  competitor,  since  under 
changed  conditions  it  could  be  used  interchangeably  with  the  Besse- 
mer pig  iron. 

It  is  evident  that  the  production  of  pig  iron  in  large  quantities  and 
at  a  cost  no  greater  than  that  of  the  corporation,  notwithstanding  its 
advantages  derived  from  the  ownership  and  control  of  common  car- 
riers, meant  the  certain  destruction  of  the  cunning  and  costly  device 
by  which  it  had  caused  so  many  "shut  downs"  among  its  former 
competitors,  dependent  upon  it  for  raw  material. 

Personnel  Tennessee  Coal  &  Iron  Syndicate. 

Expert  ore  and  steel  men  were  not  slow  to  see  the  infinite  possibili- 
ties which  the  development  of  this  process  opened  to  non-Bessemer 
ores,  and  grasped  the  opportunity  to  obtain  control  of  vast  ore  and 
coal  deposits  in  the  southern  Appalachian  region. 

In  October,  1905,  a  syndicate  was  formed  which  acquired  the  prop- 
erties of  the  Tennessee  Coal,  Iron  &  Railroad  Co.,  the  largest  concern 
in  the  Birmingham  district,  the  members  of  the  original  syndicate 
and  their  individual  shares  being  as  follows : 

Shares. 

O.H.Payne 10,300 

L.  C.  Hanna 10, 300 

G.  B.  Schley 10,  300 

J.  B.  Duke 10,  300 

E.  J.  Berwind 10, 300 

J.W.Gates 10,300 

A.  N.  Brady 10, 300 

G.  A.  Kessler 10,300 

O.Thome 10,300 

E.  W.  Oglebay 5, 150 

H.S.  Black 5,150 

F.  D.  Stout 5,150 

J.  W.  Simpson 5, 150 

6.  W.  French 2, 500 

S.  G.  Cooper 1,500 

J.  A.  Topping 1, 000 

Total 118,  300 

(Hearings,  pp.  1124-1125.) 

64946°— H.  Rent.  1127.  62-2 11 
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This  syndicate  was  formed  for  the  purpose  of  developing  not  exploU- 
ing  the  steel  industry,  as  evidenced  by  the  fact  that  not  one  single 
dollar  was  ever  paid  to  the  syndicate  or  any  individual  in  it  for  pro- 
moting the  scheme  or  underwriting  its  securities.  The  immense 
financial  resources  of  its  members  assured  the  capital  necessary  for 
the  great  undertaking,  and  among  its  members  were  men  of  skill 
and  experience  in  every  department  of  the  businsss. 

Oglebay  and  Hanna  had  large  holdings  in  the  Lake  Superior  ore 
fields,  long  experience  in  the  value  and  handhng  of  ores,  and  in  the 
manufacture  of  pig  iron. 

Topping,  the  chairman  of  its  board  of  directors,  was  expert  in 
every  detail  of  manufacture  from  the  ore  up,  and  John  W.  Gates,  the 
organizer  of  the  American  Steel  &  Wire  Co.,  was  equally  familiar 
with  the  industrial  and  financial  operations  of  such  concerns  on  the 
most  extensive  scale. 

The  Chairman.  How  many  practical  steel  men  were  in  the 
syndicate — men  who  understood  the  business  of  making  steel  ? 

Mr.  Hanna.  Well,  I  do  not  know  exactly  what  you  mean 
when  you  say  "making  steel." 

The  Chairman.  I  mean  handling  ore  or  making  pig  iron,  for 
instance. 

Mr.  Hanna.  I  do  not  know  of  any  who  were  not  familiar  with 
the  iron  and  steel  industry,  but  as  to  those  actually  connected 
with  it  I  do  not  know.  I  should  have  to  look  at  a  list,  Mr. 
Chairman.  I  should  say  five  or  six  or  seven,  perhaps,  who  had 
been,  and  were  then,  identified  with  the  steel  industry. 

The  Chairman.  You  had  been  interested  in  it  ? 

Mr.  Hanna.  Yes,  sir. 

The  Chairman.  Mr.  Berwind  ? 

Mr.  Hanna.  No,  sir;  I  do  not  think  so. 

The  Chairman.  Mr.  Gates  ? 

Mr.  Hanna.  Yes,  sir. 

The  Chairman.  Mr.  Oglebay  ? 

Mr.  Hanna.  Yes,  sir. 

The  Chairman.  And  Mr.  Stout,  Mr.  Black,  Mr.  Simpson,  Mr. 
French,  Mr.  Cooper,  and  Mr.  Topping  ? 

Mr.  Hanna.  Mr.  French  had  been  interested  in  the  steel  busi- 
ness and  Mr.  Cooper  had  been  identified  with  the  steel  business. 

The  Chairman.  What  experience  had  Mr.  Topping  had? 

Mr.  Hanna.  Mr.  Topping  had  been  all  his  life  in  the  iron  and 
steel  business,  actively. 

The  Chairman.  So  that  from  the  personnel  of  this  syndicate, 
I  judge  you  were  well  equipped,  not  only  as  to  your  financial 
resources,  but  you  had  men  in  the  syndicate  who  understood 
from  experience — the  best  school  in  which  to  learn  things,  prac- 
tical experience,  long  experience — just  how  to  develop  economi- 
caUjr  and  effectively  the  great  business  you  contemplated  estab- 
Hshing  in  that  region. 

Mr.  Hanna.  Yes,  sir;  I  would  say  so.     (Hearings,  pp.  886- 
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The  properties  of  the  Tennessee  Coal  &  Iron  Co.  were  located  in  a 
region  absolutely  unparalleled  in  the  close  proximity  of  vast  quan- 
tities of  aU  the  materials  essential  to  the  manufacture  of  iron. 

The  ore,  limestone,  dolomite,  and  coal  are  assembled  by  nature 
within  a  radius  of  a  few  miles. 

"I  think,"  says  Mr.  Gates,  "that  in  the  Birmingham  district 
it  is  possible  to  assemble  a  ton  of  material  and  make  a  ton  of  pig 
iron  cheaper  than  any  other  place  in  the  world."     (Hearings, 
p.  7.) 
Mr.  Perin,  the  engineer  who  had  prepared  a  careful  survey  cover- 
ing practically  every  foot  of  this  district,  states : 

The  Chairman.  You  did  not  complete  your  answer  as  to  the 
Woodward  Co.  I  want  to  know  the  number  of  miles  they  haul 
their  limestone,  coke,  and  iron  ? 

Mr.  Perin.  I  think  the  coke  is  hauled  somewhere  between  3 
and  4  miles  and  the  limestone  an  average  distance  of  2J  miles. 

The  Chairman.  So,  as  a  rule,  it  is  the  same  haul  and  the  same 
freight  within  that  radius  of  25  miles. 

Mr.  Perin.  Yes. 

The  Chairman.  Does  that  spring  from  the  fact  that  in  the 
whole  region  they  find  within  that  radius  those  three  essentials 
in  the  making  oi  pig  iron  1 

Mr.  Perin.  Practically  so,  and  so  as  not  to  give  any  one  cor- 
poration any  particular  advantage  over  the  other.  The  rates 
were  established  so  as  to  equalize  competition  in  the  district. 

The  Chairman.  Now,  you  have  spoken  of  your  experience  in 
locating  ore  regions  in  this  country  and  in  India.  Is  there  any 
place  on  the  habitable  globe  known  to  the  iron  industry  where 
that  physical  condition  exists  or  anything  approximating  it? 

Mr.  Perin.  The  only  possible  parallel  conditions,  where  the 
juxtaposition  of  the  raw  material  is  such  as  exists  in  the  Birming- 
ham district,  are  in  Middlesboro,  England.  There  the  iron  ores 
are  of  a  lower  grade,  and  they  bring  their  fuel  a  distance  vary- 
ing from  10  to  25  miles.  That  is  almost  a  parallel  with  the  con- 
ditions that  obtain  in  Birmingham,  but  there  are  no  such  large 
single  deposits  as  exist  in  the  Birmingham  district.  (Hearings, 
p.  982.) 

Mr.  Schwab  has  made  practically  the  same  statement  to  the  Ways 
and  Means  Committee  in  1908: 

For  example,  I  know  that  pig  iron  can  be  produced  in  different 
parts  of  Germany  at  from  $9.50  to  $12  a  ton  to-day,  depending 
upon  the  location  and  character  of  the  pig. 

The  Chairman.  Against  $14  here? 

Mr.  Schwab.  About  $14  to  $14.50  here. 

******* 

The  Chairman.  That  is  in  Germany.     How  about  England? 

Mr.  Schwab.  England  is  probably  a  httle  cheaper,  though  it 
is  not  widely  different. 

The  Chairman.  What  is  the  main  reason  for  the  additional 
cost  of  the  pig  iron  here  ? 
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Mr.  Schwab.  Raw  material  and  freights  being  higher. 

The  Chairman.  Their  iron  is  nearer  the  coal  mines  ? 

Mr.  Schwab.  Yes.     They  assemble  it  cheaper  than  we  do. 

The  Chaieman.  I  do  not  suppose  they  do  it  any  cheaper  than 
we  can  at  Birmingham  ? 

Mr.  Schwab.  No;  we  do  it  cheaper  in  Birmingham  than  they  do 
in  England. 

The  Chairman.  You  think  the  cost  of  pig  iron  in  Birmingham 
would  be  less  than  the  cost  in  England  ? 

Mr.  Schwab.  I  Jcnow  it  would  ie. 

The  Chairman.  The  cost  of  converting  the  steel  is  about  the 
same? 

Mr.  Schwab.  In  Birmingham  it  is  about  the  same.  (Hear- 
ings, p.  1133.) 

The  Tennessee  Coal,  Iron  &  Railroad  Co.  acquired  the  greater  part  of 
all  the  available  ores  in  this  region  according  to  Mr.  Perrin,  who  spent 
months  on  these  properties  in  a  careful  survey  intended  to  determine 
both  the  quantity  of  ore  in  that  district  which  was  economically  avail- 
able and  the  relative  amount  held  by  this  and  other  large  concerns. 

"Estimating,"  says  Mr.  Peria,  "the  tonnage  of  the  Wood- 
ward Co.  and  of  the  Birmingham  Coal  &  Iron  Co.  and  the  Bir- 
mingham Iron  Ore  Co.,  I  would  say  that  the  Tennessee  Coal, 
Iron  &  Railroad  Co.  possesses  about  70  per  cent  of  Red  Ore 
Mountain. 

The  Chairman.  That  is,  of  the  ore-bearing  district? 

Mr.  Perin.  The  range  which  is  tributary  to  the  fuel  at  the 
present  time,  the  area  of  low-assembling  cost. 

The  Chairman.  If  the  Tennessee  Coal  &  Iron  Co.  has  70  per 
cent  of  the  entire  region,  what  per  cent  of  the  region  is  now 
marketable  and  can  be  purchased  by  any  man  who  goes  down 
there  and  opens  a  blast  furnace  and  buys  his  own  coal  on  the 
ground  ? 

Mr.  Perin.  I  suppose,  outside  of  the  Birmingham  Iron  Ore 
Co.,  there  is  no  merchantable  ore  for  sale  in  the  Birmiagham 
district. 

The  Chairman.  How  much  have  they  at  their  disposal  ? 

Mr.  Perin.  I  have  no  accurate  knowledge. 

The  Chairman.  What  per  cent  ? 

Mr.  Perin.  Very  small;  possibly  2 J  per  cent  to  5  per  cent. 

The  Chairman.  Of  the  whole  region  ? 

Mr.  Perin.  Yes,  sir.     (Hearings,  p.  980.) 

*  *  *  *  *  *  * 

Mr.  Perin.  I  should  consider  this  as  one  of  the  greatest 
properties  I  know  of  anywhere  in  the  world,  take  it  by  and  large; 
that  is,  considering  the  proximity  of  the  iron  ores  to  the  coal. 
(Hearings,  p.  984.) 

On  December  31,  1906,  Mr.  Topping  made  the  following  statement 
to  the  board  of  directors  of  the  Teimessee  Coal  &  Iron  Co. 

The  knowledge  that  your  executive  committee  has  acquired  as 
to  the  tonnage  and  character  of  the  iron  ore,  coal,  and  limestone 
ovmed  in  fee  simple  by  your  company  satisfies  them  that,  in 
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wealth  of  raw  materials  required  for  the  manufacture  of  iron 
and  steel,  your  company  ranks  as  second  to  only  one  in  the  world, 
and  is  far  in  advance  of  any  other  iron  or  steel  producer  in  cost 
of  assembling  its  raw  materials  for  manufacture. 

The  mineral  reserves  of  coal  and  iron  contained  in  your  lands, 
as  computed  by  competent  authorities,  are  estimated  to  be 
700,000,000  tons  of  iron  ore  and  2,000,000,000  of  coal.  Ap- 
proximately, one-half  of  your  coal  supply  is  of  a  superior  coking 
quality,  and  your  iron  ore  is  largely  of  a  self-fluxing  character, 
analyzing  approximately  38  per  cent  metallic  iron.  This  ore  is 
well  suited  to  the  manufacture  of  high-grade  foundry  pig  iron,  and 
to  the  production  of  basic  iron  pig  for  use  in  the  manufacture 
of  basic  open-hearth  steel.     (Hearings,  p.  1232.) 

When  before  this  committee  he  was  interrogated  in  regard  to  this 
report  as  follows: 

Is  that  the  statement  prepared  by  you  at  the  time  as  the  chair- 
man of  the  board  ? 

Mr.  Topping.  That  is  the  statement  I  made  to  the  stock- 
holders. 

The  Chairman.  Is  that  a  correct  statement  ? 

Mr.  Topping.  So  I  believe.  It  was  the  report  of  our  engineers, 
and  based  on  their  own  estimate.  I  might  say  in  that  connec- 
tion that  that  estimate  was  not  based  on  complete  drilling 
records — the  property  was  not  entirely  drilled,  and  is  not  as  yet 
to-day,  so  far  as  I  know — but  based  on  the  tonnage  produced  per 
acre  and  from  the  opened-up  properties.  Our  own  engineermg 
or  mining  department  believed  that  that  was  a  conservative  state- 
ment, and  I  accepted  that  statement  for  my  report  to  the  stock- 
holders.    (Hearings,  p.  1232.) 

The  New  York  Sun,  November  7,  1907,  said:  "The  acquisition 
of  the  [Tennessee]  company  is  particularly  advantageous  to  the 
Steel  Corporation,  because  of  the  iron  ore  and  cod  properties 
that  go  w]th  it.  With  the  Great  Northern  and  Northern  Pacific 
ore  lands  acquired  last  year,  together  with  the  previous  holdings, 
the  Steel  Corporation  now  has  iron-ore  deposits  estimated  at 
approximatelv  2,400,000,000  tons,  of  which  approximately 
700,000,000  tons  come  with  T.  C.  &  I."     (Hearings,  p.  1129.) 

John  Moody,  in  an  article  in  Moody's  Magazine  for  January,  1909, 
said: 

But  the  most  fortunate  business  stroke  of  the  Steel  Corpora- 
tion, from  the  viewpoint  of  its  owners,  since  its  organization  in 
1901,  was  the  acquisition  last  year  of  the  Tennessee  Coal,  Iron 
&  Railroad  property.  The  acquisition  of  this  organization  has 
added  great  potential  value  to  the  steel  organization  and  has 
increased  the  tangible  equity  of  its  common-stock  issue  to  a  far 
greater  extent  than  is  commonly  realized.  The  Tennessee  coal 
and  iron  properties  embrace,  besides  important  manufacturing 
plants,  nearly  450,000  acres  of  mineral  lands  in  the  Birmingham 
section  of  Alabama.  As  shown  in  the  report  of  the  Tennessee 
company  in  1904,  when  an  appraisal  was  made  by  outside 
parties,  these  lands  contain  approximately  400,000,000  tons  of 
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first-class  low-grade  ore,  and  more  than  1,200,000,000  tons  of 
coal,  of  whicli  about  one-half  is  coking  coaJ.  This  estimate 
indicates  that  the  deposits  embraced  are  even  in  excess  of  those 
of  the  great  Lake  Superior  properties  controlled  by  the  cor- 
poration, including  the  Great  Northern  ore  bodies.  This  entire 
property  was  acquired,  as  is  well  known,  on  very  favorable 
terms  for  the  Steel  Corporation,  and  of  course  puts  it  in  a  posi- 
tion where  now  it  need  have  no  concern  regarding  a  possible 
future  shortage  of  supply  of  either  iron  ore,  coal,  or  coke.  Added 
to  this  is  the  fact  that  the  deposits  are  more  favorably  located 
than  those  of  the  Lake  Superior  district  and  will  enable  the  com- 
pany to  carry  on  in  the  years  to  come  a  vast  economic  develop- 
ment of  production  and  manufacture  in  this  section  of  the 
country.  The  Tennessee  ore  is  of  a  grade  which  is  better  for 
the  making  of  ordinary  pig  iron  than  that  of  any  other  known 
deposits  in  this  countiy.     (Hearings,  pp.  1129-1130.) 

The  incalculable  advantage  of  securing  coal,  ore,  and  limestone 
from  adjacent  hills  will  be  more  fully  appreciated  when  it  is  consid- 
ered that  the  ore  deposits  of  the  Steel  Corporation  were  located  at 
the  head  of  Lake  Superior  and  its  principal  coal  measures  in  West 
Virginia  and  Pennsylvania,  and  it  is  a  thousand  miles  by  the  course 
of  the  traffic  from  the  Mesabi  Rang©  to  the  Connellsville  coal  fields. 

This  facility  in  assembling  the  raw  materials  enabled  operators  to 
produce  pig  iron  at  from  three  to  four  dollars  per  ton  less  than  any 
other  manufacturer  in  the  United  States.  In  other  words,  an  opera- 
tor at  Birmingham  can  make  pig  iron  for  sale  in  the  vicinity  of  his 
furnace  at  a  living  profit  for  less  than  the  actual  cost  of  production 
to  his  competitor  in  Pittsburgh. 

Mr.  Perin  states: 

The  Chairman.  Have  you  ever  had  any  practical  experience 
in  the  construction  or  operation  of  blast  furnaces  and  other 
plants  for  the  manufacture  of  steel  ? 

Mr.  Perin.  I  have  held  every  position  at  a  blast  furnace  from 
fireman,  with  a  negro  partner,  to  proprietor. 

The  Chairman.  Have  you  ever  constructed  any  blast  furnaces  ? 

Mr.  Perin.  I  have  built  one  and  I  have  reconstructed  about 
eight. 

Mr.  Young.  Which  one  ? 

Mr.  Perin.  I  built  the  Ashland  No.  2  blast  furnace.  I  was 
superintendent  of  the  Norton  furnace,  the  two  Middlesboro  fur- 
naces, the  two  furnaces  of  the  Londonderry  Iron  Co.  I  remodeled 
their  No.  2  furnace.  I  have  held  other  positions  of  a  subordmate 
capacity,  as  well  as  superintendent  and  general  manager. 
(Hearings,  p.  971.) 

******* 

Mr.  Perin.  Based  on  to-day's  selling  prices,  which  I  presume 
would  be  a  fair  approximation  of  their  cost  price,  there  is  nearly 
$4  difference  in  the  cost  of  production  between  the  two  districts. 
Pittsburgh  is  able  to  produce  at  a  very  low  figure,  by  reason  of 
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its  large  plants,  and  large  production  and  excellent  equipment. 
(Hearings,  p.  971.) 

The  Chairman.  I  wish  to  show  you  extracts  from  this  report 
prepared  for  the  Geological  Survey  by  Mr.  PhilUps  showing  the 
cost  of  manufacture  of  pig  iron  in  1894, 1895,  and  1896.  This 
report  shows  the  average  cost  to  manufacture  pig  iron  per  ton, 
as  follows:  S6.457  for  the  year  1894,  $6.65  for  1895,  and  $6,464 
for  the  year  1896.  Is  it  a  fact  that  this  is  the  lowest  cost  of  pro- 
duction that  pig  iron  could  be  manufactured  for  in  the  known 
world  ? 

Mr.  Pekin.  I  do  not  think  there  is  anybody  to-day  who  could 

come  within  $3  of  that  cost.     (Hearings,  p.  984.) 
John  W.  Gates  states : 

A  ton  of  pig  iron,  under  the  most  modern  practice,  in  what  is 
known  as  the  Birmingham  district  can  be  produced  to-day  for 
less  than  $9  a  ton.  There  is  no  other  part  of  the  United  States 
that  I  am  acquainted  with,  however,  where  it  can  be  produced 
at  less  than  $1 1  a  ton,  based  on  the  freight  rates  for  assembling 
the  raw  material.  As  an  illustration,  the  freight  rate  on  dolomite, 
which  is  used  for  the  flux,  is  perhaps  12^  cents  a  ton,  in  some  cases 
possibly  15  cents  a  ton,  freight  to  the  furnace.  The  freight  on 
the  coke  in  some  instances  is  nothing;  the  coke  is  made  at  the 
furnaces.  The  freight  on  the  ore  varies,  I  think,  from  10  cents  a 
ton  to  about  a  maximum  of  25  cents  a  ton  on  anything  directly 
in  the  Birmingham  district.  When  you  get  out  of  the  Birming-  " 
ham  district  and  get  to  use  a  richer  brown  ore,  the  freight  rate 
runs  up  to  35  cents  and  40  cents,  and,  I  think,  50  cents,  a  ton; 
but  in  the  close  proximity  of  Birmingham  you  can  assemble  the 
material  and  make  a  ton  of  pig  iron  cheaper,  in  my  opinion,  tlian 
anywhere  in  the  world.     (Hearings,  pp.  7,  8.) 

*****  *  * 

Mr.GiVEN.     *     *     *     Idonotknowof  anyplaceonGod'sgreen 
earth — if  there  is  any  such  place  I  have  never  read  of  it — where 
they  can  get  the  material  for  making  pig  iron  together  as  quickly, 
as  cheaply,  and  as  continuously  as  they  can  in  Birmingham. 
(Hearings,  p.  1011.) 
This  new  and  powerful  concern  prepared  to  make  the  most  of  its 
unique  advantage  in  the  production  of  pig  iron  and  entered  aggres- 
sively into  its  manufacture  into  steel  m  its  more  finished  forms,  having 
secured  with  this  huge  ore  and  coal  reserve,  the  Birmingham  Southern 
Kaih-oad  and  a  plant  described  by  the  Steel  Corporation  as  foUows: 
The  Steel  Corporation,  in  its  corporate  capacity,  is  on  record 
as  to  this  property.     In  the  Sixth  Annual  Report  of  the  United 
States  Steel  Corporation  for  the  year  ending  December  31,  1907, 
the  holdings  of  the  Tennessee  Co.  which  were  acquired  are  given 
as  follows  (pp.  26,  27) : 

"Surface  and  mineral  rights  acreage  of  iron  ore,  coal,  and 
limestone  property,  owned  in  fee,  447,423,  distributed  as  follows: 
In  Alabama,   340,263   acres;   in  Tennessee,   105,740   acres;  in 


168       INVESTIGATION  OF  TTNITED  STATES  STEEL  COBPOEATION. 

Georgia,  1,420  acres.  Upon  this  property  there  were  in  opera- 
tion m  the  State  of  Alabama,  near  Birmingham,  13  active  iron- 
ore  mines,  with  2  under  construction  and  at  Greeley  3  active 
iron-ore  mines.  In  Georgia  there  were  2  active  iron-ore  mines 
in  operation. 

"In  Alabama  there  were  in  operation  22  active  coal  mines  and 
2,800  coke  ovens;  ia  Tennessee,  1  coal  mine  and  174  coke  ovens. 

"There  were  2  active  quarries,  1  inactive,  and  1  in  course  of 
development,  all  in  Alabama. 

"There  were  14  active  blast  furnaces  in  Alabama;  2  in  Ten- 
nessee. 

"AU  mills,  foundries,  machine  shops,  etc.,  were  located  at 
Ensley  and  Bessemer,  Ada.,  near  Birmmgham. 

"The  Tennessee  Go.  owned  the  capital  stock  of  the  Birming- 
ham Southern  Kailway  Co.,  a  terminal  railroad  connecting  the 
various  mines  and  plants  of  the  company  in  the  Birmingham 
district,  consisting  of  31.16  miles  of  main  and  branch  lines,  1 
mile  second  track,  67.78  mUes  yard  and  siding  tracks,  35  locomo- 
tives, and  725  cars  of  all  descriptions. 

"The  Tennessee  Co.  owned  the  entire  issued  capital  stock  of 
the  Tennessee  Land  Co.,  the  Booker  Land  Co.,  and  a  control- 
ling interest  in  the  stock  of  the  Ensley  Land  Co. — these  com- 
panies owning  various  tracts  of  land  adjoining  the  several  prop- 
erties of  the  Tennessee  Co. 

"The  net  profits  of  the  Tennessee  Co.  for  the  year  1907,  after 
charging  off  $437,666.84  for  depreciation  and  extraordinary 
replacements,  and  $885,552.31  for  net  interest  charge  on  bonded 
and  floating  debt,  were  $1,426,684.58  (a  little  more  than  4J  per 
cent  on  the  capital  stock). 

"The  company  spent  during  1907  for  extensions,  additions, 
and  betterments  the  sum  of  $6,589,116.99."     (Hearings,  p.  1132.) 

Mr.  Schley,  the  syndicate  manager,  in  speaking  of  the  personnel  of 
the  owners  of  this  company  and  the  character  of  the  improvements 
which  were  being  made  up  to  the  very  hour  it  was  absorbed,  says: 

The  Chairman.  This  property  that  you  men  had  taken  hold 
of  had  already  been  improved,  a&  I  understand,  by  the  expendi- 
tures of  six  or  seven  million  dollars,  and  that  expenditure  had 
been  made  under  the  supervision  of  Mr.  Topping,  had  it  not  ? 

Mr.  Schley.  Yes ;  and  a  half  a  dozen  other  most  capable  men. 

The  Chairman.  And  every  dollar  they  put  into  that  business 
was  put  where  it  would  "burn,"  to  use  a  slang  expression,  was  it 
not? 

Mr.  Schley.  Yes. 

The  Chairman.  And  where  you  would  get  the  best  results  ? 

Mr.  Schley.  Yes. 

The  Chairman.  Was  there  a  steel  plant  on  the  continent  more 
skillfully  constructed,  more  capable  of  bringing  to  the  men  who 
constructed  it  ample  returns,  than  the  steel  plant  at  Ensley  ? 

Mr.  Schley.  I  do  not  think  there  is  any  better.  The  Steel  Co. 
carried  it  out  on  exactly  that  same  plan.  They  could  not  improve 
on  It.     (Hearings,  pp.  1114-1115.) 
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The  character  of  unprovements,  completed  and  in  contemplation, 
is  taken  from  the  last  report  made  by  this  company  and  reproduced 
in  the  Sixth  Annual  Report  of  the  United  States  Steel  Corporation: 

ACTUAL    AND   PROPOSED    INCREASE    OF    OUTPUT. 

"As  compared  with  previous  years,  your  earnings  may  be 
favorably  regarded  with  operating  profits  in  excess  of  20  per  cent 
on  YOur  volume  of  business.  This  result,  considering  the  almost 
unlimited  tonnage  of  your  mineral  reserves  and  their  great  poten- 
tial value,  should  suggest  no  delay  in  providing  the  necessary 
facilities  to  meet  your  income  opportunity.  Your  executive 
committee,  recognizing  the  inadequacy  of  your  present  facilities, 
has  authorized  substantial  expenditures  to  increase  your  volume 
of  business  and  income;  but  further  expenditures  could  be  advan- 
tageously made"  (p.  7). 

"But,  as  heretofore  stated,  the  maximum  possibilities  with 
your  present  manufacturing  and  mining  facilities  are  not  suffi- 
cient for  the  most  favorable  results.  The  extensive  improve- 
ments now  under  way,  both  in  your  mining  and  manufacturing 
departments,  will  greatly  strengthen  your  operations  when  com- 
pleted and  in  ruiming  order"  (p.  18). 

"The  physical  condition  of  your  mills  during  the  past  year 
(steel  works  and  rolling  mills)has  been  improved  by  liberal  expend- 
itures" (p.  28). 

"While  a  general  rehabilitation  of  old  equipment  has  been 
taken  care  of  by  liberal  maintenance,  your  executive  committee 
have  realized  the  necessity  of  increased  steel  and  rail  productive 
capacity  and  have  authorized  the  construction  of  a  modern  steel 
works  and  rail  mill.  These  extensive  improvements  are  expected 
to  Double  Your  Steel  Output  and  Rail  Capacity  (capitals  and  italic 
in  text)  and  radically  reduce  your  cost  of  production.  The  bene- 
fits expected  from  these  additions  to  plant  will  not  be  operative 
until  the  last  half  of  1907"  (p.  28). 

"The  same  policy  as  applied  to  your  steel  works  and  rolling 
mills,  m  respect  to  betterments  and  maintenance,  has  also  been 
applied  in  building  up  your  blast-furnace  department"  (p.  29). 

"These  extensions  (iron  mines  and  quarries)  are  all  under  way 
and  substantially  increased  production  will  be  realized  during  the 
year  1907"  (p.  30).      (Hearings,  pp.  1127-1128.) 

And  this  was  the  work  of  a  real  competitor.  John  W.  Gates,  the 
active  and  controlling  spirit  of  both  the  Tennessee  and  the  Republic 
Iron  &  Steel  Cos.,  did  not  subscribe  to  the  doctrine  of  "coopera- 
tion" and  displayed  no  fear  of  "destructive  competition."  Before  this 
committee  he  stated: 

Mr.  Gates.  *  *  *  My  theory  is  that  I  would  rather  have 
an  open  market  and  be  able  to  run  full  and  not  be  hampered  by 
any  competitors  saying:  "You  are  selling  goods  too  low,  than  to 
hwe  a  fictitious  marTcet  where  I  could  only  run  40  or  50  or  60  per 
cent.     That  has  always  heen  my  idea.     (Hearings,  p.  43.) 
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As  a  result  of  the  putting  into  actual  practice  of  this  wholesome; 
theory  the  business  of  the  Tennessee  Co.  advanced  by  leaps  and, 
bounds  as  evidenced  by  its  minutes  during  the  last  year  of  its 
industrial  independence: 

On  May  21,  1907— 

Meeting  of  board  of  directors. 

The  chairman  presented  condensed  comparative  statement  of 
earnings  and  of  all  products  for  four  months  ending  April  30, 

1907,  as  compared  with  the  same  period  in  1906.  Net  earnings 
above  all  fixed  charges,  interest,  and  depreciation  amounted  to 
$611,247.17,  a  gain  of  35  per  cent  over  last  year,  and  surplus, 
after  paying  dividends,  interest  on  common  stock,  subscriptions, 
and  all  special  charges,  amounted  to  $335,638.61,  a  gain  of  37J 
per  cent. 

Production  showed  the  following  percentages  of  increase  over 
last  year:  Ingots,  4  per  cent;  pig  iron,  11  per  cent;  merchants' 
steel,  18  per  cent;  coal,  24  per  cent;  coke,  5  per  cent;  iron  ore, 
12  per  cent;  limestone  and  dolomite,  2  per  cent.  Price  for  iron, 
$20  to  $21  per  ton  Birmingham.     Sales  thereof  for  first  quarter 

1908,  at  $18.50. 

The  chairman  reported  on  the  subject  of  a  revaluation  of  the 
mineral  properties  of  the  company  that  the  chartered  account- 
ants had  agreed  to  the  proposition  that  it  would  be  in  line  with 
proper  procedure  to  establish  a  higher  valuation  in  view  of  the 
large  appreciation  which  has  taken  place  in  the  value  of  raw 
materials  during  the  past  few  years;  the  purpose  of  such  revalua- 
tion being  in  the  present  instance  the  creation  of  a  surplus  value 
sufficient  to  cover  the  depreciation  which  must  inevitably  be 
provided  for  in  carrying  out  the  policy  established  of  rebui  ding 
our  manufacturing  department. 

The  chairman  presented  a  statement  showing  a  condition  of 
rail  sales  for  1906-7  indicating  a  tonnage  booked  for  delivery  to 
January  1,  1908,  of  327,199  tons.  The  chairman  stated  that  the 
extension  to  the  steel  works,  if  promptly  authorized  along  the 
lines  suggested  by  detail  plans  to  be  submitted  by  the  next 
meeting  of  the  board,  on  June  12,  and  which,  if  adopted  and 
authorized,  it  was  thought  would  enable  the  management  to 
bring  into  service  the  new  equipment  of  the  steel  works  exten- 
sion by  the  1st  of  May,  1907,  would  add  an  increase  in  the  output 
to  our  present  capacity  estimated  at  from  15,000  to  20,000  tons 
per  month.  Based  on  this  estimate,  he  further  stated  that  the 
estimated  output  of  rails  prior  to  January  1,  1908,  would  be  ap- 
proximately 425,000  tons.  He  desired  to  know  whether  it 
would  be  advisable,  in  the  judgment  of  the  board,  to  sell  the  sur- 
plus rail  output  of  approximately  100,000  tons.  After  discus- 
sion, it  was,  on  motion — 

"  (27)  Resolved,  That  the  management  be  authorized  to  sell 
100,000  tons  of  steel  rails  at  the  present  market  for  such  deliver- 
mg  in  1907  as  the  company  can  make." 

(Mm.  board  of  dir.  T.  C,  I.  &  R.  R.  Co.,  May  23, 1908:  MacRae 
Rept.,  p.  4290.) 
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The  chairman  presented  a  complete  monthly  statement  of 
operations  for  the  month  of  August,  showing  net  earnings  of 
$72,241.50,  improvement  over  preceding  month  of  approxi- 
mately $40,000;  also  showing  a  material  increase  in  the  produc- 
tion and  shipments  in  all  departments.  (Min.  board  of  dir.  T.  C, 
I.  &  K.  E.  Co.,  Sept.  18,  1906;  MacRae  Rept.,  p.  4293.) 

The  chairman  presented  the  regular  statements  covering  the 
operations  of  the  company  for  the  month  of  December  and  the 
12  months  ending  December  31,  1906,  comprising  the  following 
individual  reports:  (1)  Income  account;  (2)  analysis  of  earn- 
ings; (3)  orders  on  hand,  pig  iron  and  steel;  (4)  production 
cost,  shipments  and  prices,  December;  (5)  production  cost,  ship- 
ments and  prices,  year;  (6)  general  balance  sheet;  available 
assets. 

Income  account  showed  net  earnings  after  interest  charges 
and  depreciation  of  $95,241.89  for  the  month  and  $1,145,006.81 
for  the  year;  dividends  of  4  per  cent  on  common  stock  and  8  per 
cent  on  preferred  stock  amounted  to  $912,080;  sinking  fund  on 
general  mortgage  bonds  to  $47,760;  interest  on  subscriptions  to 
new  common  stock  to  $48,376.21. 

The  chairman  also  presented  a  letter  from  Mr.  L.  Hoover, 
treasurer,  accompanying  the  statements,  summarizing  the  results 
for  the  year  in  comparative  form  with  those  of  the  previous 
year,  together  with  a  stiatement  which  is  filed  with  the  executive 
record  papers  of  this  meeting. 

"Resolved,  That  the  investment  of  this  company  in  the  stock 
of  the  Potter  Ore  Co.  be  valued  at  $400,000,  same  representing 
the  cash  investment  of  $50  000  plus  the  liability  of  the  company 
to  its  proportion  of  $700,000  of  guaranteed  bonds." 

Attention  was  called  by  the  chairman  to  the  fact  that  this  valua- 
tion was  equivalent  to  10  cents  per  ton  on  40,000,000  tons  of  ore, 
which  our  interest  in  the  tract  is  estimated  to  contain,  and  that 
based  upon  a  5  per  cent  royalty  the  operation  of  the  sinking  fund 
wUl  retire  the  bonded  debt  and  vest  absolute  title  to  the  prop- 
erty in  the  company  upon  the  payment  of  a  less  sum  in  the  aggre- 
gate as  interest  than  would  have  been  paid  to  the  owner  of  the 
property  upon  the  same  tonnage  as  royalty  based  upon  an  aver- 
age price  of  pig  iron. 

The  chairman  presented  statements  of  sales  and  production, 
both  for  the  period  ending  December  31,  1906,  and  for  the  month 
of  January  to  date.  From  the  former  it  appeared  that  the  orders 
for  pig  iron  on  the  books  amounted  to  142,000  tons  of  foundry 
grades  and  62,000  of  basic,  which,  allowing  for  our  own  require- 
ments, indicated  that  upon  our  estimated  output  the  company 
was  sold  up  on  all  grades  for  the  first  half  of  1907  and  for  aoout 
25  per  cent  of  its  make  on  the  last  half.  (Min.  ex.  com.,  Jan.  30, 
1907;  MacRae  Kept.,  p.  4296.) 

The  chairman  submitted  the  customary  statements,  showing 
all  operations  for  the  month  of  April  and  for  the  four  months 
ending  April  30.  Net  earnings  for  the  month  amounted  to 
$191,147.84,  a  gain  over  the  preceding  month  and  the  best  record 
since  1904,  and  for  the  four  months  amounted  to  $611,247.17,  a 
gain  of  35  per  cent  over  the  corresponding  period  last  year.     The 
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chairman  stated  that  on  pig  iron  the  company  was  sold  up  prac- 
tically for  the  year  1907,  the  surplus  of  unsold  iron  being  esti- 
mated at  only  about  30,000  tons.  (Min.  ex.  com.,  May  21,  1907; 
MacRae  Rept.,  p.  4299.) 

Income  account  showed  balance  above  all  charges  and  depre- 
ciation amounting  to  $221,998.58,  a  gain  of  nearly  $31,000,  as 
compared  with  April,  and  the  best  month  recorded  since  1903; 
surplus  for  the  five  months  ending  May  31  amounted  to  $838,- 
245.75,  as  compared  with  $558,513.28  for  the  same  period  in 
1906.     The  report  was  ordered  on  file. 

As  a  matter  of  information,  the  chairman  presented  a  com- 
parison of  earnings  with  the  Sloss-Sheffield  Steel  &  Iron  Co.  for 
the  quarter  comprising  the  months  of  March,  April,  May,  1907  and 

1906,  showing  an  increase  in  net  earnings  for  the  Tennessee  Co. 
of  65  per  cent,  as  compared  with  56  per  cent  for  Sloss.  (Min. 
ex.  com.,  June  25,  1907,  p.  4302.) 

REPORT    OF   RAIL    SALES    AND    AVERAGE    PRICES. 

Total  tonnage  on  the  books  June  1,  416,846  tons,  average 
price,  $28.93,  including  both  first  and  second  quality.  Based  on 
the  estimated  production  to  the  end  of  the  year  1908,  an  apparent 
surplus  is  available  for  sale  of  upward  of  $30,000.  The  chairman 
stated  that  it  might  be  safe  to  consider  we  had  from  40,000  to 
50,000  tons  to  sell  for  1908  delivery.  He  advised  that  we  are 
holding  the  price  of  rails  at  $30  for  standard  sections  to  trunk 
lines,  and  at  $32  for  street  car  use.     (Min.  ex.  com.,  June  25, 

1907,  p.  4304.) 

The  Sixth  Annual  Report  of  the  Steel  Corporation  summarized  the 
phenomenal  development  of  this  company  as  follows: 

THE    TENNESSEE  COAL,  IRON    &    RAILROAD    CO. 

Comparative  statement  of  income  {p.  W). 

Gross  profits— 

For  1904 $1, 862,  631. 21 

Forl905 2,484,139.26 

For  1906 2, 753, 159. 85 

For  1907  (p.  27,  U.  S.  S.  C.  Rept.) 2,749!  903. 73 

Gross  sales  and  earnings  (p.  19) 

For  1904 9,  607, 578. 74 

For  1905 10, 951, 979. 02 

For  1906 13,265,970.66 

New  construction  and  development  of  land  (pp.  24,  25). 

For  1906 $1  355  632. 28 

For  1907  (p.  27,  U.  S.  S.  C,  6th  Ann.  Rep.) 6,589,116.99 

In  this  connection  note  that  the  total  costs  of  the  plants  of 
the  Tennessee  Co.,  excluding  land,  was,  on  the  date  of  this 
report  (p.  21),  $11,211,872.30,  and  that  of  the  $6,589,116.99 
expended  for  new  construction  in  1907  only  about  $72,000  was 
expended  for  land,  leaving  the  balance  of  over  $6,500,000  ex- 
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pended  for  enlargement  of  its  manufacturing  capacity,  or  an 
increase  of  about  60  per  cent. 

*  *  *  *  *  *  * 

UNFILLED    ORDERS. 

"The  unfilled  orders  now  on  your  books  represent  the  largest 
tonnage  in  the  history  of  your  company.  The  business  is  well 
distributed  and  indicates  broadening  markets  for  all  products. 
This  is  particularly  true  of  coal  and  coke.  The  prospects  for 
the  future,  as  suggested  by  business  on  hand,  shows  no  sign  of 
business  recession,  and  the  outlook  for  the  year  1907  is  most 
encouraging"  (p.  37). 

MeTnorandum  of  unfilled  orders  as  of  January  1,  1907. 

Tons. 

Manufactured  iron  and  steel  products 467, 114 

Coal 1,200,000 

Coke 201,000 

(p.  37.) 

COMPARATIVE    PRODUCTION. 

Rails,  billets,  steel  bars,  and  plates  (p.  28):  Tons. 

For  1904 155, 266 

For  1905 402, 318 

For  1906 401, 882 

For  1907  (p.  27,  U.  S.  S.  C,  6th  Ann.  R.) 477,624 

Pig  iron  (p.  29): 

For  1904 475,314 

For  1905 529, 036 

For  1906 641,887 

For  1907  (p.  27,  U..  S.  S.  C,  6th  Ann.  R.) 602,827 

Iron  ore  (p.  30): 

■    For  1904 1,  208, 038 

For  1905 1, 436, 282 

For  1906 1, 483, 476 

For  1907  (p.  27,  U.  S.  S.  C,  6th  Ann.  R.) 1,576,757 

POTENTIAL    CAPACITY. 

"  (P.  32.) 

"The  knowledge  that  your  executive  committee  has  acquired 
as  to  the  tonnage  and  character  of  the  iron  ore,  coal,  and  lime- 
stone owned  in  fee  simple  by  your  company  satisfies  them  that, 
in  wealth  of  raw  materials  required  for  the  manufacture  of  iron 
and  steel,  your  company  ranks  as  second  to  only  one  in  the  world, 
and  is  far  in  advance  of  any  other  iron  or  steel  producer  in  cost 
of  assembling  its  raw  materials  for  manufacture. 

"The  mineral  reserves  of  coal  and  iron  contained  in  your  lands, 
as  computed  by  competent  authorities,  are  estimated  to  be  700,- 
000,000  tons  of  iron  ore  and  2,000,000,000  tons  of  coal.  Approxi- 
mately one-half  of  your  coal  supply  is  of  a  superior  coking 
quaUty,  and  your  iron  ore  is  largely  of  a  self-fluxmg  character, 
analyzing  approximately  38  per  cent  metalhc  iron.  This  ore  is 
well  suited  to  the  manufacture  of  high-grade  foundry  pig  and 
to  the  production  of  basic  pig  iron  for  use  in  the  manufacture  of 
basic  open-hearth  steel"  (p.  32). 

"The  financial  statement  shows  your  company  to  be  in  a  sound 
financial  condition,  with  current  assets  of  $3,004,480.09  in  excess 
of  your  current  liabilities"  (p.  9).     (Hearings,  pp.  1126-28-29.) 
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No  product  in  a  steel  mill  promises  a  more  certain  or  lucrative  return 
than  steel  rails.  The  close  relations  existing  between  the  makers  of 
steel  rails  and  the  users  of  them  have  maintained  the  price  without 
change  for  more  than  10  years  at  $28  a  ton. 

At  the  time  this  syndicate  secured  control  of  the  Tennessee  Coal 
&  Iron  Co.  steel  rails  were  made  from  Bessemer  pig  iron.  The  only 
open-hearth  rails  produced  up  to  that  time  had  been  practically  for 
experimental  purposes. 

"Ithink,"  saidMr.  Roberts,  "other  rail  makers  had  rolled  from 
time  to  time  open-hearth  steel  rails  in  an  experimental  way — not 
very  large  orders.  But  the  Tennessee  Co.  were  not  a  manufac- 
turer of  Bessemer  steel,  due  to  the  fact  that  the  ores  in  Alabama 
were  not  Bessemer  ores;  it  was  therefore  necessary  for  them  to 
enter  into  the  manufacture  of  open-hearth  steel  rails  when  they 
built  their  rail  plant,  as  they  were  unable  to  make  Bessemer  steel. 
They,  therefore,  were  one  of  the  earliest,  or  the  earliest,  of  open- 
hearth  steel-rail  plants  in  the  country."     (Hearings,  p.  359.) 

Whatever  steel  rails  were  made  prior  to  the  time  Gates  and  his 
associates  took  charge  of  the  Tennessee  Co. 's  property  were  certainly, 
as  Mr.  Roberts  says,  "in  an  experimental  way."  The  total  produc- 
tion of  Bessemer  steel  rails  between  1897  and  1905  was  22,358,729 
tons,  and  of  open-hearth  rails  385,899  tons.  (Annual  Statistical 
Report  American  Iron  &  Steel  Association,  1906,  p.  67.)  Gates 
testifies  that  his  company  erected  and  operated  the  first  and  only 
open-hearth  steel-rail  mill  in  the  United  States,  and  so  successful  was 
this  concern  in  the  manufacture  of  rails  from  its  cheap  material  that 
it  soon  became  manifest  that  their  product  was  superior  to  the  rails 
made  by  the  Steel  Corporation  from  its  high-priced  Bessemer  ore. 
As  stated  in  the  New  York  Press  of  November  7,  1907: 

"The  Tennessee  is  one  of  the  two  steel  companies  in  the  United 
States  which  manufacture  open-hearth  rails,  now  so  greatly  in 
favor  with  the  railroads.  When  Harriman  bought  160,000  tons 
of  rails  of  the  Tennessee  Co.  a  few  months  ago  it  brought  the 
steel  company  to  a  realization  that  it  had  a  strong  competitor  in 
the  steel-rail  field."     (Hearings,  p.  1129.) 

This  was  due  in  great  measure  to  the  toughness  and  ductility  of 
the  open-hearth  steel. 

Referring  to  the  time  just  prior  to  the  absorption  of  this  company 
by  the  Steel  Corporation,  Mr.  Gates  says,  "Why,  we  had  just  taken 
a  very  large  order  for  rails— I  think  150,000  tons  of  rails— from  Mr. 
E.  H.  Harriman,  at  $2  per  ton  advance  over  the  price  of  Bessemer 
steel  rails." 

Mr.  Beall.  What  kind  of  rail  were  you  making  ? 

Mr.  Gates.  We  were  making  a  Bessemer  open-hearth  rail. 
We  took  the  contract,  I  think,  for  the  Southern  Pacific  and  the 
Union  Pacific  roads  for  an  open-hearth  rail.  Whether  they  were 
actually  making  the  rails  at  the  time  the  company  was  taken 
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over  by  the  corporation  I  do  not  remember,  but  we  were  prepar- 
ing to  make  the  open-hearth  rail  and  had  sold  150,000  tons. 

The  Chairman.  What  was  the  reason  for  this  excess  in  the 
price  of  your  rail  over  the  Bessemer  rail  ? 

Mr.  Gates.  We  thought  it  was  a  better  rail  and  we  con- 
vinced Mr.  Harriman.     (Hearings,  p.  8.) 

Mr.  Harriman  was  not  the  only  great  railroad  official  who  was 
convinced  that  steel  rails  could  be  made  from  the  product  of  open- 
hearth  furnaces  which  were  in  every  way  superior  to  the  Bessemer 
rails  of  the  Steel  Corporation,  and  it  was  evident  from  the  records 
of  the  Steel  Corporation  that  they  fully  appreciated  the  effect  of  the 
entry  of  this  newly  organized  company  into' the  rail  business.  The 
superior  excellence  of  this  rail  had  been  impressed  upon  the  superin- 
tendent of  the  Pittsburgh  &  Lake  Erie  Railroad.  Mr.  Morgan  himself 
was  a  director  in  this  great  railroad.  It  had  terminals  in  Pittsburgh 
and  was  bound  to  the  Steel  Corporation  by  the  closest  financial  rela- 
tions. Mr.  Bope,  the  general  sales  agent  of  the  Steel  Corporation,  on 
March  19,  1906,  states: 

The  general  superintendent  of  the  Pittsburgh  &  Lake  Erie 
told  us  the  other  day  that  after  testing  open-hearth  rails  furnished 
them  by  the  Tennessee  Coal  &  Iron  Co.  and  our  Bessemer  rails 
they  have  decided  that  open^hearth  are  twice  as  good  as  Bessemer 
rails.    He  wanted  to  loaow  when  we  would  be  able  to  make  open- 
hearth  rails  and  said  they  would  be  willing  to  pay  a  little  more 
for  open-hearth  than  for  Bessemer.     The  same  thing  has  come  to 
us  from  two  or  three  other  people,  indicating  that  the  railroads  ar» 
paying  a  little  attention  to  the  matter.     At  the  time  when  they 
were  buying  rails  we  could  not  make  open  hearth,  and  of  course 
they  took  Bessemer,  and  they  will  not  be  able  to  get  open  hearth 
anywhere  in  this  country  for  the  next  year  and  a_  half;  but  I 
imagine  that  when  the  demand  for  rails  falls  off,  which  will  prob- 
ably be  in  1907,  on  account  of  the  heavy  purchases  made  last 
year  and  this,  then  we  will  be  up  against  the  openr-hearth  proposition 
good  and  hard.     (Hearings,  p.  4077.) 
This  statement  by  the  man  best  qualified  to  know,  the  general  sales 
agent  of  the  Steel  Corporation,  shows  that  it  was  the  opinion  of  this 
great  railroad,  of  which  J.  Pierpont  Morgan  was  a  director  and  closely 
aUied  with  the  New  York  Central  Railroad  system,  that  this  open- 
hearth  rail  was  twice  as  good  by  actual  test  as  the  Bessemer  rail  of  the 
Steel  Corporation,  and  other  railroads  were  of  the  same  opinion,  that 
the  Steel  Corporation  was  not  prepared  to  make  these  rails,  and  thxii 
by  1907  they  would  be  up  against  the  open-hearth  proposition  "good 
and  strong."     The  apprehension  of  the  Steel  Corporation  that  the 
Tennessee  Coal  &  Iron  Co.'s  rail,  superior  in  quality,  manufactured  at 
a  less  cost,  and  sold  at  a  higher  price  than  their  own,  would  in  a  short 
time  supersede  the  Bessemer,  was  indeed  well  founded,  as  is  evident 
from  the  subsequent  history  of  the  development  and  growth  of  the 
manufacture  of  open-hearth  rails.     In  1908  of  all  rails  manufactured 
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in  the  United  States  1,349,153  tons  were  rolled  from  Bessemer  steel, 
while  571,791  tons  were  the  product  of  open-hearth  furnaces.  In 
1909  the  production  of  Bessemer  and  open-hearth  steel  rails  was 
1,767,171  tons  and  1,256,674  tons,  respectively.  By  1910  the  pro- 
duction of  Bessemer  and  open-hearth  rails  was  1,884,442  tons  and 
1,751,359  tons,  respectively.  (Herbert  Knox  Smith,  Pt.  I,  pp.  362- 
363.) 

It  is  also  apparent  from  the  records  of  the  Tennessee  Coal  &  Iron 
Co.  that  this  syndicate,  backed  by  great  wealth  and  controlled  by 
practical  steel  men,  who,  without  regard  to  cost,  were  working  with 
feverish  energy  and  the  most  sanguine  hopes  to  meet  this  growing 
demand  and  to  enter  boldly  into  this  most  coveted  and  lucrative 
department  of  the  steel  business.  The  Steel  Corporation  was  indeed 
"up  against  it  good  and  strong."  Nothing  since  the  threat  of  Car- 
negie to  build  a  tube  mill  at  Conneaut  had  put  them  "up  against  it" 
to  the  same  extent  or  in  the  same  way,  and  this  company  could  not 
be  reached  by  any  of  the  methods  which  the  Steel  Corporation  had 
hitherto  used  so  successfully  against  competitors.  There  were  no 
interlocking  directorates,  and  for  that  reason  it  was  impossible  to 
make  those  secret  arrangements  so  mutually  beneficial  which  for 
years  had  characterized  transactions  between  the  Steel  Corporation 
and  the  Standard  Oil  and  similar  interests. 

It  appears  that,  absolutely  secure  in  the  ownership  of  vast  ore 
reserves,  in  no  way  dependent  upon  the  Steel  Corporation  for  facil- 
ities either  to  assemble  its  ores  or  to  sell  its  finished  product,  in  no 
way  affected  by  any  manipulation  in  the  price  of  raw  materials,  it 
was  apparently  impregnable.  More  than  that,  the  strength  of  the 
Tennessee  Coal  &  Iron  Co.  can  not  be  measured  by  its  wealth  or  by 
its  resources,  natural  and  financial,  immense  as  they  are.  The  Re- 
public Iron  &  Steel  Co.,  located  in  the  same  region,  and  holding 
50,000,000  tons  of  iron  ore  and  over  173,000,000  tons  of  coal  (hear- 
ings, p.  1040),  was  closely  allied  with  the  Tennessee  Coal  &  Iron  Co. 
In  fact,  the  two  properties  were  owned  practically  by  the  same  men, 
who  had  placed  their  holdings  in  two  separate  corporations.  The 
board  of  directors  of  both  companies  was  identical  and  both  were 
operating  in  perfect  harmony  with  other  steel  and  iron  companies 
m  that  region.  The  Steel  Corporation  had  no  hold  whatever  in 
southern  territory.  From  Ashland,  Ky.,  to  El  Paso,  Tex.,  it  was 
unable  to  sell  one  pound  of  pig  iron  in  competition  with  the  Birming- 
ham furnaces.  With  this  vast  and  rapidly  developing  region  secure 
to  it  by  virtue  of  its  natural  advantages,  the  Tennessee  Coal  &  Iron 
Co.  was  prepared  and  preparing  to  invade  the  domam  and  to  con- 
tend for  a  share  in  the  markets  hitherto  preempted  by  the  Steel 
Corporation  and  other  northern  markets  in  their  own  territory. 
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Since  it  was  impossible  to  cajole  or  coerce  the  men  in  charge  of  this 
new  and  virile  competitor,  the  only  remaining  means  of  eliminating 
it  was  by  securing  in  some  way  the  control  of  its  stock.  It  appears 
that  the  directors  of  the  Tennessee  Coal  &  Iron  Co.  realized  that  the 
nature  of  their  operations  would  render  the  securities  of  this  com- 
pany a  coveted  morsel  to  their  great  competitor,  and  for  that  reason 
they  took  every  precaution  to  retain  their  control  by  locking  up  in 
their  own  strong  boxes  a  safe  majority  of  the  stock.  The  peril  to 
the  Tennessee  Coal,  Iron  &  Railroad  Co.  was  not  open  competition 
in  the  markets,  but  secret  operations  in  the  stock  exchange.  Car- 
negie, it  will  be  remembered,  put  the  stock  of  his  company  in  shares 
of  a  thousand  dollars  each  to  prevent  speculation  in  them.  The 
directors  of  the  Tennessee  Co.  took  even  more  effective  measures. 
Utterly  indifferent  to  the  quotations  on  the  stock  market  and  de- 
termined not  to  sell  it,  they  deliberately  destroyed  its  value  for 
speculative  purposes  by  "pegging"  it.  That  is,  they  entered  into 
an  agreement  not  to  sell  this  stock  except  under  certain  circum- 
stances, and  then  it  could  only  be  marketed  under  certain  conditions 
by  the  syndicate  managers,  Messrs.  Schley  and  Hanna. 

"There  was  probably,"  said  Mr.  Gates,  "no  floating  stock;  it 
was  so  closely  held  by  the  people  who  had  bought  it  for  an  in- 
vestment. There  was  practically  no  stock  in  the  hands  of 
brokers."     (Hearings,  p.  16.) 

"I  thought,"  says  Mr.  Schley,  "that  by  bringing  the  company 
out  to  its  earning  capacity,  that  the  future  of  it  would  be  one  of 
considerable  prosperity,  something  to  hang  on  to."  (Hearings, 
p.  1047.) 

Mr.  Bartlett.  Mr.  Schley,  talking  about  the  value  of  the 
Tennessee  Coal  &  Iron  Co.  with  reference  to  its  property  in 
Alabama,  it  was  valuable  as  a  manufacturing  plant  and  much 
more  valuable  after  you  had  spent  $5,000,000  or  16,000,000  in 
improvements  on  it  ? 

Mr.  ScHLET.  Indeed  it  was.     We  had  great  hopes  for  it. 

Mr.  Bartlett.  As  a  promoter  of  the  scheme  to  buy  stock  and 
put  it  into  this  syndicate  you  had  the  idea  that  it  wa,s  very 
valuable,  and  you  promoted  it  for  the  purpose  not  of  seUing  the 
securities  upon  the  market,  but  of  increasing  its  value  by  im- 
provement, ds  a  permanent  investment? 

Mr.  Schley.  Yes,  sir. 

Mr.  Bartlett.  You  had  no  idea  of  organizing  the  company 
for  speculative  purposes  ? 

Mr.  Schley.  No,  sir;  not  at  aU.     (Hearings,  p.  1104.) 

The  Chairman.  When  you  spoke  of  these  men  putting  their 
stock  in  strong  boxes,  is  it  not  true  that  Mr.  Gates  and  Mr.  Top- 
ping and  Mr.  Oglebay  and  Mr.  Hanna — is  it  not  true  that  the 
wealth,  the  power,  the  effectiveness,  the  future  of  this  property 
was  in  the  hands  of  strong  men  who  had  conducted  a  productive 
and  not  a  speculative  business,  and  who  were  comparatively 
indifferent,  until  this  sudden  hour  of  disaster,  as  to  the  market 
price  of  the  stock  of  the  Tennessee  Coal  &  Iron  Co.  ? 

54946°— H.  Kept.  1127.,  62-2 12 
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Mr.  ScBXEY.  They  were  entirely  indifferent  as  to  its  market 
value. 

The  Chairman.  They  did  not  care  whether  it  was  current  or 
uncurrent,  because  they  were  not  selling;  is  not  that  true  ? 

Mr.  Schley.  That  is  true.     (Hearings,  pp.  1113-1114.) 

The  chahman  of  the  board  of  directors,  Mr.  Topping,  states: 

The  stock  was  tied  up  by  a  so-called  syndicate  agreement, 
which  in  itself  "pegged  the  stock.  It  withdrew  it  from  the 
market  as  a  speculative  security  and  left  a  very  small  amount, 
as  you  know  from  previous  witnesses,  of  so-caUed  free  stock. 

The  Chairman.  In  its  general  provisions  did  this  agreement 
prevent  a  sale  of  a  majority  of  the  stock  without  the  concurrence 
of  both  the  syndicate  managers,  Mr.  Schley  and  Mr.  Hanna  ? 

Mr.  Topping.  It  did.  So  far  as  my  stock  was  concerned,  I  felt 
I  was  under  a  moral  obligation  not  to  sell,  and  I  did  not  sell;  and 
so  all  the  others  felt  who  were  in  that  syndicate.  It  was 
simply  an  agreement,  substantially,  based  on  honor,  with  gentle- 
men who  were  in  it,  to  keep  out  of  the  market. 

Mr.  Bartlett.  That  was  one  of  the  purposes  of  the  agreement, 
to  keep  it  out  of  the  market  ? 

Mr.  Topping.  The  purpose  was  to  Iceep  it  out  of  the  market  so  as 
to  maintain  the  control  of  it,  naturally. 

The  Chairman.  You  were  indifferent  about  what  they  did  with 
that  stock  so  long  as  a  clear  majority  of  it  was  locked  up  in  the 
strong  boxes  of  the  men  operating  this  property  ? 

Mr.  Topping.  That  was  the  purpose  of  the  syndicate,  Mr. 
Chairman,  as  I  understood  it. 

The  Chairman.  Did  you  desire  to  have  Schley  sell  this  stock ! 

Mr.  Topping.  I  did  not.     (Hearings,  pp.  1237,  1238,  1239.) 

Mr.  Lewis  Cass  Ledyard,  the  attorney  through  whom  Schley  nego- 
tiated with  Morgan,  and  who  thoroughly  understood  the  attitude  of 
the  syndicate,  says : 

I  do  not  think  the  syndicate  had  any  idea,  as  a  syndicate,  of 

fetting  this  stock  together  and  selling  it  out  to  the  United  States 
teel  Corporation,  if  that  is  in  the  question.  Mr.  Hanna,  when 
he  came  on  liere,  and  his  brother,  who  I  think  had  some  interest 
in  the  stock,  both  were  very  much  disturbed  by  the  idea  that 
this  thing  which  they  had  huitt  up  and  were  going  to  make  a  great 
company  of,  should  have  to  he  sold  out  for  other  people's  necessities. 

^Ir.  Gardner.  In  other  words,  those  members  of  the  syndicate 
who  did  not  find  themselves  in  financial  difficulties,  did  not  want 
to  sell  the  stock  ? 

Mr.  Ledyard.  No  ;  and  Col.  Payne,  who  had  a  lot  of  this  stock 
did  not  want  to  sell  it 

Mr.  Gardner.  They  did  not  want  the  control  to  go  out  of  their 
hands  ? 

!Mr.  Ledyard.  No;  they  did  not;  I  think  you  are  right  about 
that.     (HearingSip.  963.) 

It  appears  that  in  spite  of  the  precaution  and  the  vigilance  exer- 
cised by  the  directors  of  the  Tennessee  Co.  that  the  syndicate  manager, 
Mr.  Schley,  and  a  New  York  wine  merchant  by  the  name  of  Kessler, 
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Mr.  Littleton.  And  having  their  choice  of  the  securitie 
which  they  would  take  for  that  loan,  they  picked  out  whoU 
Tennessee  Coal  c&  Iron? 

'Mi.  Schlet.  Yes. 

Mr.  Littleton.  And  they  took  it 

Mr.  Schley.  At  60.     (Hearings,  pp.  1090-1091.) 

In  the  course  of  this  transaction  it  was  apparent  that  Schley,  th 
syndicate  manager  of  the  Tennessee  Coal  &  Iron  Co.,  holding  larg 
amounts  of  its  stock,  was  willing  to  dispose  of  it  to  meet  his  urgen 
necessities — stock  which  he  had  hitherto  prized  so  dearly,  "some 
thing  to  hold  on  to,"  and  which  his  associates  in  the  enterprise  hai 
locked  in  their  strong  boxes.  It  might  reasonably  be  apprehende« 
that  as  his  financial  condition  grew  more  desperate  his  hold  upon  th 
stock  would  be  loosened.  To  save  himself  from  ruin  Schley  migh 
be  induced  to  disregard  his  agreement  as  syndicate  manager,  or  ti 
appeal  to  his  associates  to  permit  him  to  disregard  it,  and  when  h 
did  the  Steel  Corporation  was  necessarily  the  only  purchaser  of  thi 
immense  property. 

Be  that  as  it  may,  one  thing  is  certain:  From  the  day  the  threi 
directors  of  the  Steel  Corporation  discovered  his  condition  and  hii 
control  of  this  stock,  his  troubles  multipUed,  and  the  only  ray  o 
hope  ever  held  out  to  this  broker  on  the  verge  of  bankruptcy  was  th( 
release  to  the  Steel  Corporation  of  his  control  of  the  stock  of  th( 
Teimessee  Coal  &  Iron  Co. 

In  the  event  the  stock  of  this  company  became  "uncurrent" — no 
desirable  as  a  collateral  upon  which  to  borrow  money — at  a  tim( 
when  Schley  had  to  have  money,  then  the  only  possible  way  he  couk 
get  it  would  be  to  sell  the  stock  outright.  It  is  not  clear  that  th( 
financial  interests  back  of  the  Steel  Corporation  made  a  deliberate 
"drive"  at  this  stock  for  that  purpose.  It  seems  more  probabh 
that  they  simply  took  advantage  of  the  financial  distress  of  Moori 
&  Schley. 

Before  the  Senate  committee  investigating  this  merger,  Mr.  Schlej 
said: 

Senator  Overman.  So  you  approached  Mr.  Ledyard,  who  was 
attorney  for  Morgan,  was  he  not  ? 

Mr.  Schley.  I  don't  know  that  he  was  attorney  for  him;  b 
was  a  friend. 

Senator  Overman.  I  want  to  ask  you  whether  or  not  you  hac 
any  mterest  in  the  United  States  Steel  Co.  yourself  ? 

Air.  Schley.  Not  a  dollar. 

Senator  Overman.  Did  any  of  the  gentlemen  named  here  ? 

Mr.  Schley.  I  don't  think  so.     They  may  have. 

Senator  Overman.  Were  they  interested  as  stockholders  o: 
otherwise;  do  you  know? 

Mr.  Schley.  I  doubt  it.     I  don't  think  so. 

Senator  Culberson.  Mr.  Schley,  I  understand  you  to  say  thai 
although  calls  had  been  made  upon  your  firm,  you  had  always 
responded  up  to  the  4th  of  November,  1907  ? 
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Mr.  SoHLEY.  Yes.  When  it  developed  everyone  I  talked  to 
in  connection  with  his  holdings  was  vnllin^,  under  the  pressure 
that  was  brought  upon  all,  to  sell  that  stock  at  par,  and  when  I 
went  to  Mr.  Ledyard  and  asked  him  to  make  these  negotiations, 
it  began.  Then  Mr.  Frick  and  Mr.  Gary  came  to  me  in  the  course 
of  it,  and  it  developed  so  that  in  the  following  days  it  was 
known  to  the  public.  I  can't  tell  what  would  have  happened  to 
Moore  &  Schley  or  to  anybody  else  in  that  street,  because  we 
were  oppressed  by  rumors,  some  of  them  untrue,  but  Moore  & 
Schley  were  the  subject  of  attack,  serious  attack,  and  their 
credit,  which  is  the  life  of  the  business,  was  being  destroyed.  It 
was  a  matter  of  serious  import.  It  had  to  be  disposed  of  if  it 
could  be.  I  don't  mean  for  Moore  &  Schley,  but  for  people  about 
them,  others  interested,  not  those  particular  individuals  of  great 
wealth. 

Senator  Dillingham.  What  was  the  effect  of  the  purchase  of 
the  stock  by  the  Steel  Co.  upon  the  market  ? 

Mr.  Schley.  It  reheved  the  situation  most  decidedly,  not  only 
with  M.  &  S.,  but  with  everybody  about.  The  rumors  were 
flying  tremendously  about,  and  nobody  can  escape  those,  you 
know.  They  may  be  true  or  untrue,  and  they  afiect  the  credit 
of  this  institution  or  that.  It  was  especially  so  with  us  at  that 
time,  after  this  negotiation  started,  and  it  took  a  week.  Why, 
there  was  $7,000,000  of  loans  called  on  us  in  three  days. 

Senator  Culberson.  Was  it  generally  known  on  the  Street,  as 
you  call  it,  that  your  firm,  in  the  relationship  that  you  have  sug- 
gested, was  deahng  in  the  Tennessee  Coal  &  Iron  ? 

Mr.  ScHLET.  Yes;  for  some  time  it  had  been  talked  that  Moore 
&  Schley  were  holding  that  stock — a  wrongly  based  rumor,  be- 
cause these  facts  I  tell  you  are  absolutely  true.  But  the  pressure 
was  there,  and  I  don't  know  of  any  panic  in  a  great  many  years 
when  they  have  not  been  pounded  a  little,  and  other  houses  that 
have  real  basis  behind  them. 

Senator  Culberson.  You  say  your  relationship  to  this  stock 
was  generally  known  in  the  Street  ? 

Mr.  Schley.  Yes. 

Senator  Culberson.  And  you  say  there  was  special  pressure, 
as  I  remember  your  testimony,  on  your  firm  ? 

Mr.  Schley.  Yes.     (Hearings,  p.  1126.) 

Before  the  same  committee,  George  W.  Perkins  testified  as  follows: 

Senator  Overman.  Why  were  these  special  securities  men- 
tioned? That  was  only  a  drop  in  the  bucket.  There  were  a 
tremendous  amount  of  securities  up. 

Mr.  Perkins.  Yes,  sir. 

Senator  Overman.  Why  were  those  securities  mentioned? 

Mr.  Perkins.  Why  does  a  man  call  "fire"  in  a  theater? 

Senator  Overman.  I  do  not  know  any  special  reason  why 
these  stocks  were  mentioned. 

Mr.  Perkins.  I  have  not  the  slightest  idea.  You  can  never 
tell  why  such  things  occur. 

Senator  Overman.  Were  these  specially  mentioned  more  than 
any  others  ? 

Mr.  Perkins.  At  this  period  of  the  panic  ? 
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Senator  Ovekman.  Yes;  these  particular  stocks. 

Mr.  Perkins.  Yes;  it  became  centered  at  that  particula 
stage  of  the  panic,  which  covered  three  weeks.  (Hearings,  pp 
1126-1127.) 

John  W.  Gates  accounts  for  his  loss  of  control  of  this  property  a 
follows: 

The  Chaieman.  To  what  extent  was  this  sale  forced,  and  i 
you  know  anything  about  who  did  the  forcing,  I  wish  you  woulc 
let  me  know. 

4s  «  *  4:  it  :<!  4: 

Mr.  Gates.  I  regarded  it  as  a  forced  sale.  I  had  no  accounts 
myself  with  Moore  &  Schley's  office.  He  was  not  borrowing  anj 
money  for  me  on  any  securities  that  he  was  holding  as  agent  foj 
me ;  I  had  no  account  with  him.  I  had  taken  up  my  securities 
at  the  time  the  transaction  took  place. 

The  Chaieman.  What  influences,  what  financial  power  was  it 
that  forced  this  sale  or  that  necessitated  it?  I  wiU  not  sa^v 
"forced  it." 

Mr.  Gates.  I  do  not  know  the  facts,  but  my  surmise  would  be 
that  the  finding  of  a  large  amount  of  Tennessee  Coal  &  Iron  as 
collateral  in  one  of  the  banks  or  trust  companies. 

The  Chairman.  Did  Mr.  Morgan  have  any  decided  influence 
over  the  attitude  of  this  bank  and  trust  company  toward  the 
Tennessee  Coal  &  Iron  Co.  stock  ? 

Mr.  Gates.  I  do  not  know.  It  is  pretty  hard  to  tell  where  a 
man's  influence  starts  or  ends  on  Wall  Street. 

Mr.  McGiLLicuDDT.  At  the  time  this  deal  was  consummated, 
in  November,  1907,  whereby  the  stock  of  the  Tennessee  Coal  & 
Iron  Works  was  transferred  in  exchange  for  the  steel  seconds, 
what,  in  your  opinion,  was  the  total  value  of  the  property  of  the 
Tennessee  Coal  &  Iron  Works  ? 

Mr.  Gates.  I  think  I  stated  that  that  was  problematical. 

Mr.  McGiLLicuDDT.  I  want  your  opinion  on  it. 

Mr.  Gates.  My  opinion  is  that  it  was  bought  at  a  bargain 
sale;  it  was  a  forced  sale  on  the  part  of  the  owners  of  the  Ten- 
nessee.    (Hearings,  pp.  12,  13.) 

Mr.  Young.  And  it  was  true  also,  was  it  not,  that  during  the 
panic  the  stock  of  the  Tennessee  Coal  &  Iron  Co.  greatly  depre- 
ciated because  of  the  situation  ? 

Mr.  Gates.  Well,  I  think  the  stock  of  the  Tennessee  Coal  & 
Iron  Co.,  if  it  had  not  been  unduly  depressed,  would  not  have 
gone  down  much,  because  it  was  held  by  a  syndicate  of  men  who 
I  thought,  and  we  all  thought,  could  go  through  any  panic  and  carry 
their  securities. 

Mr.  Young.  Unless  you  were  mistaken  about  that,  why  did 
they  not  carry  it  through  instead  of  selling  it  at  a  loss  ? 

Mr.  Gates.  They  discovered  a  lot  of  it  up  as  collateral  in  a 
bank  or  trust  company. 

Mr.  Young.  What  bank  was  it?  I  forget  the  name;  it  is  a 
matter  of  pubhc  knowledge. 

Mr.  Gates.  The  Trust  Co.  of  America.  Mr.  Thome  was  one 
of  the  syndicate.  The  bank  is  solvent,  strong,  and  the  stock 
sellmg  at  $300  or  $400  a  share. 
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Mr.  Young.  But  you  say  this  bank  had  made  application  to 
the  clearing  house  for  help  ? 

Mr.  Gates.  There  was  a  run  on  them  then  hy  the  iroTcers. 
(Hearings,  p.  15.) 

The  "run"  on  the  trust  company  of  which  Mr.  Gates  speaks,  was 
the  result  of  the  activities  of  Mr.  George  W.  Perkins,  at  that  time  a 
member  of  the  finance  committee  of  the  United  States  Steel  Corporar 
tion  and  a  member  of  the  firm  of  J.  P.  Morgan  &  Co. 

On  the  morning  of  October  23,  1907,  there  appeared  in  the  New 
York  Times  an  article  headed  "Aid  to  the  Trust  Co.  of  America." 
This  article  recites  that — 

It  has  twelve  milUons,  and  as  much  as  may  be  needed  is' 
pledged.  J.  P.  Morgan  is  to  help.  With  other  financiers  he 
acts  at  night  meeting  with  Secretary  Cortelyou.  The  situation 
clearing.  Government  aid  pledged,  and  Cortelyou  will  supei^ 
vise  for  the  Treasuiy. 

At  a  conference  between  Secretary  Cortelyou,  who  came  on 
from  Washington  in  response  to  a  hurry  call,  and  the  chief 
bankers  of  the  city,  headed  by  J.  P.  Morgan,  at  the  Hotel  Man- 
hattan last  night,  it  was  formal^  decided  that  the  point  needing 
buttressing  now  is  the  Trust  Co.  of  America,  the  third  largest 
institution  of  its  kind  in  the  city,  and  of  which  Oakleigh  Thome 
is  president. 

Earnest  attention  was  given  to  this  new  problem,  and  the 
result  was  the  formation  of  a  powerful  syndicate  to  stand  by 
the  company  at  its  opening  to-day. 

This  determination  was  announced  at  1  a.  m.  in  the  following 
official  statement,  after  Mr.  Perkins  and  President  Thorne  had 
been  in  conference  at  the  Union  League  Club  subsequent  to  the 
Hotel  Manhattan" gathering: 


"The  chief  sore  point  is  the  Trust  Co.  of  America.  The  con- 
ferees feel  that  the  situation  there  is  such  that  the  company  is 
sound.  Provision  has  been  made  to  supply  all  the  cash  needed 
this  morning.  The  conferees  feel  sure  the  company  wiU  be  able 
to  pull  through.  The  company  has  $12,000,000  cash  and  as 
much  more  as  needed  has  been  pledged  for  this  purpose.  It  is 
safe  to  assmne  that  J.  P.  Morgan  &  Co.  will  be  leaders  in  this 
movement  to  furnish  funds. 

"A  comjnittee  has  been  named,  including  a  representative  of 
Morgan  &  Co.  and  others,  to  look  over  the  accounts  of  the  Trust 
Co.  of  America  with  the  idea  of  definitely  determiniag  its  posi- 
tion. 

"  The  guaranties  of  cash  made  last  night  are  for  the  purpose  of 
meeting  any  demands  upon  the  Trust  Co.  of  America,  pending 
the  completion  of  this  examination." 

After  the  close  of  the  Manhattan  conference  one  of  the  chief 
conferees,  a  clearing-house  committeeman,  said: 

"  I  think  it  safe  to  say  now  that  no  other  financial  institution 
of  the  least  importance  will  have  to  undergo  the  experiences  of 
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the  Knickerbocker  Trust  Co.     I  feel  optimistic  for  the  first  tii 
since  these  troubles  began." 

It  was  also  said  there  was  no  thought  that  the  Trust  Co. 
America  was  in  anything  hke  the  position  of  the  Knickerbocl 
Trust  Co.,  but  these  steps  were  taken  with  the  intention  of  mi 
ing  an  authoritative  statement  before  noon  to-day  that  the  Tn 
Co.  wiD  be  taken  care  of  in  any  eventuality,  providing  conditic 
are  found  as  sound  as  there  is  eveiy  reason  to  believe  them  to  1 

That  these  interests  have  agreed,  pending  final  examination 
its  accounts,  to  supply  the  Trust  Co.  of  America  with  any  ca 
needed  was  pointed  to  as  proving  the  confidence  of  aU  interei 
in  the  soundness  of  the  company. 

Those  who  were  at  the  Hotel  Manhattan  conference  with  A 
Cortelyou  were  J.  P.  Morgan,  George  F.  Baker,  George  W.  Pi 
kins,  Frank  A.  VanderUp,  A.  B.  Hepburn,  of  the  Chase  Natioi 
Bank;  President  Stillman,  of  the  City  National  Bank;  J. 
Cannon,  vice  president  of  the  Fourth  National  Bank,  and  St£ 
Comptroller  Glynn. 

Most  of  them  stayed  an  hour  or  more,  and  Mr.  Perkins  was  t 
last  to  leave,  not  getting  away  until  nearly  12  o'clock.  (Hei 
ings,  pp.  1663,  1664.) 

In  a  letter  to  Mr.  Thome  of  date  of  March  18,  1907,  Mr.  Chas.  : 
Boynton  gives  a  detailed  account  of  how  and  by  whom  the  Trust  C 
of  America  was  declared  to  be  "the  chief  sore  point"  among  N( 
York's  financial  institutions.     The  letter  is  as  follows : 

Charles  H.  Boynton, 
7  Wall  Street,  New  York,  November  18, 19m. 
Oakleigh  Thorne,  Esq., 

President  Trust  Co.  of  America, 

35  WaU  Street,  New,  YorTc. 

Mt  Dear  Me.  Thorne  :  My  recollection  as  to  the  stateme 
given  out  in  the  early  morning  hours  of  Wednesday,  October  2 
is  quite  distinct.  About  1  a.  m.  I  went  to  the  Hotel  Manhatti 
for  the  purpose  of  having  a  word  with  Secretary  Cortelyou.  T 
Secretary  was  standing  at  one  side  of  the  corndor,  and  I  start 
toward  him,  but  at  that  instant  one  of  the  newspaper  men  sa 
"Mr.  Perkins  is  about  to  give  out  a  statement."  The  newspap 
men  had  gathered  about  a  gentleman  who  began  to  dictate 
them  the  announcement  which  began:  "Attention  had  bei 
directed  mainly  on  Mr.  Oakleigh  Thome's  Trust  Co.  of  America 
This  gentleman  I  afterwards  learned  was  Mr.  Phillips,  of  tl 
Times.  As  he  began  one  of  the  reporters  asked,  "Is  this  stat 
ment  to  be  credited  to  Mr.  Perkins?"  Mr.  Phillips  replie 
"Don't  put  it  that  way,  say  it  comes  from  one  of  those  who  w 
present  at  to-night's  conference." 

Knowing  that  Mr.  Stanley,  whom  I  had  left  at  the  Lotos  Clu 
was  extremely  interested  m  the  outcome  of  the  conference, 
copied  the  statement  as  it  was  given  out  for  my  own  purposf 
and  upon  its  completion  hastened  to  the  Lotos  Club,  where  1  m 
Mr.  Stanley,  and  he  asked  me  if  I  would  be  good  enough  to  rei 
the  statement  to  you  over  the  telephone.     You  were  unable 
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come  to  the  telephone,  and  in  your  place  I  read  the  announce- 
ment to  Mr.  Perry. 

As  I  came  out  of  the  booth  Mr.  Stanley  awaited  me.  and  I 
started  to  read  the  statement  to  him.  I  had  just  begun  it  when 
Mr.  Perkins  came  down  the  stairway,  at  the  foot  of  which  I  was 
standing.  I  greeted  him  and  renewed  the  reading  of  the  state- 
ment, saying  to  Mr.  Perkins:  "You  will  not  be  interested  in 
hearing  this."  He  replied:  "Yes;  read  it  to  me,  I  wish  to  see  if 
I  can  recognize  it."  Mr.  Perkins  listened  to  my  reading  and 
made  no  dissent  or  correction. 

Let  me  add  that  I  was  distinctly  of  the  impression,  and  I  think 
the  newspaper  men  present  also  felt,  that  the  statement  given 
out  by  Mr.  Phillips  to  the  newspaper  men  emanated  from  Mr. 
George  W.  Perkins. 

Yours,  very  truly,  .  Chas.  H.  Botnton. 

(Hearings,  p.  1700.) 

Mr.  Thome  has  stated  to  this  committee  that  this  injurious  state- 
ment was  utterly  without  any  foundation  in  fact  and  has  described 
its  immediate  effect  upon  his  bank,  the  Trust  Co.  of  America. 

Mr.  Littleton.  Were  you  at  the  conference  at  the  Manhattan 
Hotel? 

Mr.  Thokne.  I  was  not. 

Mr.  Littleton.  Were  you  invited  ? 

Mr.  Thorne.  No,  sir. 

Mr.  Littleton.  i)id  you  know  there  was  such  a  conference? 

Mr.  Thorne.  No,  sir. 

Mr.  Littleton.  Did  you  know  that  the  Trust  Co.  of  America 
was  being  discussed  there  ? 

Mr.  Thorne.  No,  sir. 

Mr.  Littleton.  Had  you  been  told  that  the  Trust  Co.  of 
America  would  be  discussed  there  ? 

Mr.  Thorne.  No,  sir. 

Mr.  Littleton.  Had  anybody  suggested  to  you  that  its  con- 
dition was  regarded  as  critical  ? 

Mr.  Thorne.  No. 

Mr.  Littleton.  You  say  you  saw  this  at  half  past  8  on  the 
morning  of  the  23d,  when  it  was  brought  to  your  attention  by 
Mr.  Hilton.  How  soon  after  that  was  it  that  you  opened  the 
doors? 

Mr.  Thorne.  An  hour  and  a  half.     We  opened  at  10  o'clock. 

Mr.  Littleton.  On  ordinary  days,  what  provision  had  you 
for  the  paying  out  of  money?  That  is,  what  physical  conven- 
ience did  you  have  in  the  shape  of  windows — how  many? 

Mr.  Thorne.  One. 

Mr.  Littleton.  A  p&j  window  and  a 

Mr.  Thorne.  A  receiving  window. 

Mr.  Littleton.  What  happened  when  you  opened  the  Trust 
Co.  at  10  o'clock  ? 

Mr.  Thorne.  Prior  to  opening  the  Trust  Co.  on  that  morning 
a  line  had  formed;  and  the  moment  we  opened,  of  course,  there 
was  a  rush  to  the  window. 

Mr.  Littleton.  A  line  had  formed  on  Wall  Street  ? 
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Mr.  Thorne.  Yes,  sir. 

Mr.  Littleton.  Keaching  in  what  direction — toward  Broi 
Street  ? 

Mr.  Thorne.  No;  as  I  remember,  it  was  turned  down  towa 
William  Street. 

Mr.  Littleton.  Down  toward  the  river  ? 

Mr.  Thorne.  Yes,  sir. 

Mr.  Littleton.  Did  you  see  the  formation  of  the  line  befo 
the  company  opened  ? 

Mr.  Thorne.  I  saw  the  line. 

Mr.  Littleton.  How  extensive  was  it  ? 

Mr.  Thorne.  I  should  think  there  were  two  or  three  or  fo 
hundred  people  there. 

Mr.  Littleton.  And  they  were  in  the  order  iu  which  peop 
are  who  must  follow  one  the  other  ? 

Mr.  Thorne.  Yes;  they  were  in  hne. 

Mr.  Littleton.  Having  seen  the  formation  of  this  line  pri 
to  the  opening,  did  you  make  any  provision  to  accommoda 
them? 

Mr.  Thorne.  I  do  not  remember  whether  we  made  provisic 
prior  to  the  opening  or  not — that  is,  prior  to  10  o'clock;  but  1 
11  o'clock  or  half  past  10  we  had  seven  paying  windows  open. 

Mr.  Littleton.  In  other  words  you  increased  sevenfold  tl 
physical  conveniences  of  paying  out  money  in  order  to  accor 
modate  this  line? 

Mr.  Thorne.  Endeavoring  to  get  rid  of  them. 

Mr.  Littleton.  Yes. 

Mr.  Thorne.  Knowing  what  a  line  meant,  we  were  endeavo 
ing  to  get  rid  of  the  hne. 

Mr.  Littleton.  In  other  words,  if  you  could  have  melted  i 
the  line,  absorbed  it  once,  you  felt  that  the  alarm  which  is  iafe 
tious  and  more  or  less  unreasoning  would  not  be  likely  to  spre£ 
to  other  people  and  draw  attention  to  the  company? 

Mr.  Thorne.  Exactly. 

Mr.  Littleton.  What  happened  in  the  shape  of  the  absorptic 
or  diminution  of  the  line? 

Mr.  Thorne.  It  increased. 

Mr.  Littleton.  It  increased;  and  by  12  o'clock  what  had 
amounted  to? 

Mr.  Thorne.  It  is  impossible  to  say.  It  extended  away  dov 
the  street.     The  street  was  full  of  people. 

Mr.  Littleton    It  was  besieging  the  doors  for  payment? 

Mr.  Thorne.  Surely. 

Mr.  Littleton.  How  much  money  did  you  pay  out  that  for 
noon? 

Mr.  Thorne.  I  could  not  divide  it  between  noon  and  3  o'cloc 
We  paid  out  $13,500,000.     (Hearings,  pp.  1664-1666.) 

It  is  not  proposed  to  analyze  the  motives  of  Mr.  Perkins  in  givu 
currency  in  the  midst  of  a  panic  to  the  statement  which  ended  in 
disastrous  run  on  this  bank,  which  was,  and  even  under  this  stra 
proved  to  be,  absolutely  sound  and  solvent. 

There  can  be  no  doubt,  however,  as  to  one  of  the  effects  of 
successful  run  upon  the  Trust  Co.  of  America  and  the  bankrupt( 
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of  Oakleigh  Thorne.  His  assets  would  have  passed  into  the  hands  of 
his  creditors,  and  among  these  assets  was  a  large  block  of  the  securities 
of  the  Tennessee  Coal  &  Iron  Co.  It  is  scarcely  credible  that  Per- 
kins could  have  intended  the  ruin  of  the  trust  company,  and  yet 
we  can  not  surely  interpret  his  meaning.  We  leave  it  where  the 
record  leave   it — unexplained. 

Thome  weathered  the  storm  without  the  surrender  of  the  stock. 
Schley  at  last  consented  to  throw  overboard  his  securities  in  this 
company  and  with  them  his  associates  in  the  syndicate  as  the  last 
and  only  hope  of  saving  his  financial  craft.  After  considerable 
negotiation  through  Lewis  Cass  Ledyard  with  J.  P.  Morgan,  H.  C. 
Frick,  Judge  Gary,  and  George  W.  Perkins,  the  Steel  Corporation 
agreed  to  exchange  its  second-mortgage  bonds  for  the  stock  of  the 
Tennessee  Coal  &  Iron  Co.,  giving  $11,904.76  par  value  of  said  bonds 
for  each  100  shares  of  stock  of  the  par  value  of  $10,000  so  delivered. 
No  money  changed  hands — the  bonds  aggregating  $34,648,977.64. 
(Hearings,  pp.  1123,  MacEae  Kept.,  p.  4308.) 

It  is  not  surprising  that  the  gentlemen  who  engineered  this  deal 
and  who  reaped  a  rich  harvest  "from  the  strained  condition  then  ex- 
isting in  financial  circles  in  New  York,  whether  they  produced  that 
condition  or  not,  did  not  feel  absolutely  secure  or  certain  about  the 
ultimate  action  of  those  intrusted  with  the  enforcement  of  the  law 
against  combinations  in  restraint  of  trade. 

This,  under  the  circumstances,  most  natural  apprehension  is  evi- 
denced by  the  hurried  and  unheralded  journey  from  New  York  to 
Washington  of  Judge  Gary  and  Mr.  Frick  for  the  purpose  of  inter- 
viewing the  President  of  the  United  States  and  ascertaining  the 
probable  action  of  the  Department  of  Justice  with  reference  to  the 
contemplated  merger  before  its  final  consummation.  Mr.  Perkins 
describes  the  circumstances  attending  this  "hurry  call"  upon  the 
President: 

Mr.  Bartlett.  He  left  New  York  at  midnight  on  Sunday 
night « 

Mr.  Pebkins.  I  got  the  telephone  to  the  White  House  opened 
about  9.30  o'clock  on  Monday  morning,  and  talked  with  Mr. 
Loeb,  and  found  that  Judge  Gary  had  just  come  in,  and  that  he 
and  Mr.  Frick  were  with  the  President.  I  asked  him  if  he  could 
not  find  out  before  time  for  the  trust  companies  to  open  and  the 
exchange  opened  what  the  President's  view  was  hkely  to  be. 
Judge  Gary  came  on  the  phone  about  a  quarter  of  10  and  said 
that  the  President  was  considering  it,  and  that  he  would  call  me 
again  in  a  few  minutes.  At  five  minutes  of  10,  as  I  remember  it, 
he  came  back  to  the  phone  and  said  that  the  President  felt  that 
under  all  the  circumstances  he  had  no  right  to  interfere,  and  that 
therefore  he  and  Mr.  Frick  were  willing  to  report  to  us  that  they 
would  come  back  to  New  York  and  vote  with  the  committee  to 
acquire  that  stock.     I  immediately  let  that  be  known — it  was 
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just  three  or  four  minutes  of  10  o'clock — for  the  eflFect  that 
to  have  on  the  trust  companies  opening  and  on  Moore  &  SchJ 
loans.  I  simply  state  that  to  show  you  how  close,  to  ah 
minutes,  this  thing  had  resolved  itself  to. 

Mr.  Baetlett.  You  got  iato  communication  with  the  Ex 
tive  Ofl&ce  at  about  9.30  a.  m.  ? 

Mr.  Perkins.  Yes,  sir. 

Mr.  Baktlett.  And  you  were  informed  that  Judge  Gary 
Mr.  Frick  were  in  conference  with  the  President  ? 

Mr.  Perkins.  Had  just  come  m  to  see  him. 

Mr.  Baetlett.  And  about  10  minutes  to  10,  20  minutes  th 
after,  you  got  this  message  that  loosened  up  this  whole  mat 

Mr.  Perkins.  It  was  very  close  to  10  o'clock.  How  long  1 
had  been  with  the  President  at  that  time  I  do  not  know. 

Mr.  Baetlett.  This  question,  which  had  troubled  your  1 
yers  and  eminent  counsel,  was  decided  by  the  Chief  Execu 
m  less  than  20  miautes?     (Hearings,  pp.  1605,  1606.) 

After  W  minutes'  consultation  with  Messrs.  Gary  and  Frick, 
President  penned  the  folloAving  communication  to  the  Attoi 
General: 

The  White  House, 
Washington,  November  4,  ISQ 
Mt  Dear  Mr.  Attorney  Geneeal:  Judge  E.  H.  Gary 
Mr.  H.  C.  Frick,  on  behalf  of  the  Steel  Corporation,  have 
called  upon  me.    They  state  that  there  is  a  certain  business  i 
(the  names  of  which  I  have  not  been  told,  but  which  is  of 
importance  in  New  York  business  circles)  which  will  undoubt* 
fail  this  week  if  help  is  not  given.    Among  its  assets  are  a 

i'ority  of  the  securities  of  the  Tennessee  Coal  Co.  Applica 
las  been  urgently  made  to  the  Steel  Corporation  to  purcl 
this  stock  as  the  only  means  of  avoiding  a  failure.  Judge  G 
and  Mr.  Frick  inform  me  that  as  a  mere  business  transac 
they  do  not  care  to  purchase  the  stock;  that  under  ordic 
circumstances  they  would  not  consider  purchasing  the  st( 
because  but  little  benefit  will  come  to  the  Steel  Corporal 
from  the  purchase;  that  they  are  aware  that  the  purchase 
be  used  as  a  handle  for  attack  upon  them  on  the  ground  t 
they  are  striving  to  secure  a  monopoly  of  the  business  and  ] 
vent  competition — not  that  this  would  represent  what  cc 
honestly  be  said,  but  what  might  recklessly  and  untruthf 
be  said. 

They  further  inform  me  that  as  a  matter  of  fact  the  polic; 
the  company  has  been  to  decline  to  acquire  more  than  60 
cent  of  the  steel  properties,  and  that  this  purpose  has  b 
persevered  in  for  several  years  past,  with  the  object  of  preveni 
these  accusations,  and  as  a  matter  of  fact  their  proportioi 
steel  properties  has  slightly  decreased,  so  that  it  is  below 
60  per  cent,  and  the  acquisition  of  the  property  in  question 
not  raise  it  above  60  per  cent.  But  they  feel  that  it  is  immeni 
to  their  interest,  as  to  the  interest  of  every  responsible  bush 
man,  to  try  to  prevent  a  panic  and  general  industrial  smash 
at  this  time,  ana  that  they  are  willing  to  go  into  this  transact 
which  they  would  not  otherwise  go  into,  because  it  seems 
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opinion  of  those  best  fitted  to  express  judgment  in  New  York 
that  it  will  be  an  important  factor  in  preventing  a  break  that 
might  be  ruinous;  and  that  this  has  been  urged  upon  them  by 
the  combination  of  the  most  responsible  bankers  m  New  York 
who  are  now  thus  engaged  in  endeavoring  to  save  the  situation. 
But  they  asserted  they  did  not  wish  to  do  this  if  I  stated  that  it 
ought  not  to  be  done.  I  answered  that  while  of  course  I  could 
not  advise  them  to  take  the  action  proposed,  I  felt  it  no  public 
duty  of  mine  to  interpose  any  objection. 
Sincerely,  yours, 

Theodoee  Roosevelt. 
Hon.  Chaeles  J.  Bonapaete, 

Attorney  General. 

After  sending  this  letter  I  was  advised  orally  by  the  Attorney 
General  that,  m  his  opinion,  no  sufiicient  ground  existed  for 
legal  proceedings  against  the  Steel  Corporation,  and  that  the 
situation  had  been  m  no  way  changed  by  its  acquisition  of  the 
Tennessee  Coal  &  Iron  Co. 

I  have  thus  given  to  the  Senate  all  the  information  in  the 
possession  of  the  executive  department  which  appears  to  me  to 
be  material  or  relevant  on  the  subject  of  the  resolution.  I 
feel  bound,  however,  to  add  that  I  have  instructed  the  Attorney 
General  not  to  respond  to  that  portion  of  the  resolution  which 
calls  for  a  statement  of  his  reasons  for  nonaction.  I  have  done 
so  because  I  do  not  conceive  it  to  be  within  the  authority  of  the 
Senate  to  give  directions  of  this  character  to  the  head  of  an  exe- 
cutive department  or  demand  from  him  reasons  for  his  action. 
Heads  of  the  executive  departments  are  subject  to  the  Constitu- 
tion and  to  the  laws  passed  by  the  Congress  in  pursuance  of 
the  Constitution  and  to  the  directions  of  the  President  of  the 
United  States,  but  to  no  other  direction  whatever. 

Theodoee  Roosevelt. 

The  White  House,  January  6,  1909. 

(Hearings,  p.  1122.) 

This  letter  contains  the  following  alleged  statements  of  fact: 

(1)  A  certain  business  firm  of  real  importance  in  New  York, 
having  among  its  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal  &  Iron  Co.,  was  about  to  fail  if  help  was  not  forthcoming  from 
the  Steel  Corporation. 

(2)  Some  unknown  concern  was  urgently  pressing  the  Steel  Corpo- 
ration to  take  over  its  assets. 

(3)  The  Steel  Corporation  hesitated  to  take  this  stock,  since  it 
would  derive  no  benefit  from  the  purchase  and  would  be  unjustly 
attacked  if  it  did  so  and  accused  of  endeavoring  to  secure  a  monopoly 
as  a  resxilt  of  the  purchase,  which  accusation  is  untrue  and  unwar- 
ranted. 

(4)  That  the  corporation  had  been  for  years  refusing  to  acquire  any 
more  steel  property  for  fear  it  might  get  more  than  60  per  cent  of  the 
business. 
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(5)  That  the  responsible  bankers  of  New  York,  acting  in  cor 
were  imploring  the  Steel  Corporation  to  take  over  this  property 
at  a  loss  to  prevent  a  "general  industrial  smash  up." 

Such  were  the  representations  made  by  Messrs.  Frick  and 
to  the  President  of  the  United  States  during  this  brief  20-m 
interview. 

As  to  the  existence  of  this  unknown  business  of  great  imporl 
which  was  alleged  to  have  had  a  majority  of  the  assets  ol 
Tennessee  Coal  &  Iron  Co. : 

There  was  no  concern  in  the  city  of  New  York  of  any  import 
which  had  among  its  assets  a  majority  of  the  stock  of  the  Tenn 
Coal  &  Iron  Co.  or  which  would  in  any  way  have  been  affected  b; 
exchange  of  such  stock  as  it  did  have  for  any  other  stock. 
President  was  evidently  laboring  under  the  impression  that  some  j 
financial  institution  burdened  with  its  load  of  Tennessee  Coal  & 
securities  was  tottering  to  its  ruin  and  about  to  "smash  up"  ( 
concerns  by  its  fall. 

Now  the  evidence  before  this  committee  shows  that  the  maj 
of  this  stock  was  locked  up  in  the  strong  boxes  of  Oglebay,  Hs 
Gates,  and  others,  no  one  of  whom  was  in  any  way  involved. 

"There  was  probably  no  floating  stock,"  says  Gates,  "it 
so  closely  held  by  the  people  who  had  bought  it  for  an  in 
ment.  There  was  practically  no  stock  in  the  hands  of  the 
kers."     (Hearings,  p.  16.) 

Out  of  over  300,000  shares,  Kessler  and  Schley  held  only  about  4( 
or  50,000  shares  that  had  not  been  "pegged"  by  the  men  who 
eagerly  and  vainly  endeavoring  to  keep  it  out  of  the  hands  of  sj 
lators  and  jobbers  whose  misfortunes  or  greed  might  render  thi 
prey  to  the  Steel  Corporation  or  some  other  concern  bent  on  seci 
control  of  a  property  which  the  syndicate  considered  almost  in^ 
able.  Even  the  firm  of  Moore  &  Schley  which  was  the  only  cor 
affected  by  this  deal,  never  owned  a  share  of  this  stock. 

Mr.  Littleton.  Did  Kessler  or  any  other  customer  whc 
bought  stock  through  Moore  &  Schley  so  default  in  the  pay] 
of  their  margins  or  the  calls  made  on  them  that  Moore  &  S( 
had  to  take  the  stock  ? 

Mr.  SoHLET.  Moore  &  Schley  never  owned  any. 
******* 

Mr.  Littleton.  Just  prior  to  the  panic,  how  much  stocl 
you  have  of  the  Tennessee  Coal  &  Iron  Co.  ? 

Mr.  SoHLET.  In  1907? 

Mr.  Littleton.  Yes.  I  understand  Moore  &  Schley  nevei 
any  stock  of  the  Tennessee  Coal  &  Iron  Co. 

Mr.  Schley.  Moore  &  Schley  never  owned  any  stock  o: 
Tennessee  Coal  &  Iron  Co. 

Mr.  Littleton.  I  say  I  understand  that  to  be  the  fact. 

Mr.  ScHLET.  Moore  &  Schley  are  not  speculators.  They  d 
own  securities.     (Hearings,  p.  1059.) 
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Schley  as  an  individual  speculator  in  stocks  had  become  involved, 
and  having  16,000,000  or  $7,000,000  of  current  securities,  the  property 
of  0.  H.  Payne,  in  his  possession,  had  hypothecated  them  to  save  his 
imperiled  credit,  and  had  afterwards  given  Payne  "uncurrent"  securi- 
ties in  their  stead.  He  had  also  a  large  amount  of  the  stock  of  the 
Tennessee  Coal  &  Iron  Co.  which  he  was  obligated  not  to  dispose  of  ex- 
cept under  the  terms  of  a  syndicate  agreement  designed  to  keep  those 
stocks  from  becoming  a  speculative  security.  The  Trust  Co.  of 
America  did  not  then  and  never  did  hold  a  majority  of  the  securities 
of  the  Tennessee  Coal  &  Iron  Co.,  and  was  in  no  way,  directly  or  indi- 
rectly, affected  by  this  proposed  merger,  except  that  the  president  of 
the  company  had  obtained  12,500  shares  of  stock  which  he  had  pur- 
chased as  an  investment  and  which  he  was  not  attempting  to  sell  to 
the  Steel  Corporation  or  anybody  else. 

Mr.  LrTTLETON.  Did  you  pay  for  your  stock  ? 

Mr.  Thorne.  I  did. 

Mr.  Littleton.  Did  you  take  it  away  from  Moore  &  Schley  ? 

Mr.  Thokne.  I  did. 

Mr.  Littleton.  And  put  it  among  your  securities  ? 

Mr.  Thoene.  I  distributed  it — practically  7,000  shares — and 
kept  the  balance — distributed  it  among  the  people  who  took  it 
and  paid  for  it. 

Mr.  Littleton.  But  so  far  as  Moore  &  Schley  were  concerned 
the  transaction  was  clean-cut,  was  it  not? 

Mr.  Thoene.  Yes,  sir. 

Mr.  Littleton.  You  owed  them  nothing,  and  they  owed  you 
nothing? 

Mr.  Thokne.  That  is  correct.  The  stock  had  been  delivered 
and  paid  for. 

Mr.  Littleton.  The  purchase  of  that  stock  was  entirely  a 
personal  matter  of  your  own  ? 

Mr.  Thoene.  Absolutely. 

Mr.  Littleton.  And  the  Trust  Co.  of  America  had  nothing 
to  do  with  it  ? 

Mr.  Thoene.  It  never  owned  a  share. 

Mr.  Littleton.  At  the  time  of  or  a  little  before  the  panic  of 
1907,  did  Moore  &  Schley  owe  the  Trust  Co.  of  America  a  loan 
of  some  sort  ? 

Mr.  Thoene.  Yes — in  1906,  if  I  remember  correctly;  and 
their  loan  was  paid  in  1907. 

Mr.  Littleton.  Do  you  know  the  amount  of  their  loan  in 
1907? 

Mr.  Thoene.  I  do  not.  It  was  either  $250,000  or  $500,000; 
I  do  not  remember  which. 

Mr.  Littleton.  Do  you  know  in  what  way  their  loan  was 
secured  ? 

Mr.  Thoene.  Yes;  it  was  secured  principally  by  American 
Tobacco  securities.  I  do  not  know  whether  there  was  any 
Tennessee  CoaJ  &  Iron  in  it  or  not. 
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Mr.  Littleton.  Just  prior  to  the  panic,  was  there  a  loan 
your  Trust  Co.  to  support  which  there  were  put  up  a  considei 
number  of  shares  of  tiie  Tennessee  Coal  &  iron  Co.  ? 

Mr.  Thokne.  May  I  ask  you  this — do  you  mean  whether  t 
was  a  loan  with  the  Trust  Co.  that  additional  collaterals  wen 
up  to  strengthen? 

Mr.  Littleton.  Yes;  any  way  in  which  the  Tennessee  Cc 
Iron  stock  was  concerned. 

Mr.  Thoene.  That  is  not  correct.  The  loan  that  we  mac 
Moore  &  Schley  was  made  and  was  paid  off,  and  there  never 
any  change  in  the  collateral  during  tne  time  we  held  it.  In  c 
words,  we  never  asked  them  for  any  additional  collateral, 
never  needed  any  additional  collateral. 

Mr.  Littleton.  To  clear  up  that  question  finally,  was  t 
any  obligation  of  Moore  &  Schley  to  your  Trust  Co.  prior  tc 
panic,  or  prior  to  your  difficulties,  in  which  you  either  acqi 
or  demanded  additional  securities  1 

]VIr.  Thorne.  No,  sir. 

Mr.  Littleton.  Was  there  among  your  loans,  prior  to 
panic,  some  of  the  Tennessee  Coal  &  Iron  stock  ? 

Mr.  Thorne.  There  was. 

Mr.  Littleton.  Were  those  loans  of  Moore  &  Schley  ? 

Mr.  Thorne.  No,  sir. 

Mr.  Littleton.  They  were  other  loans  ? 

'Mi.  Thorne.    Other  loans. 

Mr.  Littleton.  How  much  of  the  Tennessee  Coal  &  Iron  s 
was  there  among  the  collaterals  of  your  Trust  Co.  ? 

Mr.  Thorne.  There  was  no  Tennessee  Coal  &  Iron  stock  an 
the  collaterals  of  the  Trust  Co.,  other  than  as  collaterals  to  lo 

Mr.  Littleton.  That  is  what  I  mean. 

Mr.  Thorne.  I  testified  to  that  in  detail  before  the  Senate  c 
mittee,  and  I  have  forgotten  the  exact  figures. 

Mr.  Gardner.  Your  testimony  was  that  $482,700  was  lo£ 
to  six  individuals. 

Mr.  Thorne.  That  is  correct.     (Hearings,  pp.  1654  and  16 

Schley  states  he  could  not  borrow  money  on  this  "pegged"  stock 
sole  collateral  and  that  it  was  simply  used  as  the  "sweetener"  ins 
of  his  loans  aggregating  $38,000,000  on  stocks  of  every  descript 
He  used  other  industrials  in  the  same  way  and  at  this  time  hac 
about  as  much  American  Tobacco  Co.  stock  as  Tennessee  Coal  &  I 

Mt;  Littleton.  Do  you  think  that  in  those  loans  that  Mi 
&  Schley  had  with  the  various  banks  there  was  any  more  ''. 
nessee  Coal  &  Iron  up  than  there  was  Tobacco  ? 

Mr.  Schley.  I  do  not  think  there  was  as  much  in  the  t( 
Yes;   there  was  more.     I  should  think  about  the  same,  or 
haps  a  little  more  Tennessee  than  Tobacco. 

Mr.  Littleton.  Substantially  the  same  ? 

Mr.  Schley.  Yes.     (Hearings,  p.  1088.) 

Out  of  an  indebtedness  of  $38,000,000  he  had  secured  not  to  ex( 
$6,000,000  or  $7,000,000  on  this  Tennessee  Coal  &  Iron.  "I  ca 
lated,"  says  Schley,  "50  per  cent;  50  per  cent  was  about  aU  thai 
coifid  average."     (Hearings,  p.  1054.) 
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Even  such  loans  as  were  "sweetened"  with  Tennessee  Coal  &  Iron 
stock  at  the  rate  of  50  cents  on  the  doUar  had  not  endangered  to  any 
extent  the  stability  of  the  Trust  Co.  of  America. 

Neither  the  solvency  of  the  Trust  Co.  of  America  nor  of  any  other 
bank  in  New  York  was  in  anyway  affected  by  the  presence  of  Tennessee 
Coal  &  Iron  stock,  sprinkled  through  its  collateral  as  a  sort  of  "sweet- 
ener." It  appears  from  the  testimony  of  Schley,  the  only  man  who 
was  using  this  stock  as  a  basis  of  credit,  that  it  was  in  no  instance  the 
sole  security  for  a  single  loan  in  aU  his  thirty-eight  or  forty  million 
dollars  of  indebtedness.  Yet  the  President  of  the  United  States  was 
led  to  beUeve  that  a  great  bank,  its  assets  gorged  with  these  indi- 
gestible securities,  was  about  to  coUapse  if  the  steel  company  did  not 
immediately  exchange  them  for  its  bonds. 

"Mr.  Frick  and  Judge  Gary  both  spoke  to  me,"  says  Col. 
Roosevelt,  "I  can  not  of  course  remember  who  it  was  that  ma4e 
any  given  statement,  and  I  can  not  pretend  at  this  time,  the 
events  being  nearly  four  years  in  the  past,  to  give  with  verbal 
accuracy  what  they  said — to  this  effect:  That  they  were  urged 
by  various  representatives  of  the  big  business  interests  in  New 
York  to  acquire  the  Tennessee  Coal  &  Iron  property,  because  the 
Tennessee  Coal  &  Iron  securities  were  assets  in,  I  think  they  only 
told  me,  one  big  trust  company — but  I  had  previously  been  in- 
formed that  there  were  two  such  trust  companies,  but  that  the 
Tennessee  Coal  &  Iron  properties  were  assets,  and  a  very  large 
proportion  of  the  assets,  of  a  certain  big  company  which  was 
threatened  with  failure — and  they  were  firmly  convinced  that  it 
would  fail  if  nothing  were  done,  because  those  securities  had  no 
market  value  at  the  moment."     (Hearings,  p.  1373.) 

The  run  on  the  Trust  Co..  of  America  had  occurred  in  October,  and 
at  the  time  Judge  Gary  and  Mr.  Frick  visited  the  President  was,  as  is 
testified  by  Mr.  Thome,  in  no  danger  or  trouble  whatever. 

The  President  was  advised  that  some  unknown  concern  was 
urgently  pressing  the  Steel  Corporation  to  take  over  its  assets.  After 
the  most  thorough  and  exhaustive  examination  of  every  witness 
thought  to  be  cognizant  of  the  details  of  this  transaction  subject  to 
the  subpoena  of  this  committee,  it  has  been  unable  to  ascertain  any 
bank  or  trust  company  in  the  city  of  New  York  which  ever  urged  the 
Steel  Corporation  to  take  over  the  Tennessee  Coal  &  Iron  Co.  as  its 
only  salvation  or  that  was  embarrassed  by  the  presence  of  the  Ten- 
nessee Coal  &  Iron  Co.  securities  among  its  assets.  Thome  expressly 
stated  that  his  bank  was  neither  helped  nor  hurt  by  this  merger.  It 
was  neither  a  bank  nor  a  firm,  but  a  single  individual,  a  stock  broker 
in  New  York  who  had  become  involved  by  using  in  the  stocks 
of  0.  H.  Payne  which  had  been  purchased  outright  and  left  in  his 
keeping,  and  in  the  stocks  of  the  Tennessee  Coal  &  Iron  Co.,  which 
had  been  "pegged"  and  tied  up  for  the  purpose  of  preventing  the 
very  speculation  in  which  he  was  indulging. 
64946°— H.  Kept  1127,  62-2 ^1? 
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It  appears  that  Scliley  had  never  borrowed  a  dollar  upon  this  s 
as  the  sole  security  and  that  he  could  not  borrow  one  dollar. 

Mr.  Littleton.  In  1905  and  1906  was  there  any  loan  wl 
supported  by  Tennessee  Coal  &  Iron  ? 

Mr.  Schley.  AV'ith  Moore  &  Schley  ? 

Mr.  Littleton.  Yes. 

Mr.  Schley.  I  do  not  know  of  any. 

Mr.  Littleton.  You  do  not  know  of  any? 

Mr.  Schley.  No. 

Mr.  Littleton.  And  was  it  your  practice  in  1905  and 
to  put  in  the  Tennessee  Coal  8c  Iron  stock  substantially  in 
manner  you  liavc  described  already,  as  a  part  of  the  30  per 
of  imlustrial  stock? 

Mr.  Schley.  Yos. 

Mr.  Littleton.  That  was  true  long  before  the  panic  ever  c 
on  '. 

Ml-.  Scin.EY.  That  was  true  of  all  our  indu.stiials.  (Hear: 
pp.  1063-1034.) 

Even  if  it  had  been  necessary  for  Mr.  Scldey  to  realize  immedis 
upon  the  Tennessee  Coal  &  Iron  stock  which  he  had  liypothece 
his  financial  distress  could  easily  have  been  relieved  by  the  Ur 
States  Steel  Corporation  without  the  absorption  of  the  Tennc 
Coal  &  Iron  Co.  This  Schley  unequivocally  ad  nits.  WTiat 
Schley  needed  was  not  the  removal  of  Tennessee  Coal  &  Iron  stock  1 
liis  loans,  hut  money  to  ■pay  his  dchts.  He  states  that  he  had  o 
stocks,  American  Tobacco  Co.  stocks,  Republic  Iron  &  Steel, 
any  number  of  other  industrials  which  were  to  a  greater  or  less  de 
unsalable,  just  as  the  Tennessee  Coal  &  Iron  stocks  were,  and 
exchange  of  the  steel  company's  bonds  for  any  of  these  stocks  w 
have  served  the  purpose  just  as  well. 

ilr.  Littleton.  Why  was  it  any  more  necessary  to  exchi 
the  stock  of  the  Tennessee  Coal  &  Iron  Co.  for  the  sinking-1 
bonds  of  the  Steel  Corporation  than  it  was  to  exchange  the  s 
of  the  Republic  Co.  or  any  other  of  the  industrials  which  for 
the  30  per  cent  of  these  loans,  and  get  in  exchange  somet 
like  the  United  States  sinking-fund  bonds,  as  you  did  to  n 
tiate  the  sale  of  the  Tennessee  Coal  &  Iron  stock  for  those  boi 

Mr.  Schley.  It  was  not.     (Hearings,  p.  1073.) 

The  Steel  Corporation  had  already  loaned  Schley  over  a  mi 
dollars  on  these  very  same  stocks,  and  they  had  the  same  authorii 
exchange  six  for  seven  millions  as  they  had  to  exchange  for  one. 

The  loan  of  four  or  five  mUlions  of  the  steel  company's  bonds, 
Mr.  Schley,  would  have  served  the  purpose  quite  as  well  as 
merger  of  the  company  of  which  he  was  syndicate  manager. 

Mr.  Littleton.  If  the  steel  company  would  lend  you 
$5,000,000  or  $6,000,000  which  it  is  said  in  the  record  they  w 
have  loaned,  and  which  you  said  would  have  made  you  haj 
that  would  have  made  you  happy? 

Mr.  Schley.  Yes,  sir.     (Hearings,  p.  1089.) 
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Judge  Gary  admits  this  could  be  done,  and,  what  is  more,  admits  it 
could  have  been  done  without  embarrassment  to  the  Steel  Corpora- 
tion. It  is  easy  to  understand  how  little  embarrassment  it  would 
have  caused  the  Steel  Corporation  since  the  second-mortgage  bonds 
which  were  exchanged  for  Tennessee  Coal  &  Iron  stock  were  treasury 
stock  in  the  vaults  of  the  Steel  Corporation,  and  by  the  exchange  of 
these  securities  the  Steel  Corporation  was  out  not  a  single  dollar  by 
this  transaction. 

Mr.  Littleton.  You  coidd  have  loaned  the  bonds  without  any 
embarrassment  to  the  Steel  Corporation,  could  you  not? 

Mr.  Gary.  We  could. 

Mr.  Littleton.  And  if  the  bonds  when  exchanged  were  the 
means  of  saving  Moore  &  Schley  they  would  have  been  just  as 
efficient  means  when  loaned,  would  they  not  ? 

Mr.  Gary.  They  would. 

Mr.  Littleton.  And  therefore  the  purchase  of  the  Tennessee 
Coal  &  Iron  Co.  would  have  been  wholly  unnecessary  in  that 
particular  view  of  it  ? 

Mr.  Gary.  I  should  think  so.     (Hearings,  p.  170.) 

If,  as  Mr.  Frick  maintained,  Tennessee  Coal  &  Iron  stock  was 
not  worth  more  than  60,  it  is  inconceivable  that  the  United  States 
Steel  Corporation  would  exchange  its  bonds  for  over  three  hundred 
thousand  shares  of  Tennessee  Coal  &  Iron  stock  at  par,  incurring 
loss  to  their  stockholders  of  over  twelve  millions  of  dollars,  when  the 
same  result  could  have  been  obtained  by  a  loan  of  five  million,  secured 
by  the  same  stock,  especially  in  view  of  the  fact  that  Judge  Gary  said 
they  had  the  authority  to  make  this  loan  and  that  they  could  have 
made  it  without  embarrassment,  and  that  they  had  already  turned 
over  to  Schley  over  a  million  dollars  of  bonds,  and  had  selected  these 
securities  out  of  all  the  stocks  of  Schley  as  the  most  desirable  indem- 
nity against  any  loss  resulting  from  the  exchange.  Judge  Gary  main- 
tains that  the  steel  company,  in  the  hope  of  staying  a  disastrous  panic 
and  securing  the  return  of  confidence  and  peace  to  the  community, 
incurred  a  financial  loss  and  submitted  to  unjust  persecution,  which 
they  anticipated  as  a  result  of  this  merger. 

The  value  of  the  Tennessee  Coal  &  Iron  Co.'s  stock  is  the  crux  of 
the  whole  controversy.  If  the  securities  of  this  company  were  not 
worth  more  than  thirty-five  or  forty  millions  of  dollars  to  the  Steel 
Corporation,  then  it  had  no  motive  in  refusing  to  relieve  the  necessi- 
ties of  Schley  without  the  surrender  of  his  stock  in  this  company;  and 
it  might  reasonably  be  maintained  that  the  "hammering"  of  his  firm 
in  the  street  and  that  the  run  on  the  bank  of  Oakleigh  Thorne  were 
m  no  way  inspired  or  encouraged  by  the  powerful  interests  behind  the 
Steel  Corporation.  If,  however,  this  concern  was  a  formidable  com- 
petitor, if  its  existence  threatened  the  supremacy  of  the  Steel  Corpora- 
tion in  the  South,  and  if  its  vast  holdings  were  infinitely  more  valuable 
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than  the  second  mortgage  bonds  by  which  they  were  obtained, 
the  Steel  Corporation  was  the  immediate  beneficiary  of  Sch 
embarrassment  and  would  have  been  an  eager  bidder  had  the  secui 
of  Oakleigh  Thorne  gone  under  the  hammer. 

Nobody  knew  better  than  the  directors  of  the  Steel  Corporatior 
actual  value  of  these  properties  to  the  Steel  Corporation.  In  a  si 
ment  to  their  stockholders  they  frankly  admit  the  great  value  of 
property. 

At  page  29  of  this  report  the  following  is  found : 

In  November,  1907,  the  corporation  acquired  a  majorit 
the  common  stock  of  the  Tennessee  Coal,  Iron  &  Railroad 
as  is  set  forth  in  detail  on  page  25  of  this  report.  The  pura 
was  made  during  the  financial  panic  of  October,  1907. 
parties  owning  or  controDing  a  majority  of  the  Tennessee  ( 
stock  offered  the  same  to  the  corporation  on  terms  w^ 
were  satisfactory  both  as  to  price  and  manner  of  paym 
The  purchase  of  the  property  promises  benefit  to  the  co 
ration  and  also  aidea  promptly  and  materially  in  relic 
the  financial  stress  at  the  time  existiag.  The  Tennessee  p 
erty  is  very  valuable.  Its  mineral  resources  are  large, 
location  of  the  iron-ore  and  coal  deposits  in  the  immed 
proximity  of  the  manufacturing  plants  enables  the  productio 
iron  at  reasonable  cost.  It  is  beheved  the  lines  of  busines 
the  Tennessee  Co.  can  be  materially  extended.  (Heari 
p.  1133.) 

At  the  time  of  this  transaction  Mr.  Gates  in  a  published  inten 
said: 

As  to  the  purchase  of  the  Tennessee  Coal,  Iron  &  Eailroad 
by  the  United  States  Steel  Corporation,  the  steel  men  got 
best  property  in  the  country,  and  at  a  bargain  price.  I  re| 
it  as  a  sacrifice  of  stock  worth  a  great  deal  more  than  the  i 
chase  price.  I  did  not  want  to  sell  my  stock,  but  had  to  fo 
the  crowd.  Had  Tennessee  stock  been  thrown  on  the  markc 
would  have  been  better  off,  as  I  could  have  increased  my  h 
ings  at  a  low  price.  The  iron-ore  and  coal  deposits  of  the  1 
nessee  Co.  are  worth  many  times  more  than  the  entire  cost  of 
property  to  the  Steel  Corporation.     (Hearings,  p.  10.) 

When  questioned  as  to  the  accuracy  of  this  statement,  Mr.  G 
rephed: 

That  I  would  be  willing  to  make  an  affidavit  to  to-day,  in 
opinion;  it  is  purely  an  opinion. 

If  Col.  Roosevelt  believed  that  this  property  was  purchased  i 
loss  to  the  Steel  Corporation,  it  could  only  have  been  due  to  an  a 
lute  lack  of  any  accurate  information  with  reference  to  the  exten 
value  of  the  Tennessee  Coal  &  Iron  Co.'s  holdings. 

The  New  York  Sun,  on  November  7,  1907,  said: 

The  acquisition  of  the  (Tennessee)  company  is  particul 
advantageous  to  the  Steel  Corporation,  because  of  the  iron 
and  coal  properties  that  go  with  it.     With  the  Great  Nortl 
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and  Northern  Pacific  ore  lands  acquired  last  year,  together  with 
the  previous  holdings,  the  Steel  Corporation  now  has  iron-ore 
deposits  estimated  at  approximately  2,400,000,000  tons,  of 
which  approximately  700,000,000  tons  come  with  T.  C.  &  I. 
(Hearmgs,  p.  1129.) 

Mr.  John  Moody,  writing  for  Public  Opinion,  October  16, 1908,  said: 

The  possibilities  of  the  Tennessee  property  and  the  value  of 
its  raw  materials  are  so  gigantic  that  even  if  it  were  producing 
nothing  at  the  present  time  it  would  have  been  the  best  bargain 
at  $45,000,000  that  the  Steel  Corporation  or  any  other  concern 
or  individual  ever  made  in  the  purchase  of  a  piece  of  property. 

The  Steel  Corporation,  15  months  ago,  entered  into  a  lease 
with  the  Great  Northern  Kailway  interests  whereby  it  has  the 
right  to  mine  at  so  much  per  ton  the  vast  ore  deposits  of  the 
Great  Northern  properties.  The  Steel  Corporation  agreed  to  pay 
to  the  Great  Northern  people  $1.65  per  ton  for  this  ore,  and 
transport  a  portion  of  the  ore  over  the  Great  Northern  tracks  at 
a  specified  rate.  The  Great  Northern  ore  bodies  are  estimated 
to  contain  about  500,000,000  tons  of  good  ore,  which,  if  all 
mined  and  taken  by  the  Steel  Corporation  at  $1.65  per  ton. 
would  make  an  ultimate  cost  to  the  Steel  Corporation  of  about 
$850,000,000,  without  considering  cost  of  transportation,  etc, 
As  stated  in  the  Steel  Corporation  report  for  the  year  1906,  this 
contract  was  looked  upon  as  a  good  one  from  the  standpoint  of 
the  Steel  Corporation. 

The  object  in  giving  the  foregoing  details  is  to  bring  out  a  vivid 
comparison  of  the  Great  Northern  deal  with  that  made  last 
winter  in  the  acquisition  of  the  Tennessee  Coal  &  Iron  Co.  The 
Great  Northern  properties,  containing  probably  500,000,000  tons 
of  ore,  will  ultimately  cost  the  Steel  Corporation  about 
$850,000,000;  but  the  Tennessee  Coal  &  Iron  properties,  which 
are  of  far  more  value  than  the  Great  Northern  properties  prob- 
ably ever  can  be,  cost  the  Steel  Corporation  only  $45,000,000. 

To  demonstrate  the  foregoing  statements,  let  reference  be  had 
to  the  following  from  the  annual  report  of  the  Tennessee  Coal  & 
Iron  Co.  for  the  year  ending  December  31,  1904.  In  that  report 
Mr.  Bacon,  the  chairman  of  the  board,  said : 

"Early  in  the  summer  of  1904  a  committee  of  appraisers  was 
appointed,  representing  the  Sloss-Sheffield  Steel  &  iron  Co.,  the 
Republic  Iron  &  Steel  Co.,  and  this  company,  to  estimate  the 
amount  and  quahty  of  the  coal  and  iron  ore  owned  by  each  com- 
pany. An  examination  covering  several  months  was  conducted, 
as  the  result  of  which  a  report  signed  by  every  member  of  the 
committee  was  submitted,  showing  that  this  company  owns  in 
fee  over  395,000,000  tons  of  red  ore,  of  which  381,000,000  tons 
are  graded  as  first  class,  10,177,000  tons  of  brown  ore,  and  over 
1,623,000,000  tons  of  coal,  of  which  809,112,000  tons  are  coking 
coal.  In  the  coking  coal  is  included  300,000,000  tons  of  Cahaba 
coal,  which  is  unexcelled  in  the  South  for  steam  and  domestic 
purposes,  and  conunands  the  highest  market  price  of  any  grade 
of  coal  in  the  district.  The  men  in  charge  of  our  iron  mines  esti- 
mate the  holdings  of  iron  ore  of  the  company  to  be  still  la-rger, 
viz,  of  first-class  red  ore,  over  450,000,000  tons;  of  second-class 
red  ore,  over  95,000,000  tons;  and  of  brown  ore,  16,900,000  tons." 
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From  the  above  it  will  be  seen,  figuring  the  first-class  ore 
low  an  amount  as  $1  per  ton,  that  the  valuation  for  that  ale 
$395,000,000.  If  we  disregard  the  aggregate  estimate  of  coa 
simply  take  the  estimate  for  coking  coal  at  as  low  a  figui 
50  cents  per  ton,  we  get  a  valuation  of  $400,000,000  more 
very  conservative  estimate  of  the  values  of  the  ore  and 
deposits  of  the  Tennessee  Coal  &  Steel  Co.  at  the  present  tii 
hardly  less,  in  all  probability,  than  $1,000,000,000. 

Now,  as  far  back  as  1901  Mr.  Schwab  made  the  statement 
the  coking  coal  deposits  of  the  Steel  Corporation  were  of 
value,  because  of  the  fact  that  coking  coal  of  the  land  neede 
blast  furnaces  was  rapidly  growing  scarce,  and  that  in  a 
years  there  would  probably  be  no  more.  He  disregarded 
Tennessee  properties,  undoubtedly,  but  by  this  great  acquis 
the  Steel  Corporation  has  been  put  in  a  position  where  it 
have  no  concern  for  the  future  as  far  as  coking  coal  is  concei 
In  fact,  the  acquisition  of  the  Tennessee  Coal  &  Iron  Co.,  i 
from  being  a  business  stroke  of  enormous  direct  profit,  has 
the  effect  of  rounding  out  and  completing  the  control  by  the 
poration  of  the  ore  and  coking-coal  supplies  of  the  country. 

That  acquisition  is  of  more  value  to  the  Steel  Trust,  and 
be  in  the  future  in  many  ways,  than  its  holdings  of  Lake  Sup 
ores,  both  because  of  location  and  because  of  general  chars 
and  quality  of  the  deposits. 

It  is  well  known  that  the  Tennessee  iron-ore  deposits  are 
best  in  the  world  for  making  pig  iron;  and  the  cost  of  pro 
tion  and  manufacture  of  iron  products  in  that  section  is  cons; 
ably  less  than  is  thQ  case  in  the  Great  Northern  ore  bo 
Therefore  it  can  be  easily  demonstrated  that  the  acquisitio 
this  property  for  $45,000,000  added  an  almost  unheard  of  \ 
to  the  equity  back  of  the  Steel  Corporation  stocks. 

Many  people  have  wondered  and  are  still  wondering  wh; 
the  face  of  temporarily  poor  earnings  and  in  the  face  of  f 
agitation,  the  Steel  Corporation  stocks,  both  common  and 
ferred,  have  been  steamly  rising  since  last  December,  and 
now  almost  at  the  highest  figures  of  their  history.  The  1 
going  demonstration  certainly  accounts  for  it. 

If  it  were  not  for  the  danger  involved  in  tariff  agitation. 
Steel  Corporation  common  stock  would  probably  be  selling  to 
at  riearly  double  its  present  value.  In  other  words,  instea 
having  a  market  price  of  $45  per  share,  a  total  market  vak 
about  $220,000,000,  it  would  be  selling  in  the  neighborhoo 
$90  per  share,  with  a  total  market  value  of  $450,000,000. 
could  easily  reach  this  point  in  spite  of  the  fact  that  the  corp 
tion  may  not  pay  any  larger  dividends  for  several  years  to  c( 

The  appraised  value  in  1904  of  the  Tennessee  company's  p 
erties,  as  quoted  above,  was  that  of  a  thoroughly  impartial 
unanimous  board.  This  appraisal  must  have  been  kiiowi 
Mr.  Morgan  and  the  rest  of  his  party  when  the  property 
taken  over  by  the  Steel  Trust  at  the  absurdly  low  price 
paid.  If  they  checked  the  panic  by  this  transaction,  they 
it  by  taking  a  few  dollars  out  of  one  pocket  and  putting  mill 
-into  another.     (Hearings,  pp.  1130-1131.) 
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It  appears  that  the  Steel  Corporation  was  anxious,  not  without 
cause,  that  the  public  should  know  the  extent  to  which  the  actual 
values  of  its  own  iaflated  stocks  had  been  increased  by  the  acquisi- 
tion of  its  great  competitor.  Mr.  Frank  A.  Munsey,  editor  of  Munsey's 
Magazine,  was  given  access  to  the  records  of  the  Steel  Corporation 
in  order  that  he  might  publish  a  fuU  and  accurate  inventory  of  its 
vast  properties.  When  before  the  Ways  and  Means  Committee 
Judge  Gary  was  questioned  as  to  the  accuracy  of  this  article.  Judge 
Gary  said: 

This  is  the  result  of  an  independent  examination  by  ]\dj. 
Munsey  concerning  the  value  of  our  properties.  He  gives  the 
properties  in  detail,  and  his  valuation,  and  if  anything  I  would 
say  that  it  is  a  little  too  high,  but  it  is  not  very  much  too  high, 
and  certainly  properties  could  not  be  reproduced  for  anything 
like  that;  in  fact,  it  would  be  impossible  to  reproduce  them  at 
any  price,  perhaps  some  of  them.     (Hearings,  p.  1132.)  * 

"The  Tennessee  Coal  &  Iron  Co.,"  says  Mr.  Munsey,  "is  entered 
as  a  separate  item  in  this  inventory.  Its  ore  and  coal  and  mills 
and  furnaces  and  other  properties  are  not  included  in  the  other 
classifications.  This  company  is  put  in  at  an  estimated  value  of 
$50,000,000,  which  is  somewhat  more  than  the  Steel  Corporation 
paid  for  it,  but  probably  a  much  smaller  sum  than  it  is  worth  to 
the  Steel  Corporation.     Its  chief  value  lies  in  its  coal  and  ore 

Eroperties.  Its  ore  is  estimated  at  700,000,000  tons.  It  is  not  as 
ign  grade  ore  as  the  northern  ore,;  but  assuming  that  it  is  worth 
15  cents  per  ton,  it  alone  would  amount  to  $]  05,000,000.  Its  coal 
is  estimated  at  about  a  billion  tons,  which  at  10  cents  a  ton 
would  be  $100,000,000.  From  the  fact  that  the  known  supply 
of  ore  in  the  country  is  limited,  it  may  be  worth  two  or  three 
times  this  price.  There  is  no  way  of  telling  just  what  it  is 
worth.     But  as  a  guide  to  the  value  of  ores,  we  may  take  the 

J  rice  fixed  upon  for  the  Great  Northern  ores  between  James 
.  Hill  and  the  Steel  Corporation.  The  Great  Northern  Rail- 
road and  the  Northern  Pacific  had  vast  lioldings  of  iron  ore 
in  the  Messabe  Range,  and  after  many  months  of  negotiation  the 
Steel  Corporation  entered  into  a  contract  a  year  ago  to  take  all 
this  ore  at  a  certain  price  per  ton,  the  price  to  be  advanced  each 
year  over  the  preceding  year  3.4  cents.  The  first  year's  price, 
which  covered  the  year  1907,  was  85  cents  a  ton.  This  year  it  is 
88.4  cents  a  ton.  On  this  basis  the  price  will  soon  bo  o-^-er  a  dollar 
a  ton,  and  the  average  cost  for  the  entire  supply  will  be  consider- 
ably in  excess  of  that  figure.  And  this  ore  is  supposed  to  be  of  a 
lower  grade,  as  a  whole,  than  the  ore  owned  by  the  United  States 
Steel  Corporation,  which  in  this  inventory  has  been  conserva- 
tively— ultraconservativelv — figured  at  60  cents  a  ton.  If  the 
Hill  ore  is  worth  over  a  dollar  a  ton,  the  ore  of  the  Steel  Corpora- 
tion is  worth  quite  as  much,  and  even  more,  as  it  is  of  a  better 
grade.  And  these  prices  of  this  Northern  Pacific  ore  have  an 
important  bearing  on  the  ore  properties  of  the  Tennessee  Coal  & 
Iron  Co.  I  should  think  that  Mr.  Charles  M.  Schwab  is  as  good 
an  authority  as  there  is  in  the  world  on  the  value  of  iron  ore.  He 
said  to  me  two  or  tliree  days  ago  that  the  ore  holdings  of  the  Steel 
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Corporation  were  easily  worth  a  dollar  a  ton,  and,  in  fact,  m 
safely  and  conservatively  be  regarded  as  worth  still  more,  for 
reason  that  they  can  not  be  duplicated.  (Hearings,  pp.  ] 
and  1132.) 

It  is  the  opinion  of  a  majority  of  the  Senate  committee,  to  w] 
reference  has  previously  been  made,  that— 

To  sum  the  matter  up  briefly,  we  think  the  property  is  i 
valuable,  worth  probably  several  hundred  million  dollars, 
that  among  the  larger  benefits  which  the  Steel  Corporation  der 
from  the  merger  are  the  control  of  the  open-hearth  output  of  £ 
rails,  the  ultimate  control  of  the  iron-ore  supply  of  the  couu 
the  practical  monopoly  of  the  iron  and  steel  trade  of  the  Soi 
and  the  elimination  of  a  strong  and  growing  competitor.  (H 
ings,  p.  1134). 

Judge  Gary  maintaius  that  the  ores  in  the  Birmingham  region 
incomparably  less  valuable  than  the  ores  of  the  Lake  Superior  reg 
It  is  true  that  the  Lake  Superior  ores  contain  a  much  higher  perc 
age  of  iron  than  the  southern  ores,  Superior  ores  running  from  5i 
60  per  cent  of  iron.  The  value  of  iron  ores,  however,  can  nol 
determined  arbitrarily  by  the  per  cent  of  iron  which  they  cont 
The  facihty  for  assembhng  them  and  the  percentage  of  lime  in 
ores  is  as  essential  a  factor  in  determining  value  as  the  iron  cont 
An  expert  knowledge  of  the  subject  is  not  necessary  to  an  understs 
ing  of  the  uselessness  of  such  an  arbitrary  classification. 

Ores  have  no  other  value  than  the  production  of  iron,  and  that 
is  most  valuable,  of  course,  which  can  be  most  easUy  and  che£ 
converted  into  pig  iron  at  some  point  where  there  is  a  market  fo 
All  Lake  Superior  ores  must  be  mixed  with  limestone  before  t 
can  be  smelted.  Roughly  speaking,  25  parts  of  limestone  musi 
quarried  and  transported  to  the  blast  furnace  and  there  mixed  \ 
each  100  parts  of  iron  ore  before  the  same  can  be  "fluxed"  prope 
The  percentage  of  iron  in  this  "fluxable  mixture"  is  necessa 
reduced  ia  proportion  to  the  amount  of  hmestone  that  is  added  t( 
The  Lake  Superior  ores  contain  no  limestone.  In  the  Birmingl 
district  nature  has  to  a  great  extent  reheved  the  furnace  man  of 
labor  and  expense  incident  to  the  mining  and  mixing  of  limesl 
with  iron  ores.  A  great  part  of  the  Birmingham  ores  are  know: 
"self-fluxing"  ores.  This  is  explained  by  Mr.  Perrin  and  ! 
Grasty  in  their  testimony  before  this  committee. 

The  Chairman.  Are  any  of  these  ores  self-fluxing  ores  ? 
Mr.  Peein.  Most  of  the  ores  of  the  second  and  fliird  class 
self-fluxing. 

The  Chairman.  What  do  you  mean  by  self-fluxing  ores  ? 
Mr.  Perin.  In  my  previous  dissertion  on  iron  smelting 
referred  to  this  sandy  material,  this  sihceous  material,  whic 
known  as  an  acid,  and  which  has  to  have  added  to  it  a  b 
These  ores  carry  a  base  in  the  shape  of  limestone  which  will  1 
care  of  the  acid  material  which  the  ores  cany  with  it.     In  o 
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words,  when  you  mine  a  ton  of  iron  ore  you  also  mine  enough 
limestone  to  take  care  of  the  earthy  material  contained  in  me 
iron. 

The  Chairman.  And  where  they  are  found  mixed  together  by 
nature,  you  mine  both  at  the  same  time;  and  if  they  are  not 
mixed  together  by  nature,  you  must  mine  them  at  separate 
times  ? 

Mr.  Peein.  Yes. 

The  Chaieman.  Now,  for  example,  say  you  have  the  highest 
grade  Bessemer  ore — 60  per  cent  u-on — how  much  hmestone  do 
you  put  with  that — 25  per  cent  approximately  ? 

Mr.  Peein.  Assuming  the  same  type  of  fuel  is  used 

The  Chaieman  (interposing).  Yes;  I  mean  taking  the  same 
character  of  fuel. 

Mr.  Peein.  Suppose  we  take  standard  Connellsville  coke  in 
each  case,  you  use  approximately  a  quarter  of  a  ton  of  limestone. 

The  Chaieman.  Using  the  same  smelting  material,  the  same 
coke,  in  2,000  pounds  of  material,  you  would  have  1,500  pounds 
of  ore  and  500  pounds  of  limestone  ? 

Mr.  Peein.  Approximately.     (Hearings,  p.  982.) 

Mr.  Geasty.  You  mean,  as  I  understand  you,  that  the  Lake 
Superior  ore,  while  much  higher  in  metallic  content  than  the 
southern  ore,  when  the  limestone  is  added  for  fluxing  it,  as  a 
matter  of  fact  you  really  reduce  the  percentages  of  iron,  because 
you  add  two  things,  you  mix  it  together,  and  you  consequently 
reduce  the  percentage  of  iron. 

The  Chaieman.  In  other  words,  it  is  not  scientifically  correct 
to  say,  for  the  purpose  of  making  iron,  that  those  limy  ores  in 
this  district  are  33i  per  cent  iron  and  leaving  the  furnace  there 
is  66f  per  cent  of  useless  material  in  the  malong  of  iron  ? 

Mr.  Geastt.  No. 

The  Chaieman.  If  you  have  to  have  20  per  cent  of  limestone 
put  in  the  furnace  to  fuse  the  Superior  ore,  it  is  just  as  much  an 
essential  part  of  the  iron-making  material  as  the  iron  itself,  or 
the  coke  ? 

Mr.  Geasty.  It  is;  yes.     That  point  is  well  taken,  I  think. 

The  Chaieman.  And,  if  I  understand  you,  you  have  to  mix 
this  iron  artificially  with  Superior  ores  ? 

Mr.  Geasty.  Yes. 

The  Chaieman.  How  much  limestone  do  you  have  to  put  in 
the  furnace  with  a  ton  of  Superior  ore  ? 

Mr.  Geasty.  I  don't  know  about  that;  I  think  about  one- 
quarter.     I  am  not  positive  at  all.     I  can  not  tell  you  exactly. 

The  Chaieman.  About  25  per  cent. 

Mr.  Geasty.  Yes. 

The  Chaieman.  How  much  do  you  have  to  put  with  your  limy 
ore? 

Mr.  Geasty.  Sometimes  a  very  small  quantity;  sometimes 
none  at  all. 

The  Chaieman.  Over  10  per  cent  ? 

Mr.  Geasty.  No;  I  should  say  not. 

The  Chaieman.  Then  you  can  put  in  15  per  cent  more  ore  into 
the  furnace  of  the  same  size  when  using  Birmingham  ore  than 
you  can  a  furnace  of  the  same  size  where  you  use  Superior  ores  ? 

Mr.  Geasty.  Roughly;  yes.     (Hearings,  p.  5320.) 


202       INVESTIGATION  OF  UNITED   STATES  STEEL  COEPOEATION. 

It  will  be  seen  from  the  testiniony  of  these  experts  that  a  "fluxi 
mixture,"  artificially  made  by  the  commingling  of  50  per  cent  Supei 
ore  and  hmestone,  is  in  its  iron  content  the  exact  equivalent  of 
"self -fluxing"  Birmingham  ore  containing  40  per  cent  of  iron. 

As  has  been  shown,  these  ores  meet  a  still  more  practical  t< 
That  is,  the  raw  materials  essential  to  the  making  of  a  ton  of  pig  i 
can  be  assembled  and  smelted  at  Birmingham  for  from  three  to  f( 
dollars  less  per  ton  than  at  Pittsburgh.  The  Steel  Corporation  ] 
capitalized  its  ore  deposits  at  a  valuation  of  $700,000,000.  It  ma 
tains  that  these  ores  are  worth  from  40  to  60  cents  a  ton  at  the  low 
estimate.  The  committee  places  no  such  value  upon  the  Lake  Super 
ore.  Assuming  that  the  estimates  made  by  Nelson  and  other  c 
interested  holders  of  iron  ore  in  the  Lake  Superior  region  are  corre 
that  Superior  ores  containing  50  per  cent  of  iron  are  worth  not 
exceed  10  cents  per  ton,  then  the  Birmingham  ores,  containing  40  ] 
cent  of  iron,  are  as  valuable  for  all  practical  purposes.  Assuming  that  i 
Tennessee  Coal  &  Iron  Co.'s  holdings  are  only  worth  half  that  amou 
even  at  5  cents  per  ton  the  700,000,000  tons  of  ore  held  by  this  co 
pany  are  worth  all  that  the  entire  property  cost  the  Steel  Corporati( 
to  say  nothing  of  1,600,000,000  tons  of  coal,  the  Birmingham  South( 
Railroad,  and  $11,000,000  in  blast  furnaces,  steel  mills,  and  otl 
improvements.  The  contention  of  the  Steel  Corporation  that  it  tc 
over  this  property  at  a  distinct  loss  is  absolutely  untenable. 

The  President  was  advised  that  the  Steel  Corporation  control 
not  exceeding  60  per  cent  of  the  business  and  was  determined  not 
increase  that  control. 

The  President  seems  to  have  regarded  the  United  States  St 
Corporation  simply  in  the  light  of  a  manufacturer  of  finished  matei 
and  never  to  have  considered  the  extent  of  its  holdings  of  raw  ma 
rial  or  the  eflFect  of  that  holding  upon  the  steel  industry. 

The  Chairman.  Col.  Roosevelt,  you  say  they  told  you  that 
would  not  increase  their  output,  their  control  of  finished  a 
semifinished  product,  over  4  or  5  per  cent.  Did  I  understa 
you  correctly? 

Mr.  Roosevelt.  I  would  be  unable  to  say  whether  they  us 
the  words  "output"  or  "fin:shed  product."  Exactly  what  v 
the  expression  that  I  used  in  my  letter  to  Mr.  Bonaparte  as 
the  proportion  of  the  holdings? 

Mr.  Bartlett.  "Control,"  I  think  it  was. 

Mr.  Roosevelt.  The  statement  was  made  generally  that  th 
policy  had  been  to  have  less  than  60  per  cent  of  the  total  st 
holdings  in  the  country.  I  am  a  little  doubtful.  You  see  i1 
four  years  ago,  Mr.  Stanley.  My  memory  is  that  they  said  t 
would  not  increase  their  hold'ngs  to  more  than  60  per  cent;  a 
that  some  other  information  at  the  time  was  given  me  to  1 
effect  that  it  would  change  it  from  58  to  62  per  cent,  but  1 
difference  was  trival.  • 
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The  Chairman.  Four  or  five  per  cent  ? 

Mr.  Roosevelt.  Four  or  five  per  cent;  sometlimg  like  that. 

The  Chairman.  Was  it  your  impression  from  what  they  said 
that  they  were  buying  some  steel  nulls  in  Alabama  belonging  to 
the  Tennessee  Coal  &  Iron  Co. — plants  ? 

Mr.  Roosevelt.  That  they  were  buying  the  Tennessee  Coal  & 
Iron  plant. 

The  Chairman.  Plant.  Did  they  say  anything  to  you  about 
the  ore  properties  that  they;  were  buying  at  that  time  ? 

Mr.  Roosevelt.  They  did  not  go  into  detail  at  all.  (Hear- 
ings, p.  1379.) 

The  corporation's  control  over  the  iron  and  steel  industry  can  not 
be  measured  by  its  output  of  finished  material.  If  this  corporation 
with  its  present  ore  holdings  and  its  transportation  facilities  should 
divest  itself  of  aU  the  finishing  nulls  it  now  holds,  its  mastery  of  the 
business  and  its  control  of  prices  would  not  be  appreciably  affected. 
In  any  effort  to  ascertam  the  effect  upon  the  iron  and  steel  industry 
by  the  absorption  of  the  Tennessee  Coal  &  Iron  Co.,  it  is  as  futile  to 
discuss  the  value  of  its  blast  furnaces  and  rolling  mills  as  it  would  be  to 
make  an  inventory  of  the  approximate  cost  of  the  blacksmith  shops  on 
the  Mesabi  Range.  AU  the  raw  material  in  the  Birmingham  district, 
with  the  exception  of  from  2  to  5  per  cent,  were  held  by  steel  com- 
panies. The  only  way  to  get  a  foothold  in  this  district  was  to  absorb 
some  existing  concern.  The  Steel  Corporation  had  no  holdings  in 
that  whole  southern  region.  It  was  the  ore  and  the  coal  that  the 
Steel  Corporation  needed  and  it  was  the  ore  and  the  coal  that  it  was 
after,  and  yet  in  their  conference  with  the  President  the  real  transac- 
tion was  never  mentioned,  and  after  his  interview  with  Messrs. 
Gary  and  Frick,  as  evidenced  by  Col.  Roosevelt's  statement  before 
this  committee,  he  was  still  under  the  impression  that  the  Steel  Cor- 
poration had  bought  some  "plants"  in  the  Birmingham  district. 

It  is  surprising  that  the  Steel  Corporation's  rapid  and  extended 
control  over  natural  resources  had  up  to  this  time  entirely  escaped  the 
attention  of  the  President.  Any  investigation  of  this  corporation's 
affairs,  however  casual,  would  have  revealed  it.  In  the  report 
recently  issued  by  the  Commissioner  of  Corporations  this  company  is 
expressly  charged  with  a  monopoly  of  the  ores  and  transportation 
facilities  in  the  Lake  Superior  district,  and  the  use  made  of  that 
monopoly  is  unequivocally  condemned. 

Mr.  F.  J.  MacRae,  in  his  report  to  this  committee,  has  filed  a  list  of 
documents  furnished  by  the  Steel  Corporation  to  the  Commissioner  of 
Corporations  covering  over  70  printed  pages.  Judge  Gary  testifies 
that  the  Government  was  furnished  with  tons  of  data  covering  every 
detail  of  their  business  and  at  an  expense  of  several  hundred  thousand 
dollars.  Among  other  thin^,  it  is  manifest  that  the  Bureau  of 
Corporations  was  advised  as  to  the  location  and  extent  of  the  mines 
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and  ore  holdings  of  the  Steel  Corporation.  It  appears  that  the  C 
missioner  of  Corporations  had  been  investigating  this  company  si 
1896.  On  June  26,  1906,  at  a  meeting  of  the  executive  commit 
at  which  Messrs.  Gary,  Frick,  Rogers,  Morrison,  Perkins,  Conve 
Gayley,  Hughitt,  J.  D.  Rockefeller,  jr.,  Corey,  Baker,  Natha 
Thayer,  and  Griscom  were  present,  Judge  Gary  made  the  follov 
statement: 

At  the  last  session  of  Congress  a  resolution  was  passed 
both  Houses  asking  the  commissioner  to  investigate  the  Uni 
States  Steel  Corporation.  The  commissioner  did  not  pay 
attention  to  that  resolution;  but  soon  after  Congress  adjour 
he  appeared  at  this  office  and  stated  that  he  believed  it  ' 
his  duty  to  know  the  general  purposes  in  detail  of  our  bwsin 
about  our  corporation,  its  capital  stock,  its  liabUities,  its  ass 
the  amount  of  its  business,  the  costs  of  production,  and 
methods  generally.  After  considering  the  question  very  c; 
fuUy  our  finance  committee  seemed  to  think  that  it  was  g 
pohcy,  and,  perhaps,  advisable,  to  aid  the  commissioner 
making  his  investigation;  and  the  investigation  has  been  gc 
on  more  or  less  since  that  time.  As  stated,  however,  by 
deputy  commissioner,  we  decided  to  furnish  the  informal 
that  was  requested  at  our  own  expense  and  by  our  own  lal 
The  questions  which  have  been  asked  are  very  numerous,  v 
searching,  and  very  comprehensive,  and  we  have  undertaker 
answer  these  questions  in  detail.  They  involve  a  great  dea 
labor  on  the  part  of  our  officials,  and  of  the  subsidiary  compai 
particularly — so  much  so  that,  with  respect  to  many  subje 
the  representatives  of  the  department  have  said  that  they  wc 
not  have  the  time  to  go  over  it  if  we  went  further  into  detai 
covered  a  longer  period. 

I  am  making  this  explanation  because  you  are  interested  i 
and  because  you  may  be  more  or  less  disturbed  without  reas 
The  finance  committee  has  been  in  close  touch  with  the  ma 
all  the  time.  We  have  been  ia  frequent  and  almost  const 
communication  vsdth  Commissioner  Garfield,  and  more  or  less  v 
the  President  himself,  concerning  these  matters.  Up  to  c 
they  have  made  no  complaint  of  us  whatever;  but  we  do 
know  any  better  than  you  do  what  may  be  the  future.  We 
trying  to  be  frank  and  accommodating  to  the  department,  i 
we  suppose  we  have  an  understandmg  that  we  will  not 
unnecessarily  injured  and  that  we  wiU  not  be  wronrfuUy  char 
without  havmg  an  opportunity  to  show  the  facts.  We  have  s 
nothing  to  show  us  that  we  need  anticipate  any  trouble.  Qi 
Hkely  in  some  respects  we  may  be  traveling  very  near  the 
between  propriety  and  impropriety.     (Hearings,  pp.  3885-38: 

Having  already  obtained  control  of  the  Lake  Superior  ores 
was  vitally  important  that  this  concern  above  all  others  should 
preempt  the  only  other  supply  of  available  ores  on  the  contin 
In  this  case,  however,  the  President  did  not  ask  nor  did  the  C 
missioner  of  Corporations  proffer  any  information  whatever. 
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As  to  the  contention  that  the  President  and  the  Steel  Corporation 
prevented  "  a  general  industrial  'smash-up/  "  it  is  stoutly  maintained 
by  Col.  Eoosevelt  and  by  Judge  Gary  that  the  advantage  in  the 
"sweetening"  of  Grant  B.  Schley's  obhgations — that  is,  the  substitu- 
tion of  steel  bonds  for  Tennessee  Coal  &  Iron  stock  in  about  six  or 
seven  million  out  of  thirty-eight  million  dollars  of  loans — ^prevented  the 
most  disastrous  panic  of  recent  times.  Col.  Roosevelt  when  before  this 
committee  graphically  describes  the  terrific  financial  cataclysm  in 
which  he  played  so  conspicuous  a  part: 

Mr.  Littleton.  I  am  endeavoring  to  find  out  how  accurately 
and  truthfully  the  real  situation  in  the  Street  was  represented  to 
you,  and  how  truthful  it  was,  that  it  was  necessary  to  have  these 
exchanges  of  stock  in  order  to  save  that  situation. 

Mr.  Roosevelt.  Now,  Mr.  Littleton,  I  can  answer  you  right 
away  that  I  was  then  thoroughly  satisfied,  and  the  after  events 
made  me  even  more  thoroughly  satisfied,  that  what  was  done 
was  necessary  to  save  the  situation;  that  the  panic  would  have 
spread  and  very  great  disaster  occurred  if  exactly  what  was  done 
had  not  been  done.  A  good  many  of  the  questions,  Mr.  Littleton 
and  Mr.  Stanley,  that  you  are  offering  are  requiring  me  to  search 
the  hidden  domain  of  motive  of  Mr.  Frick  and  Mr.  Gary.  I  never 
supposed  that  they  were  going  to  take  action  that  would  be 
damaging  to  themselves,  for  I  would  have  been  exceedingly  sure 
they  would  have  gotten  no  gratitude  for  taking  such  action  if 
they  had  taken  it.  My  feeling  toward  them  was — I  can  illus- 
trate it  by  two  similies.  I  have  spoken  of  a  sailboat  already.  If 
it  is  necessary  to  haul  on  a  rope  on  a  boat  in  order  to  prevent  the 
boat  from  gomg  over,  I  welcome  the  help  of  any  husky  individual 
that  hauls  and  I  do  not  care  whether  he  is  hauling  from  altruistic 
motives  about  me  or  to  save  his  own  skin.  I  want  him  to  pull 
hard  on  the  rope.    That  is  all  I  want. 

Again,  if  a  fire  is  coining  down  a  row  of  buildings,  I  expect 
the  man  on  the  end  of  the  row  to  join  in  and  help  put  out  the 
fire  farther  up  the  row,  partly,  I  hope,  because  he  feels  kindly 
toward  the  threatened  people,  and  also  because  if  the  fire  spreads 
it  win  burn  his  own  bmlding.  But  I  do  not  ask  him  to  analyze 
the  extremely  mixed  motives  which  made  him  come  forward  and 
help  put  out  that  fire.  I  want  him  to  help  put  out  the  fire. 
That  is  all. 

Mr.  Littleton.  Taking  the  first  simUie,  Col.  Roosevelt,  the 
only  apprehension  that  the  evidence  would  create  in  the  minds 
of  any  persons  hearing  and  reading  regarding  the  pulling  on  the 
rope  would  be  this:  Whether  or  not  the  pulling  was  on  a  rope 
which  was  actually  attached  to  the  sail  or  whether  it  was  one  of 
the  guy  ropes  attached  to  the  mast.  [Laughter.]  And  if  you 
were  to  pull  the  wrong  rope,  the  question  is  not  what  you  would 
have  done,  not  what  you  did,  as  to  whether  your  motives  were 
good,  because  I  would  not  question  those  for  a  moment.  My 
question  is  as  to  whether  or  not  you  were  rightly  advised  on  the 
situation  and  encouraged  with  them  to  pull  a  rope  which  was 
really  attached  to  the  sheet  against  which  the  storm  was  blowing. 
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Mr.  l(.()()Hr,viiii/r.  Mr.  Lil.l.lcUm,  no  mim  ilniiwi'.  Hir  i.l.uini 
(■,ii|)al)l(^  (if  iiiakin)j;  ivny  hiicIi  ciriii-  iih  tli/iT  ol'  winch  voii  m| 
Nol,  (iiitil  all  iliiii^ci'  WUH  pivMMcd  would  uny  liiinnui  liciii 
knovvlcd^^c  liiivd  vcnUircd  l,o  Hili^jjfwt  iJiiil^  \vr  witc  nol.  |iMllin 
a  i'n|i('.  iJiul.  waH  aU.acJicd  !,<>  Ul(^  nail.  'I'lic  Hll|i|iO!:iri()ll  waH 
poHl.croiiH.  Wo  W(M"<i  |tillliiif^  (HI  a  i((|)c  l.lml,  wr  I.IhmikIiI  wa  ; 
l.acJii'd  1,(1  lrli(^  one  Nail  iJial^  wan  in  ilaiiKcr,  Nii  liuiiiari  liciiij'; 
knew  I.Ik^  fa(!l,H  douhl-cd  il,,  and  I. he  rcnidl.  Hlmwcd  \i  no  cli 
Uial.  il.  iH  not  |ioHHil)l(^  1.(1  l)('  in  cndi-  about,  il..      (Ilciuiii;'!!, 

i;!s:i-i:{,si.) 

How  a  panic,  wliicli  had  iKMiiKlcidly  r'ciiiil.cd   liic  coinliilicd  cl 
of  l.hc  l''c(lcrul  (JovcrinncnI.  and  .lolin  I).  K,()ckcf(  ih  r  and  J.  I'   Mo     i 
&(!().,  and  i-cnniincd  in  iinahal.cd  fury  ilI'Lci'  Moiioui  and  Kockcf     i 
had  Uirncd  Ioohc  $(10, 000, ()()()  and  the  Kcd(  rai  'I'n  a;  my  .|'.'r),0(i(; 
tnorc  Htiould  Hiiddcnly   he  Hl.ilh  (J   by   l.hiH  nuuiipiilal.idn  of  (iinii 
Schli  y'.s  loariH  Inw  iiol.  I)(  en  (Xplaiiud  (il.h(r  liy  Mr.   Uooiicvcll.  o     i 
any  ot.iici'  wilncHH.      Vcl.  il.  in  ni(,'(  nl.ly  mainl.aincd  l.hal.  t.hc  panic 
tinned  prioi'  l.o  UiIh  nia|.^ical  scoop  of  nccnril.icn  and  l.hal.  I. he  inn 
th(^  SI, eel  (Joiporal.ion  accpiired  I. he  'reiniciince  ( 'oal  Sc  I  roll  (Ni.'hii 
it  Huh:  ided  illHtairtly  and  peiinanently, 

Mr.  IjIti'i.mton.    (ict,  me  ank  yon  iITih  (picHtion;  When  oi' 
did  l,li"H(!  IjoikIh,  whicli  were  the  c(native  remedy  for  the  didic      , 
in  Wall  Street,  reach  the  ()(;int  that  needed  to  he  (■,Mr(  d '< 

Mr.  (lARV.   'I'he  announcement  from  Wii.!ihiM/';tiin,  inmiediii 
aftcir  the,  conference  with  the  I'l'cnident,  I  hat  the  triuh'  wouli      . 
c.on:iimmiati'(l 

Mr.  Ijtti.kton.  "All  Ih  w(  ll'i" 

Mr.  (lAltr.^  That  c,ertii.inly,  I  hav(^  no  doid)!,,  (irodilccd  n,  f^  i 
fcolin^'  of  relief  immediately  in  New  York.  Of  comv.e  the  hi  i 
knew  tlicn  that  the,  piircfm,' e,  would  he  nnule  and  the  h<  I 
would  h(^  delivered  luid  that  eveiyone  would  he  I'clieved. 

Mr.  ]jirn.ir:i(>N.   TIk'H    the,   men    who   were,  uayinc;  "Tiike      i 
TenncKHCc,,"  "Take,  out 'retmei.nec,"  heard  the  word  from  W      i 
in('ton  that  the  TetmcHMce,  luul  heen  iiold  now,  and  that  the,  lie      i 
ity   whicli   waH  ne,c,etinary   to  (irotecl.  th'  ir  ioauii  woidd  conr     . 
to  take  the,  place,  of  the,  TenncMHce  (Vial  ,V,  Iron  iitock '< 
Mr.  (Jaiiv.   There,  in  no  dmiht  of  it.      (I  len.rinioi,  p.   I7(;.) 
That  Col.   llooHCVC.It  diHtinctly   iieard   ominoioi  nmihlin,e;;!  in   \ 
Streel   at  the  time,  he,  c,on,'.ie,iil,e,d  to  thiH  re.markahie,  me,r!';e,r  can  no      i 
doiit^ted.      In  the,  lijdit  of  .'iiihsie.'pie.nt  evi^ntii,  it  in  e,(piii.lly  certain       i 
it    wa.s    the    n^ci^dini.';    and    not    an    ii,(;proii,e,liinK    ctorni    which 
turhed   him.      In   an  editorial   on,luri(^7,  101  I ,  piihliiih(.d  in  the  I     i 
York  World,  it  w&h  clearly  dcmoniitrated   that   the,  panic,  waw  <     ■ 
prior  to  tlie,  interview  hirtwccri  (;<j|.  |{.o(.i,e,v(tit  and  the,  re,((re,He.nl,at      ■ 
of  the  Steel  ('orfior  atiijn  : 

\M  th(!  record  of  the,  panic,  teotify  flN  to  whether  thill  iicliol, 
the  part,  of  Mr.  Rooiievelt  wm  miutlWy  necci^iju  y  "if  a  (inai 
cataclyH0i  wan  Ui  he.  averted:" 
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()(^l()l)cr  19,  l!i()7,  il.  vviin  iiiin()im('<Ml  (liiil  (^llll^l(^H  W.  Morso  liiul 
r(iNif,'iii'(l  I'lom  nil  i\w  liniil^s  tinil  I,iiihI  coiiipiiiiios  with  wliicli  ho 

WIIH  ('(IIHKmMimI, 

()cloh(>r  '-'(1  (lio  ch'tiiiiiy  hoiisci  conuuilttHi  slniiiil  tliat  Uio 
HcMii/c  Nhirs(v'rh()iiiiis  iiilnr(<s(s  liiid  l)(>(^n  (ilimiiuil.dd  I'roiii  Uio 
baukin);  .Milimlion.  The*  comniil  (('(^  iHsiicd  l\w  roUowiiiK  stiilc^- 
iiKMil:: 

''A  (•()lnlniM('(^  ol'  llic  clcnriiij,'  house  liiivi>  cMiiniiuMl  Uw  scviM-al 
hiinl^s  of  I  h(>  iissoclnl  ioii  thiil  liii\('  hccii  iiiidci-  ciil  icisiu  iiiul,  find- 
ing Ihcni  soh'cul,  (lio  clcniiiu^-hoiisi*  (•onmiilliM'  liiiv(<  (h'('i(hMl  to 
HMuh'T  them  such  M^sisllml■(>  (o  meet  llicir  deposils  ns  l\w  ('oin- 
niil  lee  iiiiiy  (  hiiik  neeessmy 

()cl()b(M'  21  I  he  Niilioiiiil  lliiiik  ol'  Coniniereci,  <'(>n(  rolled  by 
TlumiMs  l'\  Kyiiii  sudileiilv  iiotirH-d  the  oiher  eleaiinij  house 
blinks  thill  it  would  een:  e  In  net  iis  eleiuiiii^  house'  iij^'eiils  I'or  the 
K  iiiekei  hoekei  'I'l  n;.l  (  o 

()eiobei'  'J'J  there  \\i;  ■  ii  rr:>  on  the  KniekerboekcM'  Trust  Co., 
which  closed  tsdoois  and  il.e  |)anic  was  in  full  swinj;.  That 
evenin;;  .1,  I  iei'poni   i\ioii;an  said : 

"We  are  doin;';  e\  eiy  1  liin;^  we  cnii  as  fast  as  we  can,  but  not  hiiifj; 
JiiiH  yi't  erysiiilh  ed 

()cloh(>r  L';>  sonielhin;^  "ei\sl  alli/ed."  Tor  the  New  ^'ork  Times 
tainted  a  slatemenl  inspired  by  (leoifjje  \V,  rerkius.  oim  of  Mr. 
Mor),;an's  imrtnei's  sayiujj  "'\'\\o  chi(>r  sore  poiuti  is  the  Trust  Co. 
ol'  Ameiicii."  .\  run  immediately  bi'j;iin  on  the  Trust  Co.  of 
Anieiiea.  This  same*  day  (ieorjje  U  Corlelyou,  Secretary  ol'  the 
Treitsmv  dumped  SfLT)  000  000  ol'  (io\  eiiinieiit  inun(>>'  into 
\\  all  ,S|  reel.. 

OetidxT  I'-l  tlio  Moii';an  Kockereller  iutcncsis  advanced 
JCOOOOOOO  to  steady  (he  slock  market. 

Octobei'  -,'■)  stocks  advanced,  and  (  lark  \\'iHiMins,  States  supor- 
intcMident  of  banks,  said  the  silualion  was  imnroviiii^.  The 
'IVusI  Co  of  Ameiica  was  steadily  payiiii;  oU'  its  deposittirs,  but 
under  dillic'ulties. 

October  LM'i  ]Mr.  Koosevell  issued  a  staliMiuMvt  coiiLcrat  iilalin;:; 
Mr.  Corlclytiu  "on  the  admirabli"  way  yon  ha\i>  handled  the 
present  crisis."  Mr,  Koosinclt  also  coiu^rat  nlatcnl  "those  con- 
s(M'\'iili\'o  sul>s1ai>tial  bnsini>ss  uumi"  who  did  "imaluable  service 
ill  eheekini;  the  panic," 

Ap]nir(Mitly  the  luuiic  was  ovimv  The  newspapiMs  ceased  to 
publish  the  ii(>ws  ol  it  on  the  liist  [>iii:;o.      (lloariuf^s,  p.  LI17.) 

I'p  until  till'  linu'  of  this  intiM'view  the  Steel  Corpinatioii  ow(-d  its 
success  and  its  permanency  to  (ht»  |)o\\(m-  and  the  skill  of  the  (inancioi-s 
who  had  cnviled  and  the  iron  masters  who  had  directed  its  ofaMtil  ions. 
Since  that  time  its  ihmiinanct'  has  been  duo  in  no  small  moasiire  to 
tlio  siidihin,  ill-consideri-d,  and  arbitrary  hat  of  tlio  Chief   I'^xeciitive. 

The  President's  refusal  to  intin'I'iM'o  was  »m  absolute  warrant  to 
pwceed.  A  su^i:estion  from  him  to  the  Attorney  (unieral  was  eciuiva- 
l«Mit  to  a  command;  and  upon  a  n^fiisnl  of  the  .Vttorney  (iinu^ral  to  ac^t, 
the  oorfiorat  ion  was  immune.  This  isadmitted  byCol.  Koos(\velt,  ajid 
he  unhesitatingly  a.ssumes  full  responsiliility  in  the  matter. 
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In  transmitting  his  letter  of  November  4,  1907,  to  the  Senate, 
President  states: 

As  to  the  transaction  in  question,  I  was  personally  cogni 
of  and  responsible  for  its  every  detail.     (Hearings,  p.  1122. 

Before  this  committee  Col.  Koosevelt  stated: 

Mr.  Littleton.  I  call  your  attention  to  what  it  is  only  m 
sary  to  call  your  attention  to,  because  you  undoubtedly  ha' 
in  mind,  that  the  Sherman  antitrust  law,  whetlier  wisel; 
unwisely  remains  to  be  seen,  provides  in  section  4  that  the  A 
ney  General  or  the  district  attorneys  could,  if  tJiey  chose  to  d 
invoke  the  courts  of  equity  to  cnjoiri  certain  powers. 

Mr.  Roosevelt.  Certainly. 

Mr.  Littleton.  And  that  remedy  has  been  held  to  be  an  ej 
sive  remedy;  that  is,  they  are  the  sole  authorities  who  c 
invoke  the  courts  of  equity  to  enjoin  such  powers? 

Mr.  Roosevelt.  Yes. 

Mr.  Littleton.  I  suppose  you  naturally  understood  Mr.  ( 
and  Mr.  Frick  were  coming  to  you  because  of  a  distressing  si 
tion  in  New  York,  because  if  they  undertook  to  do  this  t 
without  apprising  the  Government  fully  what  they  intende 
do,  and  they  were  enjoined  in  the  proceeding  by  the  Atto; 
General,  it  would  make  the  difficulty  all  the  worse. 

Mr.  Roosevelt.  My  own  belief  was — of  course  again  I  am 
giving  my  impression  of  their  acts,  Mr.  Littleton. 

Mr.  Littleton.  Yes. 

Mr.  Roosevelt.  But  my  belief  was  that  they  knew  "that  ( 
if  I  did  not  direct  an  injunction  against  them,  that  if  I  me 
stated  that  it  ought  not  to  be  done,  thev  could  not  do  it. 

Mr.  Littleton.  Yes.  In  other  words,  the  adverse  atti 
of  the  Government,  whether  in  a  distinct  direction  to  ; 
Department  of  Justice,  or  the  announcement  of  your  position- 
Mr.  Roosevelt.  Would  have  been  conclusive  agamst  it. 

Mr.  Littleton.  Would  have  been  conclusive  against  it. 

Mr.  Roosevelt.  As  I  said  there,  my  responsibility  was  c 
plete  and  absolute.  I  can  not  state  it  any  stronger,  Mr.  Little 
(Hearings,  p.  1387.) 

If  the  Steel  Corporation  could  have  absorbed  the  Tennessee 
&  Iron  Co.  without  a  semblance  of  injury  to  the  steel  industr 
without  the  violation  of  existing  law  it  would  not  have  been  neces 
for  Judge  Gary  and  ISIr  Frick,  on  a  special  car  "rigged"  up  at  i 
night,  to  make  that  hurried  run  to  Washington  or  to  confer  with 
President  before  breakfast.  If  the  merger  was  in  violation  of 
law  it  is  equally  clear  that  the  President  had  no  right  to  condor 
encourage  its  violation,  or  to  prevent  the  Attorney  General  from 
forming  his  duty,  even  though  the  prosperity  of  a  dozen  banker 
New  York  had  depended  upon  it,  much  less  the  fate  of  a  single  e 
broker,  whose  reckless  transactions  had  involved  him  in  finaj 
disaster. 
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Ab  stated  by  Senators  Culberson,  Kittredge,  Overman,  Rayner, 
Bacon,  Nelson,  and  Foraker,  in  a  report  touching  this  transaction, 
filed  March  2,  1909: 

Assuming,  therefore,  for  present  purposes,  that  the  absorption 
of  the  Tennessee  Co.  by  the  United  States  Steel  Corporation 
was  in  violation  of  the  act  of  Congress  approved  July  2,  1890, 
commonly  known  as  the  Sherman  antitrust  law,  we  are  of  the 
opinion  that  the  President  was  not  authorized  to  permit  the 
absorption.  The  proposition  is  self-evident,  needing  neither 
argument  nor  judicial  authority  to  support  it,  for  manifestly  the 
President  is  without  authority  to  annul  or  suspend  a  law  or  to 
direct  its  nonenforcement  either  generally  or  in  a  particular  case. 
The  principle  involved,  in  its  broadest  sense,  is  mherent  in  our 
form  of  government  and  is  essential  in  the  preservation  of  the 
rights  and  liberties  of  the  people.  This  view  is  strengthened,  if 
such  were  necessary,  by  the  fact  that  the  President  is  the  one 
official  who  is  by  the  Federal  Constitution  expressly  enjoiaed  to 
"take  care  that  the  laws  be  faithfully  executed."  Whatever 
may  be  the  supposed  emergency,  no  discretion  is  lodged  in  the 
President  as  to  the  enforcement  of  the  law.  This  is  a  govern- 
ment of  law  and  not  of  men,  of  law  universal  in  its  application, 
as  to  which  none  are  immune.  It  is  imperative  that  this  prin- 
ciple be  preserved  in  such  a  case  as  this,  lest  in  time  we  revive  the 
despotic  prerogative  of  kings  to  create  and  license  monopolies. 
(Hearings,  p.  1135.) 

FINANCIAL  AND  INDUSTRIAL  RELATIONS  OF  THE  OFFICERS  AND 
DIRECTORS  OF  THE  UNITED  STATES  STEEL  CORPORATION  WITH 
OTHER  CONCERNS. 

A  corporation  speaks  and  acts  through  its  officers,  and  the  charac- 
ter and  scope  of  its  influence  are  to  a  great  extent  determined  by  the 
personnel  of  its  directorate. 

Where  two  or  more  corporations  are  owned  and  operated  by  the 
same  group  of  individuals,  their  interests  will  be  identical,  and  in  a 
great  measure  the  strength  of  one  is  the  combined  strength  of  all. 
This  is  true  to  a  degree  where  the  directorates  interlock.  This  rec- 
ord is  replete  with  instances  of  the  pernicious  effect  sometimes  upon 
the  Steel  Corporation  itself,  and  more  often  upon  the  public  gener- 
ally, of  this  interlocking  of  directorates. 

The  enormous  sum  paid  for  the  properties  of  the  Lake  Superior  Con- 
soKdated  Iron  Mines  and  the  manifestly  excessive  sum  for  the  Troy 
Steel  Products  Co.,  with  rebates  on  purchases  to  the  Standard  Oil  Co.; 
the  purchase  of  supplies  by  the  International  Harvester  Co.  and  the 
American  Tin  Can  Co.  at  greatly  reduced  rates ;  the  complicated  web 
of  agreements  in  restraint  of  competition,  low  costs  in  sliding-scale 
contracts,  and  the  huge  sums  paid  Mr.  H.  C.  Frick  and  others  in  the 
absorption  of  the  Union-Sharon  Steel  Co. ;  the  inordinate  sums  paid 
to  promoters  and  underwriters  are  concrete  instances  of  abuses 
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directly  traceable  to  this  community  of  interest  between  a  few 
erful  individuals  in  control  of  a  nimiber  of  great  corporations. 

The  Steel  Corporation  is  capitalized  at  $1,745,724,284.49  (Mi 
Eept.,  Ex.  20) ;  but  this  sum,  huge  as  it  is,  in  no  degree  detera 
its  actual  power. 

The  influence  of  this  consohdation  is  measured  only  by  the  ^ 
bined  strength  and  resources  of  the  24  directors,  who  contrc 
resoxirces  and  direct  its  operations. 

The  Steel  Corporation  is  strengthened  and  fortified  by  coml 
tion  and  cooperation  with  the  multitude  of  industrial  and  fina 
institutions  with  which  its  directors  are  identified  and  over  which 
exercise  a  greater  or  less  degree  of  control.  These  connections, 
nitely  extended  and  compUcated,  reach  every  department  of 
ductive  industry  and  accumulated  wealth,  permeating  the  doma 
mining,  manufacturing,  and  transportation  throughout  the  couj 

One  or  more  of  the  directors  of  the  Steel  Corporation  are 
directors  in  terminal,  steamship,  express,  and  telegraph  compi 
having  a  total  capitalization  of  $1,271,778,890;  in  industrial  corj 
tions  with  a  combined  capitahzation  of  $2,803,509,348;  and  in  b 
and  trust  companies  having  a  capital,  surplus,  and  imdivided  pi 
aggregating  $3,314,811,178. 

Of  $18,417,132,238  invested  m  railways  of  the  United  States, 
directors  of  the  Steel  Corporation  have  a  voice  in  the  directorat 
or  act  as  executive  officers  of  railroad  companies  with  a  total  cap; 
zation  and  bonded  indebtedness  of  $10,365,071,833.  (See  Exhib 
appendix  to  this  report.) 

Many  of  the  evils  incident  to  the  close  cooperation  and  often  ( 
bination  between  great  banldng,  manufacturing,  and  transports 
companies  are  due  to  the  merger  of  such  companies  under  the  coj 
of  a  "holding  company."  The  holding  company  is  not  an  evolutic 
is  an  abuse  of  corporate  power,  and  its  prime  purpose  almost  wit 
exception  has  been  the  evasion  or  the  violation  of  the  law. 

It  provides  a  method  for  combining  under  one  manager 
and  control  corporations  from  one  end  of  the  country  to  the  o: 

The  holding  of  the  stocks  of  transportation  lines  and  other  g 
concerns  doing  an  interstate  business  by  such  companies  should 
be  tolerated  by  the  Federal  Government  where  it  has  the  authx 
to  prevent  it. 

The  United  States  Steel  Corporation,  utilizing  to  the  utmost 
opportunity  for  consolidation  and  control  afforded  by  a  hoi 
company,  and  supported  and  sustained  by  its  allies,  financial 
industrial,  has  secured  an  unquestioned  and  an  absolute  domm 
over  the  production,  manufacture,  and  transportation  of  its  proc 

The  extent  of  that  control  and  its  freedom  from  the  restramt 
dent  to  legitimate  and  effective  competition  is  reflected  in  the  p 
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obtained  for  its  output  since  its  organization.  From  January  1  to 
December  31,  1910,  the  net  earnings  of  the  Steel  Corporation  have 
aggregated  the  huge  suni  of  $1,029,685,389.28,  or  an  average  of  $13  per 
ton  upon  its  sales  to  outside  customers,  or  a  net  profit  of  40  per  cent 
on  the  actual  cost  of  production.     (MacRae's  Rep.,  p.  3528.) 

Mr.  Carnegie,  who  has  had  every  opportxmity  to  know  the  situation 
existing  in  this  industry  and  who  now  has  but  little  motive  to  dis- 
semble, has  stated  to  this  committee : 

Mr.  Be  ALL.  Do  you  draw  any  distinction  between  a  corpora- 
tion like  a  railroad  corporation,  a  great  public  corporation,  and 
one  of  these  industrial  corporations  1 

Mr.  Carnegie.  Not  if  the  industrial  corporations  combine 
and  make  an  arbitrary  price.     I  see  no  difference. 

Mr.  Beall.  Is  it  not  a  fact  that  the  reason  you  are  now  sug- 
gesting this  appeal  to  the  Government  is  that  in  the  last  10  or  12 
years  we  have  witnessed  such  a  growth  in  these  great  corpora- 
tions that  they  have  now  grown  so  strong  and  so  great  that  it  is 
the  Government,  and  the  Government  alone,  that  is  strong 
enough  to  face  them  upon  the  battle  field? 

Mr.  Carnegie.  That  is  my  opinion. 

Mr.  Beall.  That  the  only  agency  that  can  control  them,  that 
can  combat  with  them,  is  the  power  of  the  Federal  Government  ? 

Mr.  Carnegie.  That  is  my  opinion,  and  it  is  not  recently 
formed. 

Mr.  Beall.  And  that  before  corporations  of  this  kind  and 
combinations  of  this  kind,  both  existing,  as  you  think,  the  con- 
sumers of  this  country  are  absolutely  helpless  ? 

Mr.  Carnegie.  Yes;  they  at  the  mercy 

Mr.  Beall  (interposing).  They  are  at  the  mercy  of  these 
corporations  ? 

Mr.  Carnegie.  Certainly.  You  will  find  this  as  strongly 
stated  as  I  can  state  it  in  this  statement  which  I  have  prepared. 
(Hearings,  p.  2430.) 

BEMEDIAL  LEGISLATION  BECOMMENDBD. 

The  control  of  corporations  by  the  Federal  Government,  as  recom- 
mended by  Mr.  Carnegie,  Judge  Gary,  and  others,  is  not  approved. 
Whatever  may  be  the  evil  results  of  the  elimination  of  competition 
from  the  steel  business,  it  does  not  justify  such  a  remedy  and  could 
not  be  cured  by  it.  Such  a  control,  semisocialistic  in  its  nature,  is 
beyond  the  power  vested  by  the  Constitution  in  the  Federal  Congress. 

The  abuses  mentioned  in  this  report  can  in  a  great  measure  be 
remedied  by  giving  to  the  operations  of  the  United  States  Steel  Cor- 
poration and  other  like  corporations  the  widest  publicity,  and  by 
the  strict  enforcement  of  laws  specifically  inhibiting  the  employment 
of  cunning  devices  by  which  an  unfair  advantage  over  competitors  is 
secured.  The  Bureau  of  Corporations  possesses  the  authority  to 
thoroughly  investigate  the  internal  affairs  of  industrial  concerns 
doing  an  interstate  business.     Had  the  character  of  the  Steel  Corpora- 
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tion  and  the  nature  and  extent  of  its  operations  been  known  to 
people  and  to  the  President  of  the  United  States  at  the  time  of 
absorption  of  the  Tennessee  Coal  &  Iron  Co.,  it  is  highly  improb; 
that  the  Chief  Executive  would  in  20  minutes  have  given  his  con! 
to  a  merger  fraught  with  infinite  injury  to  the  steel  industry  ani 
the  public  ahke. 

The  Commissioner  of  Corporations  should  be  required  to  repor 
Congress  as  well  as  to  the  President  of  the  United  States,  at  s 
times  and  upon  such  conditions  as  it  may  prescribe,  and  the 
creating  this  bureau  should  be  so  amended  as  to  make  such  rep 
mandatory  upon  the  Commissioner  of  Corporations. 

The  enormous  earnings  of  the  Steel  CT)rporation  are  due  not 
degree  of  integi-ation  or  efficiency  not  possessed  by  its  competit 
but  to  the  ownership  of  ore  reserves  out  of  all  proportion  to  its  oul 
or  requirements  and  to  the  control  and  operation  of  common  carri 
and  to  concessions,  in  the  nature  of  rebates,  obtained  from  other: 
roads  through  inequitable  divisions  of  rates  and  inordinate  term 
allowances.  The  busmess  of  production  and  transportation  sh( 
be  absolutely  separate  and  distinct,  and  no  industrial  concern  sh( 
be  permitted  to  own  or  operate  an  interstate  carrier. 

The  Attorney  General  of  the  United  States  and  his  subordin 
should  not  be  permitted  to  exercise  an  absolute  discretion  as  to 
institution  of  proceedings  under  the  act  of  July  1,  1890,  laiown  as 
Sherman  Antitrust  Act,  or  other  acts  prohibiting  combinations  ir 
straint  of  trade.  The  parties  injuriously  affected  by  such  comb 
tions  should  have  access  to  the  courts  and  the  benefit  of  adequate 
sufficient  remedies  for  wrongs  infficted  by  such  combinations. 

Bills  embodying  legislation  designed  to  accomplish  this  purpose 
presented  with  this  report. 

Mr.  Littleton  does  not  concur  in  the  proposed  bill  amending 
Sherman  antitrust  act,  which  bill  is  submitted  herewith  as  Exhibi 

A.  O.  Stanley. 
Charles  L.  Bartlet 
Jack  Beall. 
Maktin  W.  Littleto: 

D.  J.  McGlLLICUDDY. 
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EXHIBIT  A. 

A  BILL  To  further  protect  trade  and  commerce  against  milawful  restraints  and  monopolies. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  the  act  approved  July  second,  eighteen  hundred  and 
ninety,  entitled  "An  act  to  protect  trade  and  commerce  against  unlawful  restraints 
and  monopolies"  is  hereby  amended  by  adding  thereto  the  following: 

Sec.  9.  In  the  following  sections  of  this  act,  unless  the  context  otherwise  requires — 

(a)  The  word  "suit"  means  any  civil  suit  or  proceeding  brought  under  or  involving 
the  provisions  of  this  act. 

(b)  The  word  "combination"  includes  any  contract,  or  combination  in  the  form 
of  trust  or  otherwise. 

(c)  The  words  "restraint  of  trade"  mean  any  restraint  in  any  respect  or  to  any 
extent  of  trade  or  commerce  among  the  several  States  or  with  foreign  nations. 

(d)  The  word  "vendor"  includes  lessor,  licensor,  or  bailor. 

(e)  The  word  "vendee"  includes  lessee,  licensee,  or  bailee. 

(f)  The  word  "purchase"  (noim)  includes  lease,  license,  or  bailment. 

(g)  The  word  "purchase"  (verb)  includes  leasr,  license,  or  otherwise  obtain, 
(h)  The  word  "purchasing"  includes  leasing,  licensing,  or  obtaining. 

(i)  The  word  "sell"  includes  lease,  license,  bail,  or  furnish. 

(j)  The  word  "sold"  includes  leased,  licensed,  bailed,  or  otherwise  dealt  in  or  fur- 
nished or  supplied. 

(k)  The  word  "sale"  includes  lease,  license,  or  bailment. 

(1)  The  word  "price"  includes  rental,  royalty,  or  other  means  of  compensation. 

(m)  The  word  "person"  shall  be  deemed  to  include  "persons." 

Sec.  10.  Any  person  who  shall  be  injured  in  his  business  or  property,  or  shall  be 
threatened  with  such  injury,  by  any  other  person  or  corporation  by  reason  of  any- 
thing forbidden  or  declared  to  be  unlawful  by  this  act,  may  bring  suit  in  equity  in 
any  district  court  of  the  United  States  in  the  district  in  which  the  defendant  resides 
or  is  found,  to  prevent  and  restrain  violations  of  this  act  and  for  other  appropriate 
relief. 

Sec.  11.  Whenever  suit  has  been  instituted  under  section  four  of  this  act,  any 
person  who  shall  be  injured  in  his  business  or  property,  or  threatened  with  such 
injury,  by  the  defendants  in  said  suit  or  any  of  them  by  reason  of  anything  forbidden 
or  declared  to  be  unlawful  in  this  act,  and  any  State  of  the  United  States,  may  at 
any  time  intervene  in  said  suit  to  protect  his  interests,  or,  if  the  intervener  be  a 
State,  the  interests  of  the  citizens  of  such  State,  and  any  person  interested  or  any 
State  may  after  final  decree  in  said  suit  petition  said  court  for  protection  or  redress 
in  case  of  any  violat  on  of  said  decree,  and  the  court  shall  have  power  to  take  such 
action  as  may  be  appropriate  in  the  premises. 

Sec  12.  Whenever  in  any  suit  it  shall  appear  that  any  combination  was  entered 
into,  existed,  or  exists,  which  was  or  is  in  restraint  of  trade,  the  burden  of  proof  to 
establish  the  reasonableness  of  such  restraint  shall  be  upon  the  party  who  contends 
that  such  restraint  is  reasonable. 

Sec  13.  Whenever  it  shall  be  established  in  any  suit  that  any  combination  waa 
entered  into,  existed,  or  exists,  which  was  or  is  in  restraint  of  trade,  and  that  such  com- 
bination was  entered  into,  existed,  or  exists,  for  the  purpose  of  restraint  of  trade,  then 
such  restraint  of  trade  shall  be  conclusively  deemed  to  have  been  and  to  be  unreason- 
able and  in  violation  of  the  provisions  of  this  act,  as  to  any  party  thereto,  who  in  carry- 
ing on  any  business  to  which  such  combination  relates  or  in  connection  therewith 
shall— 

(a)  Do  business  directly  or  indirectly  under  any  name  other  than  his  own  or  that  of 
the  partnership,  corporation,  or  association  of  which  he  is  a  member,  or  be  guilty  of 
any  concealment  or  misrepresentation  as  to  the  ownership  or  control  of  such  business 
or  any  misrepresentation  as  to  the  identity  of  the  manufacturer,  producer,  or  vendor 
of  any  article  sold. 

(b)  As  the  vendor  of  any  article,  secure  information  concerning  the  business  of  any 
competitor,  from  any  agent,  or  employee  of  such  competitor,  or  from  any  State  or  Fed- 
eral oflScial  by  any  illegal  means  whatsoever. 
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(c)  As  the  vendor  of  any  article,  supply  or  offer  to  supply  such  article  without  c 
or  at  a  price  at  or  below  cost  of  production  and  distribution. 

(d)  As  the  vendor  of  any  article,  fix  upon  some  raw  or  manufactured  material 
he  controls  and  which  is  required  for  producing  a  competitive  article  an  unreaec 
high  price  or  unreasonable  condition  of  sale. 

(e)  As  the  vendor  of  any  article,  shall  enter  into  any  contract  or  arrangement 
which  the  vendor  shaU  not  sell  any  article  in  which  he  deals  to  certain  pers 
classes  of  persons  or  to  those  doing  business  within  certain  districts  or  territorie 

(f)  As  the  vendor  of  any  article,  supply  or  offer  to  supply  to  any  person  doing 
nes?  in  any  particular  territory  articles  sold  by  him  upon  terms  or  conditions  i 
respect  more  favorable  than  are  accorded  to  other  customers. 

(g)  A3  the  vendor  of  any  article,  refuse  to  supply  to  any  other  person  requ 
the  same  any  article  sold,  or  consent  to  supply  same  only  upon  terms  or  cond 
in  some  respects  less  favorable  than  are  accorded  to  any  other  person. 

(h)  As  the  vendor  of  any  article,  make  in  the  price  or  other -terms  of  any  sal 
discrimination  based  upon  whether  the  vendee  purchases  from  him  articles  of 
ticular  quantity  or  aggregate  price. 

(i)  As  the  vendor  of  any  article,  attempt  to  prevent  or  restrain  in  any  manner 
directly  or  indirectly  any  vendee  from  purchasing  such  article  or  any  other  i 
from  some  other  person,  or  using  such  article  or  any  other  article  obtained  from 
other  person,  whether  such  attempt  be  made  (first)  by  an  agreement  express  or  in 
against  such  purchase,  or  (second)  be  made  by  a  condition  in  the  sale  against 
purchase,  or  (third)  be  made  by  imposing  any  restriction  upon  the  use  of  the  a 
BO  sold,  or  (fourth)  be  made  by  making  in  the  price  any  discrimination  based 
whether  the  vendee  purchases  any  article  made  or  sold  by  some  other  person,  or  \ 
be  made  in  any  manner  except  the  ordinary  soliciation  of  trade. 

(j)  As  the  vendor  of  any  article,  use  any  unfair  or  oppressive  methods  of  compel 

The  foregoing  enumerations  of  acts,  conduct,  methods,  and  devices  shall  not  in 
or  dhall  not  be  construed  to  include,  or  as  intended  to  exclude,  any  other  acts 
duct,  methods,  or  devices  which  are  or  may  be  unreasonable. 

The  provisions  of  clause  (i)  shall  not  apply  to  the  mere  appointment  of  sole  age 
sell  any  article. 

Sec.  14.  Whenever  in  any  suit  it  shall  appear  that  any  combination  was  en 
into,  existed,  or  exists,  which  was  or  is  in  restraint  of  trade,  there  shall  at  once  i 
rebuttable  presumption  that  such  restraint  was  or  is  unreasonable  if,  in  the  bui 
in  connection  with  which  said  restraint  existed  or  exists,  the  person  engaged  in 
combination  controlled  or  controls  or  is  a  member  of  any  corporation  or  associ 
which  controlled  or  controls,  at  the  time  such  restraint  is  alleged  to  have  exist 
to  exist,  more  than  thirty  per  centum  in  value  of  the  total  quantity  sold  in  the  U 
States,  or  more  than  thirty  per  centum  in  value  of  the  total  quantity  sold  in  th( 
of  the  United  States  to  which  the  business  of  such  person,  corporation,  or  associ 
extends,  of  any  article  dealt  in  by  such  person,  the  trade  in  which  is  affected  by 
restraint. 

Sec.  15.  Whenever  in  any  suit  brought  by  or  on  behalf  of  the  United  States  a 
judgment  or  decree  shall  have  been  rendered  to  the  effect  that  a  defendant  in 
tion  of  the  provisions  of  this  act  has  entered  into  a  combination  in  restraint  of  t 
or  has  monopolized  or  attempted  to  monopolize,  or  has  combined  with  any  pers 
monopolize,  any  part  of  the  trade  or  commerce  among  the  several  States  or 
foreign  nations,  the  existence  of  such  illegal  combination  or  monopoly  or  of 
attempt  to  monopolize  shall,  to  the  full  extent  to  which  the  issues  of  fact  or  law 
litigated,  and  to  the  full  extent  to  which  such  fact,  judgment,  or  decree  would  C' 
tute  in  any  other  proceeding  an  estoppel  as  between  the  United  States  and 
defendant,  constitute  as  against  such  defendant  conclusive  evidence  of  the 
facts  and  be  conclusive  as  to  the  same  issues  of  law  in  favor  of  any  other  person  ii 
other  proceeding  brought  under  or  involving  the  provisions  of  this  act. 

Seo.  19.  Whenever  in  any  proceeding  under  section  four  of  this  act  any  com 
tion  has  been  adjudged  Ulegal  under  section  one  and  section  two  of  this  act,  the 
before  which  such  proceedings  are  pending  shall  hove  jurisdiction: 


INVESTIGATION   OF  tTNITED  STATES  STEEL  COEPOEATION.       215 

(a)  To  partition  any  property  owned  Tinder  any  contract  or  by  any  combination 
motioned  in  Section  one  and  section  two  of  this  act  in  severalty  among  the  owners 
thereof,  or  gWnpa  of  owners  thereof,  and  if  the  owners  include  one  or  more  corporations, 
among  the  several  stockholdeis  thereof,  or  a)mong  groups  of  the  several  stockholders 
thereof,  all  in  proportion  to  their  respective  interests. 

(b)  If  sales  of  such  property  are  necessary  or  proper,  either  to  pay  debts  or  incum- 
brailces  thereon,  or  to  re-create  conditions  in  harmony  with  the  law,  to  sell  such  prop- 
erty as  a  *hole  or  in  parcels;  and  the  court  may  forbid  the  said  owners,  and  if  the  said 
ownere  include  one  or  more  corporations,  the  stockholders  thereof,  from  purchasing  at 
Buch  sales,  and  may  prescribe  the  conditions  on  which  any  purchase  may  be  made 
by  any  peiBOa  whatsoever. 

(c)  To  make  such  restraining  orders  or  prohibitions  as  may  be  necessary  and  proper 
to  re-create  conditions  in  harmony  with  the  law,  including  prohibitions  of  any  acts, 
conduct,  methods,  or  devices  which  are  enumerated  herein  as  indicating  uuruadonable 
reftraint. 

(d)  To  declare  void,  as  against  the  defendants  or  any  of  them,  any  contract  entered 
into  as  a  part  of  the  combination  found  to  be  in  restraint  of  trade. 

The  relief  granted  in  this  section  shall  be  in  addition  to  and  not  includive  of  other 
relief  permitted  by  this  act,  or  otherwise  by  law. 


EXHIBIT  B. 

In  the  House  of  Representatives. 

A  BILL  To  prohibit  persons  engaged  in  tlie  manufacture  and  sale  of  railroad  ears,  locomotives,  railroad 
rails,  and  structural  steel,  or  in  the  mining  and  sale  of  coal  from  becoming  directors  or  other  officers  or 
employees  of  railroads  engaged  in  interstate  commerce. 

Be  it  enacted  by  the  Senate  and  Ilouse  of  Representatives  of  the  Urn  d  States  of  America 
in  Congress  assembled.  That  from  and  after  June  ihinieth,  nii._Leen  hundred  and 
thirteen,  no  person  who  is  engaged  as  an  indi\idual  or  as  a  member  of  a  partnership, 
or  as  a  director  or  other  officer,  or  an  employee  of  a  corporation,  in  the  business,  in 
whole  or  in  part,  of  manufacturing  or  selling  railroad  cars  or  locomotives,  or  railroad 
rails,  or  structural  steel,  or  mining  and  selling  coal  shall  act  as  a  director  or  other  officer 
or  employee  of  any  railroad  company  which  conducts  an  interstate-commerce  business. 

Sec  2.  That  any  person  who  shall  be  guilty  of  a  violation  of  this  law  shall  be  pun- 
ished by  a  fine  of  one  hundred  dollars  a  day  for  every  day  during  which  he  shall  act 
as  a  director,  officer,  or  employee  of  the  railroad  company,  or  by  imprisonment  tor 
such  period  as  the  court  may  designate,  not  exceeding  one  year,  or  by  both  such  fine 
and  imprisonment,  in  the  discretion  of  the  court. 


EXHIBIT  C. 

A  BILL  To  regulate  the  ownership  of  common  carriers  engaged  in  Interstate  and  foreign  commerce  and 
the  shipment  of  articles  In  interstate  and  lordgn  commerce  over  the  hues  of  transportation  operated  by 
such  carriers,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled: 

Section  1.  That  from  and  after  the  thirty-first  day  of  December,  nineteen  hundred 
and  thirteen,  no  company,  firm,  or  corporation,  or  officer  thereof,  doing  a  mining  or 
manufacturing  business,  engaged  directly  or  indirectly  in  interstate  or  foreign  com- 
merce, shall  own  in  whole  or  in  part,  directly  or  indirectly,  by  stock  ownership  or 
otherwise,  any  railroad  or  other  line  of  transportation,  or  the  property  of  either,  of 
any  common  carrier,  subject  to  the  provisions  of  the  act  to  regulate  commerce, 
approved  February  fourth,  eighteen  hundred  and  eighty-seven,  as  amended,  to  own 
in  whole  or  in  part,  directly  or  indirectly,  by  stock  ownership  of  otherwise  any 
raili'oad  or  other  line  of  transportation,  or  the  property  of  either,  of  any  common 
carrier  subject  to  the  provisions  of  said  act. 

Sec.  2.  That  from  and  after  the day  of it  shall  be  unlawful  for  any 

person,  company,  firm,  or  corporation,  who,  or  which,  owns,  holds,  or  in  any  way 
controls  a  majority  of  the  capital  stock  of  any  other  corporation,  engaged  in  operat- 
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Table  2.— Statement  showirig  capital  stock  and  indebtedness  of  the  railroad  companies 
ofwhwh  the  president,  chairman  of  the  executive  hoard,  and  directors  of  the  United  States 
Steel  Corporation  are  also  officers  or  directors. 


Company. 


Atchison,  Topeka  &  Kansas  R.  E.  Co 

Atlanta  &  West  Point  R.  R.  Co 

Atlantic  Coast  Line  Co.,  Tbe: 

Atlantic  Coast  Line  R.  R.  Co 

Baltimore  &  Ohio  R.  R.  Co 

Bessemer  <![  Lake  Erie  R.  R.  Co 

Chicago,  Burlineton  &  Quincy  R.  R.  Co. .  .^ 

Chicago  &  North  Western  R .  R .  Co 

Cincinnati,  New  Orleans  &  Texas  Pacific  R.  R.  Co 

Chicago  Great  Western  R.  R.  Co 

Chicago,  Indianapolis  &  Louisville  Ry.  Co 

Delaware,  Labkawanna  &  Western  R.  R.  Co 

Duluth  &  Iron  Range  B.  R.  Co 

Duluth,  Mesabi  &  Northern  R.  R.  Co 

Elgin,  Joliet&  Eastern  R.  R.  Co 

ErieR.  R.  Co 

Lehigh  Valley  R.  R.  Co 

New  York  Central  &  Hudson  River  R.  R.  Co 

New  York,  New  Haven  &  Hartford  R.  R.  Co 

Northern  Paoiflo  R.  R.  Co 

Fere  Marquette  B.  R.  Co 

Pennsylvania  R.  R,  Co 

Reading  Co.,  The:  All  subsidiaries,  including  Central  R.  R.  of  New  Jer- 
sey and  Philadelphia  &  Reading  R.  R.  Co 

Rock  Island  Co.,  The:  Chicago,  Rock  Island  &  Pacific  Ry.  Co 

Richmond- Washington  Co.,  The: 

Richmond,  Fredericksburg  &  Potomac  R.  R 

Washington  Southern  Ry.  Co 

Southern  Railway  Co 

Seaboard  Air  Line  Ry .  Co 

Union  Pacific  E.  R.  Co 

Western  Railway  of  Alabama 


Capitalization 
and  bonded 
indebtedness. 


Total. 


$569,437,100 
2,496,800 

203,048,870 

833,544,933 

4,530,000 

320,695,100 

361,740,143 

7,006,400 

105,268,115 

33,712,000 

30,667,720 

16,151,000 

17,213,500 

20,000,000 

402,269,047 

127,017,074 

491,321,727 

376,069,925 

546,566,000 

93,072,767 

705,979,773 


Capitalization 
and  bonded  in- 

debtendess  of 
subsidiary  com* 
panics  controlled 

through  stock 

ownership  or 
long-term  leases. 


286,284,200 


399,383,500 

190,808,000 

512,045,650 

4,643,000 


6,360,872,344 


$136,415,195 
400,000 

286,666,638 
112,936,460 
27,6l<1,000 
132,957,621 
66,409,223 
19,159,000 
67,066,552 
2,018,000 
93,801,304 


18,400,000 

92,845,590 

97,020,148 

948,780,334 

388,716,999 

7,717,000 


711,258,295 

260,372,424 
75,071,756 

6,991,600 
7,961,000 

147,702,757 
1,010,000 

304,853,583 


4,004,199,479 


Total  capitalization  and  bonded  indebtedness  of  raih'oad  corporations  in  which  the  president  and  other 
directors  of  the  United  States  Steel  Corporation  are  officers  or  directors,  $10,365,071,833. 

Total  capitalization  and  banded  indebtedness  of  all  railroads  in  United  States  as  given  in  Interstate 
Commerce  Commission's  Report,  $18,417,132,238. 


The  foregoing  table  was  compiled  from  Moody's  Manual  of  Corporations,  Poor's 
Manual  of  Railroads,  and  the  1910  report  of  the  Interstate  Commerce  Commission, 
giving  statistics  of  railroads  in  the  United  States  for  the  year  ending  June  30,  1910. 
No  complete  statistics  for  the  year  ending  June  30,  1911,  were  available.  In  some 
cases  the  entire  capital  stock  of  subsidiary  companies  are  owned  by  the  parent  corpora- 
tion; in  rare  instances  both  capital  stock  and  bonds  are  so  owned,  but  no  allowances 
are  made  for  this  fact  in  the  totals;  none  was  made  by  the  Interstate  Commerce  Com- 
mission's compilers.  Where  a  holdiiig  company  only  controls  other  railroad  companies 
and  has  no  mileage  of  its  own,  its  capital  stock  is  not  given.  For  instance,  the  Atlantic 
Coast  Line  Co.  owns  the  Atlantic  Coast  Line  Railroad  Co.,  which  in  turn  owns  a  major- 
ity of  the  stock  of  the  Louisville  &  Nashville  Railroad.  Therefore  the  capital  stock 
of  the  Atlantic  Coast  Line  RaUroad  Co.  is  given,  and  the  Louisville  &  NashvUle 
Raihroad  Co.'s  stock  ia  included  in  that  of  its  subsidiary. 
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Table  3. — Statement  showing  capital,  sv^plus,  and  deposits  of  the  national,  State,  an 
savings  banks,  trust  companies,  and  life  and  fire  insurance  companies,  of  which  th 
officers  and  directors  of  the  United  States  Steel  Corporation  are  also  officers  or  directors 


Companies. 


Capital,  sur- 
plus, undi- 
vided profits, 
and  deposits. 


Companies. 


Capital,  sur- 
plus, undi- 
vided profits, 
and  deposits. 


Aster  Trust  Co 

Atlantic  Mutual  Insurance  Co 

Aetna  Insurance  Co.,  Hartford... 

Bankers'  Trust  Co 

Bank  of  North  America,  Philadelphia 
Bank  of  Commerce,  Cleveland,  Ohio. 

Chase  National  Bank 

Continental  Fire  Insurance  Co 

City  Deposit  Bank,  Pittsburgh,  Pa.. 
Continental  &  Commercial  National 

Bank,  Chicago 

Chatham  &  Phoenix  National  Bank, 

New  York 

Commercial  Trust  Co.,  Philadelphia. 

Citizens'  Savings  &  Trust  Co 

Cleveland  Trust  Co 

Casualty  Company  of  America 

Commonwealth  Trust  Co.,  Boston . . . 

Farmers'  Loan  &  Trust  Co 

First  National  Bank  of  Chicago 

First  National  Bank  of  Npw  York... 
First  Security  Company  of  New  York 
Fidelity-Phoenix  Fire  Insurance  Co. 
Fourth  Street  National  Bank,  Phila- 
delphia  

Fidelity  Trust  Co.,  Philadelphia.... 
Farmprs'  Deposit  National   Bank, 

Pittsburgh,  Pa 

Farmers'    Deposit   Savings    Bank, 

I'ittsbargh,  Pa 

Fidelity  'I'itle  &  Tnist  Co.,  Pitts- 

biirgfi 

Guaranty  Trust  Co.,  New  York 

Gary-Wheaton  Bank, Wheaton. III.. 

German  Alliance  Insurance  Co 

German- American  Insurance  Co 

Industrial   Trust  Co.,    Pro\ideneft, 

R.I 

Liberty  National  Bank,  New  York. . 


116,726,380 
14,888,902 
12,369.016 

172,860,900 
16,021,360 
18,279,000 

117, 768. 260 
16,246.478 
4,461,110 

206,739,010 

61,900,280 

13. 610.  .500 

60,759,310 

31.290.400 

1.000.182 

15. 563., 120 

123.401.590 

138.224,170 

148.741  4iO 

3.500.00(1 

5,885.746 

66,  P49. 970 
39,214.200 

34,161.090 

4, 786, 970 

19. 2.39. 300 

171,2  o.ino 

7.15. 1-50 
1.190.740 
9.404,160 

49.roi.7oO 
30,449  L20 


Land  Title  Trust  Co 

Manhattan  Trust  Co.,  New  York... 

Mutual  Life  Insurance  Co 

Mellon  National  Bank,  Pittsburgh, 

Pa 

Home  Insurance  Co 

Merchants'  Loan  &  Trust  Co..  Chi- 
cago. Ill 

Metropolitan  Trust  Co.  of  New  "^'ork. 
Massachusetts  l3ondin^  <%  insurance 

Co 

National  Bank  of  Commerce,  New 

York 

Newport  Trust  Co 

National  Union  Kire  Insurance  Co.. 

New  ^' ork  'irnst  t. o 

National  City  Hank,  New  York 

National  Shawmut  Bank,  Boston, 

Mass 

Old  Colonv  Trust  Co.,  Boston 

Philaiiplphia  N'alional  Hank 

Reliani'e  I.ifp  Insumncp  Co 

Standard  Trust  Co.  of  .\e\\  York... 
Second    National    Bank    of    Uth- 

mond,  Ind 

Safe  Depoiit  A  Trust  Co.  of  lialti- 

more 

Union  Trust  Co.,  Pittsbnreh 

Union  Insurance  Co.,  rittsburgh... 
Union  National  Bank,  Richmond, 

Ind 

Union  Trust  Co.. Springfield.  Mass.. 
We.stem    Saving    Fund    Society, 

I'hilailelphia 

Wilmington  Savings  &  Trust  Co., 

■Wilmington,  N.  C 


$13,424,00 
22,173.20 
644,186,20 

44,230,97 
15,329,61 

72,416.48 
38,771,00 

737,80 

216,492,fl.')l 

1,805.511 

1,308.  lo: 

61.900.281 

261,798.39( 

109.191.871 
94,.W.,31( 
57.9n2.Sli( 
2,fti7.l>7; 
24.840,391 

2.292.481 

14.572,021 

66,2:!n.22( 

194, 7Jf 

1.1S9.45( 
7,481,60( 

30.068,36( 

l,959.4g( 


Total. 


3,314,811,17! 


Table  4. — Statement  showing  capital  and  funded  indebtedness  of  street  railways,  terminal, 
steamship  express,  and  telegraph  compavies  of  which  the  president,  chuirman  of  tht 
executive  board,  and  directors  of  the  United  Stales  Steel  Corporation  are  also  officers  ot 
directors. 


Companies. 

Capitalization 
and  bonded 
indebtedness. 

Companies. 

Capitalization 
and  bonded 
indebtedness. 

$48,000,000 
569,437,100 
33,260,000 
114,616,041 
173, 124, 706 
3,689,400 
1,391,000 

600,000 

60,000 

24,249,000 

Old  Dominion  Steamship  Co 

Pennsylvania  Tunnel  &  Terminal 

$2,500,000 
25,020,000 

Americanl^elephone  &  Telegraph  Co. 

Hudson  &  Man  battan  R.  R.  Co 

International  Mercantile  Marine  Co. . 

PhUadelphia  Rapid  Transit  Co 

Philadelphia  Traction  Co 

34,974,675 
20,338,000 

Mexican  Telegraph  Co 

Philadelphia  Co 

67,864,000 

1,000,000 

11,516,000 

140,358,968 

Marquette  &.  Bessemer  Dock  &  Nav- 

^'est  Pennsylvania  railroads 

Western  Union  Telegraph  Co 

Total . . 

New  England  Navigation  Co 

1,271,778,890 
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Table  5. — Statement  showing  capital  and  funded  indebtedness  of  the  industrial  corpora- 
tions of  which  the  officers  and  directors  of  the  United  States  Steel  Corporation  are  also 
officers  or  directors. 


Gompanjes. 

Capitalization 
and  bonded 
indebtedness. 

Companies. 

Capitalization 
and  bonded 
indebtedness. 

Ameiican  Bank  Note  Co 

$8,992,394 

82.466,600 

47,018,000 

23,090,300 

43,577,700 

0,000,000 

4,000,000 

15.124,600 

108,618,600 

5,000,000 

68,500,000 

18,000,000 

800,000 

80,143,200 

18,337,000 

3,800,000 

5,000,000 

140,000,000 

29,143,400 

10,000,000 
6,000,000 
28,899,500 
77,073,000 
1,000,000 
5,000,000 
2,000,000 
4,000,000 

Massachusetts  Gas  Co 

$30,881,000 

2,000,000 
38,742,622 

3,436,600 

4,000,000 
54,040,500 
10,794,000 

5,000,000 
21,061,600 
16,075,000 

3,688,500 
10,989,000 

4,000,000 
26,265,000 

4,765,015 
10,000,000 

3  500  000 

New  Jersey  General  Security  Co.... 
New  Yoik  Edison  Co 

AUis-Chalmers  Co 

American  Steel  Foundries  Co 

American  Agricultural  Chemical  Co . 

New  York  Mutual  Gas  Light  Co... 
National  Supply  Co.,  Toledo,  Ohio. 

New  England  Cotton  Yarn  Co 

Boston  Consolidated  Gas  Co 

Consoliaated  Gas  Co.  of  New  York.. 
Cleveland-Cliffs  lion  Co 

Pennsylvania  Coko  &  Coal  Co 

Pennsylvania  Water  &  Power  Co  .. 
Rock  tsland-Rockport  Lime  Co 

Electric  Storage  Battery  Co 

East  Jersey  Water  Co 

ShefTield  Coal  &  Iron  Co 

General  Electric  Co 

.'ieattle  Electric  Co 

Gull  Oil  Corporation 

Harris  Bros.  &  Co.  (Inc.) 

Hartford  Carpet  Corporation 

Texas  h  Pacific  Coal  Co  .  . 

International  Harvester  Co 

2,000,000 

4,160,000 

1,464,935,467 

6,038,500 

65,502,950 

67,384,400 

3,750,000 

120,000,000 

11,426,000 

International  Smelting  &  Refining 
Co 

United  States  Steel  Corporation 

United  States  Natural  Gas  Co 

United  States  Improvement  Co 

Virginia-Carolina  Chemical  Co 

Washburn  Wire  Co 

Keystone  Watch  Case  Co 

Lehigh  &  Wilkesbarre  Coal  Co 

Lackawanna  Steel  Co 

Montclair  Water  Co 

Manning,  Maxwell  &  Moore  'Inc.).  . 

Cuba  Co 

Mohican  Oil  &  Gas  Co 

Total 

Madison  Square  Garden  Co 

2,803,509,348 

NOTES   ON  TABLE  1. 

American  Telephojie  &  Telegraph  Co.— This  company  owns  a  majority  of  the  $32,000,000  outstanding 
capital  stock  of  the  Western  Union  Telegraph  Co. 

AUatUk  Coast  Line  Co.,  The.—Tbe  Atlantic  Coast  Line  Co.  owns  $50,000  of  the  $100,000  capital  stock  of 
the  Northwestern  Carolina  Ry.  of  South  Carolina.  The  Atlantic  Coast  Line  R.  R.  Co.  owns  jointly  with 
the  Louisville  &  Nashville  R .  R .  Co.  $1,500,000  of  the  $3,000,000  capital  stock  of  the  W  estem  Ry .  of  Alabama. 
Atlantic  Coast  Line  Railroad  Co.— A  majority  of  the  $200,000  capital  stock  of  the  Belt  Line  Ry.  of  Mont- 
gomery, Ala.,  and  of  the  $12,000  capital  stock  of  the  Charleston  &  Vv  estem  Carolina  R.  R.  Co.  is  owned  by 
this  company.  This  company  owns  $30,600,000  of  the  $60,000,000  capital  stock  of  the  Louisville  &  Nash- 
ville R.  R.  Co. 

Boston  Consolidated  Gas  Co.— The  Massachusetts  Gas  Cos.  own  $15,110,600  of  the  $16,124  600  capital  stock 
of  this  company. 

Chicmio  Burlington  &  Qvincy  R.  R.  Co. — The  Northern  Pacific  R.  R.  Co.  and  the  Great  Northern  R.  R. 
Co.  own  jointly  $107,613,600  of  the  $110,839,100  outstanding  capital  stock  of  this  road.  The  Chicago,  Bur- 
lington &  Quincy  R.  R.  Co.  owns  $26,667,600  of  the  common,  $1,130,000  of  the  first  preferred,  and  $6,078,700 
of  the  second  preferred,  a  total  of  $33,786,200  of  the  $48,000,000  outstanding  capital  stock  of  the  Colorado  <S 
Bouthem  R.  R.  Co. 

Colorado  &  Southern  R.  R.  Co.— The  Chicago,  Burlington  &  Quincy  R.  R.  Co.  owns  $33,786,200  of  the 
$48,000,000  outstanding  capital  stock  of  this  railroad. 

Consolidated  Gas  Co.,  Tie.— This  company  owns  $1,886  200  of  the  $3  600,000  capital  stock  of  the  New  York 
Mutual  Gas  Light  Co. 

Erie  &  Jersey  R.  R.  Co.— This  road  is  leased  to  the  Erie  Terminal  Railroad  Co.,  which  company  grants 
trackage  rights  to  the  Erie  R.  R.  Co. 

Erie  R.  R.  Co.— This  company  oa  ns  the  entire  $100,000  capital  stock  of  the  Chicago  &  Erie  R.  R.  Co.;  it 
owns  $26,694,844  of  the  $26,000,000  capital  stock  of  the  New  York,  Susquehanna  &  Western  R.  R.  Co.  It 
owns  a  majority  of  the  $2^228,600  outstanding  capital  stock  of  the  New  York  &  New  Jersey  R.  R.  Co. 

Keystone  Watch  Case  Co. — This  company  owns  and  operates  the  E.  Howard  Watch  Works,  of  which 
Robert  Winsor  is  a  director. 

Lalte  Shore  &  Michigan  Southern  R.  R.  Co.— This  road  owns  $5,930,000  of  the  preferred,  $6,940,000  of  the 
common  stock,  a  total  of  $11,870,000  capital  stock  of  the  $23,680,000  outstanding  capital  stock  of  the  Lake 
Erie  &  Western  R.  R.;  it  owns  $2,503,000  first  preferred,  $6,275,000  second  preferred,  and  $6,240,000  common, 
a  total  of  $15,018,000  of  the  $30,000,000  outstanding  capital  stock  of  the  New  York,  Chicago  &  St.  Louis 
R.  R.  Co.  This  road  owns  $7,600,150  of  the  $21,000,000  outstanding  capital  stock  of  the  Pittsburg  &  Lake 
Erie  R.  R. 

Loumille  &  Nashville  R.  R.  Co.— The  Atlantic  Coast  Line  R.  R.  Co.  owns  $30,600,000  of  the  $60,000,000 
outstanding  capital  stock  of  this  company.  This  company  owns  $7,177,600  of  the  $10,000,000  outstanding 
capital  stock  of  the  Nashville,  Chattanooga  &  St.  Louis  Ry.  Co. 

Zouisville  &  Nashville  R.  R.  Co.— This  company  and  the  Atlantic  Coast  Line  R.  R.  Co.  own  jointly 
11,500,000  of  the  $3,000,000  capital  stock  of  the  Western  Ry.  of  Alabama. 

Marquette  <Jr  Bessemer  Dock  &  Navigation  Co.— The  $50,000  capital  stock  of  this  company  is  owned  in 
equal  proportions  by  the  Bessemer  &  Lake  Erie  R.  R.  Co.  and  the  Fere  Marquette  R.  R.  Co. 

Pere  Marquette  R.  R.  Co. — This  company  owns  half  of  the  $50,000  capital  stock  of  the  Marquette  &  Bes- 
semer Dock  &  Navigation  Co. 

Massaehusetts  Gas  Cos. — The  Massachusetts  Gas  Cos.  own  $15,110,600  of  the  $15,124,600  capital  stock  of 
the  Boston  Consolidated  Gas  Co. 

Mobile  <fc  Ohio  R.  B.  Co.— The  Southern  Ry.  Co.  owns  $5,670,200  of  the  $6,070,600  capital  stock  of  this 
company. 
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Nashville,  Chattanooga  &  St.  Louis  By.  Oj.— The  LoolsvUle  &  Nashville  E.  R.  Co.,  owns  $7,177,6( 
the  $1,000,000  outstandiiig  capital  stock  of  this  company. 

New  England  Navigation  Co.,  rA«.— All  of  the  $63,000,000  outstanding  capital  stock  of  this  compai 
owned  by  the  New  York,  New  Haven  &  Hartford  R.  R.  Co. 

New  Jersey  Junction  B.  B.  Co.— All  of  the  $100,000  ontstanding  capital  stock  of  the  New  Jersey  June 
Railroad  Co.  is  owned  by  the  New  York,  New  Haven  &  Hartford  R.  R.  Co. 

New  York  Central  &  Hudson  Bivcr  B.  B.  Co.— This  company  owns  OIJ  per  cent  of  the  $45,760,000 
standing  capital  stock  of  the  Lake  Shore  &  Michigan  Southern  R.  R.  Co.;  it  owns  the  entire  capital  si 
of  the  Carthage  &  Adirondack  Ry.  Co.,  the  entire  capital  stock  of  the  Mohawk  &  Malone  Ry.  Co. 
entire  capital  stock  of  the  New  Jersey  Junction  R.  R.  Co.,  the  capital  stock  of  the  New  York  &  Puti 
R.  R.  Co.,  which  in  turn  owns  the  New  York  &  Northern  Ry.  t3o.;  it  owns  the  entire  capital  stoc 
the  St.  Lawrence  &  Adirondack  Ry.  Co.,  the  entire  capital  stock  of  the  West  Shore  K.  R.  Co.,  and 
entire  capital  stock  of  the  New  Ycffk  &  Ottawa  Ry.  Co.  The  $1,000,000  capital  stock  of  the  Terminal  I 
road  of  Buflalo  is  owned  in  equal  proportions  by  the  New  York  Central  &  Hudson  River  R.  R.  Co., 
the  Lake  Shore  &  Michigan  Southern  R.  R.  Co. 

New  Yori  Mutual  Gas  Light  do.— The  Consolidated  Gas  Co.  of  New  York  owns  $1,886,200  of 
$3,600,000  capital  stock  of  this  company. 

New  York,  New  Haven  &  Hanfori  B.  B.  CS).— This  company  owns  $1,640,000  of  the  $2,967,000  outsta 
ing  capital  stock  of  the  Hartford  &  Connecticut  Western  Railroad,  which  road  is  leased  to  the  Central  > 
England  Co.,  a  subsidiary  of  the  New  York,  New  Haven  &  Hartford  R.  R.  Co.  This  company  o' 
$3,212  of  the  $4,000  preferred  and  $13,105,185  of  the  $58,113,982  common  stock  of  the  New  York,  Ontarl 
Western  Railway  Co.  This  company  controls  the  Millbrook  Co.,  which  in  turn  owns  the  J 
York,  Westchester  &  Boston  Railway  Co. 

New  York,  Ontario  &  Western  By.  Cb.— The  New  York,  New  Haven  &  Hartford  R.  R.  Co.  owns  $3, 
of  the  $4^000  preferred  and  $13,105,185  of  the  $58,113,982  common  stock  of  this  company. 

New  York,  Philadelphia  &  Norfolk  B.  B.  Co.— Practically  all  of  the  $2,500,000  capital  stock  of  this  C( 
pany  is  owned  by  the  Pennsylvania  R.  R.  Co. 

New  York  tt  Putnam  B  B.  Co.— AU  of  the  $6,500,000  capital  stock  of  this  company  Is  owned  by 
New  York  Central  &  Hudson  River  R.  R.  Co.  The  New  York  &  Putnam  R.  R.  Co.  also  owns  the  ^ 
York  &  Northern  Railway  Co. 

New  York,  Susquehanna  Sc  Western  B.  B.  Co.— The  Erie  R.  R.  Co.  owns  $25,594,844  of  the  $26,000 
outstanding  capital  stock  of  this  road.  This  company  owns  $10,577,200  of  the  $19,342,500  capital  stocl 
the  Northern  Central  Ry.  Co. 

New  York,  Westchester  &  Boston  Bailway  Co.— All  of  the  $5,000,000  outstanding  capital  stock  of  this  o 
pany  is  owned  by  the  Millbrook  Co.,  which  is  controlled  by  the  New  York,  New  Haven  &  Hartford  R, 

Northern  Pacific  R.  B.  Co.— This  company  owns  $53,806,750  of  the  $110,839,100  outstanding  capital  st 
of  the  Chicago,  Burlington  &  Quincy  R.  R.  Co. 

Northern  Central  By.  Co.— The  Pennsylvania  R.  R.  Co.  owns  $10,577,200  of  the  $19,342,500  capital  st 
of  this  company. 

Northwestern  By.  of  flouth  CarolirM.—The  Atlantic  Coast  Line  Co.  owns  $50,000  of  the  $100,000  cap 
stock  of  this  company. 

Pennsylvania  B.  B.  Co. — This  company  owns  practically  all  of  the  $2,500,000  capital  stock  of  the  > 
York,  Philadelphia  <fe  Norfolk  R.  R.  Co.;  it  owns  $15,000,000  of  the  $25,000,000  outstanding  capital  stocl 
the  Pennsylvania  Tunnel  &  Terminal  R.  R.  Co. 

The  Reading  Co.  owns  the  entire  capital  stocks  of  the  Philadelphia  &  Reading  R.  R.  Co.  and  the  Ph 
delphia  &  Reading  Coal  &  Iron  Co.,  and  $14,504,000  of  the  outstanding  $27,436,800  capital  stock  of  the  Cen 
R.  R.  of  New  Jersey.  It  also  owns  the  $20,000,000  purchase  money  bonds  of  the  Philadelphia  &  Read 
Railroad. 

Pennsylvania  Tunnel  &  Terminal  R.  B.  Co.— The  Pennsylvania  R.  R.  Co.  owns  $15,000,000  of 
$25,000,000  outstanding  capital  stock  of  this  company. 

Philadelphia  Co.,  The— The  United  Rys.  Investment  Co.  owns  $24,200,000  of  the  $38,626,000  outstand 
capital  stock  of  this  company.  The  Philadelphia  Co.  owns  all  of  the  $5,000,000  outstanding  capital  st 
of  the  Pittsburgh  Rys.  Co. 

Philadelphia  Bapid  Transit  Co.— This  company  leases  the  Union  Traction  Co.,  of  Philadelphia,  whicl 
turn  leases  the  Philadelphia  Traction  Co. 

Pittsburgh  S:  Lake  Erie  B.  B.  Co.— The  Lake  Shore  &  Michigan  Southern  R.  R.  Co.  owns  $7,500,15 
the  $21,000,000  outstanding  capital  stock  of  this  company. 

Philadelphia  Traction  Co.,  The.— This  company  is  leased  by  the  Union  Traction  Co.  of  Philadelpl 
which  in  turn  is  leased  by  the  Philadelphia  Rapid  Tiansit  Co. 

Pittsburgh,  Bessemer  <&  Lake  Erie  B.  B.  Co. — The  Carnegie  Co.,  a  subsidiary  of  the  United  States  8 
Corporation,  owns  $5,500,000  common  and  $5,100,000  preferred  of  the  $10,000,000  common  and  $2,000; 
preferred  capital  stock  of  this  company. 

Pittsburgh  Bys.  Co.,  The. — AU  of  the  $5,000,000  outstanding  capital  stock  of  this  company  is  owned  by 
Philadelphia  Co. 

Southern  Bailway  Co.— This  company  owns  $5,670,200  of  the  $6,070,600  capital  stock  of  the  Mobil( 
Ohio  R.  R.  Co. 

Terminal  Bailroad  of  Buffalo,  The. — The  $1,000,000  capital  stock  of  this  company  is  owned  in  equal  ] 
portions  by  the  New  York  Central  &  Hudson  River  R.  R.  Co.  and  the  Lake  Shore  &  Michigan  South 
R.  R.  Co. 

Union  Traction  Co.— This  company  leases  the  Philadelphia  Traction  Co.  and  is  leased  by  the  Philadelj 
Rapid  Transit  Co. 

UniUd  Rys.  Investment  Co.— This  company  owns  $24,200,000  of  the  $38,626,000  outstanding  capital  st 
of  the  Philadelphia  Co. 

Western  By.  of  Alabama.— The  $3,000,000  capital  stock  of  this  company  is  owned  jointly  by  the  Loi 
ville  &  Nashville  R.  11.  Co.  and  the  Atlantic  Coast  Line  R.  R.  Co. 

West  Shore  B.  B.  Co. — The  entire  $10,000,000  capital  stock  of  this  company  is  owned  by  the  New  Y 
Central  &  Hudson  River  R.  R.  Co. 

Western  Union  Telegraph  Co.— The  American  Telephone  &  Telegraph  Co.  owns  a  majority  of 
$32,000,000  outstanding  capital  stock  of  this  company. 
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EXHIBIT  F. 

Plate  Agheement. 

agreement  a. 

This  agreement,  made  and  entered  into  this  9th  day  of  November,  1900,  by  and 
between  Carnegie  Steel  Co.,  Jones  &  Laughlins  (Ltd.),  Illinois  Steel  Co.,  Crucible  Steel 
Co.  of  America,  Otis  Steel  Co.,  Tidewater  Steel  Co.,  Lukens  Iron  &  Steel  Co.,  Worth 
Bros.  Co.,  Central  Iron  &  Steel  Co.,  the  American  Wire  &  Steel  Co.,  the  Glasgow  Iron 
Co.- 

Witnesseth  that  the  above  said  parties  have  mutually  agreed  to  and  with  each  other 
to  form  an  association  for  mutual  interests,  and  to  enable  them  to  pay  liberal  wages  to 
their  workmen,  to  be  known  as  the  Steel  Plate  Association  of  the  United  States: 

First.  Each  of  the  parties  above  named  being  manufacturers  and  sellers  of  steel 
plates,  shall,  by  reason  of  such  manufacture  and  sale,  be  entitled  to  membership  in 
this  association,  and  each  of  the  parties  hereto  shall  be  entitled  to  portion  of  aU  diip- 
ments  iu  the  following  proportions: 

Carnegie  Steel  Co 46. 25 

Tones  &  Laughlins  (Ltd.) 4.  75 

lUinois  Steel  Co 11. 00 

Crucible  Steel  Co.  of  America 4. 50 

Otis  Steel  Co 2.  50 

Tidewater  Steel  Co 3. 00 

Lukens  Iron  &  Steel  Co 7.  50 

Worth  Bros.  Co .' 7. 00 

Central  Iron  &  Steel  Co 8. 00 

imerican  Steel  &  Wire  Co 5.  50 

Glasgow  Iron  Co.  to  the  extent  of  sales  and  output  up  to  40,000  tons,  should  they  be 
vble  to  accomplish  them,  prior  to  December  31,  1901. 

Second.  The  officers  of  this  association  shall  be  as  follows:  A  president,  a  treasurer, 
I  commissioner,  and  an  executive  committee  consisting  of  six  members,  including  the 
president.  The  conclusions  of  the  executive  committee  meetings  shall  be  at  once 
lommunicated  to  all  the  members  of  this  association. 

Third.  Each  member  of  this  association  shall,  on  or  before  the  10th  day  of  December, 
^900,  and  on  or  before  the  .tenth  day  of  each  and  every  month  thereafter  during  the 
erm  of  this  agreement,  or  any  extension  thereof,  render  to  the  commissioner  of  this 
issociation  a  statement,  which  statement  shall  be  sworn  to,  or  affirmed  to,  by  one  of 
he  principal  executive  officers  of  the  member  so  making  the  report,  or  in  case  the 
aember  so  making  the  report  is  a  copartnership,  then,  in  that  case,  the  report  shall 
le  sworn  to,  or  affirmed  to,  by  one  of  the  firm  holding  membership  in  this  association, 
rhich  oath  or  affirmation  shall  be  to  the  effect  that  the  report  so  made  is  a  true  and 
orrect  report  of  all  the  material  described  in  the  first  clause  of  this  agreement,  which 
ras  shipped  by  the  member  making  the  report  during  the  month  for  which  the  report 
i  made;  the  form  of  the  report  and  oath  of  affirmation  as  to  its  correctness  shall  be 
Jmished  by  the  commissioner  and  shall  include  a  statement  of  the  roUing  production 
)reach  month;  and  upon  the  commissioner's  receiving  from  the  respective  members 
ieir  reports,  as  aforesaid,  he,  the  commissioner,  shall  render  to  each  member  monthly, 
3  soon  as  possible  after  the  receipt  of  all  the  statements  of  all  the  members,  copies  of 
atements  last  rendered  by  each  member,  and  shall  forthwith  "state  an  account," 
barging  each  member  who  has  shipped  during  the  month  more  than  its  or  their 
ercentage  of  the  total  amount  shipped  by  all  the  members  of  the  association,  the 
un  of  thirty-five  hundredths  of  a  cent  per  pound  on  each  and  every  pound  of  such 
tcess,  and  crediting  each  member  who  has  not  shipped  its  or  their  percentage  of  the 
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total  amount  shipped  by  all  the  members  of  the  association,  with  the  sum  of  thirty 
hundredths  of  a  cent  per  pound  on  each  and  every  pound  which  it  or  they  fail  to 
during  the  month  for  which  the  reports  are  made,  as  aforesaid,  and  as  a  basis  of 
culation  making  such  "statement  of  account,"  the  commissioner  shall  use  the  t 
of  percentages  as  set  forth  in  the  first  clause  of  this  agreement;  and  upon  the  stater 
of  such  account  by  the  commissioner,  he  shall  immediately  mail  a  copy  there( 
each  member  of  this  association,  and  within  five  days  after  the  receipt  of  any  acc( 
by  the  member  of  this  association,  which  account  shall  show  that  the  member  recei 
the  same  is  indebted  to  the  association,  the  member  so  receiving  its  or  their  acco 
showing  its  or  their  indebtedness,  shall  forward  to  the  treasurer  a  check  or  sight  c 
drawn  to  the  order  of  T.  Mellon  &  Sons,  in  payment  of  such  indebtedness,  which  cl 
or  sight  draft  the  treasurer  shall  deposit  in  the  said  T.  Mellon  &  Sons'  bank,  Pittsbu 
Pa.,  to  the  credit  of  Ais  association  and  remain  to  the  credit  of  the  member  pa; 
on  excess  of  Aqansnts  and  being  increased  or  diminished  as  each  month's  busi 
shows.  It  sfcaU  be  ibe  right  and  privilege  of  each  member,  who  shall  not  have  ship 
his  full  percentage,  to  call,  through  the  commissioner,  on  the  members  who  have  n 
an  excess,  to  transfer  to  the  short  member  a  sufficient  amount  of  tonnage,  or  other 
enable  him  to  fill  up  his  order  book.  It  being  the  intent  of  this  agreement  that « 
member  shall  ship  his  entire  percentage,  and  at  the  end  of  each  year  it  shall  be 
duty  of  the  commissioner  to  so  arrange  between  the  members  as  to  have  the 
balanced ;  but  any  member  unable,  at  the  end  of  each  year,  to  produce  his  allotm 
after  first  deducting  his  exempted  tonnage,  shall  forfeit  such  unproduced  tonn 
which  shall  be  divided  among  the  other  members  of  the  pool  in  proportion  to  t 
respective  tonnage  allotments. 

Fourth.  To  insure  the  rendering  of  the  statements  and  the  faithful  adheri 
of  each  party  to  the  terms  of  this  agreement,  a  guarantee  fund  of  $100,000  e 
be  formed  by  the  payment  on  or  before  December  3,  1900,  of  $1,000  for  each 
cent  of  allotment,  as  provided  for  in  the  first  clause  of  this  agreement,  to  the  treasi 
which  fund  shall  be  deposited  or  invested  as  directed  by  the  executive  commit 
in  trust  for  the  members  in  the  same  proportion  as  received,  subject,  howevei 
such  forfeiture  or  penalty  as  may  be  declared  by  a  vote  of  a  remainder  of  the  m 
bers  against  any  member  violating  the  terms  of  this  agreement,  and  as  hereins 
provided. 

Fifth.  Whereas  it  has  been  agreed  by  and  between  aU  the  members  of  this  s 

ciation  to  exempt  certain  tonnage  to  cover  orders  already  taken,  it  is  agreed 

such  exemption  shall  be  as  follows: 

To 

Carnegie  Steel  Co 140, 

Jones  &  Laughlins  (Ltd.) 9, 

Illinois  Steel  Co 15, 

Crucible  Steel  Co.  of  America 2, 

Otis  Steel  Co 1, 

Tidewater  Steel  Co 2, 

Lukens  Iron  &  Steel  Co 5, 

Worth  Bros.  Co 3, 

Central  Iron  &  Steel  Co 15, 

The  American  Steel  &  Wire  Co 7, 

Glasgow  Iron  Co 

It  is  understood  that  those  who  hold  exemptions  under  this  agreement  are  to 
portion  the  shipments  applying  to  them  in  monthly  allotments,  between  the  dal 
this  arrangement  and  January  1,  1902,  and  such  shipments  shall  not  be  subject  to 
pool  assessment. 

Sixth.  It  is  required  that  all  plates  shipped  into  the  States  bordering  on  the  Pa 
coast,  and  to  be  actually  used  in  the  territory  into  which  they  are  shipped,  and 
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all  plates  actually  exported  for  use  outside  the  Umits  of  the  United  States,  to  be  re- 
ported to  the  commissioner,  together  with  bills  of  lading,  or  other  evidence  of  expor- 
tation, for  actual  use  abroad,  satisfactory  to  him  (said  evidence  to  be  confidential  and 
not  to  be  circulated  among  the  members) .  Such  tonnage  will  be  deducted  from  the 
member's  report,  and  the  agreed  pool  tax  charged  on  the  balance. 

Seventti.  Upon  receiving  the  written  request  of  two  members  of  the  association, 
stating  the  object,  the  commissioner  shall,  upon  the  approval  of  the  executive  com- 
mittee, call  a  meeting  of  the  parties  to  this  agreement,  to  be  held  within  five  days 
from  date  of  his  receiving  such  written  request. 

Eighth.  If  at  any  time  any  of  the  parties  hereto  shall  have  reason  to  suppose  that 
any  other  party  or  parties  to  the  agreement  have  violated  any  of  the  provisions  of 
this  agreement,  the  said  party  so  supposing  the  agreement  has  been  violated,  shall 
file  with  the  commissioner  of  the  association,  a  bill  of  complaint  against  the  party  or 
parties  so  suspected  erf  such  violation,  which  bill  of  complaint  shall  fully  set  forth 
the  »ct  or  acts  complained  of,  together  with  all  the  matters  or  things  connected  there- 
witk;  the  said  bill  of  complaint  shall  be  in  writing,  and  shall  furnish  all  the  evidence 
that  can  be  submitted  in  connection  with  the  alleged  violation,  and  upon  receipt  by 
the  commissioner  of  any  and  all  bills  of  complaint,  as  aforesaid,  he  shall  forthwith 
use  his  best  offices  to  have  the  accuser  and  accused  arrive  at  an  amicable  settlement, 
failiBg  in  which  he  shall  then  submit  all  the  information  he  may  have  to  the  execu- 
tive committee  for  action;  if  the  said  executive  committee  shall  determine  that  the 
chatges  have  been  sustained,  they,  the  executive  committee,  shall  impose  a  penalty 
of  not  less  than  $1,000,  nor  more  than  the  amount  standing  to  the  credit  of  the  member 
80  punished,  in  the  guaranty  fund  at  the  time  the  fine  is  imposed  upon  the  party  so 
adjudged  as  having  violated  the  agreement,  but  if  the  executive  committee  shall 
determine  that  the  charges  have  not  been  sustained,  they  shall  dismiss  the  complaint 
from  further  consideration  by  them.  It  is  further  understood  and  agreed  that  no 
member  of  the  executive  committee  shall  act  upon  any  bill  of  complaint  made  by, 
or  made  against  the  member  of  the  association  which  he  represents,  nor  shall  any 
representative  of  a  member  of  the  association  vote  upon  any  bill  of  complaint  brought 
by  or  brought  against  the  member  of  the  association  he  represents.  Any  penalty 
imposed  by  the  executive  committee  will  be  collected  by  the  treasurer,  deducting 
the  amount  thereof  from  the  deposit  made  by  the  member  against  whom  the  penalty 
is  imposed,  to  the  guaranty  fund,  as  provided  for  in  clause  fourth  of  this  agreement, 
within  two  weeks  after  such  penalty  is  thus  imposed,  the  sum  thereof  shall  be  trans- 
ferred pro  rata  as  per  allotments  to  the  accounts  of  the  members  of  the  association, 
excluding  the  member  against  whom  the  penalty  is  imposed,  by  the  treasurer  of  the 
association,  in  which  case  the  member  so  punished  shall  immediately  remit  an  amount 
sufficient  to  make  good  the  sum  taken  from  the  guaranty  fund. 

In  case  the  offending  member  shall  appeal  to  the  association,  and  the  action  of 
the  executive  committee  shall  not  be  sustained  by  a  majority  vote  of  members  of  the 
said  association,  then  the  fine  imposed  shall  be  remitted,  and  any  sum  that  the  member 
may  have  paid  into  the  association  by  reason  of  this  shall  be  returned. 

Ninth.  No  consideration,  in  the  nature  of  brokerage  or  commission,  shall  be  paid 
to  anyone  on  sales  of  plates  on  and  after  January  1,  1901. 

All  sales  between  parties  to  this  agreement  shall  be  at  pool  prices,  as  provided  in 
agreement  "  B,"  and  all  shipments  shall  be  reported  by  the  manufacturer  on  which 
pool  tax  will  be  charged  the  same  as  to  outside  parties,  the  purchaser  also  to  report 
shipments  of  all  such  materials  so  bought,  for  which  they  shall  claim  and  receive 
credit. 

Tenth.  At  any  meeting  of  the  members  of  this  association,  called  by  the  commis- 
sioner, as  herein  provided,  any  party  or  parties  may  give  three  months'  notice  of 
withdrawal  herefrom,  but  no  such  notice  shall  take  effect  prior  to  January  1,  1902. 
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Statements  shall  continue  to  be  rendered  of  all  plates  shipped  up  to  date  of  such  w 
drawal,  the  pool  assessment  to  be  charged  thereon. 

Eleventh.  In  case  other  firms  or  corporations  are  admitted  as  ps^tners  to  this  ag 
ment,  the  percentage  of  the  pool  allotted  to  each  shall  be  deducted  pro  rata  from 
percentages  of  the  members  immediately  prior  to  the  time  of  its  admission;  and  in  c 
any  of  the  parties  hereto,  or  any  of  the  parties  hereafter  admitted,  shall  witKdraw, 
percentage  of  the  pool  allotted  to  such  withdrawing  party  or  parties  shall  be  adi 
pro  rata  to  the  percentages  of  the  parties  remaining.  In  such  case,  the  commissio 
shall  compute  and  report  the  new  percentages  to  the  nearest  one-hundredth  of  1 
cent,  which  degree  of  accuracy  shall  be  deemed  sufficient. 

Twelfth.  The  agreement  herein  made  of  percentages,  the  amount  of  the  guaia 
fund  as  herein  provided,  and  the  agreement  to  maintain  minimum  fixed  rates  as  c 
ered  in  agreement  "B,"  shall  not  be  altered,  amended,  or  changed  in  any  re8p( 
except  by  the  unanimous  consent  of  all  parties  to  this  agreement. 

Thirteenth.  To  provide  for  the  prompt  payment  of  all  salaries,  rents,  and  ot 
expenses,  a  general  expense  fund  shall  be  called  in  as  needed  by  the  treasurer, 
proportion  to  the  percentage  allotted  each  member  of  the  association. 

Fourteenth.  No  matter  of  account,  or  understanding  outside  of  this  agreeme 
shall  affect  the  settlements  herein  provided  for,  either  as  an  offset  or  otherwise, 
shall  any  written  or  unwritten  agreement  of  the  parties  hereto,  or  any  of  them 
establish  and  maintain  uniformity  of  prices,  or  any  controversy  arising  out  of  any  s) 
agreement,  or  any  failure  to  carry  out  any  of  its  provisions,  or  to  maintain  prices,  afi 
in  any  way  the  rendering  of  the  statements  and  the  making  of  the  settlements  her 
required. 

Fifteenth.  Whenever  this  agreement  shall  have  been  terminated,  the  balance 
the  deposit,  with  accumulated  interest  remaining  in  the  hands  of  the  treasurer 
the  credit  of  each  party,  after  provision  shall  have  been  made  for  the  payment 
all  expenses,  shall  be  returned  to  it,  provided  it  shall  have  rendered  all  the  st£ 
ments  required  from  it  under  this  agreement,  and  have  paid  all  its  debtor  balanc 
In  case  any  party  hereto  shall  not  have  fulfilled  its  money  obligations  under  f 
agreement,  the  amount  it  has  on  deposit  in  the  guaranty  fund  shall  be  applied  tow; 
the  fulfillment  ot  those  obligations,  and  the  excess,  if  any,  retm^ned  to  it.  But 
case  any  party  shall  not  have  fulfilled  its  agreement  to  render  the  monthly  statem- 
under  this  agreement,  the  amount  it  has  on  deposit  in  the  guaranty  fund,  or 
excess  thereof,  as  above  stated,  shall  be  divided  among  the  parties  who  shall  have  I 
filled  their  obligations  under  this  agreement,  in  the  proportion  of  their  respect 
percentages. 

Sixteenth.  For  all  purposes  of  this  contract,  a  ton  shall  be  taken  and  held  as  t 
thousand  (2,000)  pounds. 

In  witness  whereof  the  parties  hereto  have  signed  this  agreement  the  day  and  y 
first  above  written.    (Hearings,  pp.  555-558.) 


Steoctuhal  Stbbl  Aqeebment. 
aobeement  a. 

This  agreement,  made  and  entered  into  this  1st  day  of  January,  1897,  by  and  betw( 
the  Passaic  Rolling  Mill  Co.,  Pottsville,  Iron  &  Steel  Co.,  A.  &  P.  Roberts  Co.,  Cam! 
Iron  Co.,  Phoenix  Iron  Co.,  New  Jersey  Sted  &  Iron  Co.,  Universal  Construction  ( 
the  Carnegie  Steel  Co.  (Ltd.),  Cleveland  Rolling  Mill  Co.,  Jones  &  Laughlin  St 
Co.  (Ltd.). 

Witnesseth  that  the  above  said  parties  have  mutually  agreed  to  and  with  each  ot 
to  form  an  association  to  be  known  as  the  Structriral  Steel  Association  of  the  Uni 
States. 
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First.  Each  of  the  above  parties  named,  being  manufacturers  and  sellers  of  steel 
I  beams  and  channels  of  sizes  not  less  than  3  inches  in  depth,  shall,  by  reason  of  such 
manufacture  and  sale,  be  entitled  to  membership  in  this  association,  and  each  of  the 
parties  hereto  shall  be  entitled  to  such  portion  of  all  sales  by  parties  hereto  of  I  beams 
and  channels  of  sizes  not  less  than  3  inches  in  depth  (except  I  beams  and  channels 
for  use  in  car  construction  and  deck  or  bulb  beams)  as  is  allotted  to  it  under  the  follow- 
ing table: 

Per  cent. 

The  Carnegie  Steel  Co.  (Ltd.) 49j 

Jones  &  Laughlin  (Ltd.) 12j 

A .  &  P.  Eoberts  Co H j 

Passaic  Rolling  Mill  Co g 

Phoenix  Iron  Co 5 

Cambria  Iron  Co 5 

Universal  Construction  Co 41 

Pottsville  Iron  &  Steel  Co ^ 3 

Cleveland  Rolling  Mill  Co 3 

100 

It  being  understood  that  members  of  this  association  having  bridge  works  wherein 
beams  and  channels,  as  covered  by  this  agreement,  are  consumed  shall  report  to  this 
association  all  shipments  to  such  departments  and  pay  the  agreed  pool  tax  as  herein- 
after provided  on  shipments  so  made  (except  such  as  are  used  in  the  construction  of 
buildings  for  their  own  respective  works,  which  tonnage  shall  be  reported  and  credit 
given  therefor). 

Second.  The  officers  of  this  association  shall  be  as  follows:  A  president,  a  treasurer, 
a  commissioner,  and  an  executive  committee  consisting  of  three  members  (the  presi- 
dent being  a  member  of  the  executive  committee  ex  officio). 

Third.  Each  member  of  this  association  (the  New  Jersey  Steel  &  Iron  Co.  excepted) 
shall,  on  or  before  the  10th  day  of  February,  1897,  and  on  and  before  the  10th  day  of 
each  and  every  month  thereafter  during  the  terms  of  this  agreement,  or  any  extension 
thereof,  render  to  the  commissioner  of  this  association  a  statement,  which  statement 
shall  be  sworn  to  or  affirmed  to  by  one  of  the  principal  executive  officers  of  the  mem- 
ber so  makiog  the  report,  or  in  case  the  member  so  making  the  report  is  a  copartner- 
ship, then  in  that  case  the  report  shall  be  sworn  to  or  affirmed  to  by  one  of  the  firm 
holding  membership  in  this  association,  which  oath  or  affirmation  shall  be  to  the 
effect  that  the  report  so  made  is  a  true  and  correct  report  of  all  the  material  described 
in  the  first  clause  of  this  agreement  which  was  shipped  by  the  member  making  the 
report  during  the  month  for  which  the  report  is  made;  the  form  of  the  report  and  oath 
or  affirmation  as  to  its  correctness  shall  be  furnished  by  the  commissioner.  And 
upon  the  commissioner's  receiving  from  the  respective  members  their  reports,  as 
aforesaid,  he,  the  commissioner,  shall  render  to  each  member  monthly,  as  soon  as 
possible  after  the  receipt  of  all  the  statements  of  all  the  members,  copies  of  statements 
laat  rendered  by  each  member,  and  shall  forthwith  "state  an  account,"  charging  each 
member  who  has  shipped  during  the  month  more  than  its  or  their  percentage  of  the 
total  amount  shipped  by  all  the  members  of  the  association  the  sum  of  five-tenths 
cent  per  pound  on  each  and  every  pound  of  such  excess  and  crediting  each  member 
who  has  not  shipped  its  or  their  percentage  of  the  total  amount  shipped  by  all  the 
members  of  the  association  with  the  sum  of  five-tenths  cent  per  pound  on  each  and 
every  pound  which  it  or  they  fail  to  ship  during  the  month  for  which  the  reports  are 
made,  as  aforesaid;  and  as  a  basis  of  calculation  in  making  such  "statement  of  account" 
the  commissioner  shall  use  the  table  of  percentages  as  set  forth  in  the  first  clause  of 
this  agreement. 

And  ur)on  the  statement  of  such  account  by  the  commissioner  he  shall  immediately 
mail  a  copy  thereof  to  each  member  of  this  association,  and  within  five  days  after  the 
54946°— H.  Kept.  1127,  62-2 15 


226        INVESTIGATION   OF  UNITED   STATES  STEEL   COKPOEATION. 

receipt  of  any  account  by  the  member  of  this  association,  which  account  shall  sh 
that  the  member  receiving  the  same  is  indebted  to  the  association,  the  member 
receiving  its  or  their  account  showing  its  or  their  indebtedness  shall  forward  to  i 
treasurer  a  check  or  sight  draft  drawn  to  the  order  of  T.  Mellon  &  Sons,  in  paymeni 
such  indebtedness,  which  check  or  sight  draft  the  treasurer  shall  deposit  in  the  si 
T.  Mellon  &  Sons'  bank  to  the  credit  of  this  association,  and  immediately  upon  the  tre 
urer  receiving  from  the  members  all  their  respective  remittances,  in  payment  of  th 
indebtedness  to  the  association,  for  any  month,  he,  the  treasurer,  shall  notify  i 
respective  members  whom  the  aforesaid  "account  stated"  shall  show  to  be  credit 
of  the  association  for  any  month  to  draw  on  him  (the  treasurer)  for  the  amount  due 
them  as  shown  by  said  "account  stated,"  and  upon  receipt  of  their  several  drafts 
made  the  treasurer  shall  accept  the  same  payment  at  T.  Mellon  &  Sons,  and  charge  ( 
amounts  thereof  to  the  fund  created  by  the  payments  made  by  the  members  w 
shipped  in  excess  of  their  proportion  during  the  month  for  which  the  "account  state 
was  made,  thus  closing  that  account  each  month. 

Fourth.  To  insure  the  rendering  of  the  statements  and  the  settlement  of  the  b 
ances  due  between  the  members  of  this  association  at  the  time  required  by  the  pro 
sions  of  this  agreement,  each  member  (the  New  Jersey  Steel  &  Iron  Co.  except( 
shall,  immediately  after  the  signing  of  this  agreement,  remit  to  the  treasurer  its 
their  check  or  sight  draft  for  the  sum  of  $2,500,  and  shall,  on  or  before  the  10th  day 
each  month  thereafter,  remit  its  or  their  check  or  sight  draft  for  $500;  the  said  chec 
or  sight  drafts  shall  be  made  in  favor  of  T.  Mellon  &  Sons,  who  shall  become  the  ( 
pository  of  all  the  proceeds  of  such  checks  or  sight  drafts,  which  shall  form  a  guarar 
fund  and  be  held  by  said  T.  Mellon  &  Sons  during  the  continuance  of  this  agreeme 
or  any  extension  thereof,  and  disposed  of  finally  as  hereinafter  provided. 

It  being  understood  that  when  the  said  guaranty  fund  reaches  the  sum  total 
$45,000,  that  the  payments  toward  said  fund  shall  thereupon  cease. 

Fifth.  Whereas  it  has  been  agreed  by  and  between  the  several  other  memb 
and  the  New  Jersey  Steel  &  Iron  Co.  that  the  works  of  the  said  New  Jersey  Steel 
Iron  Co.  shall  remain  inoperative  in  the  manufacture  of  I  beams  and  channels, 
sizes  coming  under  the  provision  of  and  during  the  life  of  this  agreement,  in  cons 
eration  of  which  the  New  Jersey  Iron  &  Steel  Co.  shall  receive  from  this  associati 
the  sum  of  $5,000  per  month.  Said  sum  of  $5,000  to  be  paid  by  the  several  other  me 
bers  in  proportion  to  their  allotments  as  shown  by  the  table  in  the  first  clause  of  t' 
agreement.  On  the  tenth  day  of  each  month  the  treasurer  shall  draw  at  sight  on  t 
respective  parties  to  this  agreement  for  the  proportionate  amount  of  the  indebtt 
ness  and  when  all  such  drafts  shall  have  been  paid,  he  shall  immediately  notify  t 
New  Jersey  Steel  &  Iron  Co.  to  draw  upon  him  at  sight  for  the  sum  of  $5,01 
thus  closing  this  account  each  month.  In  case  any  draft  which  the  treasurer  sh 
make,  as  in  this  clause  provided,  shall  not  be  promptly  paid,  the  amount  of  su 
draft  shall  be  taken  from  the  deposition  the  guarantee  fund  of  the  party  failing 
pay  such  draft,  and  payment  made  to  the  New  Jersey  Steel  &  Iron  Co.,  the  sai 
as  if  all  such  drafts  of  the  treasurer  has  been  paid,  and  such  party  shall  immediat* 
remit  to  the  treasurer  an  amount  sufficient  to  make  good  the  sum  so  taken  from  t 
guarantee  fund. 

Sixth.  Whereas  it  has  been  agreed  by  and  between  all  the  members  of  this  as 
ciation  (the  New  Jersey  Steel  &  Iron  Co.  excepted)  to  exempt  all  members  exc« 
the  Phoenix  Iron  Co.,  to  the  extent  of  5  per  cent  of  300,000  tons,  in  the  proportic 
expressed  in  the  table  of  allotments  contained  in  clause  1  of  this  agreement;  t 
aforesaid  Phoenix  Iron  Co.  to  be  exempted  to  the  amount  of  11,000  tons;  the  pi 
assessment  shall  not  be  charged  an  any  member's  shipments  until  it  or  they  sh 
have  completed  its  or  their  quota  of  exempted  tonnage. 

Seventh.  It  is  required  that  all  1  beams  and  channels  shipped  into  the  States  h 
dering  on  the  Pacific  coast  and  to  be  actually  used  in  the  territory  into  which  it 
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shipped  and  also  all  I  beams  and  channels  actually  exported  for  use  outside  the  limits 
of  the  United  States  be  reported  to  the  commissioner  together  with  bills  of  lading  or 
other  evidence  of  exportation  satisfactory  to  him  (said  evidence  to  be  confidential 
and  not  to  be  circulated  among  the  members).  Such  tonnage  will  be  deducted  from 
the  member's  report  and  the  agreed  pool  tax  charged  on  the  balance. 

Eighth.  Upon  receiving  the  written  request  of  any  one  member  of  the  association 
the  commissioner  shail  call  a  meeting  of  the  parties  to  this  agreement,  to  be  held 
within  five  days  from  the  date  of  his  receiving  such  written  request. 

Ninth.  If  at  any  time  any  of  the  parties  hereto  shall  have  reason  to  suppose  that 
any  other  party  or  parties  to  the  agreement  have  violated  any  of  the  provisions  of  this 
agreement,  the  said  party  so  supposing  the  agreement  has  been  violated  shall  file  with 
the  commissioner  of  the  association  a  bill  of  complaint  against  the  party  or  parties  so 
suspected  of  such  violation,  which  bill  of  complaint  shall  fully  set  forth  the  act  or 
acte  complained  of,  together  with  all  the  matters  or  things  connected  therewith.  The 
said  bill  of  complaint  shall  be  in  writing  and  shall  furnish  all  the  evidence  that  can  be 
submitted  in  connection  with  the  alleged  violation,  and  upon  receipt  by  the  commis- 
sioner of  any  and  all  bills  of  complaint  as  aforesaid,  he  shall  forthwith  use  his  best 
offices  to  have  the  accuser  and  accused  arrive  at  an  amicable  settlement,  failing  in 
which,  he  shall  submit  all  the  information  he  may  have  to  the  executive  committee 
for  action.  If  the  said  executive  committee  shall  determine  that  the  charges  have  been 
sustained,  they,  the  executive  committee,  shall  impose  a  penalty  not  less  than  $1,000, 
nor  more  than  the  amount  standing  to  the  credit  of  the  member  so  punished  in  the 
guaranty  fund  at  the  time  the  fine  is  imposed  upon  the  party  so  adjudged  as  having 
violated  the  agreement,  but  if  the  executive  committee  shall  determine  that  the 
charges  have  not  been  sustained,  they  shall  dismiss  the  complaint  from  further  con- 
sideration by  them.  It  being  further  understood  and  agreed  that  no  member  of  the 
executive  committee  shall  act  upon  any  bill  of  complaint  made  by  or  made  against 
the  member  of  the  association  which  he  represents,  nor  shall  any  representative  of  a 
member  of  the  association  vote  upon  any  bill  of  complaint  brought  by  or  brought 
against  the  member  of  the  association  which  he  represents.  Any  penalty  imposed  by 
the  executive  committee  will  be  collected  by  the  treasurer,  deducting  the  amount 
thereof  from  the  deposit  made  by  the  member  against  whom  the  penalty  is  imposed  to 
the  guaranty  fund,  as  provided  for  in  clause  fourth  of  this  agreement,  within  two  weeks 
after  such  penalty  is  thus  imposed,  the  sum  thereof  shall  be  transferred  pro  rata  as 
per  allotments  to  the  accounts  of  the  members  of  the  association,  excluding  the  member 
against  whom  the  penalty  is  imposed,  by  the  treasurer  of  the  association,  in  which  case 
the  member  so  punished  shall  immediately  remit  an  amount  sufficient  to  make  good 
the  sum  taken  from  the  guaranty  fund. 

In  case  the  offending  member  should  appeal  to  the  association  and  the  action  of 
the  executive  committee  should  not  be  sustained  by  a  majority  vote  of  said  associ- 
ation, then  the  fine  imposed  shall  be  remitted  and  any  sum  that  the  member  may 
have  paid  into  the  association  by  reason  of  this  shall  be  returned. 

Tenth.  No  member  of  this  association  (the  New  Jersey  Steel  &  Iron  Co.  excepted) 
shall  make  any  lump-sum  bid,  nor  shall  they  or  it  erect  any  building,  directly  or 
indirectly.  This  applies  only  to  members  as  "  Rolling  Mills. "  Any  question  arising 
as  to  the  interpretation  of  this  clause  shall  be  referred  to  the  commissioner  for  his 
immediate  decision. 

Eleventh.  No  consideration  in  the  nature  of  brokerage  or  commission  is  to  be 
allowed,  except  to  the  accredited  agents  of  the  parties  to  this  agreement,  whose 
names  shall  be  on  file  with  the  commissioner;  and  in  no  case  will  it  be  permissible 
for  such  commission  to  be  divided. 

No  sales  or  contracts  shall  be  made  to  or  with  middlemen  except  on  specific  work 
for  immediate  specifications. 
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All  sales  between  parties  to  this  agreement  shall  be  at  pool  prices,  as  provided  i 
agreenient  "B,"  and  all  shipments  shall  be  reported  by  the  manufacturer,  on  whic 
the  pool  tax  will  be  charged  the  same  as  to  outside  parties,  the  purchaser  also  to  repoi 
shipments  of  all  such  material  so  bought,  for  which  they  shall  claim  and  receive  credi 

Twelfth.  At  any  meeting  of  the  members  of  this  association,  called  by  the  con 
missioner  as  herein  provided,  any  party  or  parties  may  give  notice  of  withdraws 
herefrom,  but  no  such  notice  shall  take  effect  until  January  ]?,  1898.  If  the  aggr< 
gate  pool  percentages  of  the  parties  giving  such  notice  of  withdrawal  shall  amount  t 
less  than  4  per  cent,  this  agreement  shall  continue  in  force  as  between  the  remainin 
parties,  but  if  such  aggregate  shall  amount  to  4  per  cent  or  more  this  agreement  sha 
terminate  at  the  time  so  fixed.  But  statements  shall  continue  to  be  rendered  of  a 
I  beams  and  channels  shipped  up  to  date  of  its  termination,  the  pool  assessment. 

Thirteenth.  The  percentages  of  the  parties  hereto  or  of  their  successors  (includin 
as  such  any  concern  mainly  owned  or  controlled  by  any  of  the  said  parties  or  an 
of  their  stockholders),  shall  be  maintained  in  the  same  relative  proportion  unt 
otherwise  agreed,  and  if  any  party  shall  at  any  time  have  more  than  one  successor  c 
allied  concern,  the  aggregate  percentages  allotted  to  itself  and  all  its  successors  an 
allied  concerns  shall  not  exceed  the  percentage  that  the  original  concern  would  hav 
been  entitled  to  if  it  had  continued  alone  its  relations  to  the  other  parties  under  thi 
agreement,  and  the  parties  thereto  shall  include  in  their  statement  the  shipment 
for  such  successors  and  allied  concerns. 

Fourteenth.  In  case  other  firms  or  corporations  are  admitted  as  partners  to  thi 
agreement,  the  percentage  of  the  pool  allotted  to  each  shall  be  deducted  pro  rata  fror 
the  percentages  of  the  members  immediately  prior  to  the  time  of  its  admission;  am 
in  case  any  of  the  parties  hereto  or  any  of  the  parties  hereafter  admitted  shall  witk 
draw,  the  percentage  of  the  pool  allotted  to  such  withdrawing  party  or  parties  shai 
be  added  pro  rata  to  the  percentages  of  the  parties  remaining.  In  such  case  th 
commissioner  shall  compute  and  report  the  new  percentages  to  the  nearest  on« 
hundredth  of  1  per  cent,  which  degree  of  accuracy  shall  be  deemed  sufficient. 

Fifteenth.  The  allotment  herein  made  of  percentages,  the  amount  of  the  guarant 
fimd,  and  the  payment  made  to  the  New  Jersey  Steel  &  Iron  Co.,  as  herein  provided 
shall  not  be  altered,  amended,  or  changed  in  any  respect,  except  by  the  unanimou 
consent  of  all  the  parties  to  this  agreement,  but  any  other  matters  or  things  whafsc 
ever  which  concern  this  agreement  or  the  association  formed  thereby  or  any  regula 
tions  hereafter  adopted,  may,  at  any  time,  be  abrogated  or  amended  or  altered  at  an 
meeting  of  the  members  of  this  association,  provided  that  two-thirds  of  the  membei 
of  the  association  are  present  thereat,  that  they  represent  at  least  two-thirds  of  th 
percentage  allotted  to  all,  and  vote  in  favor  thereof. 

Sixteenth.  To  provide  for  the  prompt  payment  of  all  salaries,  rents,  and  othe 
expenses  (except  the  payment  which  is  to  be  made  monthly  to  the  New  Jersey  Stet 
&  Iron  Co.),  a  general  expense  fund  shall  be  called  in  as  needed  by  the  treasurer  i 
proportion  to  the  percentage  allotted  each  member  in  the  association. 

Seventeenth.  No  matter  of  account  or  understanding  outside  of  this  agreemen 
shall  afiect  the  settlements  herein  provided  tor,  either  as  an  offset  or  otherwise,  nc 
shall  any  written  or  unwritten  agreement  of  the  parties  hereto,  or  any  of  them,  t 
establish  and  maintain  uniformity  in  prices,  or  any  controveisy  arising  out  of  sue 
agreement,  or  any  failiue  to  carry  out  any  of  its  provisions,  or  to  maintain  prices 
affect  in  any  way  the  rendering  of  the  statements  and  the  making  of  the  settlement 
therein  required. 

Eighteenth.  Whenever  this  agreement  shall  have  been  terminated  the  balance  c 
the  deposit,  with  accumulated  interest,  remaining  in  the  hands  of  the  treasurer  t 
the  credit  of  each  party,  after  provision  shall  have  been  made  for  the  payment  of  al 
expenses,  shall  be  returned  to  it,  provided  it  shall  have  rendered  all  the  statement 
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required  from  it  under  this  agreement  and  have  paid  all  its  debtor  balances.  In  case 
any  party  hereto  shall  not  have  fulfilled  its  money  obligations  under  this  agreement, 
the  amount  it  has  on  deposit  in  the  guarantee  fund  shall  be  applied  toward  the  ful- 
fillment of  those  obligations,  and  the  excess,  if  any,  returned  to  it.  But  in  case  any 
party  shall  not  have  fulfilled  its  agreement  to  render  the  monthly  statements  under 
this  agreement,  the  amount  it  has  on  deposit  in  the  guarantee  fund,  or  the  excess 
thereof,  as  above  stated,  shall  be  divided  among  the  parties  who  shall  have  fulfilled 
their  obligations  under  this  agreement,  in  the  proportion  of  their  respective  percent- 
ages. 

Nineteenth.  At  the  expiration  of  this  agreement,  or  at  any  time  the  president  of 
the  association,  together  with  the  majority  of  the  executive  committee,  determine 
that  it  is  advisable  that  all  or  any  part  of  any  funds  belonging  to  the  association  shall 
be  withdrawn  from  the  depository  then  holding  the  same,  upon  notification  by  the 
president  and  a  majority  of  the  executive  committee  of  such  determination  being  given 
the  treasmer,  he,  the  treasurer,  shall  make  and  sign  a  sight  draft  or  check  upon  the 
depository  so  holding  such  funds  for  the  sum  named  in  such  notification,  which  check 
or  sight  draft  shall  then  be  countersigned  by  the  president  or  one  member  of  the 
executive  committee,  and  when  such  checks  or  sight  drafts  are  so  made  and  signed 
by  the  treasurer  and  countersigned  by  the  president  or  one  member  of  the  executive 
committee  and  duly  presented  for  payment  at  the  office  of  the  depository  holding  the 
funds  of  the  association,  all  such  checks  and  sight  drafts  shall  be  paid  by  such  depos- 
itory. 

Twentieth.  For  all  purposes  of  this  agreement  a  ton  shall  be  taken  and  held  of 
2,000  pounds. 

In  witness  whereof  the  parties  hereto  have  signed  this  agreement  the  day  and  year 
first  above  written.    (Hearings,  pp.  1813-1817.) 


VIEWS  OP  MR.  LITTLETON. 


Before  entering  on  a  discussion  of  the  general  question,  I  desire  to 
distinctly  dissent  from  the  bUl  presented  by  the  majority. 

The  most  pretentious  bUl  presented  by  my  Democratic  colleagues 
is  one  as  to  parts  of  which  there  has  been  much  discussion.  The 
fundamental  fault  manifest  throughout  this  bill  is  that  it  legislates 
primarily  and  directly  at  the  size  of  industrial  units.  It  preserves 
the  chief  fault  of  the  Sherman  law,  which  is  the  pohcy  of  a  belated 
attack  after  a  concern  has  grown  up  instead  of  providing  any  means 
of  prevention.  It  fails  utterly  to  confer  upon  any  governmental 
agency  the  power  to  see  to  it  that  concerns  in  restraint  of  trade  do 
not  grow  up.  It  distinctly  treats  the  symptoms  and  ignores  the 
disease.  It  does  not  establish  any  agency  which,  through  the  enforce- 
ment of  specific  statutes,  can  insist  upon  those  initial  safeguards 
without  which  all  effort  to  reach  the  wrong  must  fail.  Under  its 
provision  overcapitalized  concerns  with  the  power  of  holding  com- 
panies may,  without  challenge,  enter  and  continue  in  the  field  of 
interstate  commerce.  The  real  truth  is  that  the  bUl  is  simply  a  com- 
plicated rearrangement  of  the  rules  of  evidence  and  the  burden  of 
proof  under  existing  law,  without  a  serious  effort  to  meet  and  rightly 
solve  the  great  industrial  problems  which  have  grown  up  since  the 
existing  law  was  enacted;  and  even  this  rearrangement  of  the  rules  of 
evidence  is  contrary  to  every  notion  of  English  and  American  juris- 
prudence. It  has  been  compared  with  the  railroad  law  requiring 
railroads,  when  challenged,  to  show  that  their  rates  are  reasonable. 
It  really  is  a  contrast  instead  of  a  comparison.  A  man  or  a  concern 
may  obtain  control  of  30  per  cent  of  the  business  in  which  he  or  it 
is  engaged  by  sheer  efficiency.  He  or  it  may  have  no  way  of  knowing 
how  much  or  little  trade  is  restrained  or  extended  because  of  this. 
The  effects  of  these  acts  are  as  wide  and  infinite  as  all  the  ranges  of 
commerce  and  business.  The  effect  is  external  and  beyond  them. 
In  the  case  of  a  railroad  the  knowledge  of  the  reasonableness  is 
peculiarly  in  their  possession. 

In  the  proposed  bill,  under  section  9,  Subdivision  C,  "restraint 
of  trade"  is  defined  as  follows: 

"The  words  'restraint  of  trade'  mean  in  restraint  in  any  respect 
or  to  any  extent  of  trade  or  commerce  among  the  several  States  or 
with  foreign  nations." 
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Under  this  definition  no  business  could  be  conducted  tliat  is  not 
restraint  of  trade,  if  by  restraint  of  trade  is  meant  restriction  of  con 
petition.  If  10  jnen  start  in  the  same  line  of  business  and  2  ( 
them  survive,  with  the  volume  of  trade  of  that  business  increased 
hundredfold,  they  have  extended  the  trade,  but  they  have  undoub 
edly  restricted  the  competition  to  the  extent  of  the  8  competitors. 

The  confusion  which  is  perpetuated  in  this  bill  between  restrair 
of  trade  and  restraint  of  competition  will  cause  no  end  of  difficulty 
It  may  be  in  a  given  case  or  in  a  number  of  cases  that  the  extensio 
of  trade  will  result  only  from  the  limitation  of  competition.  To  sa 
that  when  it  shall  appear  that  any  concern  or  combination  of  cor 
cerns  is  in  restraint  of  trade  and  that  it  controls  more  than  30  pt 
cent  of  the  value  of  the  total  quantity  of  that  trade  sold  to  the  Unite 
States  or  more  than  30  per  cent  in  value  of  the  total  quantity  sol 
in  that  part  of  the  United  States  to  which  such  concern  extends,  i 
such  case  such  concern  will  be  required  at  the  suit  of  the  Goverr 
ment  to  prove  that  the  restraint  is  reasonable,  is  to  multiply  th 
difficulties. 

We  have  endeavored,  after  months  spent  in  patient  inquiry,  t 
present  the  facts  concerning  the  organization  and  operation  of  th 
United  States  Steel  Corporation.  We  have  seen  how  from  th 
very  beginning  the  tendency  has  been  marked  toward  the  consoli 
dation  of  competing  concerns,  and  we  have  the  example  of  th 
largest  industrial  company  in  the  world  as  illustrative  of  a  tend 
ency  in  all  modern  industrial  life — a  tendency  which  seems  to  b 
moving  resistlessly  toward  the  substitution  of  some  sort  of  coopei 
ation  in  place  of  the  old  trade  war.  It  is  perfectly  clear  that  th 
good  which  may  be  done  by  the  development  of  this  tendency  ma 
be  in  a  great  measure  nullified  by  the  evils  which  unchallenge 
power  in  the  hands  of  a  small  group  of  men  would  invite.  Th 
question  is  larger  than  the  simple  destiny  or  lifetime  of  the  Unite 
States  Steel  Corporation.  The  question  is  much  more  far-reachin 
than  a  simple  approval  of  its  good  points  or  an  occasional  animaci 
version  upon  its  bad  points. 

The  lesson  which  this  record  teaches,  if  it  teaches  anything,  i 
that  the  American  Government  is  confronted  in  the  handling  c 
its  corporate  problems  with  the  most  difficult  economic  and  indus 
trial  problem  of  its  history — a  problem,  in  the  first  place,  whic 
defies  the  narrow  limitations  of  partisanship  and  at  once  challenge 
the  patriotism  and  wisdom  of  men  of  all  parties ;  a  problem,  indeet 
which  is  not  improved  by  the  dissolution  of  existing  concerns  excep 
in  so  far  as  that  dissolution  furnishes  a  basis  for  constructive  legif 
lation  which  will  prevent  the  recurrence  of  the  evils  and  make  sui 
and  certain  the  good  which  cooperation  and  organization  can  do. 


INVifiSTlGATlOJN    OJ<^    UJSlTJfiU   STATES   STEEL   COEPOEATIOK.       233 

After  all,  the  question  which  we  first  meet  is,  What  is  to  be  the 
attitude  of  the  Government  toward  business — business  in  its  corporate 
form,  business  in  its  large  corporate  form,  business  in  cooperative 
corporate  form  ?  Must  there  continue  to  be  a  war  of  extermination 
on  the  part  of  the  Government  met  by  a  poUcy  of  evasion  and 
intrigue  on  the  part  of  business  ? 

The  first  requisite  of  any  policy  which  the  Government  may  adopt, 
or  any  statute  which  it  may  enact,  is  that  that  policy  or  that  statute 
will  make  the  Government's  attitude  toward  modern  forms  of  indus- 
try absolutely  certain — an  attitude  defined  and  written  into  its  laws 
through  the  agencies  which  have  been  estabhshed  by  the  Constitu- 
tion for  writing  these  laws,  and  not  an  attitude  growing  out  of  the 
particular  humor  or  whim  of  any  department  of  the  Government  or 
bureau  under  that  department.  The  certainty  of  the  Government's 
poHcy  will  insure  respect  for  its  authority  on  the  one  hand  and 
create  and  maintain  stability  in  legitimate  business  upon  the  other. 

The  business  device  known  as  a  corporation  and  its  almost  uni- 
versal adoption  in  the  business  world  have  made  these  problems  grow 
much  more  rapidly  than  the  public  understanding  of  them.  The 
very  fact  that  the  grant  of  a  corporate  charter  comes  from  the 
sovereignty  of  the  State  made  in  some  measure  every  corporation 
organized  a  large  or  small  problem  in  the  policy  of  every  State.  As 
they  combined  or  extended  their  operations  into  other  States  these 
problems  increased  with  their  endless  complications.  How  to  keep 
them  within  their  corporate  charter,  how  to  prevent  oppression,  how 
to  fix  habihty,  how  to  insure  honest  management,  how  to  prevent 
hurtful  overcapitalization,  how  to  prevent  combinations  of  concerns 
hurtful  to  commerce,  how  to  keep  separate  the  carrier  from  the  manu- 
facturer, these,  at  first  problems  for  the  State  in  which  the  corpo- 
ration was  organized,  grew  to  be  problems  for  every  State  into  which 
it  extended  its  business ;  and  finally  became  a  great  national  problem 
in  so  far  as  it  was  located  in  the  field  of  interstate  commerce. 

The  advantage  of  legitimate  corporate  development  is  beyond  any 
intelhgent  question.  The  true  corporation  has  the  advantage  of 
assembhng  the  most  experienced  and  intelligent  men  to  direct  its 
affairs  and  shoulder  its  responsibilities.  It  has  the  advantage  of 
gathering  to  itself  a  httle  of  the  wealth  of  a  great  number  of  men  with- 
out embarrassment  to  them,  which  enables  it,  by  reason  of  the  total 
sum  thus  gathered,  to  do  big  things.  It  has  the  advantage  of  being 
able  to  distribute  in  shares  the  value  of  a  property  or  plant  or  enter- 
prise infinitely.  It  has  the  advantage  which  comes  with  concen- 
tration, the  economy  of  organization,  and  the  combination  of  the 
wealth  of  many.  Eightly  understood  and  honestly  administered,  it 
represents  the  cooperative  enlightenment  of  modern  business.  It 
stands  for  the  collective  energy,  intelligence,  and  wealth  of  modern 
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industry.  It  is  the  most  flexible,  resourceful,  convenient,  and  offr 
tive  instrument  yet  devised  by  man  to  bring  forth,  manufacture,  d: 
tribute,  and  market  the  raw  wealth  of  the  earth. 

The  rapid  growth  of  corporations  in  the  United  States  is  soon  in  ti 
report  of  the  Commissioner  of  Internal  Rovonuo,  in  which  it  i.s  shov 
that  270,202  corporations,  whoso  income  is  in  excess  of  $5,000  ann 
ally,  report  to  him  for  the  purpose  of  taxation  under  the  corporatio 
tax  law.  Those  have  an  aggregate  capital  stock  of  $57,886,430,519.0 
a  bonded  and  other  indebtedness  of  $30, 717,330, OO.S. 84,  and  an  aggi 
gate  not  income  of  $3,360,250,642.65.  We  may  make  liboral  alio' 
ance  for  the  overcapitalization  of  those  concerns  as  represented  1 
those  figures,  and  yet  we  can  not  fail  to  consider  the  true  character 
this  colossal  wealth.  It  is  being  administered  and  conserved  in  cc 
porate  form.  It  in  distributed  in  shares,  and  a.s  such  it  aifords  tl 
surest  guaranty  of  the  inviolability  of  the  right  of  private  prop(!r 
because  of  the  oasy  and  convenient  distribution  of  these  shares  ar 
the  little  care  i(!((uired  in  their  jjoshoshIou  and  ownership.  The 
shares  and  bonds  offer  an  almost  unlimited  field  for  the  investment 
savings  by  the  individual,  who  can  hold  and  own  his  investment  iii 
receive  its  returns  and  yet  pursue  daily  his  own  busirui.ss  or  professio 

What  are  the  other  kinds  of  properties  in  our  country  ?  J  low  do  v 
judge  it?  How  do  we  estimate  the  thrift  and  cutcrpriso  of  the  poop 
of  our  country?  Over  against  this  corpDratc-  wealth,  revealed  in  tl 
figures  just  submitted,  lei  us  set  down  that  property  which  is  di 
tinctly  individualistic,  which  has  little  of  the  character  of  collectii 
owncrshif) — that  naked  individualism  for  which  ii;j;ri(;ulturc,  stand 
The  estimated  value  of  the  farm  products  of  this  country  for  tl 
year  1911  is  $8,417,000,000.  This  is  the  gross  value  of  farm  product 
without  subtracting  the  cost  of  production.  No  estimate  has  bei 
made  of  the  cost  of  this  production,  but  it  is  not  difficult  to  see  tin 
the  net  income  from  the  farms  and  the  net  income  from  corporate  ( 
collective  property  would  not  \h:  far  apart. 

Thus  we  have  on  the  one  hand  th(^  y;reat  collective  ownership  - 
property  represented  by  tliese,  270,202  corporate  agencies,  and  ( 
tbe  other  hand  the  distinctly  individuah'stic  ownership  of  the  far 
representeil  by  this  gross  income  of  $8,417,000,000.  lOnch  of  the 
classes  (jf  property,  each  of  these  fields  of  human  activity,  is  necessai 
to  the  growth,  welfare,  and  continued  prosperity  of  our  country.  J 
the  ownersliip  and  use  of  all  property  in  an  orderly  governnKjiit  rnu 
be  regulated  by  law,  we  are  confronted  with  the  question,  Whi 
shall  be  the  attitude  of  the  Government  toward  these  two  distin 
classes  of  property  ?  How  shall  we  regulate  and  govern  the  use 
these  sources  of  wealth  in  the  hands  of  individual  citiiiens?  Ho 
shall  we  prevent  the  abuse  of  that  ownership  ? 
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Of  those  two  (•lass(\s  of  property  tlici  c-orportild  cliiss  prcsdiilH  Iho 
most  difficult  and  complii'atod  ])robloni.  Tlio  roal  quostion  wfiicfi 
engages  now  and  will  contirnui  to  enj^iiK"  the  iittontion  of  tliose  in 
autliority  is  (ho  question  of  how  to  j)roserv((  oontralizod  industry, 
which  is  n^presentod  in  tho  p;roat  corponile  dovolopmont  of  the 
country,  and  at  tho  hiuho  (iiuo  iiiHuro  industrial  liberty.  In  order 
tiioroughly  to  understand  and  corroclly  solve  this  problem,  it  must 
bo  api)voac,iiod  without  })rejudic(i,  without  pnssion,  and  without  bias. 
In  the  dlHlinetly  coniiiK^reial  era  in  which  we  live  tho  eiioi-fj;y  and 
abilily  of  our  Hlronf;;(\st  nuui  is  devoted  to  the  fi;ottiii<i;  of  wealth.  More 
than  ui  any  otiuu-  period  of  the  world's  history  we  have  cultivated 
and  enlarged  the  creative  faculties  of  our  rat^e,  and  while  cons])icuous 
iiistaiu'os  of  oppression,  coercion,  and  wrongdoiu};;  have  marked  tho 
),'rowlh  and  dovolopnuint  of  tliis  era,  it  <'an  not  be  tliat  simple  <;r(HHl 
is  tlie  single  iin|)ulso  which  drives  (he  brains  and  hands  of  men  to  the 
;,'n'a(.  task  which  (iioy  have  undertaken.  It  can  not  be  that  (ho  more 
love  of  own(M-ship,  the  naked  lust  of  Ka-ui,  is  tho  sole  ins))iration  undor- 
iiniitii  (:h(\  >;;roat  work  which  men  have  M'i  (liomsolves  to  do. 

Ill  order  (-o  all'ord  (i\o  fulhist  freedom  to  tho  people  of  our  country 
to  croal(i  wealth  and  ac.(piir(\  property,  wo  have  (is(al)lislicd  and  main- 
tain economic  lil)or(y  -(-lia(  is,  (lie  rifj;ii(.  (,o  work,  (,o  in\'(Mi(-,  U>  plan, 
to  ac(]uir(\,  to  own,  and,  (itially,  to  have  dominion  o\dr  |)ropcr(y.  Wo 
havesaid  to  the  individual.  If  youputyour  blood  and  brain  and  muscle 
into  a  thinu;  ealle(i  propor(y,  yon  shall  Ikhouki  i(s  owiuir,  and  shall 
onjoy  and  use  (ha(  own(^rship  for  your  comfort  and  happiness  under 
II  government  of  law. 

So  long  as  this  was  done  by  (ho  individual  by  his  individual  labor 
and  ahilily  W(^  did  not  iww\,  and  hcnc(>  did  not  nnike,  many  laws  (o 
rnij;iila(e  hisownoiNhii)  andconlrol  of  proper(y.  lie  could  ko(>p  wha(  he 
had,  and  the  ran!J;<^  of  his  (H-onomic  lib(>r(y  was  almost  unlimilcni.  But 
when  (h(^  c()i'poi-ti((>  cha.r((<r  came  in(o  gcMi(>ral  use  and  men  ont!;ag(Hl 
in  l\wM\  en((irprisos,  clodiod  (hose  on((M-prises  wi(h  those  char((>rs, 
(hoS(a(o,  acdnu;  for  (ho  people  because  it  liad  granted  (he  privileges 
which  (he  char(('rs  conferred,  was  rcxiuirod  (.o  take  and  hold  sup(>r- 
vision  of  (h(>se  c<u-[)ora(e  eii(erprisos,  and  i(  was  just  here  (ha(.  cor|)o- 
ra(e  d(>velopmeu(  b(>came  in\'ol\(>d  in  tiie  lirs(  instance  in  (he  politics 
of  tho  cound-y.  While  the  corpora(o  en((>rprise  rouuiinod  wholly 
within  a  single  S(a(e  i(s  i-egulation  and  control  was  exclusively  in  (ho 
hands  of  the  vS(M(e  goviM-nnuMU ,  (ov  the  dom(>s(ic  sovoroii^'uly  of  (ho 
S(a(e  was  ilesigned  (o  deal  \\i(h  i(  and  all  domoslic  concerns.  As  a 
(lis(inc(ly  S(a(e  problem  it  presented  quesdons  of  capi(aliza(ion, 
priva(e  monopoly,  and  taxation,  and  in  public  s(>r\ice  corporations 
(lu>  adililional  questions  of  emin(>n(  domain,  friMght  ami  passeng(>r 
rales,  and  all  features  common  (o  (ho  roguladon  of  railroads. 
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As  these  new  and  intricate  corporate  agencies  were  introduced 
new  States  they  were  challenged  at  each  step  in  their  progress 
the  public;  and  the  hostility  to  their  use  and  adoption  founc 
effective  expression  in  many  crude  and  ill-considered  statutes  wl 
instead  of  being  directed  toward  a  rational  supervision  of  them,  i 
designed  to  indiscriminately  outlaw  them. 

In  1889  Kansas,  Maine,  Michigan,  Missouri,  Nebraska,  N- 
Carolina,  Tennessee,  Texas,  and  the  Territories  of  Idaho,  ]V 
tana,  and  North  Dakota  passed  antitrust  laws;  and  the 
States  of  Washington  and  Wyoming  introduced  siroilar  pro  vis 
into  their  constitutions.  In  1891  Kentucky  and  Missouri  in 
duced  antitrust  provisions  into  their  constitutions,  and  Alaba 
Illinois,  Minnesota,  and  the  Territory  of  New  Mexico  enai 
similar  laws.  New  York  and  Wisconsm  followed  in  1892;  an 
1893  California  forbade  combinations  in  live  stock  and  Nebn 
forbade  combinations  in  coal  and  lumber.  Thirty  States 
2  Territories  subsequently  passed  such  laws,  and  in  17  St 
antitrust  provisions  were  inserted  in  the  State  constituti 
(Gilbert  H.  Montague.) 

Notwithstanding  these  States  enjoyed  to  the  full  the  authorit; 
the  common  law,  which  for  hundreds  of  years  had  denounced  moi 
olies,  and  notwithstanding  the  fact  that  their  development  imp 
lively  called  for  the  employment  of  centralized  capital  in  conven 
corporate  form,  these  States,  in  order  to  translate  their  rage 
resentment  into  an  offensive  weapon,  went  far  beyond  the  princi 
defined  and  settled  by  common  law  and  enacted  statutes  dr£ 
in  character,  antagonistic  in  temper,  and  in  many  instances  lar] 
the  product  of  political  wrath  rather  than  the  result  of  wise  delib 
tion,  wholly  or  partially  unconstitutional. 

In  21  States  it  was  made  criminal  for  two  or  more  persons  to  e: 
into  any  agreement,  reasonable  or  unreasonable,  which  prevei 
competition  in  production  or  sale. 

In  17  States  it  was  made  criminal  conspiracy  for  two  per; 
to  agree  to  regulate  the  quantity  or  price  of  any  article  t( 
manufactured,  mined,  produced,  or  sold,  regardless  of  whe 
prices  were  raised  or  lowered.  In  16  States  it  was  criminal 
two  or  more  persons  to  attempt  to  monopolize  any  commoc 
In  Missouri  it  was  criminal  conspiracy  to  maintain  a  trust,  p 
combine,  agreement,  confederation,  or  understanding  to  regu 
prices  or  to  fix  the  premium  for  fire  insurance.  In  Mississ 
it  was  criminal  conspiracy  not  only  to  regulate  prices,  but 
for  two  or  more  persons  to  settle  the  price  of  an  article  betv 
themselves,  or  between  themselves  and  others.  (Gilbert 
Montague.) 

There  were  three  States,  West  Virginia,  Delaware,  and  New  Jer 
which  kept  open  the  door  which  had  been  closed  by  the  other  Stf 
A  corporate  franchise  can  not  be  forfeited  except  in  the  State  w. 
the  charter  is  granted,  and  then  only  when  the  laws  of  that  partic 


-     --     iTES  STEEL   COEPOKATION.       237 

State  are  violated;  and  as  West  Virginia,  Delaware,  and  New  Jersey 
passed  no  antitrust  laws,  they  could  and  did  grant  almost  all  of  the 
charters  to  all  sorts  of  enterprises  which,  when  incorporated,  pro- 
ceeded into  other  States  to  do  business  at  will.  Thus  the  States  which 
had  enacted  the  most  prohibitive  laws  against  all  conceivable  forms 
of  agreements  and  arrangements  found  themselves  invaded  by  alien 
concerns  which  they  were  powerless  to  attack  or  dissolve. 

The  legislation  which  had  been  enacted  in  all  but  three  of  the 
States  was  the  result  of  a  failure  to  carefully  study  and  fully  under- 
stand the  substantial  welfare  of  these  States.  To  be  sure,  it  was  just 
and  proper  to  safeguard  the  consumer  against  those  restraints  of  trade 
which  the  history  of  the  common  law  had  shown  were  against  their 
interest.  But  how  much  more  sensible  and  effective  it  would  have 
been  to  have  resorted  to  the  common  law  for  protection  than  to  have 
cluttered  up  the  statutes  with  this  unseasoned  assortment  of  political 
legislation.  How  much  more  statesmanlike  it  would  have  been  to 
have  looked  the  problem  squarely  in  the  face  and  to  have  realized 
that  modern  civihzation  had  taken  hold  of  these  industrial  and 
business  agencies  with  which  to  work  out  the  development  of  the 
country  and  to  have  exercised  a  cool  and  discriminating  judgment 
in  the  rejection  of  these  agencies,  instead  of  stirring  the  passions  of 
the  people  until  they  grew  into  prejudices,  and  clinging  to  these 
prejudices  until  they  were  enacted  into  laws.  The  very  fact  that 
these  States  did  not  content  themselves  with  the  ample  remedies 
afforded  by  the  common  law,  but  rushed  into  crusades  against 
corporate  business  which  eventuated  in  these  unreasonable  statutes, 
indicates  that  in  each  State  the  question  had  been  made  a  political 
one  and  leaders  were  driven,  by  the  storm  which  they  had  raised,  to 
do  foolish  and  extreme  things. 

No  one  will  ever  be  able  to  estimate  the  damage  done  to  the  growth 
of  these  States  nor  the  extent  of  the  restraint  imposed  upon  the 
prosperity  of  their  people  by  the  unthinking  prejudices  which  wrote 
these  laws  upon  their  books  and  fixed  these  policies  in  their  creed. 

In  1890  the  Federal  Congress,  under  the  constitutional  authority 
to  regulate  interstate  and  foreign  commerce,  enacted  what  has 
become  generally  known  as  the  Sherman  antitrust  law. 

It  may  be  assumed  that  one  of  the  controlling  reasons  for  the  asser- 
tion by  the  Federal  Government  of  its  unused  powers  conferred  by  the 
Constitution  was  the  fact  that  three  States  continued  to  grant 
charters  and  suffer  combinations  which  all  of  the  other  States  were 
powerless  to  prevent  and  without  ability  to  control,  and  that  as  these 
concerns  were  crossing  and  recrossing  the  lines  of  interstate  commerce, 
it  was  thought  expedient  and  necessary  to  draw  a  line  around  the  field 
of  this  interstate  commerce  and  set  up  a  standard  to  which  every 
interstate  concern  should  finally  conform. 
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Another  and  more  general  reason  is  to  be  found  in  the  fact  i 
the  close  knitting  together  of  the  whole  country  by  the  couni 
threads  of  communication  had  drawn  the  commerce  of  the  States 
into  that  field  located  between  the  States;  and  the  activity 
volume  of  this  commerce  caUed  into  exercise  those  long-dorn 
powers  lodged  in  the  Federal  Constitution.  However  much  or  li 
tlipse  two  reasons  contributed,  it  is  undoubtedly  true  that  the  im 
diate,  acute,  and  irritating  cause  of  the  enactment  of  the  Sheri 
law  was  the  fact  that  concerns  doing  interstate  business,  and  ht 
not  wholly  within  the  reach  of  the  corrective  remedies  wielded  Y 
single  State,  had  entered  into  and  were  continuing  to  enter  i 
secret  agreements  to  control  the  output,  advance  the  prices. 
lower  the  quaUty  of  their  products.  The  ungovemed  and  unguar 
field  of  interstate  commerce  furnished  an  unmolested  territory  wl 
these  hurtful  and  antisocial  practices  could  be  indulged  without  f 

The  Sherman  law  was  the  result  of  much  interesting  and  instruc 
debate,  followed  by  practically  unanimous  vote,  and  for  these  reas 
alone  should  not  be  inconsiderately  condemned.  Furthermore,  it 
been  touched  upon  and  reviewed  in  as  many  as  100  opinions  of 
courts  of  our  country  in  a  serious  effort  to  make  its  meaning  clear  i 
its  provisions  effective. 

The  effect  of  the  enactment  of  this  statute  was  not  plain  to  be  s 
until  the  opinion  of  Mr.  Justice  Peckham  in  thf  Trans-Misa 
Freight  Association  case  was  handed  down,  in  1897.  From  1890  u 
1897  nothing  occurred  either  in  or  out  of  court  to  indicate  what 
attitude  of  the  Government  would  be  in  regard  to  its  enforcement, 
to  what  extent  its  enforcement  would  affect  the  then  organized  inc 
trial  and  business  affairs  of  the  country. 

The  decision  of  the  Trans-Missouri  Freight  Association  case,  in  If 
directed  the  attention  of  all  business  and  industrv  to  the  fact  t 
pooling  arrangements  and  loose  agreements  between  concerns 
restraint  of  trade,  whether  reasonable  or  unreasonable,  were  unlaw 
The  effect  of  this  decision  upon  the  course  of  development  in  busir 
and  industry  was  most  unexpected. 

The  Sherman  law  was  entitled  'An  act  to  protect  trade  and  a 
merce  against  unlawful  restraints  and  monopolies."  Its  first  effecl 
enforcement  resulted  in  a  united  effort  on  the  part  of  those  engagei 
business  and  commerce  to  do  the  very  thing  which  it  had  b 
designed  to  prevent.  It  had  been  supposed  that  this  act  of  Congi 
would  strike  asunder  the  vicious  agreements  in  restraint  of  trade  ( 
restore  at  least  the  competitive  contest  between  the  large  conc€ 
engaged  in  business  and  industn.'.  It  was  no  doubt  intended  to  m 
impossible  all  of  the  agencies,  the  vices,  and  subterfuges  by  which  c< 
petition  was  being  eliminated  from  our  business  and  industrial  1 

Just  as  soon  as  those  engaged  in  business  realized  the  effect  of 
decision  of  the  court  in  the  Trans-Missouri  Freight  Association  ci 
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and  that  it  construed  the  Sherman  antitrust  law  to  prohibit  everj' 
agreement,  contract,  trust,  or  combination  in  restraint  of  trade,  and 
that  there  could  be  no  arrangement  of  any  character  between  com- 
peting companies,  they  adopted  one  of  two  courses.  Either  tliey 
procured  the  organization  of  "holding"  companies,  to  which  they 
transferred  the  stock  of  the  competing  companies  and  in  turn  re- 
ceived a  proportionate  amount  of  the  stock  of  the  holding  company, 
and  thus  consohdated  into  one  great  enterprise  a  number  of  smaller 
enterprises;  or  they  procured  the  organization  of  a  huge  corporation 
with  capital  sufficient  to  embrace  the  combined  capital  of  any  num- 
ber of  competing  concerns,  then  dissolved  and  wound  up  the  constit- 
uent companies  and  transferred  the  physical  properties  to  the  newly 
organized  concern.  In  either  case,  the  result  was  the  same,  for  we 
witness  then  the  coming  of  those  stupendous  corporations  whose 
dominance  has  alternately  been  the  wonder  and  apprehension  of  this 
great  corporate  era. 

It  has  been  pointed  out  by  IVIr.  Gilbert  H.  Montague  in  his  excellent 
work  on  trusts  that  prior  to  1897  there  were  not  more  than  60  con- 
cerns that  were  dominant  in  their  respective  trades.  Within  the 
three  succeeding  years,  183  corporations,  dominant  in  their  respective 
trades,  were  organized.  In  the  year  1899  alone,  79  of  these,  with  a 
total  capitalization  of  $4,000,000,000,  were  organized.  It  has  been 
estimated  that  these  enormous  combinations  comprised  one  seventh 
of  the  manufacturing  industry  of  the  United  States;  one-twentieth 
of  the  total  wealth  of  the  Nation ;  nearly  twice  the  amount  of  money 
in  circulation  in  the  country;  and  more  than  four  times  the  capitaliza- 
tion of  all  the  manufacturing  consolidations  that  were  organized 
between  1860  and  1893.  From  1897  and  throughout  the  years  fol- 
lowing, untd  1904,  the  country  came  to  recognize  and  adopt  the 
method  of  holding  companies  and  huge  corporations;  and  these 
were  treated,  tacitly  at  all  events,  as  compliance  with  the  Sherman 
antitrust  law.  Not  until  1904,  when  the  Northern  Securities  case 
was  decided,  was  there  a  general,  if  not  universal,  revival  of  the 
antitrust  crusade.  The  decision  in  that  case  marked  the  second 
epoch  in  the  history  of  the  Sherman  antitrust  law  and  its  enforce- 
ment, and  set  on  foot  the  prosecutions  which  from  time  to  time  have 
been  conducted  by  the  Government. 

If  the  Sherman  antitrust  law,  as  it  has  been  finally  interpreted  by 
the  Supreme  Court,  had  from  the  beginning  been  strictly  enforced,  and 
the  policy  of  the  Nation  firmly  established,  one  of  two  things  would 
have  resulted.  Either  industry  and  business  would  have  taken  on 
some  new  and  competitive  form,  or  the  Sherman  law  would  have  been 
amended  or  supplemented.  In  any  event,  the  tumult  resulting  from 
its  interpretation  and  enforcement  would  have  less  of  a  nation's 
mdustriaJ  structure  to  disturb  and  less  of  a  nation's  habits  to  change. 
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When  the  Government,  either  because  of  its  failure  or  refusal 
enforce  the  law,  had  from  1897  to  1904  openly  aUowed  the  format 
of  holding  companies  and  the  creation  of  huge  corporations  in  wh 
untold  wealth  was  invested,  and  to  which  incalculable  interests  ] 
become  attached,  it  was  natural  that  the  whole  country  should  v 
with  apprehension  the  sudden  and  drastic  enforcement  of  the  Shern 
law. 

The  country  waited  with  obvious  impatience  the  final  decisions 
the  Supreme  Court  in  the  Standard  Oil  and  Tobacco  cases,  "j 
Standard  Oil  opinion  was  delivered  on  May  15,  1911,  and  around  t 
has  revolved  all  industrial  discussion  since  that  time.  The  wh 
country,  with  patriotic  unanimity  and  with  a  fine  regard  for  the  p 
eminence  of  that  great  court,  has  accepted  its  last  word  as  law;  1 
the  economic  conditions  resulting  from  that  interpretation  is  ( 
which  the  country  is  struggling  with  as  it  never  struggled  before. 

We  have  seen  what  the  effect  of  the  decision  in  the  Trans-Missc 
Freight  Association  case  in  1897  was  upon  the  industrial  and  busin 
development  of  the  country.  We  have  observed  how  an  -inact 
Government  from  1897  to  1904  permitted  the  country  to  come  to  i 
conclusion  that  huge  industrial  and  business  holding  companies  w 
legitimate  agencies  for  the  development  and  conduct  of  busin 
generally.  Let  us  now  examine,  as  far  as  we  are  able  to  do  so,  > 
legal  effect  of  the  decisions  in  the  Standard  Oil  and  Tobacco  cas 
and  this  can  perhaps  be  better  stated  by  reference  to  the  opinion 
Mr.  Justice  White,  in  which  he  declares  the  conclusive  meaning 
the  Sherman  Act  as  follows : 

In  view  of  the  common  law  and  the  law  in  this  country  as 
restraint  of  trade,  which  we  have  reviewed,  and  the  illuminat: 
effect  which  that  history  must  have  under  the  rule  to  which 
have  referred,  we  think  it  results : 

(a)  That  the  context  manifests  that  the  statute  was  drawn 
the  light  of  the  existing  practical  conception  of  the  law 
restraint  of  trade,  because  it  groups  as  within  that  class,  not  oi 
contracts  which  were  in  restraint  of  trade  in  the  subjective  sen 
but  all  contracts  or  acts  which  theoretically  were  attempts 
monopohze,  yet  which  in  practice  had  come  to  be  considered 
in  restraint  of  trade  in  a  broad  sense. 

(&)  That  in  view  of  the  many  new  forms  of  contracts  a 
combinations  which  were  being  evolved  from  existing  econor 
conditions,  it  was  deemed  essential  by  an  all-embracing  enume 
tion  to  make  sure  that  no  form  of  contract  or  combination 
which  an  undue  restraint  of  interstate  or  foreign  commerce  \ 
brought  about  could  save  such  restraint  from  condemnatii 
The  statute  under  this  view  evidences  the  intent  not  to  restr 
the  right  to  make  and  enforce  contracts,  whether  resulting  fr 
combinations  or  otherwise,  which  did  not  unduly  restr 
interstate  or  foreign  commerce,  but  to  protect  that  comme 
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from  being  restrained  by  methods,  whether  old  or  new,  which 
would  constitute  an  interference  that  is  an  undue  restraint. 

(c)  And  as  the  contracts  or  acts  embraced  in  the  provision 
were  not  expressly  defined  since  the  enumeration  addressed 
itself  simply  to  classes  of  acts,  those  classes  being  broad  enough 
\  to  embrace  every  conceivable  contract  or  combination  which 
could  be  made  concerning  trade  or  commerce  or  the  subjects  of 
3uch  commerce,  and  thus  caused  any  act  done  by  any  of  the 
enumerated  methods  anywhere  in  the  whole  field  of  human 
activity  to  be  illegal  if  in  restraint  of  trade,  it  inevitably  follows 
that  the  provision  necessarily  called  for  the  exercise  of  judgment 
which  required  that  some  standard  should  be  resorted  to  for  the 
purpose  of  determining  whether  the  prohibitions  contained  in 
the  statute  had  or  had  not  in  any  given  case  been  violated. 
Thus  not  specifying  but  indubitably  contemplating  and  requiring 
a  standard,  it  follows  that  it  was  mtended  that  the  standard  or 
reason  which  had  been  applied  at  the  common  law  and  in  this 
country  in  dealing  with  subjects  of  the  character  embraced  by 
the  statute,  was  intended  to  be  the  measure  used  for  the  purpose 
of  determining  whether  in  a  given  case  a  particular  act  had  or 
had  not  brought  about  the  wrong  against  which  the  statute 
provided. 

In  other  words,  the  first  section  denounces  "combinations,  con- 
tracts, conspiracies,  etc.,"  not  of  a  particular  class  but  of  a  general 
character;  and  whether  or  not  they  are  unlawful  can  only  be  determined 
by  accurately  foretelling  their  ultimate  effect  on  trade.  It  does  not 
denounce  contracts  or  agreements  which  do  or  attempt  to  do  some 
specific  thing,  but  it  denounces  contracts  and  agreements  whose  effect 
is  general  and  well-nigh  countrywide;  so  that  a  violation  of  the  first 
section  does  not  depend  upon  (1)  the  intent  of  the  person  doing  the 
act,  nor  (2)  upon  the  knowledge  of  the  person  doing  the  act,  nor  (3) 
upon  the  motive  of  the  persons  doing  the  act.  But  it  depends  upon 
whether  the  person  making  the  contract  is  able  to  survey  the  whole 
field  of  interstate  trade  and  to  calculate  with  accuracy  the  final  effect 
of  his  contract,  and  this  final  effect  which  he  must  be  able  to  foresee 
must  be  so  precisely  foreseen  and  estimated  as  to  enable  him  to  say 
whether  the  effect  is  reasonable  or  unreasonable,  due  or  undue,  direct 
or  indirect. 

Having  done  this,  he  is  not  yet  finished.  He  must  make  the  con- 
cluding and  aU-important  calculation  as  to  whether  his  two  estimates — 
to  wit,  the  general  effect  of  his  contract  on  trade,  and  whether  that 
effect  is  reasonable  or  unreasonable — ^wiU  coincide  with  the  opinion  of 
the  court  before  which  his  contract  is  to  be  construed. 

The  second  section  abandoned  all  effort  at  classification  and,  as 
construed,  declares,  in  effect,  that  if  any  person  does  anything  what- 
soever which  would  result  in  the  same  thing  that  the  acts  denounced 
in  the  first  section  do  result  in,  he  has  violated  the  law,  so  that  a  per- 
son capable  of  the  foresightedness  demanded  by  the  first  section, 
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having  dismissed  that  section  from  his  mind  and  honestly  endeavc 
Lng  to  meet  the  requirements  of  the  second  section,  is  confront( 
with  this  problem:  That  anything  which  he  may  do,  although  i 
mention  is  made  in  the  second  section  of  the  kind,  quality,  chara 
ter,  or  extent  of  the  thing  he  may  be  doing,  which  is  afterwards  he^ 
to  be  an  attempt  to  monopolize  any  part  of  trade  or  commerce, 
an  unlawful  act  and  subjects  him  to  punishment.  The  law  in  tl 
first  section,  as  construed,  does  not  declare  what  sort  of  contracts  a: 
to  be  considered  as  in  restraint  of  trade.  It  does  not  declare  what,  i 
the  mind  of  the  lawmaker,  would  amount  to  a  restraint  of  trad 
The  lawmaker  has  no  idea  himself  as  to  what  should  be  deemed 
contract  in  restraint  of  trade.  But  he  leaves  it  to  the  man  makir 
the  contract  to  judge  for  himself  as  to  whether  it  is  in  restraint  i 
trade  and  to  judge  at  his  peril.  AU  that  the  Supreme  Court  hi 
accomplished  is  to  require  the  person  making  the  contract  to  go  or 
step  further  and  ascertain  whether  the  effect  of  his  contract  upc 
trade  is  reasonable  or  unreasonable  restraint.  Having  to  son 
extent  ascertained  the  strictly  legal  effect  of  this  decision  in  tl 
Standard  Oil  case,  let  us  inquire  just  what  has  been  the  general  effe( 
of  the  decision  on  the  business  upon  the  country. 

For  a  time  at  least,  even  if  not  at  the  present  time,  the  distinct! 
business  section  of  the  country  stood  still  in  a  state  of  uncertaint 
and  doubt;  those  concerns  already  organized,  in  many  instanc* 
fearful  of  prosecution;  those  concerns  which  were  in  contemplatioi 
arrested  lest  they  should  transgress  the  law.  The  immediate  bewi 
dering  consequence  was  that  a  dense  fog  of  uncertainty  settled  dow 
upon  and  completely  enveloped  American  enterprise.  This  cond 
tion  resulted  in  much  discussion  and  many  proposals  of  remedies. 

When  the  result  of  the  dissolution  of  the  Standard  Oil  Co.  an 
the  Tobacco  Co.  had  finally  been  worked  out  and  the  countr 
came  to  understand,  as  fully  as  it  could  understand,  the  compl 
cated  readjustment  which  took  place  in  the  affairs  of  each  of  thes 
companies,  the  weight  somewhat  shifted  to  the  other  foot.  Th 
leaders  of  radical  thought  in  the  country  and  those  most  extreme  i 
their  desires  to  restrain  and  repress  the  organization  of  large  Indus 
trial  units  suddenly  took  alarm.  Their  view  was,  in  homely  speed 
that  "the  mountain  had  labored  and  brought  forth  a  mouse,"  an 
they  began  to  bitterly  complain  of  the  ineffective  and  impotent  mi 
chinery  of  the  Sherman  law,  so  that  to-day  we  have  two  distinc 
antagonistic  classes  of  public  opinion  in  regard  to  the  wisdom  an 
efficiency  of  the  Sherman  law  as  enforced.  One  class  rather  leans  t 
the  opinion  that  if  its  worst  is  no  worse  than  the  result  in  the  Stanc 
ard  Oil  and  Tobacco  cases,  then  its  worst  can  be  endured.  The  oth( 
class  maintains  that  if  its  best  and  highest  efficiency  is  exemplified  i 
the  Standard  Oil  and  Tobacco  cases,  then  at  its  maximum  enforc( 
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ment  it  is  impotent  and  inadequate.  It  fact,  organized  business 
generally,  while  welcoming  a  short  period  of  peace,  lives  in  dread  of 
the  future;  organized  politics  stands  confused  in  front  of  the  problem; 
and  organized  labor  incessantly  demands  the  amendment  of  the 
Sherman  antitrust  law.  Neither  the  radical  nor  the  conservative  in 
politics  is  satisfied  with  it.  Neither  organized  labor  nor  organized 
capital  approves  it. 

With  the  question  in  this  unsatisfactory  condition  and  the  pubhc 
mind  in  this  unsettled  state,  and  the  welfare  of  our  country  vitally 
interested  in  the  right  and  just  settlement  of  the  problem,  we  are 
confronted  with  the  specific  question  as  to  what  step  should  be  taken 
by  the  legislative  branch  of  the  Government  to  bring  about  its  solu- 
tion. What  we  stand  in  need  of,  what  we  most  desire,  is  not  felici- 
tous phrases,  incisive  epigrams,  or  turgid  editorials,  but  a  clear  pointing 
out  of  the  steps  which  can  be  taken,  and  which  should  be  taken,  which 
will  be  effective  in  reaching  a  right  solution. 

The  question  is  one  which  reaches  down  through  the  very  vitals  of 
business  and  commerce  to  the  foundation  of  the  country's  prosperity, 
and  its  remotest  influence  finds  its  way  to  the  very  farthest  end  of  the 
detail  of  the  lives  of  our  people.  The  thoughtless  disturbance  of  this 
great  and  extensive  fabric  sends  a  tremor  of  uncertainty  and  fear  far 
down  to  the  very  ends  of  human  interest  and  employment.  No  one 
man  knows  enough  to  know  the  full  and  final  influence  of  a  change 
in  the  established  policy  of  dealing  with  these  concerns.  There  is  no 
such  organized  difference  of  opinion  between  the  political  parties 
as  would  require  the  settlement  of  this  question  either  properly  or 
necessarily  as  a  political  adjustment.  There  is  no  line  of  cleavage 
between  political  parties  upon  this  industrial  question,  either  as  to 
what  the  end  desired  is  or  the  means  adequate  to  reach  that  end.  It 
is  of  the  utmost  importance  that  the  question  as  a  whole  should  be 
cut  clean  loose  from  the  agitation  and  uncertainties  of  politics  and 
dealt  with  upon  the  bare  questions  of  intrinsic  merit.  Therefore  it  is 
my  opinion  that  the  legislative  branch  of  the  Federal  Government, 
m  whose  hands  the  question  is  exclusively  lodged,  should  create  a 
joint  body  of  the  Senate  and  the  House  for  the  purpose  of  considering 
the  whole  question. 

This  committee  should  be  created  without  regard  to  the  political 
aflBliations  of  its  members.  This  would  provide  a  rational,  constitu- 
tional method  of  treating  the  question.  The  committee  should  take 
counsel  and  advice  of  organized  capital  and  organized  labor.  It 
should  consult  the  interest  of  every  class  of  citizens  and  should  ascer- 
tain as  far  as  possible  the  effect  of  legislation  upon  each  class.  It 
should  inquire  into  the  experience  of  other  countries  in  dealing  with 
industrial  growth  and  corporate  development,  study  the  measures 
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adopted  by  these  countries,  analyze  the  results  of  these  measures,  a: 
profit,  as  far  as  possible,  by  their  experience.  Its  sole  aim  and  obje 
should  be  sound  legislation.  This  committee  should  examine  cai 
fully  all  of  the  judicial  interpretations  of  the  various  courts  of  o 
country  of  the  Sherman  law  in  order  to  fully  understand  its  judic 
history  and  its  judicial  growth.  The  committee  should  careful 
analyze  the  result  of  the  enforcement  of  the  law,  particularly  t 
result  as  illustrated  in  the  reorganization  in  the  Standard  Oil  and  1 
bacco  Co.  cases — this  with  a  view  of  determining  whether  its  enforc 
ment  has  cured  the  evils  denounced  by  the  Supreme  Court  in  : 
opinion. 

The  selection  of  such  a  committee  would  concentrate  the  enerj 
and  abihty  of  the  legislative  branch  of  the  Government  upon  t 
solution  of  this  problem.  It  would  focus  the  attention  of  the  wh( 
country  upon  the  committee  and  its  work  and  reduce  under  its  imps 
tial  and  judicial  inquiry  the  agitation  of  this  coimtry  to  orderly  ai 
constitutional  treatment. 

This  committee  could  draw  a  line  around  the  field  of  intersta 
commerce  and  consider,  first,  under  what  terms  and  conditions  co 
cerns  desiring  to  do  interstate  business  should  enter  this  field,  wheth 
by  Federal  license.  Federal  incorporation.  Federal  registration, 
Federal  certification.  Second,  just  how  elaborate  and  exacting  the 
terms  and  conditions  should  be.  Third,  this  committee  should  co 
sider  what  laws  should  be  enacted  to  govern  concerns  in  this  field 
interstate  commerce  after  they  had  compHed  with  the  terms  and  co 
ditions  of  their  entry.  Fourth,  the  committee  could  consider  t 
manner  in  which  an  offending  concern  should  be  excluded  from  t 
field  of  interstate  commerce  and  devise  an  orderly  and  constitution 
method  by  which  the  concern  condemned  in  the  eyes  of  the  Is 
should  be  excluded  from  this  field  and  wound  up. 

In  fact,  such  a  committee,  giving  its  time,  industry,  and  inteUigen 
to  the  solution  of  this  problem,  would  insure  order  in  the  place 
chaos,  impartiality  in  the  place  of  partisan  appeal,  and  judicial  temp 
in  the  place  of  pohtical  rancor. 

If  you  should  ask  me  what  I,  as  an  individual,  think  would  be 
solution  of  the  question,  I  can  give  you  a  general  indication  of  n 
views,  conscious  that  they  fall  short  of  a  complete  remedy  and  anxio 
that  they  shall  be  considered  only  as  a  suggestive  contribution  rath 
than  a  perfected  program. 

The  real  vice  in  the  treatment  of  the  whole  problem  heretofore  h 
been  the  attempt  to  legislate  solely  against  the  result  or  effect  of 
series  of  acts  instead  of  specifically  defining  and  prohibiting  the 
acts.  In  an  effort  to  prevent  and  punish  confessedly  conspicuo 
evils,  we  have  set  all  business  groping  and  feeling  about  with  unc( 
tain  step  like  a  man  in  the  dark.  We  must  first  realize  that  comp 
kition  is  the  final  law  of  all  life,  but  that  it  is  a  growth,  just  as  coopei 
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tion  is  a  growth;  that  it  is  the  law  of  trade  and  barter  and  not  the  law 
of  statutes;  that  no  government  ever  had  roots  so  deep  or  standards 
so  high  as  to  be  able  to  enforce  compulsory  competition  any  more 
than  the  mightiest  man  is  able  to  make  the  right  hand  the  earnest 
competitor  of  the  left.  It  will  always  exist  at  one  time  or  another,  but 
it  can  not  be  legislated  into  commerce  any  more  than  it  can  be  legis- 
lated out  of  commerce.  To  be  exact,  it  is  not  competition  which  we 
seek  to  maintain  but  the  unhindered  right  to  compete.  We  do  not 
make  men  go  into  business  to  compete  with  others.  We  maintain 
just  laws  so  that  if  a  man  chooses  to  go  into  business  and  has  the 
efficiency  to  win  in  the  contest  he  shall  not  be  molested  in  his  pur- 
suit. Competition  is  not  a  concrete  and  stationary  thing  to  be 
preserved.  It  is  an  ebbing  and  flowing  tide  of  industrial  life  which 
may  run  high  upon  the  shores  in  one  period  and  ebb  into  the  middle 
of  the  sea  in  another 

To  change  the  figure,  it  may  be  strangled  to  death  by  superior 
strength  unjustly  used.  It  is  an  ever-changing,  ever-diminishing, 
ever-enlarging  condition  of  industry.  It  is  a  state  of  industrial 
liberty  and  economic  freedom.  It  must  be  free  but  not  by  coddling 
the  inefficient  or  holding  everyone  back  for  the  laggard.  It  is  bound 
to  mean  a  reduction  in  the  number  of  competitors  but  not  a  perma- 
nent appropriation  of  the  thing  competed  for.  In  the  hard  struggle  of 
industry  and  business  life  there  must  be  an  elimination  of  those  who 
are  unable  to  endure  it,  but  this  elimination  should  be  solely  upon 
the  inabihty  of  those  eliminated  to  survive  an  honest  contest  waged 
under  the  most  enlightened  rules  of  business  warfare. 

When  corporations  found  that  it  was  necessary  and  profitable  to 
combine  and  either  turn  themselves  over  to  a  holding  agency  or  dis- 
solve and  unite  in  one  huge  corporation,  they  did  it  in  order  to 
economize  in  the  expense  of  administration  and  to  enable  them  to 
control  prices.  Whatever  the  purpose  was,  the  effect  in  many  cases 
was  to  give  the  holding  company  or  the  huge  corporation  the  monopoly 
of  the  business  in  which  it  was  engaged.  We  were  confronted  then 
and  we  are  confronted  now  with  the  question  as  to  how  we  should 
deal  with  the  monopoly,  and  it  is  by  no  means  an  easy  task. 

In  many  of  our  constitutions  and  most  of  our  laws  we  have  for-ji 
bidden  the  creation  of  monopohes  by  the  Government;  that  is,  we 
have  said  that  no  concern  should  be  granted  the  exclusive  right  to 
do  a  particular  kind  of  business  and,  except  in  the  case  of  allow- 
ing exclusive  patent  rights,  we  do  not  grant  such  rights;  but  the 
withholding  of  such  grants  by  the  Government  has  not  prevented 
monopoly. 

We  have  monopohes  which  have  been  created  by  individual  ingenu- 
ity and  effort,  and  it  is  this  individual  ingenuity  and  effort  with 
which  the  Government  must  deal  in  attempting  to  prevent  or  regulate 
monopoly. 
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There  are  monopolies  which  have  been  built  up  by  unfair  practi( 
employed  against  competitors,  such  as  the  getting  of  rebates,  the  v 
of  large  amounts  of  capital  to  starve  out  the  competitor,  the  seUi: 
below  cost  to  drive  a  less  resourceful  competitor  out  of  business,  t 
getting  control  of  the  sources  of  supply  of  necessary  raw  mater 
so  that  no  competitor  could  get  it  except  at  prices  which  wou 
bankrupt  him,  the  advantages  of  high  tariff  so  that  no  similar  arti( 
could  be  brought  from  abroad. 

Then  there  is  the  monopoly  which  is  created  in  the  first  instan 
by  the  promoter  who  collects  a  large  sum  for  the  work  of  puttij 
several  or  many  concerns  into  one,  and  this  is  made  possible  by  t 
hope  of  the  different  owners  that  they  will  add  to  the  value  of  wh 
they  have  the  combination  value,  and  that  they  will  get  a  larg 
dividend  without  the  great  cost  and  trouble  and  maintaining  sever 
establishments.  This  monopoly  also  offers  the  attraction  of  spec 
lation,  which  to  many  is  a  great  temptation. 

Now,  these  two  classes  of  monopoly  are  abnormal  and  result  fro 
the  desire  of  a  few  people,  by  fair  means  or  foul,  to  take  a  short  ci 
in  getting  money.  They  do  not  represent  the  efficiency  of  combin 
tion  nor  do  they  promise  any  benefit  to  the  public. 
V  There  is  still  another  and  third  kind  of  monopoly  which  presen 
a  much  more  difficult  problem  and  which  must  not  be  confused  wii 
the  first  mentioned  two  classes.  This  kind  of  monopoly  is  the  resu 
of  an  inteUigent  organization,  skillful  combination,  and  prov( 
efficiency.  There  can  be  no  doubt  that  organization  when  intellige: 
and  systematic ;  combination  when  brought  about  for  the  purpose 
embracing  all  of  the  processes  from  the  beginning  to  the  end  of  tl 
maniifactured  thing;  and  proven  efficiency  in  the  actual  work 
production  or  manufacture,  will  improve  the  quahty  of  the  thii 
produced,  reduce  the  cost  of  production,  and  cheapen  the  price 
the  consumer.  Such  monopohes,  so  created,  stand  for  the  best  thi 
is  in  our  civiUzation.  They  represent  the  survival  of  the  highe 
efficiency.  They  are  simply  the  winners  in  the  final  contest  of  cor 
petition.  Because  of  all  these  quahties  which  they  have,  all 
these  advantages  which  they  enjoy,  such  monopohes  in  differei 
fields  of  endeavor  may  come  into  exclusive  control  of  the  thir 
which  they  manufacture  or  produce.  In  other  words,  by  orgar 
zation,  combination,  and  efficiency  they  may  drive  all  competito 
from  the  field.  This  leaves  them  in  such  unchallenged  control  th 
they  are  able,  at  least  for  a  time,  to  do  much  harm  to  the  pubUc 
unrestrained,  because  the  pubhc  must  go  to  them  and  no  one  else  f 
the  thing  which  they  manufacture  or  produce. 

The  question  presents  itself,  then,  In  what  way  are  we  to  deal  wii 
these  three  classes  of  monopohes  ?  How  are  we  to  treat  each  ?  Cs 
we  apply  the  same  laws  to  each  ? 
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While  they  are  each  created  by  different  methods,  varying  in  their 
character  from  strangulation  of  competitors  to  simple  superiority  of 
work  and  skill,  they  each  at  last  come  to  control  the  thing  manufac- 
tured or  produced  so  as  to  be  able  to  extort  from  the  public  an  unrea- 
sonable price.  We  can  not  say  we  will  make  it  impossible  for  any 
one  of  the  three  classes  to  exist,  for  in  doing  so  we  throw  away  the 
very  fruits  of  organization,  combination,  and  efficiency.  We  can  not 
prosecute  skill  as  a  crime  along  with  coercion.  We  can  not  indict 
organization  as  an  offense  along  with  conspiracy.  We  can  not  punish 
efficiency  as  guilt  along  with  oppression. 

We  must  establish  some  rules  which  will  permit  the  best  that  is  in 
our  race  tojlevelop  and  yet  keep  in  check  the  worst  that  is  manifested. 

In  my  opinion,  we  should  make  definite  laws  governing  competi- 
tion. These  laws  should  be  specific  as  far  as  possible  in  defining  and 
punishing  unfair  methods  of  competition.  They  should  prevent  hold- 
ing companies,  secret  rebates,  underselling  for  the  purpose  of  driving 
out  competitors,  factors'  agreements,  and  exclusive  control  of  raw 
material,  such  as  ore,  coal,  or  oil;  and  they  should  prohibit  the  com- 
bination of  corporations  producing  the  same  things  in  the  same  way 
for  the  purpose  of  controlling  prices.  They  should  authorize  any  per- 
son injured  or  threatened  with  injury  to  apply  for  an  injunction  to 
prevent  the  threatened  injury.  Competitors  should  be  made  by  law 
to  play  fair,  and  the  means  of  enforcing  this  law  should  be  in  the 
hands  of  every  man  who  is  about  to  be  injured  by  the  unfair  play. 
We  should  so  enact  these  laws  as  to  make  it  impossible,  or  well-nigh 
impossible,  for  a  monopoly  of  the  first  two  classes  named  to  be  built 
up  on  unfair  practices  and  foul  tactics,  and  then  provide  that  if  by 
chance  one  should  escape  the  prevention  of  these  laws  and  grow  up 
the  Government  would  not  only  prosecute  it,  but  actually  destroy  it 
and  every  vestige  of  its  existence. 

Now  if,  with  these  laws  demanding  fair  play  in  competition , 
thoroughly  enforced,  a  concern  belonging  to  the  third  class  should,  by 
inteUigent  organization,  skillful  combination,  and  high  efficiency,  and 
without  resort  to  any  of  the  unfair  means  denounced  by  law,  produce 
the  best  and  cheapest  article  and  one  by  one  drive  all  competitors 
from  the  field  and  come  into  complete  control  of  that  field,  what  shall 
the  Government  say  to  that  concern  ?  If  it  should  undertake  to  pro- 
hibit the  steps  taken  by  the  concern,  it  would  be  legislating  against 
intelhgence,  skill,  and  efficiency.  If  it  should  undertake  to  denounce 
the  concern  as  a  monopoly  when  it  had  come  into  complete  control  of 
the  field,  it  would  be  denouncing  the  fruits  of  intelligence,  skill,  and 
efficiency.  In  whatever  way  the  Government  should  undertake  to 
prevent  the  growth  and  prosperity  of  such  a  concern,  it  would,  after 
all,  be  trying  to  prevent  the  useful  employment  of  the  best  that  is  in 
the  human  race. 
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But  you  ask,  How  are  we  to  prevent  this  concern  when  it  has  coi 
into  complete  control  of  the  field  by  driving  out  its  competitors  frc 
raising  the  price  and  reducing  the  quality  of  the  thing  produce 
You  will  be  answered  by  some  that  the  only  way  is  for  the  Govei 
ment  to  regulate  the  prices  to  the  consumer.  This  contention  is  jus 
fied  on  the  ground  that  the  control  which  the  monopoly  has  obtain 
gives  it  such  a  power  for  pubhc  injury  that  the  Government,  acti 
for  the  pubhc,  has  a  right  to  prevent  that  injury.  I  think  if  it  W€ 
true  that  the  monopohstic  control  thus  obtained  did  give  such 
permanent  power  to  injure  the  public  the  Government  would  hav< 
perfect  right  to  prevent  that  injury  even  by  the  regulation  of  prict 
but  I  think  those  who  have  reached  this  conclusion  have  done 
hastily  and  without  considering  all  of  the  elements  of  the  situation. 

If  monopoly  is  the  result  solely  of  intelligent  organization,  skillf 
combination,  and  proven  efficiency,  and  if  unfair  methods  are  mai 
unlawful  and  the  means  for  preventing  these  methods  are  mai 
speedily  effective,  if  the  unhindered  right  to  compete  is  preservi 
in  fuU  and  the  field  kept  entirely  open  and  the  monopoly  may  n 
prevent  or  check  the  coming  of  competition,  then  by  the  very  la 
and  logic  of  its  creation  the  monopoly  must  charge  reasonab 
prices  and  keep  up  the  standard  quality  of  the  article;  for  as 
could  not  have  driven  competitors  from  the  field  except  by  brea 
ing  the  law  on  the  one  hand,  or  by  the  highest  efficiency  and  tl 
lowest  prices  on.  the  other,  it  can  not  prevent  the  return  of  coi 
petitors  except  by  breaking  the  law  on  the  one  hand  or  maintainii 
the  highest  efficiency  and  the  lowest  prices  on  the  other.  And  : 
in  each  instance,  the  law  requiring  fair  play  is  enforced,  the  mono 
oly  must  keep  its  control  by  the  same  means  that  it  got  control- 
that  is,  by  intelligent  organization,  skillful  combination,  and  prov< 
efficiency — aU  within  the  law  governing  competition.  The  momei 
that  a  monopoly  raises  the  prices  or  reduces  the  quality  of  its  artic 
it  invites  into  a  free  and  open  field  all  of  the  competitive  abihty  ai 
ingenuity  in  the  country — that  very  same  competitive  ability  ai 
ingenuity  which  it  drove  out  of  the  field. 

The  point  is  keeping  the  field  free,  protecting  competition,  makii 
the  rules  of  competition  fair.  No  doubt  for  a  short  time  the  monopo 
could  reap  a  harvest  of  high  prices,  but  with  this  protected  comp 
tition  its  harvest  would  soon  be  cut  short. 

It  is  my  beUef  that  the  Federal  Government  should  resolutely  ch£ 
lenge  every  corporate  concern  seeking  entrance  into  the  field  of  inte 
state  commerce,  and  compel  it  to  conform  to  a  standard  which  w 
insure,  first,  that  the  concern  has  behind  every  issued  share  of  stoi 
the  real  value  which  the  share  represents,  not  only  for  the  protecti( 
of  those  who  buy  the  stock,  but  to  insure  that  it  will  not  lower  tl 
standard  of  its  product  to  force  a  dividend  on  excessive  capitalizatio 
and  thus  tend  to  demoralize  the  industry  in  which  it  is  engaged.     1 
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do  this  effectively,  both  as  a  security  to  the  public  and  as  a  reacting 
influence  upon  the  poUcy  of  the  States,  the  Federal  Government  should 
require  corporate  concerns  entering  the  field  of  interstate  commerce 
to  submit  their  status,  their  true  condition,  to  a  board  created  for 
that  purpose.  A  report  of  each  company,  examined  with  full  and 
authentic  data  should  be  kept,  and  the  rules  governing  the  conduct  of 
the  board  should  be  enacted  into  law  by  Congress;  and  no  concern 
should  be  allowed  to  enter  the  field  of  interstate  commerce  until  the 
board  had  issued  a  certificate  to  the  effect  that  the  concern  had  com- 
plied with  the  law  governing  its  admission.  The  board  should  not 
have  the  slightest  discretion  as  to  what  classes  or  kinds  of  concerns 
should  be  admitted,  but  only  the  right  to  say  that  it  had  complied 
with  the  laws  enacted  by  Congress.  This  certificate  issued  by  the 
board  should  contain  a  statement  of  the  laws  governing  their  admis- 
sion and  should  stand  for  and  in  the  place  of  a  charter  entitling  the 
concern  to  do  interstate  commerce.  It  ought  to  be  provided  that 
this  certificate  should  be  forfeited  for  a  violation  of  the  conditions  of 
entry,  as  weU  as  for  a  violation  of  any  law  governing  the  transaction 
of  interstate  commerce  or  business — this  forfeiture  to  be  upon  notice 
and  after  a  hearing.  Thus  at  the  very  foundation  of  iaterstate  com- 
merce the  Federal  Government  would  take  a  good  grip  upon  the 
instruments  and  agencies  engaged  in  it,  and  would  hold  that  grip 
against  the  commission  of  economic  wrongs  and  evils. 

We  are,  of  course,  confronted  with  the  still  more  difficult  problem 
as  to  how  to  treat  the  vast  number  of  concerns  already  engaged  in 
iaterstate  commerce.  In  other  words,  to  make  drastic  regulations  as 
to  all  future  concerns  entering  into  interstate  commerce  and  leave 
unregulated  and  undisciplined  those  already  engaged,  which,  without 
restriction,  have  been,allowed  to  enter  into  that  field,  would  produce 
discrimination  at  once  unjust  and  harmful  to  the  new  concerns  seek- 
ing admission  as  well  as  to  the  commerce  of  the  country.  The  acts  of 
Congress  governing  the  admission  of  concerns  into  interstate  com- 
merce could  be  so  framed,  no  doubt,  as  to  require  a  gradual  com- 
pUance  with  them  by  those  concerns  already  in  the  field,  so  that  the 
readjustment  would  make  them  all  equal  in  the  eye  of  the  law,  equal 
in  their  regulation,  and  at  the  same  time  be  accomplished  without 
too  sudden  a  disturbance  of  those  which  have  entered  without 
challenge. 

One  of  the  fundamental  difficulties  is  the  slipshod  way  in  which 
companies  go  into  interstate  commerce  and  the  loose  and  unsound 
way  in  which  they  are  incorporated.  Having  set  up  the  machinery 
through  which  companies  coming  into  interstate  commerce  must 
pass,  having  erected  a  standard  by  which  they  must  be  tested,  and 
put  upon  them  a  restraint  which  can  be  exercised  for  the  protection 
of  the  public,  it  seems  to  me  that  we  could  then  proceed  to  enact 
some  specific  laws  for  their  guidance  and  control.     They  should  not 
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be  directed  merely  toward  reducing  the  size  of  industrial  units.  Thei 
purpose  slaould  not  be  to  make  the  contest  an  even  contest  by  law 
There  should  be  no  handicap  placed  upon  genius,  efficiency,  and  skil] 
These  laws  should  be  drafted  as  an  industrial  code  prohibiting  spe 
cificaUy  the  weU-known  devices  by  which  one  concern  takes  unfai 
advantage  of  another.  A  clear  distinction  should  be  made  betweei 
industrial  centralization,  which. brings  together  like  concerns  produc 
ing  similar  products  by  similar  means  for  the  purpose  of  controUin; 
output  and  fixing  prices,  and  the  natural  and  orderly  combination  o 
enterprises  which  assembles  under  one  control  those  corporation 
which,  step  by  step  and  stage  by  stage,  do  their  respective  work  ii 
making  a  finished  product  out  of  raw  material.  In  other  words 
there  may  be  a  very  efficient,  useful,  and  harmless  combination  o 
corporations,  each  of  which  performs  a  portion  of  the  whole  labo 
necessary  to  perfect  a  manufactured  article — such  a  combinatioi 
would  increase  profits  and  cheapen  the  article  to  the  consumer- 
while  a  combination  of  corporations  engaged  in  the  same  work  upoi 
a  like  article  or  enterprise,  though  reducing  somewhat  the  cost  o 
production,  would  acquire  a  dangerous  control  of  output  and  prices 
As  to  what  these  devices  are  the  joint  committee  could  ascertain  b; 
inquiry  for  the  purposes  of  legislation.  Some  of  them  are  well  known 
From  time  to  time  as  new  devices  for  unfair  competition  or  advan 
tages  should  be  developed,  they  should  be  added  to  the  prohibition 
of  the  statute.  We  should  save  the  field  of  interstate  commerce  as  i 
territory  into  which  certain  corporate  concerns,  after  passing  a  prope 
examination,  should  be  allowed  to  enter,  and  having  entered  the; 
should  be  governed  by  a  definite  code  of  industrial  regulation 
enacted  by  Congress.  Gradually,  by  the  careful  study  of  industria 
development,  by  requiring  elaborate  reports,  and  by  wise  and  jus 
control  a  system  of  rules  governing  interstate  commerce  could  b 
developed  and  these  rules  would  become  famUiar  to  every  on 
engaged  in  it. 

Instead  of  lodging  the  exclusive  right  to  apply  for  and  obtain  ai 
injunction  in  the  hands  of  the  Attorney  General,  it  should  be  providei 
that  any  person  whose  property,  estate,  business,  or  enterprise  i 
threatened  with  injury  or  damage  in  violation  of  any  one  of  the  pro 
hibited  acts,  or  in  violation  of  the  conditions  on  which  the  concer: 
was  admitted  to  the  field  of  interstate  commerce,  could  apply  to  an; 
Federal  court  having  territorial  jurisdiction  for  an  injunction  t 
restrain  the  person  or  corporation  threatening  the  injury.  If  a  cob 
cem  adriitted  to  the  field  of  interstate  commerce  should  obey  th 
rules  and  laws  provided  for  its  government  in  that  field,  and  should  b; 
skill,  efficiency,  and  energy  grow  to  enormous  size  and  earn  ric^ 
re\tords,  I  would  count  these  rewards  as  the  fruits  of  that  industry,  th 
harvest  of  energy  and  genius,  and  the  crowning  triumph  of  a  civilize 
tion  resting  upon  the  doctrine  of  individuaUsm. 

n 
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Mr.  Gardner,  from  the  Special  Committee  to  Investigate  Violations 
of  tlie  Antitrust  Act  of  1890,  and  other  acts,  submitted  the  following 

VIEWS  OF  MINORITY. 

SUMMARY— FINDINGS  OP   PACT. 

That  J.  P.  Morgan  &  Co.  and  the  underwriting  syndicate  received 
$62,500,000  for  organizing  the  United  States  Steel  Corporation. 

That  the  corporation  was  capitalized  at  $1,400,000,000,  of  which 
nearly  one-half  was  "water." 

That  the  average  annual  earnings  of  the  corporation  have  been 
from  11  to  12  per  cent  on  the  actual  value  of  its  assets. 

That  the  corporation  controls  a  little  over  one-half  the  crude  and 
finished  steel  business  of  the  United  States. 

That  the  average  wholesale  price  of  steel  products  has  fallen  off 
since  the  corporation  was  organized. 

That  the  corporation  and  all  the  independents  have  an  under- 
standing as  to  prices. 

That  the  system  of  interlocking  directorates  has  insidious  conse- 
quences and  facilitates  "inside  management'"  and  the  stifling  of 
competition. 

That  the  situation  as  to  iron-ore  supply  is  grave  and  may  become 
menacing. 

That  labor  conditions  in  certain  departments  of  the  steel  industry- 
are  bad. 

RECOMMENDATIONS. 

1.  Constructive  legislation. — ^AU  corporations  exceeding  $50,000,000 
m  capitalization  or  valuation  must  become  United  States  corpora- 
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tions  before  entering  interstate  commerce.     For  smaller  corporatic 
United  States  charters  are  voluntary. 

All  United  States  corporations  must  be  recapitalized  at  their  acti 
value. 

An  Interstate  Commission  of  Industry,  like  the  Interstate  Co 
merce  Commission,  to  be  estabhshed.     Publicity  to  be  provided  f 

When  the  price  fixed  by  a  United  States  corporation  has  been  fou 
to  be  unreasonable,  the  Interstate  Commission  of  Industry  must  pi 
hcly  declare  that  fact  and  recommend  a  reasonable  price. 

Interlocking  directorates  and  "holding"  companies  forbidd 
except  when  permitted  by  Interstate  Commission  of  Industry. 

If  foregoing  recommendations  shall  prove  insufficient  to  meet  t 
trust  problem,  the  Interstate  Commission  of  Industry  ought  to 
given  a  carefully  guarded  power  to  decree  maximum  prices  wh 
necessary. 

2.  Palliative  legislation. — Industrial  corporations  not  to  own  co: 
mon  carriers. 

"Unreasonable  restraint  of  trade"  defined  and  burden  of  proof 
"reasonableness"  transferred  to  the  defendant. 

Individuals  and  States  to  have  the  opportunity  to  intervene 
Government  suits. 

Extensive  powers  and  instructions  for  courts  when  combinatio 
are  adjudged  illegal. 

3.  Recommendation  to  the  United  States  Steel  Corporation. — That 
the  blast  furnaces  and  roUing  mills  three  shifts  of  men,  working 
hours  each,  ought  to  take  the  place  of  two  shifts  of  men  working 
hours  each. 

Part  I. 

FINDINGS  OF  FACT 

We  dispute  the  findings  of  fact  of  the  majority  without  attempti 
to  deal  specifically  with  their  allegations.  By  singling  out  unusi 
incidents  and  unusual  evidence,  selecting  unusual  years,  unusi 
prices,  and  unusual  practices  as  a  standard  of  comparison,  the  maj( 
ity  has  created  an  overdrawn  picture  portraying  diabolical  ingenui 
and  sinister  malevolence  as  the  characteristics  of  the  United  Stai 
Steel  Corporation  officials. 

J.  p.  MORGAN    &    CO. 

The  fact  is  that  a  very  sharp  line  of  discrimination  ought  to 
drawn  between  the  conduct  of  the  banking  house  which  promot 
the  United  States  Steel  Corporation  and  the  conduct  of  the  excet 
ingly  competent,  although  perhaps  not  altruistic,  managers  who  ha 
subsequently  made  it  a  success. 
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In  return  for  promotion  services  and  risks  the  firm  of  J.  P.  Morgan 
&  Co.  exacted  $62,500,000  in  compensation  for  itself  and  the  under- 
writing syndicate  which  it  managed.  Such  a  sum  bore  no  relation 
whatever  to  the  service  rendered,  the  risk  run,  and  the  capital 
advanced.  We  do  not  hesitate  to  say  that  this  transaction  of  J.  P. 
Morgan  &  Co.  must  stand  condemned  before  the  more  enhghtened 
business  ethics  of  later  years. 

HERBERT    KNOX    SMITH's    REPORT. 

For  statistical  statements  and  for  close  analysis  of  figures,  the 
minority  mainly  relies  on  the  report  of  Herbert  Kjiox  Smith,  until 
recently  Commissioner  of  Corporations.  We  have  examined  each 
table  prepared  by  the  commissioner,  and  with  slight  variations  we 
are  convinced  that  his  figures  are  correct.  Only  in  the  matter  of 
our  iron  ore  resources,  as  hereinafter  noted,  do  we  take  serious  issue 
with  him. 

CAPITALIZATION    AND    " WATER." 

In  substantial  agreement  with  the  commissioner,  we  find  that  the 
United  States  Steel  Corporation  was  organized  in  April,  1901,  with 
about  $1,400,000,000  capital,  of  which  approximately  $600,000,000 
to  $700,000,000  was  "water." 

AVERAGE   EARNINGS. 

In  substantial  agreement  with  the  commissioner,  we  find  that  the 
earnings  of  the  corporation  for  the  decade  from  1901  to  1910,  in- 
clusive, averaged  from  11  to  12  per  cent  annually,  on  the  actual 
value  of  the  property. 

PROPORTION    OF    OUTPXTT. 

In  substantial  agreement  with  the  commissioner,  we  find  that  in 
1901  the  Steel  Corporation  produced  about  42J  per  cent  of  the  total 
output  of  pig  iron  of  the  United  States.  It  produced  about  43  per 
cent  in  1910.  In  1901,  the  Steel  Corporation  produced  about  60 
per  cent  of  all  the  crude  and  finished  steel  output  of  the  United 
States.  By  1911,  its  percentage  of  that  output  had  dropped  to  a 
little  over  50  per  cent. 

WHOLESALE    PRICES.  ' 

The  Commissioner  of  Corporations  has  as  yet  published  no  findings 
as  to  the  course  of  wholesale  prices  for  steel  products  since  the  organi- 
zation of  the  corporation  in  1901. 

For  our  facts  in  this  division  of  the  question,  we  rely  on  the  figures 
giving  in  Hearings  Nos.  6,  36,  52,  and  63,  on  the  annual  reports  of 
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the  American  Iron  &  Steel  Association,  on  the  Iron  Ore  Manual,  a 
on  the  Statistical  Abstract  of  the  United  States. 

We  find  that  in  the  decade  from  1901  to  1910,  inclusive,  the  who 
sale  price  of  eight  representative  steel  products  fell  off  from  an  av* 
age  of  §38.80  per  ton  to  an  average  of  S36.ll  per  ton. 

We  subjoin  a  table  of  Pittsburgh  wholesale  prices  for  each  year 
the  decade. 


Year. 

Steel 
rails. 

Ship 
plates, 
Pitts- 
burgh. 

Wire 
nails, 
Pitts- 
burgh. 

Steel 
bars, 
Pitts- 
burgh. 

Beams, 
Pitts- 
burgh. 

Tin- 
plate 
mill. 

Bessemer 
iron, 
Pitts- 
burgh. 

Steel 
billets, 

Pitts- 
burgh. 

Avera 

1910 

19M 

1908 

1907 

1906 

1905 

1904 

1903 

1902 

1901 

28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
27.40 

32.60 
31.70 
36.84 
38.08 
35.84 
35.61 
34.52 
35.84 
35.84 
34.87 

40.09 
40.70 
44.35 
45.02 
41.66 
39.42 
40.32 
44.12 
44.57 
50.40 

32.03 
29.56 
33.15 
35.84 
35.39 
35.39 
29.56 
34.94 
37.40 
32.92 

32.92 
31.68 
36.73 
38.08 
38.08 
35.28 
34.49 
36.84 
35.38 
35.39 

80.64 
78.40 
82.88 
87.96 
88.56 
78.40 
76.38 
89.76 
88.03 
89.60 

17.19 
17.41 
17.07 
22.84 
19.54 
16.36 
13.76 
18.88 
20.15 
15.72 

25.39 
24.58 
26.31 
29.23 
27.41 
24.69 
22.08 
27.93 
30.32 
24.13 

3( 
3; 
3i 
4( 
3< 
3f 
3'. 
3S 
3! 
3i 

COALITIONS    IN    THE    TRADE. 

We  find  that  there  is  a  complete  accord  as  to  prices  between  tl 
United  States  Steel  Corporation  and  all  the  independents.  In  generi 
the  United  States  Steel  Corporation  sets  the  prices  and  the  rndepen 
ents  follow  suit. 

Although  from  time  to  time  so-called  "Gary"  dinners  have  be 
held,  we  regard  these  functions  as  the  gastronomic  shadow  of  i. 
price  understandings  rather  than  as  their  substance. 

As  a  matter  of  common  sense,  it  is  obvious  that  in  times  of  pre 
perity  no  "Gary"  dinners  are  necessary  to  bring  about  uniformi 
of  steel  prices.  "^Mien  orders  are  satisfactory  no  independent,  unle 
secretly,  would  lower  prices  for  the  purpose  of  getting  more  ordei 
Obviously,  the  Steel  Corporation  could  readily  distance  any  ind 
pendent  in  a  price-cutting  race.  It  needs  no  interpreter  to  expla 
that  situation  to  all  concerned.  It  is  equally  plain  that  no  indepen 
ent  can  raise  prices  so  long  as  the  corporation  refuses  to  do  so. 

INTERLOCKING  DIRECTORATES. 

The  system  of  interlocking  directorates  has  insidious  consequenc 
which  no  man  can  gauge.  Yet  we  venture  to  say  that  the  evil  is  n 
so  great  to-day  as  it  was  five  years  since.  "Inside  management" 
a  term  used  to  express  a  certain  reprehensible  practice  which  a  fe 
years  ago  was  all  too  prevalent  in  the  business  world.  When 
administering  the  affairs  of  any  corporation,  the  directors  pursue 
pohcy  more  favorable  to  their  own  financial  interests  than  to  tho 
of  the  corporation  which  they  are  chosen  to  represent — to  character! 
such  practices  men  use  the  expression,  "inside  management." 
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Interlocking  directorates  facilitate  "inside  management."  Inter- 
locking directorates  often  have  been  used  for  the  purpose  of  stifling 
competition.  Yet  in  many  communities  it  is  a  distinct  advantage 
not  to  limit  the  sphere  of  usefulness  of  any  business  man.  We  believe 
that  interlocking  directorates,  like  so  many  other  human  agencies,  are 
fit  subjects  for  regulation  rather  than  for  destruction.  We  doubt  the 
wisdom  of  their  absolute  prohibition,  unless  regulation  shall  fail  to 
abate  the  evil. 

THE    IRON-ORE    SUPPLY. 

The  situation  with  regard  to  the  iron-ore  supply  of  this  country  is 
very  serious.  Since  Herbert  Knox  Smith  made  his  report,  however, 
two  changes  for  the  better  have  occurred.  The  Steel  Corporation  has 
given  notice  of  the  cancellation  of  its  lease  of  the  Hill  ore  lands,  con- 
taining approximately  250,000,000  tons  of  iron  ore.  Moreover,  the 
most  recent  report  of  the  Minnesota  Tax  Commission  shows  that  the 
quantity  of  high-grade  Lake  Superior  ore  has  hitherto  been  under- 
estimated. 

Commissioner  of  Corporations  Smith  found  that  the  United  States 
Steel  Corporation  by  ownership  or  lease  controlled  about  75  per  cent 
of  the  high-grade  ores  of  the  Lake  Superior  region.  The  estimate  was 
made  prior  to  the  notice  of  cancellation  of  the  Hill  leases.  The  com- 
missioner made  no  estimate  of  the  corporation's  proportional  holding 
of  southern  ores. 

Omitting  the  Hill  ore  lands,  we  find  that  the  United  States  Steel 
Corporation  owns  or  leases  from  50  to  55  per  cent  of  the  Lake  Superior 
high-grade  ores  and  owns  from  35  to  50  per  cent  of  the  ores  in  the 
Birmingham  district. 

This  ore  situation  is  grave  to-day  and  in  the  future  may  become 
menacing.  Who  can  doubt  that  the  strength  of  its  position  as  to  ores 
will  prove  a  potent  lever,  if  used  by  the  corporation,  for  the  exclusion 
of  future  competitors  from  the  field  of  steel  making  ? 

THE    LABOR    SITUATION. 

The  labor  situation  in  certain  manufacturing  departments  of  the 
steel  industry  has  always  been  bad,  and  to-day  is  bad.  As  a  rule, 
in  the  plants  of  the  corporation  conditions  are  better  than  in  the 
plants  of  the  independents.  In  the  rolling  mills  and  blast  furnaces, 
men  often  have  been  required  to  work,  or  at  all  events  remain  on  more 
or  less  exacting  duty,  for  12  hours  a  day  for  7  days  in  the  week. 
Incredible  as  it  may  seem,  the  fact  is  indisputable.  It  is  true  that  a 
blast  furnace  must  be  kept  going  night  and  day.  If  it  is  extinguished, 
it  is  ruined.  We  believe  that  the  corporation  is  substantially  improv- 
ing this  situation;  but  we  can  not  forbear  from  uttering  the  suggestion 
that  three  shifts  of  8  hours  each  ought  to  take  the  place  of  two  shifts 


6  INVESTIGATION   OF  UNITED   STATES   STEEL   COBPOBATION. 

of  12  hours  each.  Although  strictly  speaking  beyond  the  scope  I 
our  report,  we  feel  that  this  recommendation  to  the  corporation  n  i 
with  propriety  be  made. 

THE    TENNESSEE    COAL    &    IKON    CO. 

Without  injecting  into  this  report  a  pohtical  dispute  about  forr 
President  Roosevelt,  it  is  impossible  adequately  to  discuss  the  abso  ■ 
tion  of  the  Tennessee  Coal  &  Iron  Co.  by  the  United  States  St  I 
Corporation.  As  the  matter  has  but  little  practical  bearing  on  ; 
serious  issues  of  which  we  are  treating,  the  minority  will  confine  its  [ 
to  the  general  statement  that  its  findings  relative  to  the  Tennes  : 
Coal  &  Iron  Co.  are  not  in  accord  with  those  of  the  majority. 

Part  II. 

CONCLT7SIONS. 

We  dispute  the  conclusions  of  the  majority  primarily  because  tl 
are  based  on  the  tenacious  but  antiquated  assumption  that  the  t:     i 
remedy  for  the  evils  of  industrial  combinations  lies  in  their  disso     ■ 
tion  into  greater  or  lesser  subdivisions.     Secondarily,  we  dispute  1     i 
majority's  conclusions  in  that  they  fail  to  suggest  adequate  mei     i 
for  carrying  out  their  own  views.     To  advocate  the  present  natio: 
poHcy  of  dissolution  while  neglecting  to  suggest  appropriate  legis 
tion  compelling  it  to  be  fundamental  and  thorough  is  to  invite  i     i 
recurrence  of  dissolutions  unsatisfactory  to  the  people. 

TRUE    REMEDY   LIES    IN   FEDERAL    CONTROL. 

While  we,  the  minority,  are  definitely  of  the  opinion  that  the  fa     i 
remedy  for  the  trust  problem  lies  in  Federal  control  and  in  co 
pulsory  Federal  incorporation,  with  an  unwatered  recapitalizatii     . 
nevertheless  we  are  prepared  to  admit  the  possibility,  or  even  pre 
ability,  that  the  American  people  have  by  no  means  as  yet  come 
our  conclusion. 

ONE    MORE    TRY    FOR    OLD-FASHIONED    COMPETITION. 

On  the  assumption  that  the  American  people  will  insist  on  one  mi     i 
attempt  to  restore  the  competition  of  bygone  days,  we  sinceri 
believe  that  they  ought  to  demand  a  thorough  revision  and  streng 
ening  of  the  Sherman  Act. 

In  case  the  Nation  decides  to  continue  the  existing  policy  looki 
to  the  dissolution  of  the  trusts,  we  recommend  that  instructions 
the  Federal  courts  be  so  extended  as  to  insure  the  thoroughness  a 
completeness  of  these  dissolutions. 
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Of  the  legislation  proposed  by  the  majority  we  have  little  unfavor- 
able criticism  to  make  other  than  of  its  inadequacy  to  meet  the 
situation. 

The  Nation  gasps  for  the  permanent  trade  wind  of  constructive 
measures  rather  than  for  the  summer  zephjT  of  palliative  devices. 

However,  the  principles  contained  in  the  bills  drafted  by  the 
majority  are  distinctly  worthy  of  commendation,  and  we  give  them 
our  approval.  But  if  the  policy  of  dissolution  favored  by  the 
majority  is  to  be  pureued,  much  additional  legislation  is  required 
before  proper  dissolution  can  be  obtauied.  This  legislation  the 
majority  has  scarcely  outlined. 

CONSTRUCTIVE    LEGISLATION. 

If,  on  the  other  hand,  as  we  hope,  the  country  should  be  favorably 
impressed  by  the  views  of  the  minority,  then  a  series  of  fundamental 
legislative  changes  must  be  adopted.  To  the  far-reaching  con- 
structive measures  which  we  advocate  the  legislation  proposed  by 
the  majority  may  well  be  added  as  a  desirable  embelhshment. 

(1)  We  recommend  that  all  corporations  or  combinations  equaling 
in  valuation  or  in  capitalization  the  amount  of  $50,000,000,  or  such 
other  sum  as  may  be  determined  upon,  shall  be  compelled  to  acquire 
an  United  States  charter  before  engaging  ia  interstate  commerce. 
We  recommend  that  voluntary  Federal  incorporation  shall  be  pro- 
vided for  lesser  organizations.  The  day  has  gone  by  when  any 
niceties  of  historical  policy  should  be  permitted  to  blind  us  to  the 
economic  obliteration  of  State  lines. 

(2)  We  recommend  the  establishment  of  an  Interstate  Commission 
of  Industry,  which  shall  have  control  over  all  corporations  operating 
under  an  United  States  charter.  This  control  shall  be  similar  to 
that  which  is  exercised  by  the  Interstate  Commerce  Commission  over 
the  raUroad  companies,  and  shall  insure  the  requisite  publicity. 

(3)  Whenever  the  price  charged  by  an  United  States  corporation 
for  one  of  its  products  shall  have  been  found  to  be  unreasonable  by 
some  competent  authority  to  be  determined  hereafter,  we  recommend 
that  it  shall  be  the  duty  of  the  Interstate  Commission  of  Industry 
to  make  public  declaration  of  the  fact  and  to  recommend  a  price  in 
lieu  of  that  found  unreasonable. 

(4)  We  recommend  that  all  corporations  when  they  acquire  an 
United  States  charter  shall  be  required  to  recapitalize  at  an  amount 
not  to  exceed  the  true  value  of  their  assets.  In  the  valuation  of 
their  assets,  we  recommend  that  nothing  be  reckoned  for  so-called 
"monopoly"  value,  or  value  which  arises  merely  from  their  exclusive, 
majority,  or  substantial  control  of  the  industry  in  which  they  are 
engaged. 
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(5)  We  recommend  that  interlocking  directorates  in  United  Stati 
corporations  shall  be  forbidden  except  when  licensed  by  the  Inte 
state  Commission  of  Industry. 

(6)  We  recommend  that  so-caUed  "holding"  companies  shall  1 
forbidden  except  when  licensed  for  temporary  purposes  of  reorgan 
zation  by  the  Interstate  Commission  of  Industry. 

(7)  Should  the  powers  which  we  suggest  prove  insufficient  < 
enable  the  Interstate  Commission  of  Industry  to  exercise  a  salutai 
control  over  United  States  corporations,  we  recommend  that  furthi 
legislation  be  enacted  bestowing  on  the  commission  a  careful! 
guarded  power  to  fix  a  maximum  price  in  lieu  of  any  price  adjudge 
to  be  unreasonable. 

We,  the  minority,  are  fully  alive  to  the  fact  that  this  recommend) 
tion  runs  counter  to  the  time-honored  doctrines  of  the  greatei 
English-speaking  political  economists  of  the  past.  It  even  rui 
counter  to  much  historical  experience.  Nevertheless,  we  are  &h 
aware  that  the  great  political  economists  of  the  past  contemplate 
no  situation  such  as  now  confronts  us.  In  this  twentieth  centui 
combinations,  international  in  their  scope,  have  by  their  immens 
preponderance  of  power  distorted  the  operation  of  general  econom: 
laws. 

After  the  most  serious  deliberation,  with  a  profound  consciousnes 
that  this  doctrine  will  offend  many  a  deep  student  of  public  affair 
with  a  sincere  hope  that  such  a  step  may  not  prove  necessary,  neve 
theless  it  is  our  belief  that  we  ought  not  to  shrink  from  violating  oi 
traditional  policy  if  experience  shall  convince  us  that  the  trust  pro! 
lem  can  not  otherwise  be  met. 

PALLIATIVE    LEGISLATION. 

(8)  We  concur  in  the  recommendation  of  the  majority  that  indui 
trial  corporations  shall  be  forbidden  to  own  common  carriers. 

(9)  We  also  concur  in  the  recommendation  of  the  majority  ths 
parties  injuriously  affected  by  combinations  should  have  access  i 
the  courts  and  the  benefit  of  adequate  and  sufficient  remedies  f( 
wrongs.  Individuals  or  a  State  ought  to  have  the  opportunity  t 
intervene  in  a  Government  suit. 

(10)  We  also  concur  in  the  view  of  the  majority  that  the  legal  e: 
pression  "unreasonable  restraint  of  trade"  must  be  defined,  ths 
certain  obnoxious  practices  shall  be  held  to  be  conclusive  evidenc 
of  "unreasonableness,"  that  in  certain  other  cases  the  burden  ( 
proof  of  "reasonableness"  must  rest  with  the  defendant,  and  thi 
the  courts  shall  have  extensive  powers  when  combinations  are  a( 
judged  illegal.  The  majority  presents  a  bill  covering  these  question 
When  redrafted  so  as  to  attain  the  ends  which  it  seeks  to  accompUsl 
we  give  it  our  approval,  except  as  regards  section  14.     Section  1 


^TATES    STEEL   COEPOEATION. 


seeks  to  create  a  rebuttable  presumption  of  "unreasonableness"  in 
cases  where  a  combination  controls  30  per  cent  of  the  domestic  trade 
in  a  given  article.  'It  may  perhaps  be  true  that  this  bill  defines  as 
"unreasonable"  a  number  of  acts  which  the  common  law  already 
interdicts;  but  it  is  as  well  to  crystallize  these  definitions  into  the 
form  of  a  statute. 

EXTRANEOUS    LEGISLATION. 

(11)  As  to  the  recommendation  of  the  majority  to  the  effect  that 
the  Commissioner  of  Corporations  should  be  required  to  report  to 
Congress  as  well  as  to  the  President,  we  forbear  to  express  an  opinion 
until  we  have  had  an  opportunity  to  hear  the  question  adequately 
discussed. 

Augustus  P.  Gardner. 

Henry  G.  Daneorth. 

I  concur  in  the  above  report  except  that  I  believe  that  the  Inter- 
state Commerce  Commission  and  the  railroad  commissions  of  the 
several  States  are  clothed  with  sufhcient  power  to  remedy  all  evils 
growing  out  of  the  ownership  of  common  carriers  by  industrial  corpo- 
rations. To  forbid  such  ownership  would  tend  to  decrease  economy 
and  efficiency  on  the  part  of  the  industrials.  Furthermore,  I  am  not 
convinced  that  the  power  to  fix  prices  is  necessary  to  the  efficiency  of 
Federal  control.  Should  experience,  however,  demonstrate  that  I 
am  wrong  in  this  conclusion  I  should  unhesitatingly  favor  the  grant- 
ing of  such  power. 

H.  O.  Young. 

O 

H.  Rept.  1127,  pt.  2,  62-2 2 


62d  Congeess,  )  HOUSE  OF  EEPEESENTATIVES.  j  Kept.  1127, 
M' Session.       f  |      Part  3. 


INVESTIGATION  OP  UNITED  STATES  STEEL 
COPORATION. 


August  2,  1912. — Referred  to  the  House  Calendar  and  ordered  to  be  printed. 


Mr.  Young,  from  the  Special  Committee  to  Investigate  Violations  of 
the  Antitrust  Act  of  1890,  and  other  acts,  submitted  the  following 

VIEWS  OF  THE  MINORITY. 

SUPPIEKENTAKY  REPOET  ON  THE  FACTS  BY  H.  0.  YOTJWa,  A 
MEMBER  OF  THE  SPECIAL  COMMITTEE  TO  IITVESTIGATE  THE 
UNITED  STATES  STEEL  CORPORATION. 

I  have  joined  with  my  Republican  colleagues  upon  the  United 
States  Steel  Committee  in  their  report  and  recommendations,  except 
that  I  do  not  agree  with  them  that  it  is  necessary  to  prohibit  indus- 
trial corporations,  under  aU  circumstances,  from  owning  common  car- 
riers, nor  that  it  is  advisable  or  necessary  to  invest  the  Federal  agency 
to  be  intrusted  with  the  supervision  and  control  of  large  corporations 
engaged  in  interstate  commerce  with  the  power  to  fix  prices. 

Under  ordinary  circumstances  I  should  content  myself  with  such 
action,  but  the  majority  of  the  committee  have  united  in  a  report  of 
some  200  pages.  A  very  large  proportion  of  this  report  purports  to 
be  a  statement  of  the  facts  elicited  by  the  investigation  of  the  com- 
mittee. This  statement  is  so  overdrawn,  prejudiced,  inaccurate,  and 
exaggerated  that  I  feel  it  ought  not  to  go  unanswered. 

It  is  true  that  the  report  of  the  Republican  members  of  the  com- 
mittee, signed  by  me,  does  in  a  general  way  deny  emphatically  many 
of  the  misrepresentations  of  the  majority  report,  but  I  feel  that  it  is 
necessary  in  order  that  a  correct  picture  of  the  situation  may  be 
given  to  go  further  than  this;  hence  this  supplementary  report. 

The  special  committee  to  investigate  violations  of  the  antitrust 
act,  usually  known  as  the  Steel  Corporation  Committee,  was  appointed 
under  the  authority  of  House  Resolution  No.  148  of  the  present 
Congress.     That  resolution  is  as  foUows: 

Resolved,  That  a  committee  of  nine  Members,  to  be  elected 
by  the  House,  be,  and  is  hereby,  directed,  to  make  an  investi- 
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gation  for  the  purpose  of  ascertaining  whether  there  have  occui 
red  violations  by  the  United  States  Steel  Corporation,  or  othe 
corporations  or  persons  as  hereinafter  set  out,  of  the  antitrus 
act  of  July  second,  eighteen  hundred  and  ninety,  and  the  act 
supplementary  thereto,  the  various  interstate-commerce  acts 
and  the  acts  relative  to  the  national-banking  associations,  whic 
violations  have  not  been  prosecuted  by  the  executive  ofl&cers  c 
the  Government;  and  if  any  such  violations  are  disclosed  sail 
committee  is  directed  to  report  the  facts  and  circumstances  t 
the  House. 

Said  committee  is  also  directed  to  investigate  the  United  State 
Steel  Corporation,  its  organization  and  operation,  and  if  in  con 
nection  therewith  violations  of  law  as  aforesaid  are  disclosed,  t' 
report  the  same. 

Said  committee  shall  inquire  whether  said  Steel  Corporatioi 
has  any  relations  or  aflBliations  in  violation  of  law  with  the  Penn 
sylvania  Steel  Company,  the  Cambria  Steel  Company,  the  Lack 
awanna  Steel  Company,  or  any  other  iron  or  steel  company. 

Also  whether  said  Steel  Corporation  through  the  persons  own 
ing  its  stock,  its  officers  or  agents,  has  or  has  had  any  relation 
with  the  Pennsylvania  Railroad  Company,  or  any  other  railroac 
company,  or  any  coal  companies,  national-banking  companies 
trust  companies,  insurance  companies,  or  other  corporate  organi 
zations  or  companies,  or  with  the  stockholders,  directors,  or  othe 
officers  or  agents  of  said  companies,  or  with  any  person  or  persons 
which  have  caused  or  have  a  tendency  to  cause  any  of  the  result 
following : 

First.  The  restriction  or  destruction  of  competition  in  produc 
tion,  sale,  or  transportation. 

Second.  Excessive  capitalization  and  bonding  of  corporations 

Third.  Combinations  created  by  ownership  or  control  by  oni 
corporation  or  the  stockholders  or  bondholders  thereof  of  th 
stock  or  bonds  of  other  corporations,  or  combinations  betweei 
the  officers  or  agents  of  one  corporation  and  the  officers  or  agent 
of  other  corporations  by  duplication  of  directors  or  other  mean 
and  devices. 

Fourth.  Speculations  in  stocks  and  bonds  by  agreement  amon| 
officers  and  agents  of  corporations  to  depress  the  value  of  thi 
stocks  and  bonds  of  other  corporations  for  the  purpose  of  acquir 
ing  or  controlling  same. 

Fifth.  Profits  through  such  speculation  to  officers  or  agenti 
of  such  corporations  to  the  detriment  of  the  stockholders  and  thi 
public. 

Sixth.  Panics  in  the  bond,  stock,  and  money  markets. 

Said  committee  shall  in  its  report  recommend  such  furthe 
legislation  by  Congress  as  in  its  opinion  is  desirable. 

Said  committee  as  a  whole  or  by  subcommittee  is  authorizec 
to  sit  during  sessions  of  the  House  and  the  recess  of  Congress,  t( 
employ  clerical  and  other  assistance,  to  compel  the  attendance 
of  witnesses,  to  send  for  persons  and  papers,  and  to  administe 
oaths  to  witnesses. 

The  Speaker  shall  have  authority  to  sign  and  the  Clerk  t( 
attest  subpoenas  during  the  recess  of  Congress. 

After  the  committee  had  proceeded  some  time  with  its  investigatioi 
the  Department  of  Justice  brought  a  proceeding  against  the  Unite( 
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States  Steel  Corporation,  charging  it  with  violations  of  the  antitrust 
act  and  praying  for  its  dissolution.  After  the  commencement  of  this 
suit  the  United  States  Steel  Corporation,  through  its  attorneys, 
appeared  before  the  committee  and  protested  against  the  further 
continuance  of  the  investigation  on  the  ground  that  the  whole  matter 
was  involved  in  the  suit  begun  by  the  Government.  The  committee, 
at  a  meetiag  held  on  December  11,  1911,  by  a  unanimous  vote  took 
the  action  set  out  in  the  following  extract  from  its  proceedings : 

The  committee  has  had  under  careful  consideration  the 
objections  made  by  the  United  States  Steel  Corporation,  through 
its  counsel,  to  the  further  prosecution  of  this  investigation. 
The  resolution  under  which  this  committee  is  proceeding  directs 
the  committee : 

First.  To  inquire  into  and  report  as  to  whether  the  United 
States  Steel  Corporation  is  in  its  organization  or  operations  acting 
in  violation  of  the  antitrust  law. 

Second.  To  inquire  into  and  report  violations  of  the  interstate- 
commerce  acts  and  amendments  thereto  and  to  the  acts  relating 
to  national  banking  associations. 

Third.  To  inquire  into  the  restriction  or  destruction  of  com- 

getition  by  reason  of  the  relations  of  the  United  States  Steel 
orporation  and  its  officers  with  other  companies. 

Fourth.  The  excessive  capitalization  and  bonding  of  cor- 
porations. 

Fifth.  Combinations  created  by  holding  companies,  inter- 
locking directorates,  and  other  devices. 

Sixth.  Combinations  to  depress  the  value  of  stocks  and  bonds 
for  the  purpose  of  acquiring  them. 

Seventh.  Panics  in  the  bond  and  stock  market. 

And*  the  committee  is  also  directed  to  recommend  such  further 
legislation  by  Congress  as,  in  its  opinion,  is  desirable. 

The  objection  made  by  the  counsel  for  the  Steel  Corporation 
to  the  further  continuance  of  the  investigation  was  based  upon 
the  ground  that  the  Government  had  filed  a  bill  in  the  courts  of 
New  Jersey  against  the  United  States  Steel  Corporation  seeking 
its  dissolution  under  the  antitrust  law.  As  to  this  objection,  it 
is  our  unanimous  opinion  that  the  committee  should  continue  the 
investigation  as  if  no  proceeding  on  the  part  of  the  United  States 
Government  were  now  pending  against  said  corporation,  but  not 
for  the  purpose  of  determining  the  questions  involved  in  the 
action  brought  by  the  Government  against  the  United  States 
Steel  Corporation,  and  any  inquiry  into  the  subjects  embraced 
in  that  action  should  be  made  for  the  purpose  of  enabling  the 
committee  to  recommend  such  further  legislation  as  in  its  opinion 
is  desirable.  Touching  all  other  matters  the  committee  will  pro- 
ceed as  heretofore. 

The  committee's  authority  to  investigate  violations  of  the  law  was 
confined  to  such  as  had  not  been  prosecuted  by  the  executive  officers 
of  the  Government.  Of  course,  speaking  with  technical  accuracy, 
the  resolution  excluded  from  the  investigation  only  such  violations  as 
had  been  prosecuted  by  the  Government  at  the  time  the  resolution 
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passed.  But  in  substance  and  in  reason  it  excluded  from  the  invesl 
gation  the  violations,  or  alleged  violations,  dealt  with  in  the  su 
begun  after  the  committee  had  entered  upon  its  deliberations.  Tl 
committee  so  far  coincided  with  this  view  as  to  declare  that  ar 
investigations  they  might  make  into  the  subjects  embraced  in  tl 
suit  of  the  Government  should  not  be  for  the  purpose  of  detenninit 
the  questions  involved  in  that  action,  but  only  for  the  purpose  i 
enabling  the  committee  to  recommend  such  further  legislation  as 
deemed  desirable.  We  believed  that  this  action  of  the  committee  wi 
proper,  and  that  it  precludes  the  committee  from  any  finding  as  1 
whether  the  matters  involved  in  the  suit  by  the  Government  const 
tuted  or  do  not  constitute  a  violation  of  the  law.  The  impropriety  ( 
a  committee  of  Congress,  which  speaks  with  some  authority,  an 
which  would  naturally  to  some  extent  influence  public  opinion,  decla 
ing,  during  the  pendency  of  a  suit,  as  its  solemn  judgment  that  tl 
defendants  were,  or  were  not,  guilty  of  the  acts  of  wrongdoii 
charged  in  the  Government's  complaint,  I  am  confident  must  appei 
to  the  sound  judgment  of  every  lawyer  and  to  the  good  sense  of  ever 
judicious  and  fair-minded  man.  Therefore  so  far  as  the  mattei 
involved  in  the  suit  of  the  Government  are  concerned  I  shall  confir 
myself  to  a  statement  of  the  facts  as  they  appear  from  the  evidenc 
taken  by  the  committee  without  drawing  any  conclusion  as  to  wheth< 
they  do  or  do  not  constitute  violations  of  the  law.  I  shall  begin,  ther( 
fore,  with  that  portion  of  the  resolution  which  directs  the  committe 
to  investigate  the  organization  and  operation  of  the  United  Stati 
Steel  Corporation. 

If  I  should  attempt  to  point  out  in  detail  all  of  the  inaccuracie 
exaggerations,  and  misrepresentations  in  the  report  of  the  majority 
would  draw  this  report  out  to  a  length  which  would  tax  my  endurant 
and  prevent  its  being  read  by  anyone.  I  shall  therefore  adopt  tl 
course  of  calling  attention  to  a  very  few  of  the  distortions  and  mi 
statements  in  that  report  and  then  present  a  statement  of  what  I  coi 
ceive  to  be  the  real  facts  in  the  case  upon  which  the  committee  wei 
required  to  report. 

The  majority  report  contains  the  following  quotation  from  son 
testimony  given  by  Judge  Gary  before  the  Ways  and  Means  Con 
mittee  relative  to  the  United  States  Steel  Corporation : 

Mr.  Cochran.  Of  this  whole  sum,  $1,782,000,000,  was  not  or 
billion,  at  least,  capitaHzed  profits  as  distinguished  from  origini 
investment  ? 

Mr.  Gary.  I  should  have  to  guess  at  that,  but  I  should  gues 
yes,  including  increase  in  value. 

This  statement  is  perfectly  clear  that  both  Mr.  Cochran  and  M 
Gary  had  in  their  minds  the  distinction  between  original  investmei 
and  the  surplus  profits  made  in  the  business  which  were  later  capita 
ized, 
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But  later  the  majority  of  the  committee,  in  referring  to  this  state- 
ment of  Judge  Gary,  transmutes  it  into  the  followLag: 

Judge  Gary  before  the  Ways  and  Means  Committee  guesses  that 
a  bilhon  dollars  of  this  capitalization  of  the  United  States  Steel 
Corporation  was  water.     His  guess  is  approximately  correct. 

And  again  it  is  stated,  referring  to  the  same  matter,  "when  it  is 
remembered  that  the  '  concern'  at  its  organization  was  aheady  bonded 
for  $303,450,000  more  than  the  actual  value  of  its  property,"  etc. 

Later  ia  the  report  the  statement  is  agaia  repeated  that  the 
actual  value  of  the  United  States  Steel  Corporation  was  less  than 
$300,000,000. 

There  is  absolutely  no  testimony  in  the  record  upon  which  to  found 
this  statement.  The  United  States  Steel  Corporation  was  heavily 
overcapitalized,  as  will  be  shown  later  on,  but  the  very  least  physical 
value  placed  by  anyone  upon  its  properties,  at  the  time  of  its  organi- 
zation, is  $676,000,000.  (Herbert  Knox  Smith  Kept.,  pt.  1,  pp.  15, 
19,  and  36.) 

At  another  part  of  the  report  the  statement  is  made  that  the  United 
States  Steel  Corporation  acquired  a  one- third  interest  in  the  Negaunee 
mine  for  $500,000.  This  statement  is  made  for  the  purpose  of  show- 
ing the  value  of  mining  properties  and  is  based  upon  a  statement  in 
McRae's  report,  page  3789,  that  the  United  States  Steel  Corporation 
negotiated  for  the  purchase  of  this  property  at  that  price.  As  a  mat- 
ter of  fact  it  never  acquired  this  interest  in  it,  and  the  property  was 
subsequently  leased  to  other  parties,  who  paid  a  bonus  of  $1,500,000 
for  a  lease  upon  a  30-cent  royalty. 

The  majority  in  an  argument  intended  to  prove  that  the  prop- 
erties purchased  by  the  United  States  Steel  Corporation  of  the 
Union  Iron  Co.,  which  had  lately  absorbed  the  Sharon  Steel  Co., 
were  purchased  to  eliminate  competition  urges  that  the  extrava- 
gant price  paid  for  that  property  is  only  proof  of  their  conclusion. 
They  state  that  the  price  was  $75,860,501,  and  compared  it  with 
the  value  of  seven  other  steel  companies  to  show  its  extravagance. 
As  a  matter  of  fact  the  price  paid,  instead  of  $75,860,501, 
was  $33,202,490,  and  this  included  liquid  assets  of  $2,341,989, 
leaving  the  amount  actually  paid  for  the  property  $30,860,501. 
This  error  is  the  more  astonishing  as  the  contract  under  which  this 
property  was  acquired  is  set  forth  in  full  in  the  McEae  Report, 
beginning  on  page  4348,  and  the  transaction  is  fully  explained  in 
Herbert  Knox  Smith  Report,  part  1,  on  page  283. 

This' transaction  in  brief  was  as  follows: 

The  Union  Steel  Co.  was  not  fully  organized  at  the  time  of  its 
purchase  and  the  contract  of  the  United  States  Steel  Corporation  was 
made  not  with  the  Union  Steel  Co.,  but  with  its  owners.  The  entire 
capital  stock  of  this  company  was  transferred  to  the  United  States 
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Steel  Corporation,  and  the  United  States  Steel  Corporation  in  coi 
sideration  therefor  guaranteed  $45,000,000,  par  value,  of  horn 
authorized  by  the  Union  Steel  Co.  These  bonds  had  not  bee 
issued  but  were  used  as  follows:  $33,202,490,  par  value,  of  thei 
were  issued  to  the  owners  of  the  Union  Steel  Co.  in  full  payment  f( 
the  property.  The  remainder  of  the  $45,000,000  were  retained  b 
the  Union  Steel  Co.,  which  by  the  transfer  of  its  stock  became  tl 
property  of  the  United  States  Steel  Corporation,  to  be  issued  t 
acquire  a  working  capital.  It  appears  that  a  considerable  portic 
of  them  never  were  issued.  Just  how  the  majority  arrived  at  the 
findings  I  am  unable  to  comprehend,  but  that  they  are  absolute] 
without  any  foundation  in  fact  is  patent. 

Again, 

In  reference  to  the  purchase  of  the  Tennessee  Coal,  Iron  &  Kai 
road  Co.,  and  the  action  of  President  Roosevelt  therein.  The  lett( 
of  President  Roosevelt,  dated  November  4,  1907,  addressed  i 
Attorney  General  Bonaparte,  is  set  forth  in  full.  Commenting  upc 
this  the  report  of  the  majority  says  among  other  things,  "th 
letter  contains  the  following  alleged  statements  of  fact" — and  I  wi 
confine  myseK  to  the  first  of  these: 

1.  A  certain  business  firm  of  real  importance  in  New  Yorl 
having  among  its  assets  a  majority  of  the  stock  of  the  Tennessc 
Coal,  Iron  &  Railroad  Co.,  was  about  to  fail  if  help  was  not"fortl 
coming  from  the  Steel  Corporation.  *  *  *  Such  were  tl 
representations  made  by  Messrs.  Frick  and  Gary  to  the  Preside! 
of  the  United  States  during  this  brief  20  minutes'  interview.  Tt 
same  number  of  palpably  incorrect  statements  were  probabl 
never  couched  in  tne  same  number  of  words  before  or  since.  A 
to  the  existence  of  this  unknown  business  of  great  importanc 
which  was  alleged  to  have  had  a  majority  of  the  assets  of  tl 
Tennessee  Coal,  Iron  &  Raihoad  Co.,  there  was  no  concern  i 
the  city  of  New  York  of  any  importance  which  had  among  ii 
assets  a  majority  of  the  stock  of  the  Tennessee  Coal,  Iron  &  Rai 
road  Co.  or  which  would  in  any  way  have  been  affected  by  tl 
exchange  of  such  stock  as  it  dia  hdve  for  any  other  stock.  Tl 
President  was  evidently  laboring  under  the  impression  that  son 
great  financial  institution  burdened  with  its  load  of  Tenness* 
Coal,  Iron  &  RaUroad  Co.  securities  was  tottering  to  its  rui 
and  about  to  smash  up  other  concerns  by  its  fall. 

Now,  the  evidence  before  this  committee  shows  that  the  mi 
jority  of  this  stock  was  locked  up  in  the  strong  boxes  of  Ogleb; 
Hanna,  Gates,  and  others,  no  one  of  whom  was  in  any  wa 
involved. 

Anyone  who  charges  another  with  falsification  should  themselvi 
at  least  take  ordinary  pains  to  be  correct.  It  appears  from  all  of  tl 
testimony  that  the  firm  in  question  was  Moore  &  Schley,  banke 
and  brokers;  that  they  were  worth  about  $10,000,000  and  had  \\: 
bilities  of  about  $38,000,000,  while  approximately  the  same  amoui 
was  owing  to  them.     To  the  ordinary  man  it  would  seem  clear  that 
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concern  with  this  capital  and  credit  was  one  "of  real  importance  in 
New  York  business  circles." 

Now  then,  did  it  have  among  its  assets  a  majority  of  the  securities 
of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  ?  The  capitalization  of 
the  latter  company  was  294,000  shares,  approximately.  (Schley, 
hearings,  p.  1049.) 

In  regard  to  the  amount  held  by  Moore  &  Schley,  Mr.  Schley  testi- 
fied as  follows: 

Mr.  Littleton.  How  much  do  you  think  at  that  time  of  the 
stock  of  the  Tennessee  Coal  &  Iron  Co.  Moore  &  Schley  had 
loaned  money  on  to  their  customers  and  had  in  turn  hypothe- 
cated with  their  other  securities  in  making  loans  for  themselves  ? 

Mr.  SoHLET.  I  could  only  estimate  that. 

Mr.  Littleton.  Well,  give  us  the  best  estimate  you  can. 

Mr.  Schley.  I  should  say  we  had  approximately  150,000 
shares. 

Mr.  Littleton.  One  hundred  and  fifty  thousand  shares  ? 

Mr.  Schley.  One  hundred  and  forty  thousand  or  one  hun- 
dred and  fifty  thousand  shares  on  our  books  subject  to  loan. 

Mr.  Littleton.  You  say  "subject  to  loan,"  and  those  short 
phrases  sometimes  we  do  not  understand. 

Mr.  Schley.  Well,  upon  which  stock  our  customers  were  bor- 
rowing money. 

Again  Mr.  Littleton  returned  to  the  subject  and  the  following 
colloquy  occurred: 

Mr.  Littleton.  It  says  here,  "among  its  assets  are  a  majority 
of  the  securities  of  the  Tennessee  Coal  Co."  Were  the  assets  of 
Moore  &  Schlev,  or  did  they  contain,  a  majority  of  the  Tennessee 
Coal  Co.'s  stock?    I  mean  Moore  &  Schley  assets. 

Mr.  Schley.  I  should  not  think  so;  but  it  approximated  it. 

Mr.  Littleton.  Moore  &  Schley,  as  a  matter  of  fact,  did  not 
have  among  their  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal  Co.,  did  they? 

Mr.  Schley.  It  approximated  it.     (Hearings,  pp.  1095,  1096.) 

It  will  be  noted  that  Mr.  Littleton  specifically  confined  his  question 
to  the  assets  of  Moore  &  Schley  alone  and  got  the  final  answer  that 
those  holdings  approximated  a  majority  of  the  stock  of  the  Ten- 
nessee Coal,  Iron  &  Eailroad  Co. 

This  testimony  is  sufl&cient  to  show  that  the  statement  that  Moore 
&  Schley  were  a  financial  concern  of  importance  in  New  York  and  that 
they  had  among  their  assets  a  majority  of  the  stock  of  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  was  at  least  substantially  correct. 

But  the  majority  report  says  further  that  no  concern  of  importance 
in  the  city  of  New  York  would  have  in  any  way  been  aflFected  by  the 
exchange  of  said  stock;  but  Mr.  Schley  swears  that  the  situation  of 
Moore  &  Schley  previous  to  the  sale  of  Tennessee  Coal,  Iron  &  Rail- 
road Co.  was  as  if  "a  sword  was  suspended  over  their  head;  it  might 
sever  it  at  any  moment."     (Schley,  hearings,  p.  1110.) 
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And,  speaking  of  the  effect  of  tlie  sale  upon  the  affairs  of  Moore  i 
Schley,  he  says  "  that  it  put  $12,000,000  into  their  coffers."    He  add 

The  effect  was  enormous,  Mr.  Littleton.  When  you  reduc 
$35,000,000  of  loans  by  $12,000,000,  bringing  it  down  to  S23,000 
000,  you  are  bringing  into  your  boxes  30  or  35  per  cent,  or  wha 
ever  the  margin  was  you  had  up,  of  new  material  to  bring  int 
your  box  and  sell  it.  Thirty  per  cent  of  $12,000,000: 
$3,600,000.  That  strengthens  you,  and  your  loans  are  lea 
and  Moore  &  Schley  were  $5,000,000  richer,  with  much  lef 
loans  and  within  35  days  impregnable.  (Schley,  Hearing; 
p.  1089.) 

In  view  of  this  testimony,  which  is  uncontradicted,  what  can  tt 
majority  mean  in  their  report  when  they  state  that  there  was  no  cor 
cem  in  the  city  of  New  York  of  any  importance  which  would  in  an 
way  have  been  affected  by  the  exchange  of  such  stock  ?  But  this  i 
not  aU.  The  majority  in  the  portion  of  the  report  already  quote 
say  that  the  evidence  shows  that  the  majority  of  this  stock  was  locke 
up  in  the  strong  boxes  of  Ogleby,  Hanna,  Gates,  and  others,  intenc 
ing  to  have  it  understood,  of  course,  that  if  it  was  in  the  possession  c 
these  gentlemen  it  could  not  have  been  in  Moore  &  Schley's  posses 
sion.  But  the  evidence  shows  nothing  of  this  kind.  It  account 
for  less  than  100,000  shares  of  the  Tennessee  Coal,  Iron  &  Kailroad  C( 
stock  as  not  being  in  the  hands  of  Moore  &  Schley,  and  as  to  th 
remainder,  if  any,  which  was  not  in  their  hands  the  record  is  utterl 
silent. 

It  must  not  be  thought  that  the  above  instances  of  inaccuracj 
unfairness  and  misrepresentation  are  isolated  cases;  they  are  merel 
typical  cases  with  which  nearly  every  page  of  the  report  bristles. 

Now,  having  called  attention  to  the  fact  that  the  report  of  th 
majority,  as  presented  to  the  members  of  the  minority  member 
of  the  committee,  can  not  be  relied  on  as  to  its  statement  of  facts 
and  that  one  who  wishes  to  know  the  facts  when  examining  tha 
report  must  constantly  refer  to  the  record,  I  wiU  proceed  with  a  state 
ment  of  what  I  consider  to  be  the  facts  disclosed  by  the  testimon 
before  the  committee.  Doubtless  some  errors  wUl  creep  into  m 
statement,  but  thej'  will  be  unintentional,  and  I  shall  be  glad  t 
have  them  pointed  out. 

The  organization  of  that  great  corporation  was  only  the  last  ste 
in  the  evolution  of  the  iron  and  steel  industry  in  this  country.  I 
was  not  a  sudden  birth,  but,  on  the  contrary,  was  the  outgrowth  c 
a  slow  and  steady  development  and  grew  out  of  the  conditions  sur 
rounding  the  industry.  In  order  to  understand  the  causes  that  le- 
to  the  promotion  of  this  great  corporation,  it  is  necessary  to  reca 
briefly  the  previous  history  of  the  industry.  From  very  humbl 
beginnings  it  has  grown  to  gigantic  proportions. 
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Until  about  1867  the  manufacture  of  steel  was  insignificant.  The 
mdustry  was  confined  almost  entirely  to  iron.  The  history  of  the 
iron  industry  divided  itseK  naturally  into  two  periods,  the  first  extend- 
ing from  the  beginning  until  about  the  year  1840.  During  this  period 
charcoal  was  the  only  fuel.  During  the  second  period,  which  begins 
about  1840,  the  industry  was  based  upon  anthracite  and  bituminous 
coal  as  a  fuel.  This  change  in  fuel  constituted  almost  a  revolution 
in  the  business  and  extended  it  by  leaps  and  bounds. 

THE  CHARCOAL  PERIOD. 

During  the  charcoal  period  facilities  for  transportation  were  small 
and  the  ability  of  the  people  to  buy  was  slight,  so  the  business  was 
necessarily  conducted  in  small  plants,  cheaply  built  and  having  only 
a  local  custom. 

The  first  iron  furnace  in  this  country  of  which  we  have  any  authentic 
record  was  built  at  Lynn,  Mass.,  in  1645.  In  the  century  following  a 
large  number  of  small  furnaces  and  bloomeries  were  erected  and  oper- 
ated in  New  England,  using  bog  ores  almost  exclusively.  In  1734  the 
richer  brown  ores  of  western  Connecticut  and  southern  New  York  were 
obtained  and  largely  replaced  the  bog  ores. 

After  the  close  of  the  Revolution  the  iron  industry  expanded 
rapidly,  following  the  western  progress  of  settlement,  and  had 
reached  western  Pennsylvania  and  the  Appalachian  Valley  of  Vir- 
ginia and  Tennessee  before  the  close  of  the  eighteenth  century. 
In  the  first  40  years  of  the  nineteenth  century  it  had  reached  as  far 
west  as  Missouri  and  north  to  Michigan. 

In  1810  the  entire  pig-iron  production  of  this  country  was  53,908 
tons,  or  a  little  less  than  19  pounds  to  each  inhabitant  of  the  country. 
In  1840  this  production  had  grown  to  286,903  tons,  or  about  37 
pounds  for  each  inhabitant. .  This  product  was  made  in  804  blast 
furnaces,  making  an  average  of  356  tons  per  annum  from  each  fur- 
nace.    (Hearings,  pp.  3577,  3578;  Encyclopasdia  Americana,  vol.  9.) 

THE  ANTHRACITE  AND  BITUMINOUS  PERIOD. 

David  Thomas  erected  the  first  furnace  for  the  making  of  anthra- 
cite pig  iron  at  Catasauqua,  Pa.  It  was  blown  in  July  3,  1840,  and 
made  an  average  of  50  tons  of  metal  a  week.  In  1846  the  first  bitu- 
minous furnace  was  constructed  at  Lowell,  Mahoning  County,  Ohio. 

The  substitution  of  anthracite  and  bituminous  coal  for  charcoal, 
as  has  been  said,  worked  a  revolution  in  the  iron  business.  The 
capacity  of  the  furnaces  was  greatly  increased.  With  improvement 
in  transportation  facilities,  the  industry  was  concentrated  at  fewer 
points,  which  were  advantageously  located  with  reference  to  the  fuel 
supply.     The  ore  was  brought  to  the  fuel,  hence  only  the  best  ore 
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and  the  largest  deposits  were  worked,  for  none  other  would  stand  t 
cost  of  transportation. 

The  change  was  marked  by  a  rapid  increase  in  the  amount  of  p] 
duction  and  the  concentration  of  the  business  at  points  favorat 
located  for  obtaining  cheap  coal.  The  production  of  pig  iron  in  18 
had  increased  to  821,223  tons,  or  about  59  pounds  per  inhabitai 
This  compares  with  a  production  in  Great  Britain,  for  the  same  yei 
of  3,826,752  tons. 

Of  the  amount  produced  in  this  country,  552,560  tons  was  man 
factured  in  the  State  of  Pennsylvania  and  all  but  about  100,000  to 
in  the  States  of  New  York,  Pennsylvania,  New  Jersey,  Marylar 
and  Ohio,  combined. 

The  rapid  increase  in  the  iron  business,  as  well  as  its  tendency 
concentrate  at  fewer  places  and  in  fewer  hands,  is  well  iliustrat 
by  the  fact  that  while  in  1840  there  were  804  furnaces  in  this  counti 
manufacturing  a  total  product  of  286,903  tons,  or  about  37  poun 
for  each  inhabitant  and  about  357  tons  per  annum  for  each  furna( 
in  1870  the  product  had  increased  to  1,665,179  tons,  or  an  average 
98  pounds  per  inhabitant,  and  this  product  was  produced  in  or 
386  estabhshments,  producing  an  average  of  4,314  tons  each  f 
annum,  or  about  twelve  times  the  average  product  per  estabhs 
ment  of  1840.  (Encyclopaedia  Americana,  vol.  9;  hearings,  pp.  35( 
3577,  3590;  Report  American  Iron  &  Steel  Association,  1905,  p.  11 
Comp.  Ninth  Census,  pp.  8,  909.) 

LAKE  SUPERIOR  ORES. 

During  this  period  occurred  the  discovery  of  iron  ore  near  La 
Superior,  which  was  destined  to  exert  a  marked  influence  on  the  ir 
and  steel  industry  of  this  country.  The  first  shipment  from  tl 
district  occurred  in  1855,  immediately  after  the  opening  of  the  fii 
canal  through  the  rapids  in  the  St.  Marys  River,  opposite  Sault  S 
Marie,  Mich.  The  shipment  was  from  the  Cleveland-Chffs  iron  mi 
at  Ishpeming,  Mich.  It  amounted  to  1,449  tons,  and  was  sold 
Cleveland,  Ohio,  at  $10  per  ton. 

In  1860  the  shipments  from  this  district  had  increased  to  114,4 
tons  and  in  1870  to  830,940  tons.  This  compares  with  a  total  pi 
duction  of  iron  ore  in  the  Uinted  States  for  the  same  years,  respi 
tively,  of  2,873,460  tons  and  3,813,891  tons.  (Mineral  Resources 
Lake  Superior,  by  A.  P.  Swineford,  p.  152;  hearings,  pp.  3462,  34( 
3490,  3498.) 

The  following  tables  will  show  the  rapid  increase  in  the  consumpti 
of  ore,  the  source  whence  it  is  now  drawn,  and  the  growing  imp( 
tance  of  the  Lake  Superior  field: 
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Yearly  tonnage  shipments  of  iron  ore  from  each  range  of  the  Lake  Superior  district. 
[Since the  opening  of  the  lock  and  canal  at  Sault  Ste.  Marie  in  1855.    Reprinted  Irom  the  Iron  Trade  Review.] 


Year. 

Marquette. 

Menominee. 

Gogebic. 

Vermilion. 

Mesaba. 

Grand  total. 

jg55                 . , , 

1,449 

36,343 

25,646 

15,876 

68,832 

114,401 

49,909 

124,169 

203,055 

243,127 

236,208 

278,796 

473,567 

491,449 

617,444 

830,940 

779,607 

900,901 

1,162,458 

919,557 

891,257 

992,764 

1,010,494 

1,033,082 

1,130,019 

1,384,010 

1,579,834 

1,829,394 

1,305,425 

1,548,034 

1,480,422 

1,627,383 

1,861,414 

1,918,760 

2,634,816 

2,993,664 

2, 512, 242 

2,666,169 

1,835,893 

2,060,260 

2,097,838 

2,604,221 

2,716,035 

3,125,039 

3,767,010 

3,467,522 

3,245,346 

3,868,025 

3,040,245 

2,843,703 

4,215,572 

4,057,187 

4,388,073 

2,414,632 

4,256,172 

4,392,726 

1,449 

1856                        -  •  -  ■ 

36,343 
26,646 
15,876 
68,832 

1858 

JggQ                               

114,401 
49,909 
124,169 
203,055 
243,127 
236,208 
278, 796 

J862                      

1854                      . 

1866                      

473, 667 

1868                 

491,449 

617,444 

1870                

830,940 

779,607 

900, 901 

1,162,458 

1874              

919,657 

891,257 

1876           

992, 764 

4,593 

78,028 

245,672 

524,735 

727,171 

1,136,018 

1,047,415 

895,634 

690,435 

880,006 

1,193,343 

1, 191, 101 

1,796,755 

2,282,237 

1,824,619 

2,261,499 

1,466,197 

1,137,949 

1,923,798 

1,560,467 

1,937,013 

2,622,205 

3,301,052 

3,261,221 

3,619,053 

4,612,509 

3,749,567 

3,074,848 

4,495,451 

5,109,088 

4,964,728 

2,679,156 

4,875,385 

4,237,738 

1,015,087 

1878        

1,111,110 

1,375,691 

18S0 

1, 908, 745 

2,307,005 

1882 

2, 965, 412 

2,382,840 

1884 

1,022 
119,860 
747,589 
1,303,267 
1,424,699 
2,016,391 
2,847,786 
1,839,574 
2,971,991 
1,329,385 
1,809,468 
2,547,976 
1,799,971 
2,258,236 
2,498,461 
2,795,856 
2,875,295 
2,938,155 
3,654,929 
2,912,708 
2,398.287 
3,705,207 
3,643,514 
3,637,102 
2,699,856 
4,088,057 
4,315,3X4 

62,124 

225,484 

304, 396 

394,262 

611,963 

844,682 

880,114 

894,618 

1,167,650 

820,621 

948,513 

1,077,838 

1,088,090 

1,278,481 

1,265,142 

1,771,502 

1,655,820 

1,786,063 

2,084,263 

1,676,699 

1,282,513 

1,677,186 

1,792,355 

1,685,267 

841,544 

1,108,215 

1,203,177 

2,506,814 

2, 516, 201 

1886 

3,659,374 

4,742,276 

1888 

6,046,603 

7,292,644 

1890 

9,003,801 

7,071,053 

1892 

4,245 
613, 620 
1,793,062 
2,781,687 
2,882,079 
4,275,809 
4,613,766 
6,626,384 
7,809,535 
9,004,890 
13,342,840 
12,892,642 
12,166,008 
20, 158, 699 
23,819,029 
27,496,708 
17,257,350 
28,176,281 
29,201,760 

9,070,554 

6,065,716 

1894 

7,749,242 

10,429,037 

1896 

9,934,828 

12,464,674 

1898.. 

14,024,673 

1899 

18,261,804 

1900..  . 

19,059,393 

20,593,507 

1802 

27,662,666 

1903 

24, 271, 761 

1904 

21,755,359 

34,262,115 

1906 

38,421,173 

1907 

42,170,878 

1908... 

26,892,538 

1909 

42,504,110 

1910.... 

43,350,715 

32,130,411 

Total 

96,336,406 
-39,689 

75,306,746 
+144,047 

65,179,956 
-44, 139 

30,328,562 

224,905,184 

492,056,854 

To  adjust 

+60,219 

972,309 

Total 

96,296,717 

75,450,793 

65, 135, 817 

30,328,562 

224,905,184 

493,089,382 
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Production  of  iron  ore  in  the  United  States,  1860-1910,  in  long  tons. 


Year. 

Hematite. 

Brown  ore. 

Magnetite. 

Carbonate. 

Total, 

1860 

2,873, 

3,831, 

1875                                                              

4,017, 

1880                          

2,243,993 

1,918,622 

2,134,276 

823,471 

7, 120, 

7, 119, 

8,700, 

8,800, 

1884                                                  

7,718, 

1885 

7,600, 

10,000, 

1887 

11,300, 

12,062, 

1889       

9,056,288 
10,527,650 

9,327,398 
11,646,619 

8,272,637 

9,347,434 
12,513,995 
12, 576,  288 
14.413.318 
16,150,684 
20, 004, 399 
22,708,274 
24,006,025 
30,532,149 
30,328,654 
23,839,477 
37,567,065 
42,481,376 
46,060,486 
31,788,664 
46,208,640 
61,367,007 

2,623,087 
2,659,938 
2,757,564 
2,485,101 
1,849,272 
1,472,748 
2,102,358 
2,126,212 
1,961,954 
1,989,681 
2,869,785 
3,231,089 
3,016,715 
3,305,484 
3,080,399 
2,146,795 
2,546,662 
2,781,003 
2,967,477 
2,661,825 
2,700,431 
2,868,572 

2,506.416 
2,570,838 
2, 317, 108 
1,971,965 
1,330,886 
972,219 
1,268,222 
1,211,526 
1,059,479 
1,237,978 
1,727,430 
1,537,651 
1,813,079 
1,688,860 
1,575,422 
1,638,846 
2,390,417 
2,469,294 
2,679,067 
1,647,797 
2, 229, 839 
2,631,835 

432,251 
377,617 
189, 108 
192,981 
134,834 
87,278 
73,039 
91,423 
83,295 
66,373 
81,559 
76,247 
61,663 
27,642 
34,833 
19, 212 
21,999 
17,  996 
23,589 
26,58* 
16,627 
22,320 

14,518, 

1890                       

16,036, 

14,591, 

1892            

16,296, 

11,687, 

1894   

11,879, 

16,967, 

1896                                        

16,005, 

17,518, 

1898                             

19,433, 

24,683, 

1900         

27,553, 

28,887, 

1902 

35,554, 

35,019, 

1904                 

27,644, 

42,526, 

1906  

47,749, 

51,720, 

1908 

36,924, 

61,155, 

1910         

66,889, 

Quantity  and  value  of  iron  ore  produced  in  the  United  States,  1909  and  1910,  by  StaU 


State. 


1909 


Quantity, 
in  long 
tons. 


Value. 


1910 


Quantity, 

in  long 

tons. 


Value. 


Increase  (+)  or  de- 
crease (— )  in  1910. 


Quantity, 

in  iong 

tons. 


Value. 


Percentage  i 
increase  (+) 
decrease  (— ) 
1910. 


Quan- 
tity. 


Vail 


Alabama 

California,  Colorado, 
New  Mexico, 
Washington,  and 
Wyoming 

Connecticut  and 
Massachusetts 

Georgia 

Kentucky  and  West 
Virginia 

Maryland 

Michigan 

Minnesota 

Missouri 

New  Jersey 

New  York 

North  Carolina 

Ohio 

Pennsylvania 

Tennessee 

Texas 

Virginia 

Wisconsin 


4,321,252 


637,582 

38,272 
221,016 

74,769 

23,888 

11,900,384 

28,975,149 

89,954 

543,720 

1,015,333 

61,160 

16,527 

666,889 

657,795 

6,474 

837,847 

1,067,436 


$4,996,456 


646,082 

141,274 
332,478 


110, 

46, 

32,282, 

60,253, 

210, 

1,607 

3,072; 

107, 

28, 

792, 

907, 

9, 

1,693 

2,727, 


4,801,275 


861,860 

34,158 
313,878 

64,347 

14,062 

13,303,906 

31,966,769 

78,341 

621,832 

1,287,209 

66,278 

22,320 

739,799 

732,247 

29,535 

903,377 

1,149,651 


$6,083,722 


-I-    480,023 


877,223 

121,306 
482,659 

86,085 

29,106 

41,393,585 

78,462,560 

168,697 

1,582,213 

3,848,683 

114,237 

35,866 

911,847 

1,048,323 

34,003 

1,845,144 

3,610,349 


+    224,268 

4,114 
92,862 

-  10,422 

-  9,826 
-1-1,403,522 
-1-2,991,620 

-  11,613 

-  21,888 
+    271,876 

4,128 
5,793 
72,910 
74,452 
23,061 
65,530 
82,115 


-f$l, 087,267 


-I-      231,141 

19,968 
160, 181 


-I-  11.11 


-1-  36.17 

-  10.76 
-1-  42.02 


-  24, 

17, 
-I-  9,110, 
-(-18,209, 

-  42, 

-  24, 
776, 

7, 
7, 
119, 
141, 
24, 
151, 
882, 


13. 

-  41. 
+  11. 
-I-  10, 

-  12. 

-  4, 
-I-  20, 
+  6, 
-I-  36, 
+  10, 
-1-  11, 
-t-368, 
-I-  7, 
-I-    7, 


-I-  21 


+  36 

-  14 

+  45 

-  21 

-  37 
+  28 
+  30 

-  19 

-  1 
+  25 
-I-  6 
+  25 
+  16 
+  15 
-H264 
-I-  8 
-I-  32 


Total 51,155,437109,964,903  56,889,734140,736,607 


-1-6,734,297 -f  30, 770, 704 -t-  11.21 -f  27 
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STEEL. 

The  first  steel  known  to  have  been  produced  in  this  country  was 
made  in  Connecticut  in  1728  by  Samuel  Highley  and  Joseph  Dewey. 
Crucible  steel  was  first  successfully  produced  in  the  United  States  in 
1832  at  the  works  of  William  and  John  H.  Garrard,  at  Cincumati, 
Ohio.  But  this  industry  was  insignificant,  and  in  1860  the  production 
in  this  country  had  only  reached  11,838  tons. 

In  1856  came  the  great  invention  of  Sir  Henry  Bessemer.  But  this 
process  was  not  perfected  until  a  munber  of  years  later.  Bessemer 
steel  was  first  made  in  this  country  in  September,  1864,  by  William  F. 
Durfee  at  an  experimental  plant  at  Wyandotte,  Mich.,  and  the  first 
Bessemer  steel  rails  made  in  America  were  rolled  at  the  North 
Chicago  KoUing  Mill,  in  the  presence  of  the  American  Iron  and  Steel 
Institute,  in  May,  1865,  from  ingots  made  at  Wyandotte,  Mich. 

Open-hearth  steel  was  first  made  in  1864  in  this  country  by  the 
New  Jersey  Steel  &  Iron  Co.  at  Trenton,  N.  J. 

The  first  plant  for  the  manufacture  of  Bessemer  steel  in  this  country 
in  commercial  quantities  was  erected  by  the  Pennsylvania  Steel.  Co. 
at  Steelton,  Pa.,  near  Harrisburg,  Pa.,  and  was  put  in  operation  in 
June,  1867. 

The  first  Bessemer  steel  rails  made  in  eastern  United  States  were 
roUed  by  the  Cambria  Iron  Co.  at  Johnstown,  Pa.,  in  August,  1867, 
from  ingots  made  by  the  Pennsylvania  Steel  Co.  in  its  plant  at 
Steelton,  Pa.     The  total  product  for  that  year  was  3,000  tons. 

The  Siemens-Martins  process  for  making  open-hearth  steel  was 
introduced  into  the  United  States  in  1868  by  F.  J.  Slade  for  Cooper, 
Hewitt  &  Co.  at  the  works  of  the  New  Jersey  Iron  &  Steel  Co.  at 
Trenton,  N.  J. 

The  basic  open-hearth  process  was  introduced  in  this  country  in 
1880  by  Carnegie,  Phipps  &  Co.,  at  Homestead,  Pa.  (Hearings,  p. 
3510;  Ency.  Brit.,  vol.  14,  p.  804,  11th  ed.;  "Iron  and  Steel  Indus- 
try," Ency.  Am.,  vol.  9.) 

The  rapid  growth  of  the  steel  industry  throughout  the  world  and 
the  steady  forging  to  the  front  of  this  country  therein,  until  it  had 
passed  all  its  rivals,  is  well  illustrated  by  the  table  foUowing  (taken 
from  the  Ency.  Brit.,  vol.  14,  p.  834,  11th  ed.). 
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Production  of  steel  in  thousands  of  long  tons. 


Open 
heartii. 


Crucible 
and  mis- 
cella- 
neous. 


Total 


1870. 


United  States. 
Great  Britain. 
The  world 


37 
215 


United  States 

Great  Britain 

Germany  and  Luxemburg. 
The  world 


1,074 
1,044 


101 
261 
87 


1890. 


United  States 

Great  Britain 

Germany  and  Luxemburg. 
The  world 


3,689 
2,016 


613 
1,664 


United  States. 
Great  Britain. 


Germany  and  Luxemburg. 
Tbe  world 


/acid... 
■  \basic. . 

(acid... 
"\basic.. 


6,686 


1,254 
491 


863 
2,645 
3,166 


1907. 

/acid... 

1  basic . . 

jacid. . . 

Ibasic. . 

Germany  and  Luxemburg Itado 

The  world '.'. 


United  States. 
Great  Britain. 


11,668 


1,280 
579 
381 

7,098 


1,270 
10, 279 
3,386 
1,279 
209 
3,976 


31 


76 
100 


149 


146 


1,2 

1,3 

7 

4,2 


4,2 
3,6 
2.1 
11,9 


10,1 
6,0 

6,5 
28,2 


23,3 

6,5 

11,8 
50,3 


The  following  table  illustrates  the  same  movement  in  this  industry 
It  is  taken  from  the  Abstract  of  the  Twelfth  Census,  page  311,  an 
covers  the  entire  industry  of  manufacturing  iron  and  steel  in  thi 
country. 

Comparative  summary,  by  specified  industries,  1900,  1890,  1880. 


Number 
of  estab- 
lish- 
ments. 

Capital. 

Iron  and  steel. 

Value  of 

Year. 

Wage  earners. 

Cost  of 

materials 

used. 

products, 
mcluding 
custom 

Average 
number. 

Total  wages. 

work  and 
repairing. 

1900 

668 

645 

1,006 

$573,391,663 
372,678,018 
230,971,884 

222,490 
148,716 
140,978 

$120,820,276 
78,977,900 
55,476,786 

$522,389,932 
296,777,843 
191,271,150 

$803,968,2 
430,954,3 
296,557,8 

1890 

1880 

It  will  be  noticed  that  while  in  1880  there  were  1,005  establishmenf 
in  the  business,  in  1900  these  had  decreased  to  668,  while  the  capiti 
invested  had  increased  from  a  little  over  230  milhons  to  over  57 
millions  of  dollars.  The  employees  had  increased  from  140  thousan 
to  222  thousand.  Their  total  wages  had  increased  from  55  millior 
to  120  millions  of  dollars;  the  cost  of  material  from  191  millions  t 
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622  millions  of  dollars;  and  the  value  of  the  product  from  296  mil- 
lions  to  803  millions  of  dollars. 

It  win  be  readily  seen,  from  the  facts  already  given,  that  immedi- 
ately upon  the  beginning  of  the  use  of  anthracite  and  bituminous  coal 
as  a  fuel  the  process  of  rapid  growth  and  concentration  in  fewer 
places  and  fewer  hands  began.  This  movement  was  greatly  accele- 
rated by  the  discovery  of  Sir  Henry  Bessemer  and  the  perfection  of 
the  Siemens-Martin  and  basic  open-hearth  processes,  which  resulted 
in  the  general  substitution  of  steel  for  iron.  This  new  manufacture 
required  vastly  greater  plants  and  larger  investments  than  did  the 
simpler  manufacture  of  iron.  As  the  tonnage  of  the  product  increased 
by  leaps  and  bounds,  the  demand  for  greater  investment  and  more 
capital  was  incessant.  The  Carnegie  Co.  showed  by  its  example  the 
immense  advantage  of  complete  integration  from  the  ore  and  coal 
and  limestone  to  the  finished  product  with  facilities  of  transportation 
by  land  and  water. 

THE  CARNEGIE  STEEL  CO. 

The  history  of  this  company  is  so  typical  of  the  marvelous  growth 
of  the  iron  and  steel  business,  and  especially  of  the  tendency  to  ex- 
pansion and  integration,  and  it  became  so  important  a  part  of  the 
United  States  Steel  Corporation,  and  its  activities  were  so  ultimately 
connected  with  the  movement  toward  the  formation  of  that  com- 
pany, that  it  deserves  a  more  extended  notice  than  is  necessary  in  the 
case  of  the  other  subsidiaries  of  that  corporation. 

In  1858  Andrew  Kloman  and  his  brother  Anton  built  a  small  forge 
in  Girtys  Kun,  now  a  part  of  Allegheny.  This  was  the  nucleus  of 
the  Carnegie  Co. 

In  1859  Thomas  N.  MUler  and  Henry  Phipps  became  partners  in 
this  concern  with  the  Klomans. 

The  business  having  prospered,  a  new  partnership  agreement  was 
entered  iato  between  the  Klomans  and  Phipps,  who  also  represented 
MUler,  under  the  date  of  January  1,  1862.  The  capital  of  the  firm 
was  stated  to  be  180,000. 

The  new  firm  proceeded  to  build  a  new  mill  on  Twenty-ninth  Street, 
in  Pittsburgh,  which  was  given  the  name  of  the  Iron  City  forge. 

Some  difficulty  haviag  arisen  in  the  firm.  Miller  bought  out  the 
interest  of  Anton  Kloman,  April  16,  1863. 

A  little  later,  in  the  same  year,  difficulties  having  again  developed, 
in  the  company,  Miller  sold  his  interest  to  Thomas  M.  Carnegie,  who 
bought  with  money  furnished  by  his  brother,  Andrew  Carnegie. 

This  was  Andrew  Carnegie's  first  entrance  into  the  iron  business. 
He  himself  fixes  the  date  as  November,  1861.  But  the  facts  stated 
by  Bridge  seem  to  indicate  that  Mr.  Carnegie  was  mistaken  as  to  this 
date. 
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Miller  now  having  severed  his  connection  with  the  firm  of  Klom 
&  Co.,  and  Andrew  Carnegie  not  appearing  in  that  firm  as  a  partm 
on  the  face  of  the  papers,  he  and  Miller,  with  others,  organized  t 
Cyclops  Iron  Co.,  and  in  1864  built  a  rival  mill  at  Thirty-third  Strei 
in  Pittsburgh. 

In  1865  the  Union  Iron  Mills  Co.  was  organized,  and  took  over  bo 
the  Kloman  and  Phipps  mill,  at  Twenty-ninth  Street,  and  the  Cyclo 
mill  at  Thirty-third  Street,  which  were  thereafter  known  as  the  Upp 
and  Lower  Union  Mills. 

The  Twenty-ninth  Street  property  was  taken  over  by  the  Union 
a  valuation  of  $150,000,  and  the  Thirty-third  Street  property  at 
valuation  of  $50,000,  and  the  capital  of  the  company  was  fixed 
$500,000. 

In  the  meantune,  in  April,  1865,  the  Keystone  Bridge  Co.,  in  whi( 
Andrew  Carnegie  was  a  prominent  figure,  had  been  formed  to  ta] 
over  the  bridge  works  of  Piper  &  Schiffler,  at  Pittsburgh.  It  had 
capital  of  $300,000. 

On  December  1,  1870,  Andrew  Kloman,  Henry  Phipps,  and  tl 
Carnegies  organized  the  firm  of  Kloman,  Carnegie  &  Co.,  and  the  ne; 
spring  began  the  construction  of  the  famous  Lucy  furnace,  at  Fift 
first  Street,  m  Pittsburgh. 

This  furnace  began  with  a  production  of  350  tons  of  pig  iron  a  wee 
which  was  regarded  as  a  fair  average,  but  before  the  end  of  the  ye 
its  production  had  arisen  to  500  tons  a  week,  and  the  next  year  a  ne 
record  of  578  tons  a  week  was  reached.  In  October  of  this  yea 
1874,  it  reached  a  weekly  production  of  653  tons.  In  October,  187 
it  had  reached  a  production  of  762  tons  a  week.  In  1878  it  hi 
raised  this  record  to  804  tons  in  a  single  week,  and  in  1880  to  945  toi 
a  week.     In  1883  the  production  reached  300  tons  a  day. 

This  astonishing  record  is  but  one  example  of  the  wonderful  ef 
ciency  that  in  the  end  characterized  all  of  the  Carnegie  plants. 

The  year  1873  marks  the  entrance  of  Andrew  Carnegie  into  tl 
business  of  manufacturing  steel.  William  Coleman,  father-in-law 
Thomas  M.  Carnegie,  had  obtained  an  option  on  what  was  known  : 
Braddock's  Field,  paying  some  $59,000  for  the  tract,  subject  to 
mortgage  of  $160,000.  In  January  of  that  year  the  firm  of  Camegi 
McCandless  &  Co.  was  formed  with  a  capital  of  $700,000,  of  whi< 
Coleman  furnished  $100,000;  Andrew  KJoman,  Henry  Phipps,  Mi 
Candless,  Scott,  Stewart,  and  Thomas  M.  Carnegie  each  subscrib< 
$50,000  and  Andrew  Carnegie  $250,000.  Thus  was  started  the  grei 
enterprise  which  afterwards  became  famous  as  the  Edgar  Thomsc 
Steel  Works.  On  October  12,  1874,  the  firm  of  Carnegie,  McCandle 
&  Co.  was  dissolved  and  the  Edgar  Thomson  Steel  Co.  (Ltd.)  w; 
mcorprated  with  a  capital  of  $1,000,000  to  take  its  place,  and  tl 
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unfinished  works  at  Braddock  were  transferred  to  the  latter  corpora- 
tion for  $631,250.43,  subject  to  a  mortgage  for  $201,000. 

In  1881  the  firm  of  Carnegie  Bros.  &  Co.  (Ltd).,  with  a  capital  of 
$5,000,000,  was  formed  to  take  over  the  Carnegie  iron  and  steel 
interests.  The  properties  included,  and  their  estimated  value,  are  as 
follows: 


Value. 


Mortgage. 


Edgar  Thomson  Works 

Coal  mines  and  coke  ovens  at  Unity 

Ore  lands  at  Patton 

Lucy  furnaces 

Union  Iron  Mills 

Four-fifths  interest  in  Larimer  coke  works . 


$2,385,000 
80,000 
35,000 
750,000 
630,000 
120,000 


S594,000 

"ic6,'666 


4,000,000 


The  remainder  of  the  capital,  $1,000,000,  was  to  be  subscribed  in 
cash,  and  the  interest  of  the  various  stockholders  was  as  follows: 

Andrew  Carnegie |2,  737,  977. 95 

Thomas  M.  Carnegie 878,  096. 58 

Henry  Phipps 878,  096. 58 

David  A.  Stewart 175,  318. 78 

John  Scott 175,  318. 78 

Gardnier  McCandless 105, 191. 00 

John  W.  Vandervort 50,  000. 00 

It  is  interesting  to  note  that  the  profits  of  the  various  concerns 
composing  this  consolidation  for  the  last  year  previous  to  the  con- 
sohdation  was  $1,885,197.46,  of  which  amount  the  Edgar  Thomson 
Steel  Works  contributed  $1,625,000.  Steel  had  driven  iron  into  a 
very  subordinate  position. 

On  October  21,  1879,  the  Pittsburgh  Bessemer  Steel  Co.  (Ltd.)  with 
a  capital  of  $2,500,000,  was  organized  by  certain  gentlemen  in  Pitts- 
burgh, of  whom  Andrew  Kloman  was  one.  This  company  built  the 
original  Homestead  works.  The  first  steel  was  made  in  these  works 
March  19,  1881,  and  the  first  steel  rails  on  August  9  of  the  same  year, 
and  by  September,  1881,  the  Homestead  works  were  turning  out  200 
tons  of  rails  a  day.  This  company  became  very  much  embarrassed 
by  a  strike  among  their  employees,  and  in  October,  1883,  they  were 
glad  to  sell  the  property  to  the  Carnegie  group. 

On  June  4,  1886,  the  Duquesne  Steel  Co.  was  organized  to  build  the 
Duquesne  plant  as  a  rival  to  the  Carnegie  plants.  Its  capital  was 
$350,000.  The  enterprise  was  subsequently  reorganized  in  March, 
1888,  as  the  Allegheny  Bessemer  Steel  Co.,  with  a  capital  of  $700,000. 
This  company,  though  it  showed  great  superiority  in  the  mechanical 
construction  of  its  plant,  was  not  markedly  successful  financially,  and 
in  October,  1890,  passed  into  the  hands  of  the  Carnegie  interests  for  a 
consideration  of  $1,000,000  for  the  plant.  Mr.  Bridge  remarks  that 
54946  °-~H.  Kept.  1127,  62-2,  pt  3^—2 
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the  Carnegie  interests,  as  a  result  of  this  transaction,  once  more  w 
without  a  rival  rail  mill  in  their  own  territory. 

On  July  1,  1892,  the  Carnegie  Steel  Co.  (Ltd.)  was  organized  w 
a  capital  of  $25,000,000,  and  took  over  all  of  the  Carnegie  interes 
namely,  Upper  and  Lower  Union  mills,  Lucy  furnaces,  Edgar  Tho 
son  Steel  Works,  Homestead  plant,  Duquesne  plant.  Keystone  Brie 
Works,  Beaver  Falls  plant  (unsuccessful),  and  some  small  intere 
in  iron  ore  and  natural  gas. 

Mr.  Frick,  who  was  now  in  active  charge  of  the  company,  bi 
the  Union  Railway  to  connect  the  principal  works  with  each  otl 
and  with  the  different  transportation  systems  entering  the  Pit 
burgh  district. 

Li  1886  Mr.  Schwab  built  the  first  open-hearth  furnace  at  Hob 
stead.  (Bridge,  pp.  1,  3,  4,  6,  8,  9,  10,  11,  17,  21,  23,  55,  57,  58,  ' 
77,  134,  151,  152,  159,  174,  175,  179,  254,  256;  Hearings,  pp.  23' 
2465.) 

OUVER  IRON  MINING  CO. 

Previous  to  the  organization  of  the  Carnegie  Steel  Co.  (Ltd.) 
1892,  the  various  Carnegie  interests  that  were  then  united  in  tl 
company  purchased  nearly  all  their  ore  supplies.  But  Mr.  Frick  v 
now  in  active  control  of  the  company  and  the  spirit  of  integrati 
was  in  the  air.  In  1892  Henry  W.  Oliver,  of  Pittsburgh,  orgaiii2 
the  Oliver  Iron  Mining  Co.  to  operate  the  Mesabi  Mountain  mine 
the  Mesabi  Range. 

Mr.  Frick  purchased  for  the  Carnegie  Co.  a  one-half  interest  in  t 
Oliver  Iron  Mining  Co.  for  a  loan  of  $500,000,  to  be  spent  in  dev 
opment  of  the  property.  And  a  little  later  the  interest  of  the  O 
negie  Co.  was  increased  to  five-sixths  of  the  total  stock.  At  t 
time  the  capital  of  the  Oliver  Iron  Mining  Co.  was  $1,200,000. 

In  1896  the  Oliver  Iron  Mining  Co.  leased  from  the  Rockefel 
interests  very  large  bodies  of  iron  ore  on  the  Mesabi  Range  in  M 
nesota.  The  royalty  was  25  cents  a  ton  with  a  guaranteed  outf 
of  600,000  tons  a  year,  to  be  shipped  over  the  Rockefeller  railroE 
and  steamships  on  the  lakes,  with  an  equal  amount  "from  the  Oli'^ 
mine.  This  amounted  to  1,200,000  tons  a  year  and  the  contract  r 
for  50  years. 

Mr.  Carnegie  states  that  the  royalty  was  15  or  20  cents  a  ton,  t 
as  he  spoke  entirely  from  memory,  Mr.  Bridge's  statement  would  se( 
to  be  the  more  trustworthy.  Whatever  the  rate  was  Mr.  Camej 
was  anxious  to  consummate  the  bargain  and  regarded  it  as  a  gr( 
victory.  He  says,  "  When  we  discovered  that  we  could  put  Rod 
feller  ore  into  that  open-hearth  steel,  as  I  described  to  you  this  moj 
ing,  I  said  to  Mr.  Gayley,  who  is  with  you  now  and  I  think  has  testifi 
before  you :  'Gayley,  you  go  and  sleep  in  New  York  and  do  not  co] 
home  until  you  bring  us  a  lease  of  the  whole  Rockefeller  ore.'     Gayl 
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went."  Mr.  Carnegie  adds:  "Don't  you  know  it  does  my  heart  good 
to  think  I  got  ahead  of  John  D.  Eockefeller  on  a  bargain." 

After  the  acquisition  of  the  Rockefeller  ore,  and  before  the  organi- 
zation of  the  United  States  Steel  Corporation,  the  Ohver  Iron  Mining 
Co.  had  greatly  added  to  its  already  immense  ore  holdings. 

It  is  deeply  to  be  regretted  that  the  investigator  for  the  committee, 
Mr.  MacRae,  did  not  see  fit  to  obtain,  when  he  had  ample  opportunity 
to  do  so,  a  complete  statement  of  the  properties  so  acquired,  and  their 
cost.  This  is  but  one  example  of  the  utter  worthlessness  of  very  much 
of  the  information  collected  by  the  investigators  of  the  committee. 
It  appeared  in  the  hearings,  that  as  first  organized,  the  Oliver  Iron 
Mining  Co.  had  a  capital  of  $1,200,000,  nominal.  The  inference  is 
fair  that  only  a  small  portion  of  this  amount  was  actually  paid  in  at 
that  time,  for  the  Carnegie  Co.  acquired  a  one-half  interest  in  the 
Oliver  Iron  Mining  Co.  for  a  loan  of  $500,000,  which  was  to  be  repaid. 
Soon  after  the  organization  of  the  United  States  Steel  Corporation 
that  company  acquired  a  one-sixth  interest  in  the  Oliver  Iron  Mining 
Co.  for  $9,250,000  of  its  preferred  stock  and  an  equal  amount  of  its 
common  stock,  which  at  its  then  market  value  would  amount  to  about 
$12,000,000.  The  committee  was  naturally  much  interested  in  the 
question  how  a  company,  a  one-half  interest  in  which  could  be 
acquired  in  1892  for  the  loan  of  $500,000,  should  have  so  increased 
in  value  that  a  one-sixth  in  it  sold  in  1901  for  about  $12,000,000. 

Mr.  McRae  examined  the  minutes  of  the  OHver  Iron  Mining  Co., 
which  would  have  shown  all  of  the  facts  relating  to  this  enormous 
increase  in  value.  But  he  contented  himself  with  the  statement  that 
"the  minutes  of  the  Ohver  Mining  Co.  consist  of  twelve  or  thirteen 
hundred  closely  written,  or  typewritten,  pages  replete  with  the  pur- 
chase of  ore  lands,  or  leases  of  ore  lands,  or  leased  ore  lands";  and 
then  follows  a  brief  and  fragmentary  statement  of  the  names  of  a 
few  of  the  properties  acquired,  and  in  a  very  few  instances  of  the 
price  paid.  But  from  this  fragmentary  and  unsatisfactory  state- 
ment, and  from  other  bits  of  testimony  cropping  out  here  and  there 
in  the  hearings,  it  is  clear  that  the  amount  and  value  of  the  property 
acquired  by  this  company  between  the  date  when  the  Carnegie  Co. 
acquired  a  half  interest  therein  and  the  acquisition  of  a  one-sixth 
interest  by  the  United  States  Steel  Corporation  was  enormous.  In 
addition  to  the  Rockefeller  lands,  the  acquisition  of  which  so  re- 
joiced Mr.  Carnegie,  this  company  acquired  between  the  dates  men- 
tioned the  TUden  and  Norrie  groups,  a  three-fourths  interest  in  the 
Queen  or  Negaunee  group,  the  Aurora  mine,  the  Aragon  mine,  a 
three-fourths  interest  in  the  Lake  Superior  Iron  Co.,  which  in  addi- 
tion to  its  mines  owned  a  fleet  of  boats  upon  the  Lakes ;  the  Chapin 
mine,  a  one-half  interest  in  the  Pewabic  mine,  the  Mansfield  mine, 
and  the  Ra6e  Track  property,  all  of  which  mines  are  in  Michigan. 
Also  the  Pioneer  and  Zenith  mines,  on  the  Vermilion  Range,  and 
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the  Pittsburgh  Steamship  Co.,  with  a  capital  of  $5,000,000,  $1,000,0 
of  which  was  represented  by  stock  and  $4,000,000  by  bonds.  Tl 
list,  it  is  evident,  is  very  incomplete;  but  it  at  all  events  shows  tt 
the  property  which  the  United  States  Steel  Corporation  acquir 
in  1901  was  an  entirely  different  and  immensely  greater  proper 
than  that  in  which  the  Carnegie  Co.  acquired  an  interest  in  185 
In  fact,  practically  all  of  the  property  of  this  company  was  acquir 
between  these  two  dates.  That  these  great  ore  holdings  had  add 
many  millions  to  the  value  of  the  Carnegie  Co.  is  evident. 

The  latter  company  having  acquired  a  large  amount  of  ore  in  t 
Lake  Superior  district,  -with  a  fleet  of  vessels  for  transporting  : 
ore  from  Lake  Superior  to  Lake  Erie  ports,  in  1896  acquired  t 
nearly  bankrupt  and,  but  for  its  franchises,  practically  worthlj 
Pittsburgh,  Shenango  &  Lake  Erie  Railroad,  and  rebuilt  and  co 
tinned  the  same  to  Conneaut,  thus  completing  its  transportati' 
line  for  its  ore  from  Lake  Superior  to  its  various  plants  in  and  abo 
Pittsburgh.  It  also  owned  part  of  the  stock  of  the  Henry  C.  Fri 
Coke  Co.  (Bridge,  pp.  257,  259,  260,  261,  267,  272,  273,  308.  Ca 
negie,  hearings,  pp.  2391,  2392,  2466;  Hearings,  pp.  2363,  2395,  38C 
3921,  4098,  4109,  4110.) 

Mr.  Gayley  describes  the  growth  of  the  Carnegie  Co.  from  the  tit 
he  entered  its  service  in  1S85  to  its  absorption  by  the  United  Stat 
Steel  Corporation  as  "tremendous,"  and  adds  that  the  impro\ 
ments  in  methods  during  that  period  had  increased  the  earni 
capacity  of  the  plant  "tremendously."  The  Carnegie  Co.  in  19C 
owing  to  its  location,  ownership  of  raw  materials,  and  splendid  orga 
ization  was  easily  the  leading  steel  company  in  this  country. 

Light  is  thrown  from  a  different  angle  upon  its  wonderful  grow 
by  an  examination  of  its  earnings  from  1876  to  1900,  both  inclusi'v 
as  set  forth  by  Mr.  Bridge,  in  the  Inside  History  of  the  Carneg 
Steel  Company.     The  figures  follow: 


Profits  Carnegie  interests,  finally  jnerged  in  the  Carnegie  Co. 


1876. 
1877. 


$181,007.18 

190,379.33 

1878 '401,800.00 

512,068.46 

1,885,197.46 

2,  000,  377.  46 


1879. 
1880. 
1881. 


18S2 2, 128,  422.  91 

1S83 - 1, 019.  233.  04 

1884 1, 301, 180.  28 

1885 1, 191,  993.  54 

1866 2,  925, 350. 08 

1887 3,441,887.29 

1888 1,941,555.44 

(Bridge,  pp.  97,  99,  100,  102,  134,  295.") 


1889 $3,540,000. 

1890 5,350,000. 

1891 4,300,000. 

1892 4,000,000. 

1893 3, 000, 000. 

1894 4,000,000. 

1895 5, 000, 000. 

1896 6,000,000. 

1897 7, 000, 000. 

1898 11,500,000. 

1899 21,000,000. 

1900 40,000,000. 


'  Edgar  Thomson  Steel  Works  alone. 
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In  1900  the  remainder  of  the  stock  of  the  Henry  C.  Frick  Coke 
Co.  was  acquired,  and  all  the  Carnegie  interests,  which  had  been 
greatly  increased  in  extent,  value,  and  earning  power,  were  merged 
into  a  new  company,  created  for  that  purpose  and  named  the  "Car- 
negie Co."  It  had  a  capitahzation  of  $160,000,000  in  bonds  and 
$160,000,000  in  stock  and,  in  addition,  $25,081,813  in  purchase- 
money  obligations  and  underlying  indebtedness.  This  company 
was  organized  under  the  laws  of  the  State  of  New  Jersey. 

Truly,  Andrew  Kloman's  Httle  forge,  in  Girtys  Run,  had  developed 
marvelously,  and  the  modest  company,  which,  in  1862,  was  capital- 
ized at  $80,000,  had  increased  in  value  with  comfortable  celerity. 

All  of  the  increase,  however,  had  not  come  from  within.  Capital 
had  been  added  from  without  from  time  to  time;  but  making  due 
allowance  for  the  added  capital,  the  growth  from  within  had  been  so 
remarkable  as  to  read  like  a  story  from  the  Arabian  Nights. 

While  this  company  had  at  times  made  agreements  with  its  com- 
petitors as  to  prices  and  percentage  of  output  (to  be  aiscussed  in  a 
later  part  of  this  report),  its  general  policy  had  been  to  rely  on  its 
superior  advantages  as  to  location,  plant,  and  capital,  coupled  with 
the  abiHty  of  its  organization,  and  keep  its  mills  running  without 
much  reference  to  the  wishes  or  interests  of  its  competitors. 

While  it  had  at  times  bought  out  its  competitors,  as  in  the  cases 
of  the  Homestead  and  Duquesne  companies,  it  had  only  done  so 
where  it  could  buy  cheaper  than  it  could  build.  There  can  be  no 
question  that  the  main  purpose  of  its  extensions  was  the  enlargement 
of  its  business,  and  in  later  years  the  complete  integration  of  the 
plant,  raw  material,  and  transportation  facihties,  the  avoidance  of  . 
paying  profits  to  others,  and  the  cheapening  of  production.  It  did 
not  pay  overmuch  attention  to  its  competitors,  but  rehed  on  its 
strength  to  meet  all  challenges  and  come  off  best  in  the  encounter. 

OTHER  IRON  AND  STEEL  COMPANIES. 

While  the  Carnegie  Co.  was  developing  in  the  manner  described, 
others  engaged  Lq  the  same  industry  had  not  been  idle.  The  tend- 
ency to  concentration  in  fewer  plants  with  larger  capitahzation, 
which  began  with  the  substitution  of  anthracite  and  bituminous  coal 
for  charcoal,  proceeded  at  an  accelerated  pace  as  the  iadustry  grew 
ia  importance. 

From  the  beginning  of  the  manufacture  of  Bessemer  steel,  in  1867 
until  1883,  there  had  been  no  halt  in  the  industry,  each  year  showing 
a  greater  tonnage  than  the  preceding.  The  efforts  of  all  engaged  in 
the  business  were  taxed  to  the  utmost  to  keep  up  with  the  growing 
demand.  The  output  had  grown  from  19,643  tons  of  steel  in  1867 
to  1,736,692  tons  of  steel  in  1882.  This  ever-iacreasing  demand  was 
met  in  the  main  by  the  extension  of  existing  plants,  though  the  con- 
solidation of  the  plants  of  separate  owners  was  not  unknown. 
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The  industry  received  two  setbacks — one  in  1883  and  the  other  ; 
1888 — but  notwithstanding  this  the  productio^j  had  greatly  increas( 
in  the  entire  period,  and  in  1889  there  was  a  sharp  recovery. 
THE  KRA  OF  CONSOLIDATION. 

Simultaneously  with  this  recovery  an  era  of  consolidation  set  i 
This  reached  a  climax  in  the  period  from  1898  to  1901.  Mr.  Herbe 
Knox  Smith  gives  two  tables  showing  the  consolidations  in  the  yea 
1898-99  and  1900,  the  first  being  those  that  were  later  merged  : 
the  United  States  Steel  Corporation  and  the  second  those  that  we: 
not  so  merged. 

Those  tables  are  as  follows: 

Table  1 . — Leading  consolidations  in  the  iron  and  steel  industry,  1898-1900. 
[A.  Consolidation  later  merged  Into  tlie  United  States  Steel  Corporation.) 


Name  and  year  of  organization. 


Preferred 
stock. 


Common 
stock. 


Bonds. 


American  Steel  and  Wire  Co.  of  Ulinoia. 

Federal  Steel  Co 

American  Tin  Plate  Co 


American  Steel  and  Wire  Co.  of  New  Jersey  . 

American  Steel  Hoop  Co 

National  steel  Co 

National  Tube  Co 


1900. 


.American  Bridge  Co 

American  Sheet  Steel  Co. . . 
Carnegie  Co.  of  New  Jersey . 
Shelby  Steel  Tube  Co 


112,000,000 
100,000,000 
20,000,000 


40,000,000 
14,000,000 
27,000,000 
40,000,000 


35,000,000 
26,000,000 


6,000,000 


»12,000,000 
100,000,000 
30,000,000 


50,000,000 
19,000,000 
82,000,000 
40,000,000 


36,000,000 

26,000,000 

160,000,000 

9,000,000 


J30,217,: 
273,  ( 


130,  ( 


2,561,( 


156,1 

2,000,( 

185,081,1 


Total. 


320,000,000 


513,000,000 


220, 419,  ( 


In  most  cases  practically  ail  of  the  authorized  securities  wei 
actually  issued.  The  most  conspicuous  in  this  list  were  the  Feder 
Steel  Co.,  which  issued  originally  about  $30,500,000  of  each  clas 
and  the  American  Tin  Plate  Co.,  which  retained  in  its  treasury  aboi 
$2,000,000  preferred  and  $2,000,000  common  stock. 

[B.  Consolidations  not  subsequently  merged  into  the  United  States  Steel  CorporatiozL] 


Name  and  year  of  organization. 


Preferred 
stock. 


Common 
stock. 


Bonds. 


American  Car  &  Foundry  Co 

American  Iron  &  Steel  llanufacturing  Co 

Empire  Steel  &  Iron  Co 

National  Enameling  &  Stamping  Co 

Pressed  Steel  Car  Co 

Republic  Iron  &  Steel  Co 

Sloas-ShelBeld  Steel  &  Iron  Co 

United  States  Cast-Iron  Pipe  &  Foundry  Co. 
Virginia  Iron,  Coal  &  Coke  Co 


130,000,000 
3,000,000 
6,000,000 
10,000,000 
12,600,000 
25,000,000 
10,000,000 
15,000,000 


1900. 


Cmcible  Steel  Co.  of  America. 
Total 


25,000,000 


130,000,000 
17,000,000 
6,000,000 
20,000,000 
12,600,000 
30,000,000 
10,000,000 
16,000,000 
10,000,000 


25,000,000 


S600,( 


3,835,( 

'i6,'666,'( 


136,600,000 


174,600,000 


14,438,1 
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CONSOLIDATIONS    SUB  SEQTTENTLY   MEEGED    IN    THE    UNITED 
STATES  STEEL  CORPORATION. 

THE    rLLINOIS    STEEL   CO. 

The  first  important  consolidation  was  the  Illinois  Steel  Co.,  which 
was  formed  by  combining  the  North  Chicago  Rolling  Mill  Co.,  which 
owned  a  branch  plant  at  South  Milwaukee,  the  South  Chicago  Roll- 
ing Mill  Co.,  the  Union  Rolling  Mill  Co.,  and  the  Joliet  Rolling  Mill  Co. 
It  was  capitalized  at  $25,000,000,  $18,000,000  of  which  was  issued. 
These  plants  had  competed  previous  to  the  consolidation,  but  with 
the  growth  in  the  industry  a  larger  organization  for  economy  and 
efficiency  was  necessary.  And  while  the  desire  to  eliminate  com- 
petition may  have  been  one  of  the  motives  in  this  consolidation, 
undoubtedly  the  main  motive  was  the  desire  for  a  better  and  more 
efficient  organization  and  promotion  profits,  which  now  seem  very 
moderate. 

THE    FEDERAL    STEEL    CO. 

In  September,  1898,  the  Federal  Steel  Co.  was  organized.  It  was 
a  merger  through  stock  purchase  of  the  Illinois  Steel  Co.,  heretofore 
referred  to,  and  the  Minnesota  Iron  Co.,  which  owned  extensive  ore 
properties  on  the  Vermillion  Range,  estimated  at  about  250,000,000 
tons  of  ore.  It  owned  the  stock  of  the  Duluth  and  Iron  Range  Rail- 
road, which  extended  from  Lake  Superior  to  both  the  Vermillion  and 
Mesabi  Ranges.  It  also  owned  the  Minnesota  Steamship  Co.,  thus 
providing  for  the  transportation  of  the  ore  from  its  mines  to  lower 
lake  ports. 

To  these  two  principal  corporations  were  added  the  Lorain  Steel 
Co.  at  Lorain,  Ohio,  and  the  Johnstown  Steel  Co.  at  Johnstown,  Pa. 

The  Federal  Steel  Co.  also  acquired  the  stock  of  the  Elgin,  Joliet 
&  Eastern  Railway,  a  belt  line  of  180  miles,  connecting  with  nearly 
every  railroad  entering  Chicago.  This  road  directly  served  the 
Joliet  plant  of  the  company  and  formed  a  connection  with  its  other 
plants.  The  Illinois  Steel  Co.  also  controlled  the  Chicago,  Lake 
Shore  &  Eastern  Railway  Co.,  which  connected  its  various  plants 
in  and  about  Chicago. 

The  principal  companies  in  this  consolidation  had  been  closely 
connected  through  common-stock  ownership  and  business.  Some 
friction  had  arisen  in  regard  to  the  price  of  ore  charged  the  Illinois 
Steel  Co.  by  the  Minnesota  Iron  Co.,  between  those  stockholders  of 
the  Illinois  Steel  Co.  who  were  interested  in  the  Minnesota  Iron  Co. 
and  those  who  were  not.  A  desire  to  settle  this  difficulty  was  one 
of  the  purposes  of  the  consolidation.  Another  purpose  was  the 
integration  of  the  business  from  the  ore  to  the  finished  product. 
The  competition  between  the  Illinois  Steel  Co.  and  the  Lorain  Steel 
Co.  was  insignificant,  and  it  is  improbable  that  the  desire  to  eliminate 
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competition  played  any  part  in  the  organization  of  this  corporatic 
(Gates,  hearings,  pp.  28,  29;  Herbert  Knox  Smith  Kept.,  pt.  1,  p 
63,  87,  88;  Gary,  hearings,  pp.  201,  202,  203,  204;  Bacon,  hearing 
pp.  5322,  5323,  5324.) 

THE    AMERICAN    STEEL    &    WLRE    CO. 

As  early  as  1874  John  W.  Gates  had  engaged  in  the  wire  busines 
With  him  was  associated  a  little  later  Isaac  L.  Ellwood.  Gates 
first  wire  company  was  the  Southern  Wire  Co.  of  St.  Louis.  To  tl 
was  added,  by  purchase,  the  St.  Louis  Wire  Mill  Co.,  and  a  new  pla 
was  erected  at  Braddock,  near  Pittsburgh,  Pa.,  which  was  known 
the  Braddock  Co.  Later  Mr.  Gates  and  his  associates  acquired  t! 
Lambert  &  Sheffield  Co.,  of  Joliet,  and  one  or  two  others.  These  we 
operated  separately  for  a  time,  and  about  1891  they  were  united  in 
one  company  under  the  name  of  the  Consolidated  Steel  Wire  Co. 
Illinois.  In  1898  the  Consolidated  Steel  Wire  Co.  of  Illinois  w 
merged  in  the  American  Steel  &  Wire  Co.  of  Illinois  with  a  capital 
$12,000,000  preferred  and  $12,000,000  common  stock.  In  1899  tt 
latter  company,  the  Washburn  Manufacturing  Co.  of  Worceste 
the  Worcester  Wire  Co.,  the  Cleveland  Wiring  Mill  Co.,  the  Americf 
Wire  Co.  of  Cleveland,  the  R.  B.  Nail  Co.,  the  Cincinnati  Barb  Wi 
Fence  Co.,  the  Oliver  Wire  Co.,  and  several  others,  probably  50  plan 
in  all,  were  merged  into  the  American  Steel  &  Wire  Co.  of  New  Jerse; 
The  American  Steel  &  Wire  Co.  was  capitalized  at  $40,000,000  pr 
ferred  and  $50,000,000  common  stock.  About  two-fifths  of  the  plan 
it  had  acquired  were  dismantled  or  concentrated.  The  compani 
merged  in  the  American  Steel  &  Wire  Co.  competed  to  a  considerab 
extent,  according  to  their  location.  (Gates,  hearings,  pp.  24,  2 
Herbert  Knox  Smith  Kept.,  pt.  1,  pp.  91,  92.) 

Undoubtedly  the  desire  to  reduce  competition  played  an  import  ai 
part  in  this  consolidation  and  the  desire  to  decrease  the  cost  of  pr 
duction,  by  concentrating  the  plants,  eliminating  those  badly  locate 
and  reducing  overhead  charges,  and  creating  more  salable  securitie 
were  equally  influential. 

THE    MOOEE    PEOPERTIES. 

The  National  Steel  Co.,  the  American  Sheet  Steel  Co.,  the  America 
Tin  Plate  Co.,  and  the  American  Steel  Hoop  Co.  were  all  promoted  t 
Judge  W.  H.  Moore,  of  Chicago.  The  National  Steel  Co.  manufa 
tured  crude  steel  which  was  consumed  largely  by  the  other  thr( 
companies  in  the  group.  Together  they  made  a  fairly  well-integrate 
concern.  They  were  heavily  capitalized,  composed  in  many  instanc 
of  competing  concerns,  and  the  promotion  profits  were  very  grea 
Their  organization  had  been  well  timed  and  stock  sold  well  upon  tl 
market.     Unquestionably    promotion    and   stock   profits    played 
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considerable  part  in  these  organizations.  The  Tin  Plate  Co.  con- 
trolled a  very  large  proportion  of  the  business  in  this  country.  (Her- 
bert Knox  Smith  Eept.,  pt.  1,  pp.  89,  90,  91.) 

OTHEE    COMPANIES. 

The  National  Tube  Co.  was  a  merger  of  13  independent  concerns, 
between  which  there  was  competition  previous  to  the  merger.  (Her- 
bert Knox  Smith  Kept.,  pt.  1,  p.  92.) 

The  American  Bridge  Co.  was  also  a  consolidation  of  previously 
competing  concerns.  It  never  had  very  much  control  over  the 
market  and  that  amount  has  steadily  decreased  since  its  organiza- 
tion, owing  to  the  rapid  increase  of  independent  rivals.  (Herbert 
Knox  Smith  Eept.,  pt.  1,  p.  93.) 

The  Shelby  Steel  Tube  Co.  was  a  small  concern  which  owned  a 
valuable  patent  for  making  seamless  tubes.  (Herbert  Knox  Smith 
Kept.,  pt.  1,  p.  93.) 

Unquestionably  the  desire  to  limit  severe  or  destructive  competi- 
tion played  an  important  part  in  the  organization  of  all  of  these 
companies,  save  the  Carnegie  Co.  and  the  Federal  Steel  Co.,  the 
two  most  important  companies,  merged  in  the  United  States  Steel 
Corporation. 

The  period  from  1899  to  1901,  inclusive,  was  one  of  great  pros- 
perity, not  only  in  the  iron  and  steel  industry,  but  in  all  lines  of 
business.  The  success  of  the  consolidations  already  accomplished 
seemed  assured.  Their  earnings  were  large,  the  profits  of  their 
promotion  had  been  great,  and  the  daily  quotations  of  their  stocks 
showed  handsome  advances  upon  the  value  of  the  properties  at  the 
time  of  the  consolidation.  This  in  itself  would  have  been  sufficient 
to  lead  to  greater  consolidation  and  integration.  But  other  reasons 
were  not  wanting. 

EFFOBTS  TO  SELL  THE  CABNEGEE  COMPANY. 

Mr.  Carnegie  wished  to  retire  from  business.  As  early  as  1889  he 
desired  to  sell  the  Carnegie  properties  and  endeavored  to  dispose  of 
them  to  some  EngUsh  capitalists.  This  effort  failed.  This  project 
was  again  taken  up  ten  years  later.  Mr.  Bridge  states  that  on 
January  5,  1899,  at  a  meeting  held  at  Mr.  Carnegie's  house  in  New 
York,  it  was  decided  to  sell  the  Carnegie  Co.  stock  for  1250,000,000 
to  a  syndicate  of  New  York  and  Chicago  capitalists,  payment  to  be 
made  one-half  in  cash  and  one-half  in  50  year  5  per  cent  gold  bonds. 
These  terms  were  rejected  by  the  syndicate. 

Several'  plans  of  consolidation  and  reorganization  were  under 
discussion  when  in  the  early  spring  of  1899  the  owners  of  all  the 
stock  in  the  Carnegie  Co.  gave  a  power  of  attorney  to  Messrs.  Frick 
and  Phipps  to  sell  it  for  $250,000,000.     This  did  not  include  the 
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H.  C.  Frick  Coke  Co.  In  pursuance  of  this  power  of  attorney  Messrs. 
Frick  and  Phipps  gave  an  option  on  the  property  to  Judge  Moore,  of 
Chicago,  and  others  for  $250,000,000,  under  the  terms  of  which 
Moore  and  associates  were  to  forfeit  $2,000,000  if  they  failed  to  take 
the  property.  This  option  bears  the  date  of  AprU  24,  1899.  Its 
principal  terms  are  set  forth  by  Mr.  Bridge,  accompanied  by  a 
prospectus  prepared  in  furtherance  of  the  sale. 

Mr.  Moore  and  his  associates  were  unable  to  dispose  of  the  property 
under  their  option,  and  Mr.  Carnegie  exacted  his  portion  of  the  for- 
feiture, something  over  $1,000,000. 

It  was  in  furtherance  of  this  sale  that  Mr.  Schwab,  on  May  15, 
1899,  wrote  the  frequently  quoted  letter  in  which  he  stated  that  the 
Carnegie  Co.  could  make  rails  for  less  than  $12  a  ton.  Mr.  Schwab, 
referring  to  this  letter,  says,  "First  of  all  I  want  to  say  that  that 
letter  was  written  as  an  enthusiastic  optimistic  yoimg  man  seeking 
•preferment  in  a  great  company."  He  adds  that  the  $12  a  ton  was 
imll  cost  and  included  none  of  the  general  charges.  Mr.  Schwab 
adds,  secondly,  "I  wish  to  explain  the  motive  of  that  letter.  The 
letter  was  written  at  Mr.  Frick 's  solicitation.  It  was  at  a  time  when 
he  was  anxious  to  dispose  of  the  Carnegie  Co.,  and  it  was  also  written 
in  an  optimistic  vein  for  like  reasons.  If  you  will  bear  that  in  mind 
in  reading  that  letter  you  will  probably  understand  it  better." 

It  will  thus  be  seen  that  the  principal  stockholders  in  the  Carnegie 
Co.,  as  early  as  January,  1899,  were  making  systematic  efforts  to 
dispose  of  the  property. 

A  good  deal  of  misconception  has  arisen  in  the  public  mind  as  to 
the  value  of  the  Carnegie  Co.,  growing  out  of  the  disclosures  made  in  a 
certain  suit  brought  by  Mr.  Frick  against  Mr.  Carnegie.  An  agree- 
ment known  as  the  "iron-clad  agreement"  had  been  entered  into 
between  Carnegie  Bros.  &  Co.  (Ltd.),  and  the  partners  composing  it, 
by  which  each  of  the  partners  bound  himself  to  sell  his  interest  to  the 
company  at  its  value,  as  it  appeared  on  the  books  of  the  company, 
whenever  requested  to  do  so  by  three-fourths  in  number  and  in 
interest  of  the  partners. 

Some  difficulty  having  arisen  between  Mr.  Frick  and  Mr.  Carnegie, 
it  was  sought  by  the  latter  and  some  of  his  associates  to  enforce  this 
agreement  against  Mr.  Frick.  This  Mr.  Frick  resisted.  The  plead- 
ings in  the  case  which  resulted  are  set  forth  at  length  in  the  hearings, 
No.  36,  page  2550  et  seq.  The  book  value  of  the  assets  of  the 
Carnegie  Co.  on  the  31st  of  December,  1899,  was  $75,610,104.06. 
The  testimony  as  to  how  this  was  arrived  at  is  conflicting  and  uncer- 
tain, but  it  is  clearly  apparent  that  it  did  not  represent  either  the 
judgment  of  the  owners  of  the  property  as  to  its  worth,  nor  did  it 
represent  what  it  had  actually  cost.  It  seems  clear  that  the  partners, 
either  with  a  view  to  enforce  harmony  in  the  company  through  the 
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fear  of  serious  losses  to  be  incurred  by  the  enforcement  of  the  ' '  iron- 
clad agreement"  and  the  sale  of  a  partner's  interest  for  much  less 
than  its  true  value  or  for  its  effect  upon  taxing  officers  or  merely  from 
pride  in  keeping  the  book  value  far  below  the  real  value  or  as  a  matter 
of  policy  or  for  some  other  reason  actually  did  fix  this  value  at  far 
less  than  the  true  value. 

The  real  issue  in  the  suit  was  whether  Mr.  Frick  was  bound  by  the 
"iron  clad  agreement"  and  could  be  compelled  to  take  less  than  the 
real  value  of  his  property  because  the  book  value  was  less.  The 
answer  of  the  defendants  does  not  assert  that  the  book  value  repre- 
sented the  true  value  of  the  property;  it  does  not  even  assert  that  it 
represented  the  cost  of  the  property.  The  nearest  it  comes  to  the 
latter  assertion  is  the  following  statement:  "  To  a  large  extent  this 
book  value  represents  the  actual  cost  of  the  properties  represented 
in  the  balance  sheets  of  the  association."  Messrs.  Frick  and  Phipps 
joiaed  with  Judge  Moore  and  his  associates  in  taking  the  option  for 
the  purchase  of  the  Carnegie  properties,  at  a  valuation  of  $250,000,000, 
for  which  privilege  the  negotiators,  including  Messrs.  Frick  and 
Phipps,  agreed  to  pay  12,000,000.  It  is  unbelievable  that  at  the 
time  this  option  was  given  and  received  anybody  connected  with  the 
Carnegie  Co.  beUeved  that  the  book  value  was  the  real  value  of  the 
property.  Three  of  the  defendants  in  that  suit,  Messrs.  Carnegie, 
Schwab,  and  Gayley,  appeared  as  witnesses  before  the  committee, 
and  each  asserted  that  the  book  value  did  not  represent  the  true 
value. 

The  suit  of  Mr.  Frick  was  never  tried,  but  resulted  in  a  consolida- 
tion of  the  Carnegie  Co.  with  the  H.  C.  Frick  Coke  Co.,  under  the 
name  of  the  Carnegie  Co.,  with  a  capital  of  $160,000,000  in  stock 
and  $160,000,000  in  bonds,  as  previously  related.  Seventy  million 
dollars  was  considered  the  value  of  the  H.  C.  Frick  Coke  Co.  and 
$250,000,000  the  value  of  the  old  Carnegie  Co.  This  was  the  condi- 
tion of  affairs  when  the  movement  was  started  for  the  organization 
of  the  United  States  Steel  Corporation.  (Bridge,  pp.  293,  294,  299, 
300,  305  to  312;  hearings— Carnegie,  pp.  2372  to  2378,  2396,  2409, 
2413,  2407;  Schwab,  pp.  1308  to  1322,  1324,  1333,  1364,  1366,2559; 
Gayley,  pp.  309,  310;  Judge  Reed,  pp.  2402,  2408,  2409.) 

THE  tTNITED  STATES  STEEL  CORPORATION. 

The  United  States  Steel  Corporation  owed  its  origin  largely  to  the 
desire  of  Andrew  Carnegie  to  sell  out  his  business  and  to  the  active 
promotion  of  Mr.  Charles  M.  Schwab.  In  the  faU  of  1899  Mr.  Schwab 
was  given  a  dinner  in  New  York  which  was  attended  by  a  large  num- 
ber of  leading  financiers  and  business  men  of  that  city.  Mr.  Schwab 
in  an  after-dinner  address  chose  as  his  subject  the  future  development 
of  the  steel  business  in  this  coimtry  and  dwelt  upon  the  great  advan- 
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tages  that  would  result  in  manufacture  from  such  an  organization  as 
the  United  States  Steel  Corporation  became,  working  out  his  ideas 
in  detail.  The  address  appears  in  full  in  the  hearings,  beginning  on 
page  1280.  Among  the  gentlemen  present  at  that  banquet  were 
Mr.  J.  P.  Morgan,  Mr.  Harriman,  Mr.  Carnegie,  and  Mr.  Phipps.  No 
suggestion  is  made  in  the  testimony  that  this  banquet  was  arranged 
for  the  purpose  of  bringing  a  consolidation  of  the  iron  and  steel  inter- 
ests to  the  attention  of  the  capitalists  assembled,  but  the  internal 
evidence  is  strong  that  such  was  its  real  purpose. 

At  the  same  time  the  Carnegie  Co.  was  contemplating  the  building 
of  a  tube  mill  or  a  wire  mill  at  Conneaut,  and  there  was  a  discussion 
as  to  a  railroad  to  connect  Pittsburgh  with  the  seaboard.  It  is 
insisted  by  the  witnesses  that  these  were  simply  matters  of  natural 
growth  and  were  considered  only  from  the  basis  of  the  natural  devel- 
opment and  extension  of  the  business.  No  attempt  seems  to  have 
been  made  to  keep  these  purposes  secret,  and  knowing  the  desire  of 
those  interested  in  the  Carnegie  Co.  to  dispose  of  it,  something  more 
than  a  suspicion  is  raised  that  these  were  moves  in  the  interest  of  a 
sale.  It  is  claimed,  at  all  events  by  certain  witnesses,  that  consider- 
able uneasiness  was  developed  among  rival  manufacturers  and  rail- 
road men  as  to  these  activities. 

Some  time  after  the  Schwab  dinner  Mr.  Schwab  was  called  up  over 
the  telephone  by  Mr.  John  W.  Gates  and  asked  if  he  would  meet 
Mr.  Morgan.  The  interview  took  place  in  New  York  City.  This  was 
the  beginning  of  the  negotiations  which  led  to  the  organization  of  the 
United  States  Steel  Corporation.  Mr. Gates  states  that  he  called  up^Ir. 
Schwab  at  the  request  of  ^Ir.  ^Morgan,  who  a  short  time  previously  had 
organized  the  National  Tube  Co.  ilr.  Gates  states  that  Mr.  ^Morgan 
asked  him  how  Carnegie  could  be  stopped  from  building  a  railroad  to 
the  Lakes  and  building  a  tube  works  at  Conneaut,  and  he  suggested 
the  calling  of  Mr.  Schwab.  Mr.  Gates  was  evidently  in  error  in  regard 
to  the  railroad  to  the  Lakes,  for  that  road  was  completed  before  this 
conversation  took  place.  Mr.  Gates  was  at  this  time  a  commanding 
figure  in  the  American  Steel  &  Wire  Co.,  which  also  went  into  the 
combination.  He  states  that  his  purpose  in  assisting  the  organization 
was  to  convert  a  lot  of  doubtful  assets  into  cash. 

Judge  Gary  states  that  Mr.  Frick,  some  time  previous  to  the  giving 
of  the  Moore  option  by  the  Carnegie  Co.,  though  he  thinks  the  date 
was  early  in  1900,  while  as  a  matter  of  fact  the  Moore  option  was 
given  earlier  than  that,  approached  him  with  a  proposition  to  sell  the 
Carnegie  Co.  Judge  Gary  consulted  certain  other  gentlemen  about 
the  matter,  but  it  came  to  nothing.  Later  Mr.  Schwab  approached 
him,  suggesting  that  the  Federal  Steel  Co.  purchase  the  Carnegie 
properties.  He  approached  Mr.  Morgan  in  regard  to  it,  but  received 
no  encouragement  at  that  time.     Subsequently  Mr.  Schwab  met  Mr. 
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Moi^an  and  presented  to  him  a  letter  from  iir.  Carnegie,  stating  that 
he,  Mr.  Carnegie,  woujd  sell  his  properties  and  take  his  pay  in  bonds 
secured  on  the  properties.  This  was  after  the  interview  between  ;Mr. 
Gates  and  Mr.  Morgan.  A  considerable  amount  of  negotiations  then 
occurred,  in  which  Judge  Gary,  Xorman  B.  Ream,  H.  H.  Rogers, 
D.  0.  iliUs,  H.  H.  Porter,  and  Marshall  Field,  representing  the  Federal 
Steel  Co.,  and  ^ii.  Schwab,  representing  the  Carnegie  Co.,  and  various 
other  gentlemen,  representing  other  companies,  finally  combined  in 
the  United  States  Steel  Corporation,  took  part.  It  is  greatly  to  be 
regretted  that  the  committee  did  not  accept  the  suggestion  made  by 
Hon.  A.  P.  Gardner,  at  a  time  when  Mr.  J.  P.  Morgan  was  in  this  coun- 
try, to  subpoena  him  as  a  witness  upon  this  and  other  phases  of  the 
investigation. 

These  negotiations  resulted  in  the  organization  of  the  United  States 
Steel  Corporation.  The  legal  advisors  in  this  organization  were 
Francis  Lynde  Stetson  and  Victor  Morawetz. 

The  capitalization  of  the  corporation,  when  fiaally  completely 
organized  in  August,  1901,  was  as  follows: 

Preferred  stock $.510,  20-5.  743 

Common  stock 508,  227,  394 

United  States  Steel  Corporation 303,450,  000 

Underlying  bonds 59.  091,  657 

Purchase  money  obligations,  real  estate  mortgages 21,  S72,  023 

1, 402.  846,  817 

It  was  a  purely  holding  company.  Its  assets  consisted  of  a  working 
capital  of  $25,000,000  and  all  of  the  capital  stock  of  the  Carnegie  Co., 
the  Federal  Steel  Co.,  the  American  Steel  &  Wire  Co.  of  Xew  Jersey, 
the  Xational  Tube  Co.,  the  Xational  Steel  Co.,  the  American  Tin 
Plate  Co.,  the  American  Steel  Hoop  Co.,  the  American  Sheet 
Steel  Co.,  the  American  Bridge  Co.,  the  Consolidated  Lake  Superior 
Iron  ^liaes,  the  Shelby  Steel  Tube  Co.,  and  a  one-sixth  interest  in  the 
Pittsburgh  Steamship  Co.,  and  the  Oliver  Iron  brining  Co.,  except 
about  haK  a  million  dollars'  worth  of  the  capital  stock  of  the  various 
companies,  which  was  owned  by  different  individuals. 

VALTIE  OF  ASSETS. 

Mr.  Herbert  Knox  Smith  estimates  the  value  of  the  tangible  assets 
of  the  constituent  concerns  of  the  United  States  Steel  Corporation 
on  April  1,  1901,  as  §676,043,000.  This  estimate  is  made  by  taking 
the  property  of  each  constituent  company  separately.  He  makes 
another  estimate  by  classifying  all  the  property  of  the  corporation 
according  to  its  character,  as  ore  property,  manufacturing  plants,  etc., 
and  this  estimate  amounts  to  $682,000,000.  In  making  the  last  esti- 
mate he  placed  a  valuation  of  8100,000,000  on  the  ore  properties,  and 
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presumably  he  has  figured  the  ore  properties  belonging  to  the  con- 
stituent companies  in  the  first  estimate  at  abo^  the  same  sum.  The 
United  States  Steel  Corporation  itself,  in  a  suit  pending  in  July,  1902, 
estimated  the  value  of  its  ore  properties  at  $700,000,000,  and  the 
enormous  difference  in  this  estimate  from  that  of  Mr.  Smith  consti- 
tutes the  main  difference  between  his  estimate  and  that  of  the  United 
States  Steel  Corporation  itself.  There  can  be  no  question  that  the 
value  of  $700,000,000  was  a  great  deal  too  high,  but  it  does  not 
necessarily  follow  that  Mr.  Smith's  valuation  is  right.  Unquestion- 
ably the  value  of  this  kind  of  property  is  very  difficult  to  estimate. 
The  reasoning  on  which  Mr.  Smith  bases  his  conclusions  is  not  at  all 
conclusive.  Many  wild  guesses  have  been  indulged  in  as  to  the  value 
and  amount  of  the  ore  in  the  I^ake  Superior  district  owned  or  leased 
by  the  United  States  Steel  Corporation.  Mr.  Schwab  and  Mr. 
Munsey  both  exercised  their  imagination  on  this  interesting  subject. 
Let  us  look  at  the  real  estimates. 

The  Minnesota  tax  commission  in  1909  estimated  the  holdings  of 
the  United  States  Steel  Corporation  on  the  Mesabi  Range,  outside  of 
the  so-called  "Hill  lease,"  at  523,547,252  tons,  and  the  holdings  on 
the  Vermilhon  Eange  at  8,000,000  tons. 

Mr.  Joseph  Sellwood,  who  is  a  mining  man  of  large  experience,  and 
who  purchased  for  the  Minnesota  Iron  Co.  its  large  holdings  of  nearly 
250,000,000  tons  of  ore,  which  became  later  a  part  of  the  United 
States  Steel  Corpoiation's  holdings,  estimates  the  tonnage  of  the 
United  States  Steel  Corporation  on  the  Mesabi  Range  at  550,000,000 
tons,  and  its  holdings  on  the  Vermilhon  Range  at  20,000,000  tons. 

Mr.  T.  F.  Cole,  who  was  formerly  president  of  the  Oliver  Iron 
Mining  Co.,  and  in  charge  of  all  the  mining  operations  of  the  United 
States  Steel  Corporation  in  the  Lake  Superior  district  until  three 
years  ago,  when  he  severed  his  connection  with  the  corporation,  and 
whose  knowledge  of  their  holdings  is  probably  more  intimate  and 
complete  than  that  of  any  other  man,  estimates  their  entire  holdings 
in  the  State  of  Minnesota,  outside  of  the  "Hill  lease"  at  750,000,000 
tons,  or  a  little  over  50  per  cent  of  all  the  ore  in  that  State  so  far  dis- 
covered. 

Mr.  James  R.  Finlay,  who  made  a  very  careful  and  elaborate  esti- 
mate of  the  ore  tonnage  and  value  of  the  mining  property  in  the  State 
of  Michigan  for  the  Michigan  State  Tax  Commission,  under  date  of 
December  11,  1911,  estimates  the  entire  ore  holdings  of  the  United 
States  Steel  Corporation  in  Michigan  at  54,932,355  tons. 

This,  taken  with  Mr.  Cole's  estimate  of  the  Minnesota  ores,  would 
make  a  total  of  a  little  over  800,000,000  tons. 

Now,  as  to  its  value,  Mr.  Finlay  estimates  the  mines  of  the  United 
States  Steel  Corporation  in  Michigan  to  be  worth  $42,645,000, 
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Mr.  Sellwood  estimates  the  value  of  iron  ore  on  the  Mesabi  Range 
at  25  to  30  cents  a  ton  in  the  ground,  and  adds  that  at  the  time  the 
United  States  Steel  Corporation  was  formed  he  could  have  bought 
some,  but  not  all,  of  its  ore  lands  at  a  rate  of  30  cents  a  ton. 

Mr.  Cole  fixes  the  value  of  ore  in  the  ground  on  the  Mesabi  Range 
at  about  35  cents  a  ton  for  Bessemer  and  20  cents  a  ton  for  non- 
Bessemer. 

The  Minnesota  Tax  Commission  fixes  a  price  on  ore  mines,  for  pur- 
poses of  taxation,  at  from  14  to  33  cents  a  ton,  according  to  quaUty 
and  mining  conditions,  and  states  that  it  fixes  values  on  the  property 
of  Minnesota  at  about  40  per  cent  of  its  true  value. 

It  wiU  be  noted  that  Mr.  Finlay  fixed  the  valuation  of  Michigan 
ores,  for  purposes  of  taxation,  at  an  average  of  about  80  cents  a  ton. 
These  ores  are  more  valuable  per  ton  than  the  Minnesota  ores. 

Finally,  Mr.  Rukard  Hurd,  secretary  of  the  Minnesota  Tax  Com- 
mission, states  that  in  1910  the  Minnesota  Tax  Commission  assessed 
the  mining  properties  of  the  Vermillion  and  Mesabi  Ranges  at 
$225,000,000,  "the  value  of  which  approximates  $562,000,000." 

Assuming  these  figures  to  be  correct  and  taking  Mr.  Cole's  estimate 
that  the  United  States  Steel  Corporation  owns  a  little  over  50  per  cent 
of  the  ores  of  the  Mesabi  Range  and  all  of  the  ores  on  the  VermiUion 
Range,  say  53  per  cent  of  the  Minnesota  ores,  we  would  have,  accord- 
ing to  the  Minnesota  Tax  Commission  figures,  a  value  on  the  Minne- 
sota ores  of  the  United  States  Steel  Corporation  of  $297,860,000;  add 
to  this  the  valuation  of  the  Michigan  mines,  as  found  by  Mr.  Finlay, 
$42,645,000,. and  we  have  $340,505,000. 

It  is  true  that  the  tax  commission  figures  are  of  a  later  date  than  the 
organization  of  the  United  States  Steel  Corporation  and  that  about 
one-half  the  ore  controlled  by  the  United  States  Steel  Corporation 
is  leased  upon  a  royalty.  But  making  all  reasonable  deductions  for 
these  causes  it  is  difficult  to  fix  a  lower  value  on  the  800,000,000  tons 
of  ore  of  the  United  States  Steel  Corporation  than  25  cents  a  ton,  or 
$200,000,000. 

Mr.  Herbert  Knox  Smith  also  gives  a  table  of  the  average  market 
valuation  of  the  stock  of  the  constituent  companies  of  the  United 
States  Steel  Corporation  covering  a  period  from  the  organization  of 
each  to  the  1st  day  of  January,  1901 .  This  table  represents  the  value 
placed  upon  these  properties  by  the  investing  public.  Undoubtedly 
where,  as  in  this  case,  the  stock  quotations  are  carried  over  a  con- 
siderable length  of  time,  they  are  one  of  the  best  evidences  that  can 
be  obtained  of  value,  provided  the  public  has  the  opportunity  to 
know  the  value  of  the  properties  contained  in  the  estimate  which  are 
not  immediately  productive.  It  represents  the  consensus  of  opinion 
pf  many  thousands  of  esPeptionally  shrewd  people  who  have  a  direct 
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interest  in  the  subject.  While  stock  fluctuations  occur  from  day  to 
day  from  causes  which  do  not  affect  the  real  value  of  the  properties, 
such  aberrations  correct  themselves  when  carried  over  long  periods 
of  time. 

The  following  is  the  table  referred  to  (from  Herbert  Knox  Smith 
Rept.,  pt.  1,  p.  20): 

Approximats  market  valtiation  of  securities  acquired  by  United  States  Steel  Corporation 
in  1901,  as  indicated  by  average  market  prices,  1899—1900. 


Constituent  concerns. 

Amount  of 
stock  ac- 
quired by 
TJnited 
States  Steel 
Corporation. 

Average 
market 
price  of 
stock  in 
1899-1900. 

Value  at 
average  price. 

Stocks  regularly  quoted: 
Federal  Steel  Co.— 

Par  value. 
$53,260,200 
46,483,700 

39,999,000 
49,981,400 

40,000,000 
40,000,000 

26,996,000 
31,970,000 

18,325,000 
28,000,000 

14,000,000, 
19,000,000 

31,357,600 
30,946,400 

4,776,100 
8,018,200 

24,499,600 
24,499,600 
29,413,905 

159,4,W,000 

160,000,000 

200,000 

221,700 

Per  cent  of 

par  value. 
76.38 
50.04 

89.41 
48.26 

94.20 

48.72 

91.16 
41.67 

84.77 
34.77 

77.34 
32.11 

93.10 
43.88 

56.48 
10.90 

65.88 
19.00 
75.00 

105.00 

100.00 

V 

$40,680,141 

Common 

23,260,443 

American  Steel  and  Wire  Co.— 

Preferred 

35,763,106 

CnTTiTTinn 

24,121,024 

National  Tube  Co.— 

37,680,000 
19,488,000 

Common 

National  Steel  Co.— 

24,609,551 

13,321,899 
15,534,103 

American  Tin  Plate  Co.— 

9,735,600 
10,827,600 

American  Steel  Hoop  Co.— 

Preferred 

6,100,90(1 

29,193,920 
13,579,280 

2,697,541 
873,984 

16,140,336 
4,654,924 
22,060,429 

167,422,500 
160,000,000 

American  Bridge  Co. — 

Preferred.           

Shelby  Steel  Tube  Co.— 

Preferred 

Common      .                   

Stocks  not  actively  quoted: 
American  Sheet  Steel  Co. — 

Preferred.                 

T.aVp  .'^npprinr  C<ip«^"'^f^*'-e'1  Trnn  Minps      

Carnegie  Co.: 

Bonds                  .                 .  . 

Stock 

Oliver  Iron  Mining  Co.,  one-siJcth  interest 

/ 

Total.. 

881,398,405 

686,995,290 
21,872,023 
69,091,057 
25,003,000 

Cash  capital 

Grand  total.., 

792,961,970 

Of  the  stocks  given  in  this  table  those  of  the  Carnegie  Co.,  the  Lake 
Superior  Consolidated  Iron  Mines,  the  Oliver  Iron  Mining  Co.,  and  the 
Pittsburgh  Steamship  Co.  were  inactive,  so  the  values  of  the  former 
two  stocks  were  based  on  a  few  transactions  and  those  of  the  last  two 
on  an  estimate. 

The  foregoing  table,  however,  represents  all  of  the  property  acquired 
by  the  United  States  Steel  Corporation  for  the  $1,400,000,000  oj 
securities  issued. 
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It  will  be  noticed  that  the  figures  in  this  table  are  about  $1 10,000,000 
higher  than  the  highest  of  the  other  two  tables.  If  the  true  value  of 
the  ore  holdings  of  the  United  States  Steel  Corporation  was 
$200,000,000,  instead  of  $100,000,000,  and  this  extra  $100,000,000 
were  added  to  the  estimate  of  the  physical  value  of  those  properties, 
we  would  have  a  sum  approximately  equal  to  that  which  the  invest- 
ing public  placed  upon  the  combined  stocks  of  the  constituent  com- 
panies. Too  great  reliance  should  not  be  placed  upon  the  absolute 
correctness  of  these  figures,  but  they  no  doubt  represent  a  fairly  good 
estimate  of  the  value  of  the  properties  combined  in  the  United  States 
Steel  Corporation. 

If  the  table  gives  a  fair  estimate,  it  is  evident  that  the  common 
stock  of  the  company  represented  nothing  except  the  hopes  and 
expectations  of  the  stockholders  as  to  future  profits,  and  that  the 
bonds  and  preferred  stock  of  the  United  States  Steel  Corporation 
exceeded  all  of  the  assets  it  acquired.  Without  placing  implicit  reli- 
ance on  this  estimate  of  value,  it  is  evident  that  the  capital  stock  and 
bonds  of  the  corporation  exceeded  by  a  very  considerable  amount 
the  physical  value  of  the  properties  it  acquired.  The  investing  puhlic 
toolc  this  view  of  the  matter  from  the  start. 

Mr.  Herbert  Knox  Smith  states  that  during  the  first  year  of  the 
United  States  Steel  Corporation's  existence  the  average  price  of  the 
preferred  stock  in  the  market  was  .94,  and  of  the  common  stock  .44. 

Taking  those  figures  and  allowing  the  bonds  of  the  corporation  to 
have  been  worth  par,  we  have  the  following  as  the  estimate  of  the 
investing  public  of  the  value  of  the  United  States  Steel  Corporation 
for  the  first  year  of  its  existence : 

$510,205,743,  preferred  stock  at  .94 $479,  594,  298.  42 

$508,227,394,  common  stock  at  .44 223,  620,  048.  36 

U.  S.  Steel  Corporation  bonds 303,450,000.00 

Underlying  bonds 59, 091,  657. 00 

Purchase  money,  obligations,  real  estate,  mortgages 21 ,  872, 023. 00 

1, 087,  628, 021. 78 

Or  about  $295,000,000  more  than  the  value  placed  by  the  public 
on  the  stocks  of  the  constituent  companies,  added  to  the  $25,000,000 
of  working  capital.  This  sum  of  $295,000,000  measures  the  increased 
value  of  these  properties  caused  by  the  consolidation  as  estimated 
by  the  investing  public.  According  to  Mr.  Schwab,  this  added  value 
came  almost  entirely  from  economy  in  operation  and  transportation, 
and  there  is  no  doubt  that  these  economies  were  very  great.^ 

Others  will  undoubtedly  believe  that  the  chief  element  in  this 

increase  in  value  was  because  of  the  supposed  power  to  fix  prices. 

No  doubt  both  elements  contributed  in  this  increase.     (Hearings: 

Schwab,  pp.  1276,  127g,  1279,  1280,  1281,  et  seq,  1331,  1332;  Gates, 

5-1946°— H.  Kept.  1127,  62-2,  pt  3 3 
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pp.  31,  59;  Gary,  pp.  204,  205,  206,  207,  208,  211,  on  values;  Herbei 
Knox  Smith  Eept.,  pt.  1,  pp.  14,  20,  19,  36,  29;  Minnesota  Tax  Com 
mission,  pp.  5377,  5365,  3457,  3455,  3459,  3480,  5368;  Selhvood,  pf 
5365,  5370,  5387,  5367,  5368;  Cole,  pp.  5457,  5479,  5493;  Finlay,  p 
2015;  Rukard  Kurd,  p.  3459.) 

After  the  organization  of  the  United  States  Steel  Corporation,  fror 
time  to  time  it  added  to  its  property  by  purchase  and  also  by  ne^ 
construction. 

THE  UNION  STEEL  CO. 

In  December,  1902,  it  purchased  the  entire  capital  stock  of  th 
Union  Steel  Co.,  which  latter  company  had  previously  absorbed  th 
Sharon  Steel  Co.,  the  Sharon  Ore  Co.,  the  Sharon  Coke  Co.,  th 
Sharon  Sheet  Steel  Co.,  the  Donora  ]\Iining  Co.,  the  Republic  Cok 
Co.,  the  River  Coal  Co.,  and  a  controlling  interest  in  the  Sharon  Th 
Plate  Co.,  and  the  Sharon  Coal  &  Limestone  Co.  This  property  wa 
paid  for  by  the  United  States  Steel  Corporation  by  guaranteeing  ai 
issue  of  145,000,000  of  Union  Steel  Co.  bonds.  This  amount  included 
however,  not  only  the  purchase  price  of  the  stock  of  the  Union  Stee 
Co.  but  a  sum  estimated  to  be  sufficient  to  complete  the  plants  o 
that  company  then  under  construction  and  provide  it  with  a  workinj 
capital.  The  total  amount  paid  for  the  entire  capital  stock  of  thi 
Union  Steel  Co.  was  $33,202,490,  and  the  liquid  assets  of  the  Unioi 
Steel  Co.  amounted  to  $2,341,989,  leaving  the  cost  of  the  propertiei 
$30,860,501.  (Report  of  U.  S.  Steel  Corporation  for  1902,  p.  19 
Herbert  Knox  Smith  Rept.,  pt.  1,  pp.  252  to  254,  inclusive,  and  282 
to  286,  inclusive.) 

THE  CLAIRTON  STEEL  CO. 

In  the  spring  of  1904  the  United  States  Steel  Corporation  pur 
chased  the  entire  capital  stock  of  the  Clairton  Steel  Co.,  which  waf 
turned  over  on  the  18th  day  of  May  of  that  year.  Its  property  con 
sisted  of  its  plant  at  Clairton,  Pa.,  on  the  Monongahela  River,  anc 
important  ore  properties  in  the  Mesabi  and  Marquette  Ranges  anc 
coking  coal  properties  in  Fayette  County,  Pa.  The  cost  to  the  Unitec 
States  Steel  Corporation  of  these  properties  was  $13,710,565,  including 
net  working  assets  of  $2,951,005.  The  actual  investment  of  th< 
former  owners  in  the  Clairton  property  was  $17,663,287.09.  (Herben 
Knox  Smith  Rept.,  pt.  1,  pp.  254,  255,  286,  287,  288.) 

OTHEE  PUBCHASES. 

The  United  States  Steel  Corporation  also  acquired  in  the  early  yean 
of  its  existence  the  Troy  Steel  Products  Co.  and  the  Trenton  Iron  Co 
The  first  was  acquired  in  1902  and  the  second  in  1904.  These  pur 
chases  were  relatively  insignificant.  (Herbert  Knox  Smith  Rept. 
pt.  1,  pp.  255,  256.) 
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ACQUISITION  OF  IRON  ORE. 

It  extended  its  ore  holdings  by  leasings  of  ore  from  the  Chemung 
Ore  Co.  in  August,  1903,  from  the  Canesteo  Mining  Co.  in  1905,  and 
by  the  so-called  "HUl  lease"  in  1907.  The  latter  lease  embraced 
39,296  acres  of  land.  At  the  time  it  was  executed  it  was  rumored 
that  said  lands  contained  from  four  hundred  to  five  hundred  million 
tons  of  ore,  but  subsequent  examination  reduced  this  amount  to 
250,000,000  tons  of  available  ores.  The  lease  required  that  the  ore 
should  be  shipped  over  the  Great  Northern  Railway  and  the  royalty 
provided  for  included  the  freight  rate  to  Lake  Superior,  which  freight 
rate  was  80  cents  a  ton.  The  royalty  rate,  including  this  freight  rate, 
was  $1.65  per  ton  for  59  per  cent  ore  for  the  first  year  and  increased 
3.4  cents  per  ton  each  additional  year.  The  lease  gave  the  lessee 
the  option  to  cancel  it  after  January  1,  1915,  by  giving  notice  thereof 
two  years  previously.  This  option  has  been  already  exercised.  All 
of  the  lands  not  being  actually  worked  have  been  surrendered  and 
are  now  in  the  possession  of  the  lessors.  The  remainder  will,  by  the 
terms  of  the  cancellation,  pass  into  the  hands  of  the  lessor  on  January 
1,  1915.  The  United  States  Steel  Corporation  has  never  increased 
the  value  placed  upon  its  assets  by  itself  because  of  this  lease.  The 
rate  of  royalty  is  so  high  as  to  have  occasioned  much  comment. 
Mr.  Andrew  Carnegie  described  it  as  a  speculation  in  ore  and  few  were 
suiprised  when  the  United  States  Steel  Corporation  relinquished  its 
rights  therein. 

THE  TENNESSEE  COAL,  IRON  &  RAILBOAD  CO. 

In  the  fall  of  1907  the  Tennessee  Coal,  Iron  &  Railroad  Co.  was 
acquired  at  an  actual  cost,  including  improvements  made  to  the  close 
of  1907,  of  $49,946,095.57.  Payment  was  made  for  the  stock  in  the 
bonds  of  the  United  States  Steel  Corporation,  and  its  bonded  debt  of 
$14,226,000  was  assumed.  It  should  be  stated,  however,  that  the 
market  value  of  the  bonds  issued  by  the  United  States  Steel  Corpo- 
ration in  payment  of  this  property  at  the  time — this  being  in  the 
midst  of  the  panic — was  about  $4,940,000  less  than  par.  (Herbert 
Knox  Smith  Rept.,  pt.  1,  pp.  256,  280,  289,  290,  292,  310,  311,  312, 
324;  United  States  Steel  Corporation  Rept.  for  1910,  opposite  p.  32; 
Rept  American  Iron  &  Steel  Association  for  1910.) 

But  great  as  these  additions  to  the  assets  of  the  United  States  Steel 
Corporation  are,  they  are  small  indeed  when  compared  with  its 
increases  in  the  way  of  new  construction  and  added  surplus. 

These  additions  consisted  of  the  building  of  the  Gary  plant,  the 
acquirement  of  some  further  bodies  of  ore  and  coal,  and  extensive 
improvements  in  the  manufacturing  and  transportation  properties, 
and  an  increase  in  the  working  capital. 

Mr.  Herbert  Knox  Smith  estimates  that  the  net  additions  to  the 
investment  from  April  1,  1901,  to  December  31,  1910,  was  $504,- 
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928,653,  after  making  proper  deductions  for  depreciation,  and  ths 
the  tangible  property  of  the  United  States  Steel  Corporation  o 
December  31,  1910,  was  $1,186,982,038.  (Herbert  Knox  Smit 
Rapt.,  pt.  1,  pp.  280,  292,  310,  311.) 

The  allowance  for  depreciation  by  the  United  States  Steel  Corp( 
ration  itself  is  very  much  larger  than  that  made  by  Mr.  Smith,  bi; 
he  contends,  with  a  good  deal  of  force,  that  many  of  the  items  allowe 
by  the  United  States  Steel  Corporation  are  not  depreciation  at  al 
but  arbitrary  amounts  cut  off  from  the  capitaUzation  of  subsidiar 
companies  in  order  to  correct  the  excessive  sums  at  which  the: 
properties  were  carried  on  the  books  of  the  United  States  Stei 
Corporation.  Assuming  for  the  moment  that  Mr.  Smith  is  sul 
stantially  correct  as  to  the  question  of  depreciation,  let  us  see  how  hi 
figures  of  actual  value  of  tangible  property  agree  with  the  valuatio 
placed  upon  the  United  States  Steel  Corporation  by  the  investin 
public.  The  total  capitalization  and  bonded  indebtedness  of  th 
United  States  Steel  Corporation  on  December  31,  1910,  was  b 
follows: 

Common  stock $508,  302, 5( 

Preferred  stock 360,  281, 1( 

Bonds  and  purchase  money  obligations 599, 449,  6( 

1,  468,  033, 2( 
Herbert  Knox  Smith  Report,  pt.  1,  pp.  312,  324. 
(U.  S.  Steel  Corporation  Rpt.  for  1910,  opposite  p.  32.) 

The  average  price  of  the  preferred  stock  for  the  year  1910  was  SH 
and  of  the  common  stock  $76.75.  Applying  these  values  to  th 
capitahzation,  the  account  would  stand  as  follows: 

Bonds  and  purchase  money  obligations $599,  449,  660.  ( 

$360,281,100  preferred  stock  at  117 422,  428,  887.  ( 

$508,302,500  common  stock  at  76| 389,  922, 168. ' 

1,  411,  800, 715. 1 
Mr.  Herbert  Knox  Smith,  on  arriving  at  his  value  of  $1,186,982,03! 
fixes  the  value  of  the  iron  ore  at  $134,145,450.  If  we  substitute  fc 
this  the  estimate  of  the  Minnesota  Tax  Commission  for  the  Minnesot 
ores  and  the  estimate  of  Mr.  Finlay,  acting  for  the  Michigan  Ta 
Commission,  for  the  ores  in  Michigan,  Mr.  Smith's  figures  would  h 
increased  as  follows: 

Taxing  olRcers'  valuation  of  iron  ore $340,  505, 000.  ( 

Deduct  Mr.  Smith's  valuation  of  iron  ore 134, 145, 450.  ( 

And  we  would  have  a  balance  of 216, 359,  550.  ( 

To  this  add  Mr.  Smith's  estimate 1, 186,  982,  038.  ( 

And  we  have 1,  403,  341,  588.  ( 

Value  fixed  by  the  investing  public 1, 411,  800,  715. ' 

Mr.  Smith's  valuation  ae  corrected  by  taxing  officers 1, 403,  341,  588.  ( 

Or  a  difference  of  only 8,458,127  ' 
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It  should  be  remembered  that  during  1910  the  average  price  in  the 
market  of  the  securities  of  the  United  States  Steel  Corporation  was 
the  highest  of  any  year  during  its  existence.  We  are  justified  in  the 
conclusion  that  the  actual  value  of  the  United  States  Steel  Corpora- 
tion, at  the  close  of  1910,  was  not  far  from  $1,400,000,000,  or  about 
$68,000,000  less  than  its  capitalization. 

The  United  States  Steel  Corporation  is  the  greatest  industrial 
organization  in  the  world.  Its  properties  embrace  149  •  distinct 
manufacturing  plants,  96  working  mines,  78  coking  plants,  con- 
taining 23,947  beehive  ovens,  1,172  by-products  ovens,  and  31  coal 
plants,  not  connected  with  coldng  operations.  It  owns  7  railroads 
besides  19  plant-facility  roads,  having  altogether  a  total  trackage, 
including  branches,  spurs,  second  tracks,  siding,  and  lines  operated 
under  trackage  rights,  of  3,491  miles,  with  docks  at  Two  Harbors  and 
Conneaut,  and  1,193  locomotives,  and  46,334  cars.  In  addition  to 
this  property  it  owns  106  boats  upon  the  Great  Lakes,  110  river 
barges,  and  2  ocean-going  steamers. 

In  1910  it  had  218,435  employees  and  paid  $174,955,139  in  wages. 
It  produced  25,245,816  tons  of  iron  ore,  13,649,578  tons  of  coke, 
4,850,000  tons  of  coal,  not  included  in  that  made  into  coke,  11,645,510 
tons  of  pig  iron,  14,179,369  tons  of  ingots,  10,733,995  tons  of  finished 
steel,  and  7,001,500  barrels  of  Portland  cement. 

THE  BOND  CONVEBSION  PLAN. 

It  win  be  noticed  that  the  preferred  stock  of  the  United  States 
Steel  Corporation  on  December  31,  1910,  was  about  $150,000,000 
less  than  at  the  time  of  its  organization.  This  was  brought  about 
by  the  conversion  of  $150,000,000  of  preferred  stock  into  bonds. 
The  manner  in  which  tliis  was  effected  has  been  the  subject  of  much 
criticism.     The  facts  in  regard  to  it  are  as  f oUows : 

In  the  spring  of  1902  it  became  evident  that  the  United  States 
Steel  Corporation  required  40  to  50  million  of  dollars  more  money  for 
its  business  purposes.  Various  schemes  of  obtaining  this  money 
were  canvassed.  The  preferred  stock  of  the  United  States  Steel  Cor- 
poration was  then  selling  at  about  $90  a  share,  and  under  the  law 
it  could  only  be  issued  at  par  for  money  or  its  equivalent  in  property. 
Moreover,  if  it  had  been  possible  to  do  this,  it  would  have  been  a 
most  expensive  way  to  raise  the  money,  because  the  issuance  of 
$50,000,000  in  stock  would  have  only  produced  $45,000,000  in  cash, 
for  which  there  would  have  been  a  perpetual  interest  charge  of  7  per 
cent  upon  $50,000,000,  in  addition  to  the  original  loss  of  $5,000,000. 
The  next  method  considered  was  that  of  issuing  $50,000,000  of  sec- 
ond-mortgage bonds.  The  reason  that  decided  the  company  against 
this  plan  is  substantially  the  same  reason  that  ruled  against  the  sale 
of  preferred  stock,  namely,  that  if  the  preferred  stock  bearing  7  per 
cent  interest  onlj-  brought  $90  per  share  it  was  believed  that  the 
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bonds  could  only  be  sold  at  a  considerable  discount.  It  was  final 
determined  that  tbe  most  economical  and  advantageous  way  was 
issue  $250,000,000  face  value  of  second-mortgage  bonds  and  u 
these  and  their  proceeds,  first,  in  procuring  the  $50,000,000  cash  an 
secondly,  in  purchasing  and  retiring  $200,000,000  par  value  of  tl 
outstanding  7  per  cent  cumulative  preferred  stock.  The  retiremei 
of  this  stock  would  save  $14,000,000  per  annum  of  the  cumulatii 
dividend  charge,  and  this  sum  so  saved  would  not  only  pay  the  inter© 
upon  the  whole  issue  of  new  bonds,  but  would  leave  a  surplus  ( 
$1,500,000  per  annum,  which  would  be  sufficient  to  provide  a  sinl 
ing  fund  for  the  payment  of  the  bonds  at  or  before  maturity,  whic 
was  fixed  at  60  years,  and  leave  besides  $450,000  per  annum  in  su: 
plus  appficable  to  common  stock.  In  other  words,  the  plan  enable 
the  corporation  to  procure  the  new  capital  without  increasing  i 
annual  outgo  for  interest  and  cumulative  preferred  dividends  and,  i 
addition,  furnish  a  sinking  fund  for  the  payment  of  the  bonds  au 
provide  for  the  reduction  of  its  capital  stock,  which  would  hiu] 
greatly  to  the  benefit  of  the  remaining  preferred  and  all  the  commo 
stock. 

The  finance  committee  was  of  the  opinion  that  the  immediate  efFec 
of  a  proposition  to  withdraw  from  the  market  and  retire  40  per  cei 
of  the  corporation's  preferred  stock  would  be  to  appreciate  the  mark( 
value  of  the  preferred  stock  and  that  if  such  market  value  becan 
above  par,  or  above  the  price  at  which  the  new  second  mortgage  5  p( 
cent  bonds  might  be  quoted  at,  stockholders  would  refuse  to  make  a 
even  exchange  and  it  would  defeat  the  plan  and  prevent  any  subscrij 
tion.  It  seemed  to  them  that  the  only  way  the  stock  could  be  take 
up  was  by  organizing  a  syndicate  which  would  undertake  to  guarante 
absolutely  the  whole,  or  a  large  portion  of  the  preferred  stock  an 
cash  needed,  and  deposit  the  stock  with  some  trustee  and  hold  it  unt 
the  plan  could  be  carried  through.  It  was  recognized  that  it  woul 
be  difficult  to  get  men  to  do  this  because  of  the  risk  involved  and  tt 
necessity  for  locking  up  so  large  a  sum  of  money  for  a  long  period  ( 
time.  It  was  considered  that  it  might  take  from  a  year  to  a  year  an 
a  half  to  carry  through  such  a  plan  with  thousands  of  stocldioldei 
scattered  all  over  the  world.  Men  had  to  be  found  who  would  buy,  c 
furnish  preferred  stock  under  an  agreement  that  would  permit  of  i1 
being  locked  up  beyond  their  power  to  sell  for  a  year  and  a  half  and : 
was  finally  found  impossible  to  secure  a  pledge  of  the  entire  $200,000 
000  of  preferred  stock,  but  the  best  that  could  be  done  was  to  organis 
a  syndicate  which  would  agree  to  the  following,  namely,  to  purchas 
and  lodge  with  J.  P.  Morgan  &  Co.  $80,000,000  of  preferred  stocl 
agree  to  exchange  all  of  this,  or  only  40  per  cent  of  it,  at  the  optic 
of  the  United  States  Steel  Corporation,  for  second  mortgage  bond 
Third,  take  second  mortgage  bonds  from  the  United  States  Ste 


Corporation  at  par  in  exchange  for  $20,000,000  in  cash.  For  this  the 
United  States  Steel  Corporation  was  to  allow  the  syndicate  4  per  cent 
commission  on  all  the  bonds  it  took,  so  that  if  the  syndicate  furnished 
the  whole  $100,000,000  the  United  States  Steel  Corporation  would 
have  paid  the  syndicate  $4,000,000,  of  which  J.  P.  Morgan  &  Co. 
would  have  received  $800,000.  The  United  States  Steel  Corporation 
reserved  the  right  to  offer  to  every  preferred  stockholder,  in  the  cor- 
poration, the  option  to,  subscribe  for  these  new  bonds  to  the  extent  of 
40  per  cent  of  his  preferred  stock.  This  right  the  United  States  Steel 
Corporation  exercised.  If  every  preferred  stockholder  had  exercised 
his  option  and  taken  40  per  cent  of  bonds  in  exchange  for  his  stock,  the 
syndicate  would  have  only  had  $32,000,000  of  its  $80,000,000  of  its 
preferred  stock  converted  into  bonds  and  would  have  been  left  with 
$48,000,000  of  preferred  stock  on  its  hands,  although  it  had  bound 
itself  to  tie  up  this  $80,000,000  of  stock  so  it  could  not  sell  it  for  18 
months.  For  this  risk  the  syndicate  was  given  the  right  to  receive  a 
commission  of  4  per  cent  on  the  bonds  issued  to  preferred  stockholders 
who  were  not  members  of  the  syndicate.  This  plan  was  adopted  by 
the  directors  of  the  United  States  Steel  Corporation  in  March,  1902, 
subject  to  the  approval  of  the  stockholders,  at  a  special  meeting  to  be 
held  on  May  19,  1902.  The  meeting  was  held  as  called  and  about 
four-fifths  of  the  preferred  and  an  equal  amount  of  the  common  stock 
was  represented.  Of  those  present  99.83  per  cent  voted  in  favor  of  the 
bond-conversion  scheme  and  seventeen  one-hundredths  of  1  per  cent 
voted  against  it. 

A  suit  was  brought  by  the  dissatisfied  stockholders  to  enjoin  the 
carrying  out  of  this  plan.  A  final  judgment  was  rendered  in  the 
case  by  the  Court  of  Errors  and  Appeals  of  the  State  of  New  Jersey 
on  October  11,  1902,  confirming  the  action  of  the  corporation  and 
dissolving  the  injunction. 

This  plan  was  never  carried  out  in  its  entirety,  only  $200,000,000  of 
bonds  were  issued,  $150,000,000  of  which  were  used  in  retiring  an 
equal  amount  of  preferred  stock  at  par  and  the  remaining  $50,000,000 
in  obtaining  additional  capital.  It  is  difficult  to  see  that  anybody 
was  injured  by  this  plan.  Indeed,  it  seems  pretty  clear  that  aU  of 
the  stockholders  were  benefited.  It  is  true  that  an  addition  of 
$50,000,000  was  made  to  the  securities  which  were  prior  to  the 
common  stock,  but  at  the  same  time  $50,000,000  was  added  to  the 
assets  so  that  the  relative  position  of  the  common-stock  holder  was 
the  same  as  before.  Each  preferred-stock  holder  had  the  option, 
if  he  chose,  to  change  40  per  cent  of  his  stock  into  a  security  bearing 
a  less  rate  of  interest  which  would  be  prior  to  the  preferred  stock  and 
therefore  theoretically,  at  least,  a  better  security.  If  he  did  not 
exercise  this  option,  it  was  because  he  believed  the  preferred  stock 
was  still  an  excellent  security.     The  deduction  of  $1,500,000  in  the 
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annual  charge  for  interest  and  preferred  dividend  requirements 
coupled  with  the  use  of  150,000,000  additional  capital,  could  nol 
have  failed  to  be  a  benefit  to  every  stockholder.  It  is  claimed  thai 
the  allowance  to  the  syndicate,  which  finally  amounted  to  $6,800,000, 
was  unreasonable.  But  as  the  stockholders  approved  of  it  by  ar 
afiirmative  vote  of  over  99.75  per  cent  it  is  not  obvious  that  the 
general  public  should  be  unduly  concerned  in  regard  to  it.  (Hearings 
Perkins,  pp.  1490,  1509,  1510,  1511,  1512,  1513,  1537,  1538,  1560, 
1561,  1562,  1563,  1564,  1565,  1592.) 

ACQUISITION  OF  THE  TENNESSEE  COAL,  IRON  &  RAILROAD  CO. 

VALUE    OF    PROPERTY. 

No  act  of  the  United  States  Steel  Corporation  has  aroused  so  much 
public  interest  and  developed  so  general  discussion  as  its  acquisition 
of  the  capital  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  during 
the  panic  of  1907.  This  controversy  related  to  the  value  of  the  prop- 
erty, the  methods  and  motives  of  the  United  States  Steel  Corporation 
in  acquiring  it,  the  fairness  of  the  transaction,  the  extent  to  which 
this  acquisition  increased  the  control  of  the  United  States  Steel 
Corporation  over  the  iron-ore  situation,  and  the  propriety  of  the 
conduct  of  President  Roosevelt  in  relation  to  the  matter. 

The  property  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  consisted 
of  the  Ensley  Steel  Works,  at  Ensley,  Ala.,  including  100  acres  of 
mill  property,  6  blast  furnaces,  1  Bessemer  plant,  8  open-hearth  fur- 
naces, 1  blooming  mill,  1  rail  mill,  and  other  auxiliary  departments, 
also  plate  and  merchant  mills  at  Bessemer,  and  10  blast  furnaces  at 
other  points  in  the  South.  It  also  owned  the  capital  stock  of  the 
Birmingham  Southern  Railroad  Co.,  which  had  31  miles  of  track, 
about  70  miles  of  yarding  and  siding,  35  locomotives,  and  750  cars. 
But  the  main  value  of  the  property  consisted  in  its  large  holdings  of 
iron-ore  and  coal  lands. 

At  the  time  of  its  acquisition  by  the  United  States  Steel  Corpora- 
tion it  had  a  bonded  indebtedness  of  $14,226,000  and  a  capital  stock 
of  $29,742,170. 

The  valuation  of  the  fixed  property,  according  to  its  own  books, 
after  some  slight  adjustments  made  by  the  United  States  Steel 
Corporation,  was  as  follows: 

Plants  and  equipments $15,  382,  233. 71 

Real  estate 26, 525, 143. 93 

Birmingham  &  Southern  Railroad  Co 1, 442,  698. 11 

Land  and  town  sites 289,063.90 

Potter  Ore  Co 398, 000. 00 

Total 44,037,139.05 
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In  addition  the  company  owed  the  following  current  obligations : 

Past-due  notes  for  borrowed  money $300,  000 

Notes  for  borrowed  money  soon  to  mature 1,  334, 000 

Accounts  payable,  largely  past  due 1,  370,  000 

Accrued  pay  rolls 397,000 

Accrued  interest  and  taxes 666,  000 

4, 167,  000 

The  United  States  Steel  Corporation  purchased  the  capital  stock 
at  par,  paying  for  it  in  its  second-mortgage  bonds  at  their  market 
price,  which  was  then  84,  so  that  the  total  face  value  of  its  bonds 
delivered  for  the  stock  amounted  to  135,407,000.  The  total  cost 
to  the  United  States  Steel  Corporation,  after  a  complete  adjustment, 
was  $48,961,208.83,  as  stated  in  the  report  of  the  United  States 
Bureau  of  Corporations. 

AH  the  testimony  agrees  that  the  manufacturing  plants  were 
poorly  constructed  and  very  expensive  in  operation.  Herbert  Knox 
Smith  regards  the  value  of  $15,382,234,  placed  upon  the  plants  at  the 
time  they  were  acquired,  as  Uberal. 

Mr.  D.  H.  Bacon,  who  had  charge  of  the  property  from  January  1, 
1901,  until  May  1,  1906,  as  its  chief  executive  officer,  and  nearly  all 
the  time  as  its  president,  says  that  the  open-hearth  plant  was  de- 
signed by  a  man  who  did  not  understand  the  making  of  open-hearth 
furnaces,  and  was  a  costly  and  inefficient  machine,  and  that  the  real 
value  of  the  property,  up  to  the  time  that  the  syndicate  bought  it 
out,  in  the  fall  of  1905,  was  chiefly  what  was  under  ground,  as  there 
were  few  things  on  the  surface  that  could  do  their  work  as  cheaply 
as  could  be  done  by  other  properties  in  the  North. 

Mr.  L.  C.  Hanna,  who  became  interested  in  the  property  in  the  fall 
of  1905,  says  that  the  plant  was  in  such  condition  that  you  could  not 
figure  on  what  its  capacity  was,  because  it  was  continually  breaking 
down. 

Mr.  Earl  W.  Oglebay,  who  became  interested  in  the  property  at  the 
same  time  with  Mr.  L.  C.  Hanna,  also  speaks  frankly  of  its  bad 
condition. 

There  seems  to  be  no  dispute  as  to  the  poor  character  of  the  manu- 
facturing plant.  This  was  so  evident  that  when  the  "syndicate," 
hereafter  to  be  mentioned,  acquired  the  control  of  the  property,  in  the 
fall  of  1905,  they  began  the  expenditure  of  large  sums  of  money  in 
rehabilitating  and  rebuilding  it,  and  up  to  the  time  of  its  acquisition 
by  the  United  States  Steel  Corporation,  in  1907,  they  had  expended 
about  $7,000,000,  and  the  work  was  incomplete. 

Mr.  Bacon  estimated  that  it  would  take  $25,000,000  to  rehabilitate 
the  property  and  put  it  on  a  paying  basis,  and  the  syndicate  had 
spent  about  one-fourth  of  this  sum  at  the  time  the  property  was  pur- 
chased by  the  United  States  Steel  Corporation. 
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IRON    ORE    QUANTITY. 

The  iron  ore  owned  by  the  Tennessee  Coal,  Iron  &  Railroad  Co.  was 
of  two  kinds,  generally  designated  as  "red  ore"  and  "brown  ore." 
The  red  ores  constituted  the  great  bulk  oi  its  holdings.  The  brown 
ores  occur  in  pockets  of  uncertain  size,  and  the  total  amount  is  difficult 
to  estimate.  They  are  all  higher  grade  than  the  red  ores,  running 
about  45  per  cent  in  metallic  iron,  but  they  are  irregular  in  place  and 
amount,  and  this  renders  them  of  far  less  importance  from  the  indus- 
trial standpoint  than  the  red  ores. 

The  red  ores  in  the  Birmingham  district  lie  in  a  vein  or  sheet  at  an 
incline  of  about  30  per  cent  from  the  horizontal,  outcropping  on  Red 
Mountain  for  a  distance  of  about  15  miles  and  sloping  from  there 
under  Shades  Valley  to  the  foot  of  Shades  Mountain  and  probably 
beyond.  The  veins  are  very  regular  in  thickness,  though  a  little 
broken  by  faulting  in  the  lower  part  of  Shades  Valley.  In  certain 
portions  the  vein  is  separated  into  an  upper  and  a  lower  vein  by  a 
thin  stratum  of  slate.  The  upper  vein  is  the  richer  in  metallic  iron, 
and  in  some  cases  only  the  upper  vein  is  mined. 

During  the  time  that  Mr.  Bacon  was  president  of  the  company  an 
attempt  was  made  to  consolidate  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  with  the  Schloss-ShefReld  Coal  &  Iron  Co.  and  the  Republic  Iron 
&  Steel  Co.,  and  these  companies  selected  a  number  of  engtaeers  to 
estimate  the  amount  of  coal  and  ore  belonging  to  each  company. 
AxQong  these  engineers  were  Mr.  Perin  and  Mr.  Given,  who  both 
appeared  as  witnesses  before  the  committee.  That  estimate  appears 
upon  pages  1034  to  1040  of  the  hearings.  It  shows  that  the  tonnage 
of  the  red  ore  belonging  to  the  Tennessee  Coal,  Iron  &  Railroad  Co., 
as  estimated,  was  402,621,500  tons.  To  this  should  be  added 
10,177,000  tons  of  brown  ore,  making  a  total  of  412,798,500  tons. 
The  brown  ore,  with  the  exception  of  a  small  amount,  is  estimated  to 
run  from  45  per  cent  to  50  per  cent  in  metallic  iron.  Of  the  red  ores, 
250,000  tons  are  estimated  at  45  per  cent  in  metallic  iron;  21,591,800 
tons  are  estimated  at  30  per  cent  metallic  iron;  and  of  the  remainder — 
nearly  nineteen-twentieths  of  the  whole  amount — at  from  36  pei 
cent  to  37  per  cent  in  metallic  iron. 

The  practical  men  connected  with  the  company  did  not  place  a 
very  high  value  upon  this  estimate  for  accuracy,  although  all  admit 
it  had  some  value. 

Mr.  Gates  says:  "I  do  not  think  an3^one  could  testify  correctly  to- 
day as  to  the  amount  of  ore  owned  by  the  Tennessee  Coal,  Iron  <S 
Railroad  Co." 

Mr.  Hanna  says,  speaking  of  this  estimate,  that  the  engineers  did 
not  take  time  enough  to  make  a  careful  estimate,  but  that  the  esti- 
mate was  not  all  guesswork  and  it  was  of  some  value. 
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Mr.  Bacon  estimated  the  ore  owned  by  the  Tennessee  Coal,  Iron 
&  Railroad  Co.  at  400,000,000  tons. 

Mr.  Gayley  estimates  it  at  440,000,000  tons. 

Mr.  Gates  says:  "We  always  estimated  that  we  had  not  less  than 
300,000,000  tons,  and  we  might  have  500,000,000  to  700,000,000 
tons." 

Judge  Gary,  speaking  on  this  subject,  says:  "I  would  not  be  at 
all  surprised  if  we  have  six  or  seven  hundred  million  tons  q/  all  Tcinds, 
but  they  have  always  taken  off  the  top  of  the  ore  and  left  the  bottom 
of  it  and  are  still  doing  so.  How  much  of  the  ore  is  usable  at  the 
present  time  I  do  not  know,  but  I  believe  200,000,000  tons;  but  it 
will  take  a  good  while  to  use  that." 

Mr.  Perin,  speaking  of  the  estimate  made  by  the  engineers  at  the 
time  of  the  contemplated  consolidation  with  the  Republic  Iron  & 
Steel  Co.  and  the  Schloss-Sheffield  Co.,  said  that  in  fixing  the  amount 
of  available  ore  they  made  some  allowance  for  improvements  in 
manufacturing  methods  which  would  bring  lower  grade  material  into 
the  market. 

A  more  careful  estimate  was  made  by  the  United  States  Steel  Cor- 
poration after  it  acquired  possession  of  the  property.  Its  estimate 
is  as  follows: 


Eeasonably 
assured  (in- 
cluding ton- 
nage already 
developed). 

Additional 
probable  ton- 
nage. 

Total. 

175,600,000 

279,600,000 
3,160,000 
35,000,000 

455,200,000 
3, 150, 000 

Eed  ore  of  lower  grade,  but  which  may  be  of  future  value . 

204,000,000 

239,000,000 

Total 

379,600,000 

317,750,000 

697,350,000 

This  table  reduces  the  actual  tonnage,  now  available,  t  j  175,600,000 
tons,  but  adds  to  this  a  probable  tonnage  of  279,600,000  tons,  which 
would  make  a  total  probable  tonnage  of  455,200,000  tons.  Taking 
all  of  these  estimates  together  it  would  seem  that  an  actual  tonjaage 
of  available  ore  of  400,000,000  tons  was  a  very  liberal  estimate. 


IRON   ORE   VALUE. 

As  to  the  value  of  the  iron  ore  in  the  ground,  Mr.  John  A.  Top^ 
ping,  who  became  the  chief  executive  officer  of  the  company  upon 
the  resignation  of  Mr.  Bacon,  May  1,  1906,  says  that  during  the  last 
five  years  he  purchased  a  body  of  iron  ore  for  the  joint  account  of 
the  Republic  Iron  &  Steel  Co.  and  the  Tennessee  Coal,  Iron  &  Rail- 
road Co.  known  as  the  Potter  group  of  mines  "which  we  satisfied 
ourselves  contained  over  70,000,000  tons  of  ore,  at  a  cost  of  $800,000." 
This  would  amount  to  one  and  one-seventh  cents  per  ton. 
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Mr.  Grasty.  who  represented  some  capitalists  that  owned  a  consid- 
erable body  of  gray  ore,  and  needed  some  red  ore  to  mix  with  it,  says 
that  his  people  were  ready  to  pay  from  2  to  3  cents  a  ton^  but  he 
found  no  ore  satisfactory  to  him  and  made  no  offers. 

Mr.  Bacon  referring  to  this  testimony  of  Mr.  Grasty.  says  that 
this  is  more  than  anybody  had  paid  up  to  this  time,  so  far  as  he 
knew. 

There  was  some  testimony  from  Mr.  Perin  to  the  effect  that  royal- 
ties on  iron  ore  were  paid  as  high  as  25  to  30  cents  a  ton.  But  Mr. 
Perin  expressly  states  that  it  would  be  unfair  to  take  the  royalties 
as  a  fair  basis  of  he  valua  ion  of  the  ore  in  the  ground,  because  the 
royalty  is  paid  over  a  considerable  period  of  time,  as  the  ore  is  taken 
out.  In  other  words,  a  dollar  in  the  hand  is  w«rth  more  than  a  dol- 
lar 50  years  from  now. 

It  is  apparent  that  the  value  of  a  large  body  of  ore,  containing 
some  hundred  million  tons,  would  depend  very  largely  on  how  soon 
it  could  be  utilized,  but  in  the  case  at  hand  a  very  little  figuring  will 
show  how  absurd  the  royalty  basis  would  be  for  determining  the 
value  of  such  a  body  of  ore  as  that  owned  by  the  Tennessee  Coal, 
Iron  &  Railroad  Co.  Assuming  that  the  estimate  of  400,000,000  tons 
is  correct,  its  value  at  25  cents  a  ton  would  be  $100,000,000.  The 
Tennessee  Coal,  Iron  &  RaQroad  Co.  bonds  bore  6  per  cent  interest 
and  this  would  make  an  interest  charge  of  $6,000,000  a  year.  The 
company  was  mining  at  the  time  of  its  acquisition  by  the  United 
States  Steel  Corporation  about  1,500,000  tons  per  annum,  and  the 
interest  charge  alone  on  this  amount  of  ore  would  be  $4  a  ton,  a 
figure  which  is,  of  course,  prohibitive,  not  to  say  absurd.  If,  how- 
ever, we  take  the  figure  paid  for  the  Potter  property  and  apply  it  to 
the  400,000,000  tons,  we  would  have  a  little  over  $4,700,000  as  the 
value  of  the  ore,  or  applying  the  value  of  2i  cents  a  ton,  which  Mr. 
Topping  said  was  the  amount  he  estimated  for  the  value  of  ore  in  the 
ground,  when  figuring  the  cost  of  making  pig  iron,  we  would  have 
$10,000,000  as  the  value  of  the  ore.  Certainly  the  latter  is  an  out- 
side figure,  much  more  than  anybody  has  paid  of  recent  years.  The 
interest  charge  at  5  per  cent  on  this  latter  amount  would  be  25  cents 
a  ton  on  an  annual  output  of  2,000,000  tons,  and  it  would  be  far 
better  economy  to  lease  the  ore  at  a  royalty  of  25  cents  a  ton  than 
to  buy  so  large  a  body  at  2^  cents  a  ton,  where  the  output  was  so 
restricted,  as  in  this  instance. 

COAL. 

The  coal  holdings  were  estimated  by  Mr.  Bacon  at  1,000,000,000 
tons.  Mr.  Gary  estimates  the  total  coal  holdings  from  a  billion  to  a 
billion  two  hundred  mUhon  tons,  and  the  Perin-Aldrich  report  at 
1,621,639,500  tons. 
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While  the  men  who  made  the  Perin-Aldrich  report  seem  to  have 
been  competent  engineers,  it  must  not  be  forgotten  that  the  purpose 
of  their  estimate  was  to  form  the  basis  of  a  consohdation  of  the  Ten- 
nessee Coal,  Iron  &  Railroad  Co.  and  the  Schloss-Sheffield  Iron  & 
Steel  Co.  and  the  Eepublic  Iron  &  Steel  Co.,  and  that  their  attention 
was  chiefly  directed  to  the  question  of  relative  value  between  the 
three  companies.  It  is  also  well  to  remember  that  overcapitalization 
was  the  order  of  the  day  and  that  low  valuations  did  not  sound  well 
in  a  prospectus.     Their  estimates  were  undoubtedly  liberal. 

The  careful  estimate  made  by  the  United  States  Steel  Corporation, 
after  it  had  obtained  the  property,  arranged  the  tonnage  under  three 
heads,  "Proven,"  "Probable,"  and  "Possible,"  and  gives  the  follow- 
ing figures: 

Tons. 

Proven 285,  000,  000 

Probable 441,  800,  000 

Possible 670,500,000 

Just  what  value  should  be  given  as  a  basis  for  capitalization  and 
the  sale  of  securities  to  a  trusting  public  to  this  670,500,000  tons  of 
"possible"  coal  is  left  to  the  candid  reader.  It  would  seem  evident 
that  a  billion  tons  of  known  available  coal  was  a  liberal  estimate. 

The  hearings  do  not  contain  any  very  definite  information  on  which 
to  base  an  accurate  estimate  of  the  value  of  coal  in  the  ground  at 
Birmingham.  There  is  no  testimony  as  to  recent  sales,  as  in  the  case 
of  the  Potter  iron  ore  mines.  Mr.  Given  fixes  the  royalty  valuations 
on  the  coal  as  from  3  to  10  cents  a  ton,  according  to  location,  quality, 
thickness  of  vein,  etc.  He  places  a  royalty  of  10  cents  a  ton  only  on 
the  Pratt  vein.  Assuming  that  about  6  cents  is  the  average  royalty, 
we  are  ta  position  to  compare  this  with  the  cost  under  a  cash  pay- 
ment for  the  entire  body  of  coal.  It  is  clear  that  the  number  of  years 
it  will  take  to  exhaust  the  coal  is  a  very  important  point  in  this  prob- 
lem. In  1907  the  Tennessee  Coal,  Iron  &  Railroad  Co.  produced 
1,709,251  tons  of  coal,  not  iacluding  that  used  for  coke.  It  also  pro- 
duced 1,170,826  tons  of  coke.  Assuming  that  100  pounds  of  coal  will 
make  59  pounds  of  coke,  which  is  a  fair  estimate  for  this  district, 
according  to  Mr.  Burchard,  of  the  United  States  Geological  Survey, 
this  would  amount  to  a  production  of  1,981,061  tons  of  coal  used  for 
coke,  or  a  production  altogether  of  3,609,312  tons  of  coal. 

The  Tennessee  Coal,  Iron  &  Railroad  Co.  owns  a  very  small  pro- 
portion of  the  coal  in  the  entire  district.  According  to  Mr.  Bacon 
not  over  a  tenth,  and  perhaps  much  less  than  a  twentieth.  The 
entu-e  production  of  the  district  is  about  16,000,000  tons  a  year, 
6,000,000  tons  of  which  is  produced  by  operators  not  in  any  way  con- 
nected with  any  of  the  iron  and  steel  companies,  so  that  a  great 
increase  in  the  production  of  coal  for  sale  on  the  part  of  the  Tennessee 
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Coal,  Iron  &  Railroad  Co.  can  not  be  expected.  In  order  to  be 
entirely  safe  let  us  assume  that  the  annual  production  of  the  Tennes- 
see Coal,  Iron  &  Railroad  Co.  will  be  7,500,000  tons  of  coal  per  annum, 
considerably  more  than  twice  its  production  ia  1907.  The  annual 
interest  charge  for  the  original  investment  would  have  to  be  borne  by 
the  production  for  that  year.  Assuming  that  the  value  of  this  body 
of  1,000,000,000  tons  of  coal  was  $10,000,000,  'his  would  amount  to 
1  cent  a  ton  for  the  coal  in  the  ground.  The  interest  charge  on  that 
amount  at  5  per  cent  would  be  $500,000,  which  would  amount  to  a 
little  over  6  cents  a  ton  on  an  annual  production  of  7,500,000  tons. 
Adding  to  this  6  cents  1  cent  a  ton  purchase  price,  we  would  have 
7  cents  a  ton  to  compare  with  a  royalty  of  from  3  to  10  cents  a  ton. 
While  this  calculation  can  make  no  claim  to  accuracy,  it  is  at  least 
sufficient  to  say  thai  an  estimate  of  $10,000,000  for  this  entire  body 
of  coal  is,  as  Mr.  Herbert  Kjiox  Smith  phrases  it,  liberal. 

The  acreage  of  the  entire  iron  ore,  coal,  and  limestone  property  of 
the  company  at  the  time  of  its  acquisition  was  as  follows: 

[U.  S.  steel  Corporation  Annual  Report  for  1907,  p.  26.] 


Surface  and 
mineral 
rights. 

Acres  owned  in  fee. 

Total  acres 
owned. 

In  the  State  of— 

Mineral 
rigtits  only. 

Surface 
only. 

165,096 

98,842 

1,063 

170,162 

6,89! 

367 

5,016 

340,263 

106,740 

1,420 

Total 

204,991 

177,417 

5,016 

447,423 

It  will  be  seen  by  this  table  that  while  the  company  owns  442,408 
acres  of  mineral  lands  it  owns  the  surface  to  only  270,006  acres. 

Something  of  course  should  be  added  to  the  valuation  of  the  coal 
and  the  iron  ore  for  these  surface  rights,  but  as  many  of  them  can  not 
be  utilized  for  fear  they  will  interfere  with  mining  operations  or  that 
improvements  will  be  made  upon  them  which  it  would  be  necessary 
to  pay  for  later  when  the  surface  is  needed  for  mining  operations  or 
the  ground  caved  this  fact  will  greatly  depreciate  their  value. 

While  the  figures  gathered  by  the  committee  are  not  sufficient  to 
enable  them  to  set  a  definite  value  on  the  properties,  it  is  at  least 
certain  that  the  value  fixed  in  the  statement  of  the  company  itself  of 
$26,525,000  seems  reasonably  high.  (Herbert  Knox  Smith  Rept., 
pp.  256,  257,  258,  290,  291;  Hearings,  Gary,  pp.  143,  125,  150; 
Bacon,  pp.  5325,  5326,  5346,  5347,  5345,  5329,  5330,  5331,  5349, 
5328,  5360,  5333;  Hanna,  pp.  860,  862,  871;  Oglebay,  pp.  921,  922; 
Gates,  pp.  8,  6,  7;  Aldrich-Perin  Rept.,  pp.  1038,  1036;  Gayley, 
p.  401;  Topping,  p.  1256;  Grasty,  p.  5306;  Perm,  pp.  987,  974,  1017; 
Given,  pp.  1004  to  1015;  Moore,  p.  1027;  Bulletin  No.  400,  U.  S. 
Geological  Survey,  p.  183;  U.  S.  Steel  Corporation  Rept.,  1907,  p.  26.) 
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ADVANTAGES  OF  BIRMINGHAM  FOR  THE   PRODUCTION  OF  IRON 

AND  STEEL. 

It  is  generally  conceded  that  there  is  no  place  in  the  United  States 
where  the  materials  for  making  pig  iron,  namely,  iron  ore,  coke,  and 
limestone,  can  be  so  cheaply  assembled  as  in  the  Birmingham  district, 
and  that  this  fact  offsets  the  low  mineral  contents  in  the  ore  and  adds 
immensely  to  the  value  of  the  raw  materials. 

This  would  be  true  if  the  figure  for  the  cost  of  manufacture  in  the 
Birmingham  district  were  as  low  as  claimed  and  there  was  a  market 
for  the  product  near  at  home.  Unfortunately,  however,  neither  of 
these  things  is  true,  and  the  great  bulk  of  the  products  of  this 
district  have  to  be  sold  in  the  northern  market,  where  the  extra 
freight  rate  entirely  offsets  the  lower  cost  of  production. 

There  is  inserted  in  the  record  an  estimate  by  a  Mr.  Phillips,  a 
mining  engineer,  at  one  time  in  the  employ  of  the  Tennessee  Coal, 
Iron  &  Railroad  Co.,  of  the  average  cost  of  making  pig  iron  at  Bir- 
mingham.    This  table  is  as  follows; 

The  following  average  costs  of  manufacture  of  pig  iron  in  1904^ 
1906: 


1894 

1896 

1896 

1894 

1895 

1896 

Ore 

1.86 

.16 

2.78 

1.754 

.240 

2.840 

1.716 

.128 

2.735 

0.181 
.077 
.170 
.026 
.003 
.037 

0.200 
.070 
.183 
.026 
.005 
.033 

T.imp.<!tnTift                           

General  expenses 

093 

Coke 

.080 
.006 

Total  for  materials 

4.800 

4.834 

4.579 

.030 

Materials- 

4.800 
.835 
.338 

4.834 
.998 
.302 

4.675 
.966 
.314 

6.457 

6.650 

Supplies 

The  lowest  cost  during  1904  was  $5.71,  the  highest  was  $7.81,  and  the  average  selling  price  of  No.  2  foundry 
iron  was  $7.20. 

The  lowest  cost  during  1895  was  $5.84,  the  highest  $7.02,  and  the  average  selling  price  of  No.  2  foundry 
iron  was  $7.15. 

The  lowest  cost  during  1896  was  $6.74,  the  highest  $6.84,  and  the  average  selling  price  of  No.  2  foundry 
Iron  was  $7.22. 

Mr.  Perin,  speaking  of  figures  similar  to  tiiis  table,  says:  "There 
has  been  no  more  monumental  example  of  bad  accounting  than  has 
been  exhibited  in  the  case  of  pig  iron  south  of  the  Ohio  River." 
This  was  in  reply  to  the  following  question  by  Mr.  Young:  "Have 
not  the  southern  iron  and  steel  men  continually  fooled  themselves 
as  to  what  their  actual  cost  was?"  Mr.  Perin  then  goes  on  to  state 
an  instance  of  a  furnace  in  which  to  his  knowledge  there  was  an 
actual  depreciation  cost  of  a  doUar  a  ton. 

Again  he  says :  "  My  own  opinion  is  that  the  cost  keeping  of  the  blast 
furnaces  of  our  country  has  been  radically  wrong.  We  have  never 
allowed  a  sufficient  amount  from  the  amount  of  the  destruction  of 
the  property,  either  the  coal  or  iron-ore  property,  nor  have  we  made 
proper  allowance  for  renewals  or  replacement  of  the  plant." 
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It  must  be  remembered  also  that  1894,  1895,  and  1896  were  year 
of  abnormally  low  costs  and  prices.  Mr.  Perin,  speaking  directly  o 
the  figures  of  Mr.  Phillips,  says:  "I  do  not  think  there  is  anybod: 
to-day  who  could  come  within  $3  of  that  cost." 

Mr.  William  M.  Given,  mining  engineer,  living  at  Birmingham,  says 
"There  was  no  value  to  labor  in  1895  *  *  *  that  was  the  basi 
of  iron  making  in  those  days  from  1892  to  1898,  and  that  can  not  bi 
considered  in  a  comparison  at  all.  They  were  impossible  conditions 
which  will  never  exist  there  again.  *  *  *  The  price  of  labor  ii 
1895  was  whatever  you  wanted  to  give  that  labor.  *  *  *  I  sa\ 
men  in  Virginia  whom  I  had  paid  $3  a  day  in  1891 — in  1893  I  hav( 
seen  them  come  to  my  house  and  ask  me  for  food,  and  I  have  gon^ 
with  them  to  the  store  and  given  them  a  sack  of  flour,  and  they  wen 
glad  to  get  90-cents-a-day  jobs." 

Mr.  Bacon,  speaking  of  the  years  from  1901  to  1906,  says  that  thos 
were  years  of  low  prices  and  low  cost,  but  that  in  the  old  furnaces  o 
the  Tennessee  Coal,  Iron  &  Raihoad  Co.  the  cost  of  making  pig  iroi 
was  between  ten  and  eleven  dollars  a  ton,  and  that  in  the  one  new 
modern  furnace  of  the  plant  their  cost  was  between  seven  and  eigh 
doUars  a  ton — say  under  $8. 

As  the  Tennessee  Coal,  Iron  &  Railroad  Co.  at  that  time  wa 
making  a  large  proportion  of  the  pig  iron  in  the  Birmingham  distric 
and  as  the  cost  at  their  best  furnace  was  a  little  under  |8  and  in  thei 
other  furnaces  between  ten  and  eleven  dollars  a  ton,  it  can  easily  b 
seen  that  Mr.  PhiUips's  "average  cost"  of  about  $6.50  per  ton  was  i 
pure  figment  of  the  imagination.  The  cost  to  the  Tennessee  Coal 
Iron  &  Railroad  Co.  for  making  pig  iron  for  the  year  1907,  the  las 
year  it  worked  before  its  acquisition  by  the  United  States  Steel  Coi 
poration,  was,  according  to  its  books,  $11.02  per  ton. 

The  United  States  Commissioner  of  Corporations  in  his  report  o 
the  Steel  Corporation,  part  2,  page  52,  shows  that  the  average  cos 
of  making  pig  iron  from  Lake  Superior  ores  was  $11.82  per  ton. 

If  these  figures  are  to  be  rehed  on,  and  they  are  the  best  availabk 
it  will  be  seen  that  the  actual  difference  in  the  cost  in  manufacturiU; 
pig  iron  between  the  Tennessee  Coal,  Iron  &  Railroad  Co.  and  th 
northern  companies  at  the  present  time  is  less  than  a  dollar  a  ton.  I 
is  true  that  Mr.  Perin  says,  speaking  of  the  Birmingham  and  Pitts 
burgh  districts:  "Based  on  to-day's  selling  price,  which  I  presum 
would  be  a  fair  approximation  of  their  cost  prices,  there  is  nearly  $ 
difference  between  the  cost  of  production  between  the  two  districts. 
And  a  little  later  he  admits  that  on  arriving  at  this  difference  he  ha 
not  made  a  proper  charge  for  depreciation  of  ore  nor  a  proper  allow 
ance  for  depreciation  of  the  plant  at  Birmingham. 

Unquestionably,  however,  the  cost  of  manufacturing  pig  iron  a 
Birmingham  is  less  than  in  any  large  northern  district;  but  this,  a 
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stated  before,  is  entirely  offset  by  the  increased  cost  of  getting  the 
product  to  the  market. 

Speaking  on  this  subject,  Mr.  Bacon  says  that  while  he  was  in 
charge  of  the  plant  their  pig  iron  was  sold  a  good  deal  at  Cincinnati, 
sometimes  in  Detroit  and  St.  Louis,  some  in  New  England  and  dif- 
ferent poiats  between,  and  some  at  Philadelphia.  That  a  very  small 
tonnage  indeed  was  sold  in  the  South — the  consumption  in  the  South 
was  almost  "nil." 

Mr.  John  M.  Topping,  who  succeeded  Mr.  Bacon  in  charge  of  this 
company,  says  that  60  to  75  per  cent  of  the  pig  iron  went  north  of 
the  Ohio  River. 

Mr.  Hanna  says  that  the  market  for  pig  iron  is  largely  in  the  North. 
He  adds :  "  I  think  it  wUl  be  very  many  years  to  come  before  the  value 
per  ton  of  ore  will  be  the  same  in  the  South  as  in  the  North.  In  the 
first  place,  there  is  not  the  demand,  and  I  question  whether  there 
wiU  be." 

Judge  Gary  also  refers  to  the  want  of  market  for  the  southern  iron 
in  the  South  as  depreciating  the  value  of  the  property. 

Mr.  Perin  also,  in  speaking  of  the  Tennessee  Coal,  Iron  &  Railroad 
Co.,  says:  "But  it  is  a  property  which  requires  a  great  capital  to 
develop,  a  high  type  of  technical  skill  to  get  the  best  results  from  it, 
and  the  country  immediately  in  the  neighborhood  has  got  to  develop 
so  as  to  give  the  great  advantages  to  this  district  which  it  would  nat- 
urally have  were  there  a  market  near  at  hand,  because  if  you  have 
to  add  $3  or  $4  a  ton  on  every  ton  that  goes  out,  you  take  away  the 
distinct  advantages  which  this  district  has." 

Again  he  says  that  if  the  production  of  pig  iron  is  much  increased 
in  the  South  the  bulk  of  it  wUl  have  to  be  marketed  in  the  North. 

No  company  at  Birmingham,  except  the  Tennessee  Coal,  Iron  & 
Railroad  Co.  has  made  any  attempt  to  manufactm-e  steel,  and  the 
books  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  show  that  up  to 
the  time  of  its  acqtiisition  by  the  United  States  Steel  Corporation 
its  attempt  had  not  been  a  financial  success,  with  some  few  exceptions. 
In  1907  the  average  price  for  which  it  sold  its  rails  was  $28.76  per 
ton;  the  cost  was  $29.48  per  ton.  The  seUing  price  for  biUets  was 
$33.27  and  the  cost  was  $24.67  per  ton,  but  it  sold  only  2,496  tons. 
It  sold  17,000  and  odd  tons  of  bars;  the  selhng  price  was  $37.97, 
and  the  cost  $36.42  per  ton.  Of  plates  it  sold  15,000  tons;  the 
seUing  price  was  $40.08,  and  the  cost  was  $38.13.  Its  pig  iron 
cost  was  $11.02  and  the  selling  price  $16.49.  This  was  a  boom  year 
in  the  iron  and  steel  business,  but  the  profits  of  the  company  were 
practically  confined  to  pig  iron. 

THE  COMPANY  HAD  NEVER  BEEN  A  FINANCIAL  SUCCESS 

It  had  been  in  operation  for  many  years.     Mr.  Bacon  states  that 
during  his  administration  the  company  did  not  improve  its  plants 
54946  "—H.  Rept.  112T,  62-2,  pt  3 i 
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because  it  did  not  have  the  money;  that  it  could  not  do  it  out  o: 
its  profits,  because  they  were  so  small.  He  states  that  it  paid  thre* 
quarterly  dividends  at  the  rate  of  6  per  cent  annually  in  the  nin( 
months  previous  to  the  purchase  of  the  control  of  its  stock  by  tin 
so-called  syndicate,  but  that  the  new  people  who  took  charge  imme- 
diately stopped  the  dividends.  Again  he  says,  "It  was  not  a  profit- 
able business  while  I  was  president."  And  again  he  says  that  ii 
he  had  charged  up  the  proper  amount  to  depreciation  there  would 
not  have  been  a  doUar  of  profits  from  which  to  pay  dividends.  He 
expresses  the  opinion  that  while  the  syndicate  people  were  in  con- 
trol the  company  was  not  on  a  profitable  basis,  although  they  paid 
4  per  cent  dividends  for  a  little  while.  He  adds  that  their  improve- 
ments had  not  been  completed  and  that  the  price  of  products  was 
low  during  that  period. 

Mr.  Perin,  being  asked  if  at  the  time  of  the  making  of  the  Perin- 
Aldrich  report  (which  appears  on  page  1034  of  the  hearings)  the 
Tennessee  Coal,  Iron  &  Railroad  Co.  was  not  making  strenuous 
efforts  to  get  more  money  to  develop  the  property,  rephes,  "I  never 
knew  them  when  they  were  not  in  that  condition,"  previous  to  the 
control  by  the  syndicate.  And  he  admits  that  a  dividend  of  4  per 
cent  was  an  entirely  inadequate  return  for  an  investment  in  so 
hazardous  an  enterprise. 

During  the  three  years  immediately  preceding  the  acquisition  of 
the  company  by  the  United  States  Steel  Corporation,  its  earnings, 
as  shown  on  its  books,  equaled  4.8  per  cent  on  the  investment,  and 
in  the  three  years  and  two  months  from  November,  1907,  to  Jan- 
uary 1,  1911,  during  which  time  it  has  been  controlled  by  the  United 
States  Steel  Corporation,  its  net  earnings,  on  its  common  stock 
amounted  to  $4,068,753,  equal  to  an  average  of  4  per  cent  per  annum 
on  its  common  stock  and  3.4  per  cent  on  the  United  States  Steel 
Corporation's  investment  in  the  stock.  During  the  year  1907  its 
net  earnings,  as  appeared  from  the  statement  of  the  books  of  the 
United  States  Steel  Corporation,  were  $1,426,864. 

During  the  time  that  Mr.  Bacon  was  in  charge  of  the  property  he 
made  an  estimate  that  it  would  take  $25,000,000  to  rehabihtate  the 
property  and  put  it  on  a  paying  basis.  He  says:  "There  was 
scarcely  any  of  the  property  that  was  right,  if  it  was  possible  for  it 
to  be  wrong.  I  think  the  stock  was  seUing  at  that  time  for  about 
$50."  That  would  be  about  $11,000,000  for  the  stock  and  the  bonds, 
I  think,  were  about  $12,000,000.  A  little  later  he  says  that  Mr. 
Gates  began  buying  the  stock  at  $55  and  run  it  up  to  a  Httle  over 


In  the  statement  that  it  was  Mr.  Gates  who  began  buying  the 
stock,  Mr.  Bacon  is  probably  wrong,  as  the  testimony  shows  that  it 
was  Mr.  Kessler  who  began  buying  up  the  stock.     If  Mr.  Kessler  was 
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connected  with  Mr.  Gates  in  this  operation,  the  testimony  does  not 
disclose  it.  (Hearings,  p.  883;  Phillips,  p.  985;  Perin,  pp.  1030,  1031, 
994,  984,  983,  1033,  985,  996,  995;  Given,  p.  1012;  Bacon,  pp.  5332, 
5333,  5334,  5343,  5344,  5345,  5346;  Gary,  pp.  145,  146,  144;  Topping, 
pp.  1233,  1257;  Hanna,  p.  874;  Herbert  Knox  Smith  Eept.,  pt.  2, 
.p.  52.) 

dBCITMSTANCBS  STJRBOTTNDING  THE  PURCHASE  OP  THE  TEN- 
NESSEE COAL,  IRON  &  RAILROAD  CO.  BY  THE  UNITED  STATES 
STEEL  CORPORATION. 

In  November,  1905,  Mr.  George  W.  Kessler,  a  wealthy  wine  mer- 
chant of  the  city  of  New  York,  had  accumulated  a  large  amoimt  of 
the  Tennessee  Coal,  Iron  &  Eailroad  Co.  stock.  Whether  he  ap- 
proached Mr.  Grant  B.  Schley,  of  the  firm  of  Moore  &  Schley,  or  Mr. 
Schley  approached  him  in  regard  to  the  matter,  does  not  appear, 
but  at  all  events  Mr.  Schley  learned  that  a  large  amount  of  Ten- 
nessee Coal,  Iron  &  Railroad  Co.  stock  could  be  acquired  from  Mr. 
Kessler.  This  led  to  a  conference  between  Mr.  Schley,  Mr.  Guthrie, 
who  was  then  president  of  the  Republic  Iron  &  Steel  Co.,  and  Mr. 
L.  C.  Hanna,  of  Cleveland.  These  gentlemen  a  httle  later  met  Mr. 
Kessler,  who  informed  them  of  the  number  of  shares  he  had  in  his 
possession,  and  an  arrangement  was  made  to  pinchase  the  control 
of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  At  this  time  the  stock 
was  selling  in  the  market  in  the  eighties  and  nineties.  Other  gentle- 
men were  enlisted  in  the  enterprise.  The  stock  was  bought  by  each 
separately.  The  amount  of  stock  purchased  at  that  time  was 
118,300  shares. 

On  the  27th  of  November,  1905,  a  syndicate  agreement  was 
entered  into,  which  is  set  out  upon  page  917  of  the  hearings.  By 
the  terms  of  this  agreement  the  syndicate  managers,  Messrs.  Grant 
B.  Schley  and  Charles  S.  Guthrie,  were  given  full  control  over  the 
stock  belonging  to  the  members  of  the  syndicate,  with  the  power  to 
pledge  it  or  sell  it. 

Mr.  Guthrie  soon  died,  and  Mr.  L.  C.  Hanna,  of  Cleveland,  was  sub- 
stituted in  his  place  as  one  of  the  syndicate  managers.  The  mem- 
bers of  the  syndicate  and  the  amount  of  syndicated  stock  owned  by 
each  appears  in  the  following  table: 

Shares. 

E.  W.  Oglebay 5,150 

H.S.  Black 5,150 

F.  D.  Stout 5, 150 

J.  W.  Simpson 5,150 

G.W.French 2,500 

S.  G.  Cooper 1, 500 

J.  A.  Topping 1,000 


Siaiesi 

0.  H.  Payne 10,300 

L.  C.  Hanna 10, 300 

G.B.Schley 10,300 

J.  B.  Duke 10,300 

E.J.  Berwind 10,300 

J.  W.  Gates 10, 300 

A.  N.  Brady 10, 300 

G.  A.  Kessler 10,300 

0.  Thorne 10,300 


Total 118,300 
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At  this  time  the  total  stock  of  the  Tennessee  Coal,  Iron  &  Railros 
Co.  was  about  $22,500,000,  divided  into  225,000  shares,  so  that  1 18,3( 
shares  was  sufficient  to  carry  the  control. 

Of  this  amount,  82,000  shares  was  bought  by  the  syndicate  direct] 
from  Mr.  George  W.  Kessler  at  a  price  of  $110  per  share,  and  tl 
36,300  additional  to  make  up  the  118,300  shares  was  purchased  upc 
the  street  the  next  day  at  an  average  price  of  a  Uttle  less  then  $11 
a  share. 

It  is  certainly  a  remarkable  circumstance  that  this  large  purchase  ( 
stock  in  the  open  market  did  not  raise  the  price  of  the  stock  as  hig 
as  the  amomit  paid  to  Mr.  Kessler  at  private  sale.  The  reason  f( 
purchasing  the  Kessler  stock,  imdoubtedly,  was  because  it  wou) 
have  been  very  difficult  for  the  syndicate  to  obtain  the  control  of  tl 
company  with  Kessler's  stock  against  them. 

A  little  later  a  second  syndicate  was  formed,  embracing  some  of  tl 
parties  who  were  in  the  first  syndicate  and  some  additional  men,  t 
take  50,000  additional  shares  of  the  stock  on  the  street. 

There  is  printed  in  the  hearings  a  second  agreement  bearing  tl 
date  of  August  27,  1906,  headed  "Tennessee  Coal,  Iron  &  Railroa 
Co.,  stock  syndicate  agreement  No.  2."  This  agreement  is  simih 
to  the  first;  is  for  the  acquisition  of  40,000  shares;  appoints  Messr 
Grant  B.  Schley  and  Leonard  C.  Hanna  managers,  and  is  to  run  unt 
February  7,  1907.  It  refers  to  another  syndicate  agreement  bea: 
ing  date  February  7,  1906.  As  the  original  syndicate  agreemei 
bore  date  November  27,  1905,  it  would  appear  that  there  had  bee 
an  intermediate  agreement  bearing  date  February  7,  -1906.  Th 
may  accoimt  for  the  discrepancy  in  the  number  of  shares  which 
fixed  in  this  agreement  at  40,000  and  Mr.  Schley's  statement  th£ 
it  embraced  50,000  shares.  Fifty  thousand  shares  may  have  bee 
the  total  under  the  agreement  of  February  7,  1906,  and  the  or 
of  August  27,  1906.  Each  of  these  agreements  states  that  its  pu: 
pose  is  the  acquiring  and  disposing  of,  or  distributing  capital  stock  o 
the  Tennessee  Coal,  Iron  &  Railroad  Co. 

The  parties  to  the  first  agreement,  who  were  sworn  as  witness* 
before  the  committee,  vigorously  denied  that  any  stock-jobbing  open 
tion  was  intended,  but  claimed  that  the  real  purpose  was  to  develo] 
improve,  and  keep  the  property.  These  agreements  themselve 
however,  contain  internal  evidence  that  there  was  also  in  the  mine 
of  the  members  of  the  syndicate,  from  the  beginning,  the  probabilit 
of  selling  the  property  on  such  terms  as  the  syndicate  managei 
might  determine.  The  price  paid  for  this  second  syndicate  stoc 
was  either  120  or  130.  Neither  Schley  nor  Kessler  were  parties  t 
this  second  syndicate,  but  the  stock  was  bought  from  them,  Kessh 
furnishing  about  45,000  shares  and  Schley  about  5,000  shares. 
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In  the  meantime,  in  order  to  obtain  money  for  improvements,  the 
capital  of  the  company  had  been  increased  and  new  stock  issued  at 
par  to  an  amount  which  brought  the  capital  stock  up  to  297,600 
shares  at  the  time  of  its  acquisition  by  the  United  States  Steel 
Corporation.,  This  stock  was  all  taken  by  the  stockholders  propor- 
tionately to  their  former  holdings. 

No  sooner  was  the  second  syndicate  formed,  Apparently,  and  the 
60,000  shares  of  stock  disposed  of  than  Kessler  and  Schley  began 
buying  more  stock.  Schley  made  these  purchases  to  sustain  the 
market.     (Schley,  hearings,  p.  1059.) 

The  situation  of  stock  ownership  at  the  time  of  the  panic  was: 


First  syndicate 118,300 

Second  syndicate 50,  OOO 

First  syndicate,  new  stock,  fii-st  call 17,  750 

First  syndicate,  new  stock,  second  call 19,  441 

In  addition  to  this  Mr.  Schley  owned  outside  the  syndicate  about 25,  000 

Mr.  Kessler 28,  000 

Making  a  total  of 258,  491 

In  addition  to  this  Mr.  Kessler  had  five  or  six  accounts  with  dif- 
ferent brokers  in  which  he  carried  Tennessee  Coal,  Iron  &  Railroad  Co. 
stock,  but  the  exact  amount  of  which  is  not  stated  in  the  testimony. 

The  second  syndicate  took  its  proportion  of  the  new  stock,  but 
whether  this  embraced  two  calls  or  only  the  last  caU  is  uncertain. 
If  it  was  only  the  last  call  it  would  be  about  7,500  shares,  which, 
added  to  the  above  amount,  gives  a  total  of  265,991  shares.  It  is 
entirely  safe  to  say,  then,  that  not  to  exceed  30,000  shares  of  the 
capital  stock  was  owned  outside  of  the  two  syndicates  and  Schley  and 
Kessler  personally.  Of  this  entire  stock  issue  practically  150,000 
shares  was  in  the  assets  of  Moore  &  Schley.  That  firm  had  loaned  to 
their  customers  upon  it  and  had  rehypothecated  from  100,000  to 
105,000  shares  thereof.  When  the  panic  came  on  Moore  &  Schley 
owed  about  $38,000,000.  Nearly  all  this  amount  was  due  and  their 
condition  was  becoming  precarious.  Of  this  amount  about  $1 ,500,000 
or  $2,000,000  was  borrowed  of  Morgan  &  Co.  and  over  $2,000,000 
from  the  First  National  Bank  of  New  York;  and  scattered  through 
the  collateral  for  a  large  number  of  these  loans  was  about  100,000 
shares  of  Tennessee  Coal,  Iron  &  Railroad  Co.  stock,  together  with  a 
large  amount  of  other  industrial  stocks,  like  Tobacco  common  and 
Republic  Iron  &  Steel  common.  When  the  financial  situation 
became  disturbed  there  was  a  general  tightening  up  of  the  banks  as 
to  the  character  of  collateral,  and  the  banks  quite  generally  began  to 
object  to  Tennessee  Coal,  Iron  &  RaUroad  Co.  stock  and  other  stocks 
of  like  character  as  collateral  and  asked  for  substitution  of  other 
stocks.     There  was  no  difference  in  the  treatment  by  the  banks  of 
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the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  and  other  stocks  c 
similar  character.     (Schley,  hearings,  pp.  1051,  1065.) 

Mr.  Hanna  says  for  a  long  time  there  had  been  no  market  for  Ten 
nessee  Coal,  Iron  &  Railroad  Co.  stock.  It  was  quoted  from  120  t 
130  on  the  market,  but  these  quotations  were  absolutely  nominal 
Sometimes  a  month  or  two  months  would  go  by  without  a  singl 
transaction,  and  it  was  selhng  high  considering  the  earning  power  o 
dividend  rate.  He  also  says  that  as  a  going  proposition  it  was  no 
worth  what  the  syndicate  paid  for  the  stock,  but  he'  thought  it  was 
looking  to  the  future.  That  commercially  he  thinks  it  was  worth  wha 
the  United  States  Steel  Corporation  paid  for  it,  but  whether  it  wa 
worth  it  under  the  conditions  as  existed  at  that  time  was  a  subjec 
for  argument.     (Hanna,  hearings,  pp.  862,  863,  872.) 

Further  spealdng  of  the  stock,  he  said:  "In  the  first  place,  th 
stock  is  what  is  termed  in  the  street  as  pegged  stock,  from  the  fac 
that  a  large  majority  of  the  stock  was  under  a  syndicate  agreemen 
for  a  specified  time.  I  think  any  stock  occupying  that  positioi 
might  be,  on  the  part  of  the  bankers,  considered  what  you  term  i 
contraband  stock.  I  think  that  in  its  general  terms  it  was  such  i 
stock,  a  stock  of  the  character  of  the  Tennessee.  The  company  wen 
in  process  of  further  development.  It  had  been  a  football  in  th( 
Street  for  many  years  and  had  not  very  many  friends.  The  legiti 
mate  side  of  the  company  had  not  kept  pace  with  the  pace  of  th( 
steel  industry  of  the  country.  The  property  was  not  very  wel 
regarded,  except  under  abnormally  prosperous  conditions  of  the  stee 
industry.  Then  they  always  managed  to  get  the  price  of  it  markec 
well  up.  I  think  that,  too,  with  its  past  experience  and  the  faci 
that  it  had  been  a  football  in  the  Street  for  many  years  preceding,  r 
was  still  tinctured,  even  under  the  new  control,  with  its  old  reputa 
tion  to  some  extent.  There  was  absolutely  no  market  for  it."  Mr 
Hanna  adds,  "My  judgment  is  if  I  had  gone  on  the  market  with  ( 
thousand  shares  of  stock  and  forced  it,  I  would  have  broken  thi 
market  from  10  to  20  points.  Wall  Street  always  shied  at  a  stocl 
in  that  position.  One  hundred  and  twenty  to  130  was  a  high  pric( 
for  a  stock  that  only  paid  4  per  cent." 

Mr.  Scliley  says  that  Tennessee  Coal,  Iron  &  Railroad  Co.  stocl 
was  not  acceptable  to  the  banks  in  1906  or  1907.  It  was  in  a  verj 
bad  way  as  to  market  prices,  and  there  is  no  bank  that  will  loan  oi 
a  stock  that  has  no  market.  He  adds  that  there  was  nobody  buy 
ing  or  selling  Tennessee  Coal,  Iron  &  Railroad  Co.  stock. 

The  stock  was  regarded  as  a  pegged  or  pooled  stock,  with  onl] 
nominal  quotations,  without  any  real  transactions,  and  the  bank: 
could  not  realize  on  it  in  time  of  panic. 

The  record  is  full  of  testimony  of  this  character,  and  there  is  nc 
contradictory  evidence. 
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In  the  meantime  financial  matters  had  got  to  a  crucial  condition. 
Banks  had  failed,  and  the  banks  of  New  York  City  had  been  com- 
pelled to  resort  to  clearing-house  certificates,  and  the  panic  was  of  a 
most  acute  character. 

Col.  Oliver  H.  Payne,  one  of  the  syndicate,  who  was  a  warm  friend 
of  Mr.  Schley,  loaned  Mr.  Schley,  for  the  use  of  Moore  &  Schley,  from 
$6,000,000  to  $8,000,000  of  standard  securities  to  use  in  supporting 
their  loans,  taking  as  security  therefor  uncurrent  securities  of  Moore 
&  Schley.  This  loan  was  subsequently  changed  into  an  absolute 
exchange,  Moore  &  Schley  becoming  the  owners  of  the  standard 
securities  and  Mr.  Payne  becoming  the  owner  of  the  uncurrent 
securities. 

Mr.  Payne,  becoming  alarmed  at  the  situation,  urged  Mr.  Schley  to 
dispose  of  his  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  as  the  only 
possible  means  of  relief.  This  urging  on  the  part  of  Col.  Payne  con- 
tinued for  about  a  month.  He  suggested  that  Moore  &  Schley 
should  call  in  the  assistance  of  Mr.  Lewis  Cass  Ledyard,  a  distin- 
guished lawyer  in  the  city  of  New  York.  At  Col.  Payne's  solicitation 
Mr.  Schlsy  finally  sent  for  Mr.  Ledyard,  and  asked  him  to  go  and  see 
Mr.  J.  P.  Morgan  to  try  to  sell  him  the  stock  for  the  United  States 
Steel  Corporation.  To  this  Mr.  Schley  consented.  (Schley,  hear- 
ings, pp.  1081,  1078,  1079.) 

Mr.  Ledyard  testified  that  in  the  last  week  of  October,  1907,  Col. 
Payne  informed  him  that  Moore  &  Schley  were  largely  indebted  to 
him  and  that  he  was  much  concerned  over  their  condition  and  laid 
the  condition  before  Mr.  Ledyard.  He  stated  that  he  saw  no  way  to 
save  Moore  &  Schley  unless  they  could  sell  their  Tennessee  Coal, 
Iron  &  Railroad  Co.  stock,  and  that  there  was  no  market  for  it  unless 
the  United  States  Steel  Corporation  could  be  induced  to  purchase  it, 
and  said  he  would  suggest  to  Mr.  Schley  that  Mr.  Ledyard  be  asked 
to  see  Mr.  Morgan  and  get  him  to  lay  the  proposition  before  the  corpora- 
tion. This  was  done,  and  Mr.  Schley  sent  for  Mr.  Ledyard  on  Friday 
night,  the  31st  of  October,  1907.  At  this  interview  Mr.  Ledyard 
familiarized  himself  with  the  situation  and  at  Mr.  Schley's  request 
went  to  see  Mr.  Morgan  the  next  day  and  laid  the  situation  before 
him.  Mr.  Morgan  expressed  the  greatest  concern  and  said  that  it 
was  the  most  serious  thing  that  had  been  brought  to  his  attention  in 
connection  with  the  panic.  He  said  that  if  Moore  &  Schley  should 
go  there  was  no  telling  what  the  effect  on  the  financial  institutions  of 
New  York  would  be  and  how  many  other  houses  would  be  iavolved 
in  the  consequences.  He  telephoned  both  Judge  Gary  and  Mr. 
Frick ;  and  Mr.  Morgan,  when  they  came,  told  each  of  them  in  Mr. 
Ledyard's  presence  of  Moore  &  Schley's  situation  and  the  proposition 
to  seU  to  the  United  States  Steel  Corporation.     The  conferences  on  the 
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subject  continued  through  Saturday  and  Sunday,  at  some  of  which 
Mr.  Ledyard  was  present.  Judge  Gary  expressed  great  reluctance 
to  buy  the  stock,  saying  it  was  not  worth  over  S60  or  165  per  share 
at  the  outside.  Mr.  Ledyard  repHed  that  he  thought  it  likely,  if  they 
waited  long  enough,  they  could  get  the  stock  for  $25  a  share,  but 
suggested  that  when  that  time  came  the  United  States  Steel  Corpo- 
ration would  not  be  in  condition  to  buy  anything  at  any  price.  Mr. 
Frick  objected  to  the  trade  unless  it  were  arranged,  at  the  same 
time,  that  the  bankers  should  save  the  threatened  trust  companies. 
Judge  Gary  was  still  reluctant  to  purchase  and  offered  to  loan  Moore 
&  Schley  $5,000,000.  This  proposition  was  submitted  to  Mr.  Schley 
and  rejected  by  him.  He  said  it  would  be  perfectly  useless;  that  it 
would  not  pull  him  out  and  would  not  be  effective. 

Before  closing  the  trade  either  Mr.  Morgan  or  Judge  Gary  re- 
quested that  Moore  &  Schley's  books  should  be  examined  to  see  if 
their  situation  was  as  bad  as  represented,  and  this  was  done  by 
experts. 

Judge  Gary  said  to  Mr.  Morgan,  during  one  of  these  conferences, 
that  he  would  not  think  of  considering  the  purchase  of  this  stock 
without  going  to  Washington  first  and  taking  the  matter  up  with  the 
President  or  the  Department  of  Justice,  or  both.  Mr.  Morgan  said, 
"Why?  Have  they  any  right  to  say  whether  we  buy  or  not?" 
Judge  Gary  said,  "No,  they  have  not.  But  there  is  a  financial  crisis, 
and  from  your  standpoint  the  object  of  buying  this  stock  is  to  assist 
in  overcoming  this  panic,  and  if  the  Department  of  Justice  or  the 
President  should  find  out  we  had  purchased  or  were  about  to  pur- 
cha;  e  it  and  should  enjoin  us  from  purchasing,  on  the  ground  that  it 
would  add  to  our  holdings,  and  thereby  raise  the  question  of  creating 
or  adding  to  a  monopoly,  you  can  see  at  once  that  what  we  had  done 
would  be  to  make  the  financial  conditions  very  much  worse  than  now; 
and  therefore  it  seems  to  me  we  ought  to  know  how  the  President  and 
the  Department  of  Justice  would  feel  about  the  question."  Mr. 
Morgan  said,  "Well,  I  think  that  is  very  forcible,  and  I  see  no  objec- 
tion to  your  going  over  there  if  you  feel  like  it."  (Gary,  hearings, 
p.  130.) 

So  Messrs.  Frick  and  Gary  came  to  Washington  to  see  President 
Roosevelt.  Both  Judge  Gary  and  ex-President  Roosevelt  gave  an 
account  before  the  committee  of  what  occurred  at  that  interview. 
Judge  Gary  says  that  Mr.  Frick  and  himself  stated  the  case  to  the 
President,  who  said  he  would  like  to  consult  the  Attorney  General, 
Mr.  Bonaparte.  But  Mr.  Bonaparte  was  out  of  the  city,  and  so  the 
President  requested  the  presence  of  Secretary  Root,  who  came,  and 
at  the  President's  request  Judge  Gary  restated  the  case  in  Mr.  Root's 
presence.     In  order  that  an  accurate  record  might  be  kept  of  what 
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had  occurred  Judge  Gary  wrote  the  following  letter  to  Secretary  Koot, 
and  the  correspondence  following  it  occurred: 

November  7,  1907. 

My  Dear  Mr.  Secretary:  At  the  recent  interTiew  at  the 
White  House  between  the  President,  yourseK,  Mr.  Frick,  and 
myseK  I  stated,  ia  substance,  that  our  corporation  had  the  op- 
portunity of  acquiring  more  than  one-half  of  the  capital  stock 
of  the  Tennessee  Coal,  Iron  &  Eailroad  Co.  at  a  price  somewhat 
in  excess  of  what  we  believed  to  be  its  real  value,  and  that  it  had 
been  represented  that  if  the  purchase  should  be  made  it  would 
be  of  great  benefit  to  financial  conditions  and  would  probaby 
save  from  failure  an  important  business  concern;  that  under  the 
circumstances  Mr.  Frick  and  I  had  decided  to  favor  the  proposed 
purchase  of  stock  unless  the  President  objected  to  the  same.  I 
further  stated  that  the  total  productive  capacity  of  our  com- 
panies would  not  be  materially  increased  by  the  ownership  of  the 
properties  of  the  Tennessee  Co.,  and,  after  the  purchase,  would 
probably  not  amount  to  more  than  60  per  cent  of  the  total 
steel  production  in  this  country,  which  was  about  the  percentage 
of  our  companies  at  the  time  of  the  organization  of  the  United 
States  Steel  Corporation;  that  our  policy  was  opposed  to  secur- 
ing a  monopoly  in  our  lines  or  even  a  material  mcrease  of  our 
relative  capacity.  I  understood  the  President  to  say  that,  while 
he  would  not  and  could  not  legally  make  any  binding  promise  or 
agreement,  he  did  not  hesitate  to  say  from  all  the  circumstances 
as  presented  he  certainly  would  not  advise  against  the  proposed 
purchase. 

If  consistent,  will  you  kindly  write  me  if  the  above  statement  is 
in  accordance  with  your  understanding  and  recollection? 
Sincerely,  yours, 

E.  H.  Gary. 
Mr.  Root  responded  as  follows: 

November  11,  1907. 

My  Dear  Mr.  Gary:  I  have  your  letter  of  November  7.  It 
fully  agrees  with  my  recollection  of  the  interview  to  which  you 
refer,  in  which  you  stated  to  the  President  the  circumstances 
under  which  the  United  States  Steel  Corporation  had  been  asked 
to  relieve  the  financial  situation  by  purchasing  a  majority  of  the 
stock  of  the  Tennessee  Coal,  Iron  &  Eailroad  Co.  I  have  sent 
a  copy  of  your  letter,  with  this  answer,  to  the  President,  with  a 
recommendation  that  it  be  transmitted  to  the  Department  of 
Justice  for  filing  there 

Very  sincerely,  yours,  Elihtj  Root. 

I  received  another  letter  from  Mr.  Root,  as  follows : 

November  20,  1907. 
Dear  Mr.  Gary:  I  inclose  a  copy  of  a  letter  which  I  have 
sent  to  the  President,  inclosing  a  copy  of  your  letter  of  November 
7,  and  a  copy  of  the  President's  answer.  You  have  a  complete 
copy  of  what  you  will  be  able  to  find  upon  the  files  of  the  Depart- 
ment of  Justice  if  any  occasion  arises. 

Very  sincerely,  yours,  Elebu  Root. 
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Inclosed  were  the  following  copies:  First,  from  Mr.  Root  to  the 
President,  dated  November  11,  1907: 

Dkar  Mr.  President:  I  transmit  herewith  a  copy  of  a  letter 
from  Mr.  E.  H.  Gary,  president  of  the  United  States  Steel  Cor- 
poration, dated  November  7,  1907,  received  by  me  on  the  fol- 
lowing day.  You  will  perceive  that  it  relates  to  the  interview 
which  Air.  Gary  had  with  you  last  week  regarding  the  purchase 
by  his  company  of  the  capital  stock  of  the  Tennessee  Coal,  Iron 
&  Railroad  Co.  I  send  also  a  copy  of  my  answer  to  Mr.  Gary, 
and  recommend  that  these  papers  be  sent  to  the  Department 
of  Justice  and  placed  upon  the  files  of  that  department. 
Very  truly,  yours, 

Elihu  Root. 

A  letter  from  the  President  to  the  Secretary  of  State: 

November  19,  1907. 
My  Dear  Mr.  Secretary:  I  am  in  receipt  of  your  letter  of 
the  11th  instant  and  inclosures,  and  have  forwarded  them  to  the 
Attorney  General  to  be  placed  on  the  files  of  the  Department  of 
Justice,  together  with  a  copy  of  this  letter.  Mr.  Gary  states  the 
facts  as  I  remember  them. 

Very  truly,  yours,  Theodore  Roosevelt. 

Judge  Gary  further  says : 

Mr.  Gauy.  I  remember  some  of  the  conversation.  I  remember 
the  Secretary  of  State  saying  to  the  President  that  of  course 
he  had  no  right  to  si  y  that  we  could  buy  this  property.  The 
President  said  he  understood  that.  He  thought  all  we  wished 
to  know  was  what  would  be  the  disposition  of  the  President  and 
the  Department  of  Justice  in  case  wo  did  buy,  for  the  reason 
that  if  there  was  an  objection  by  the  Government  we  would 
not  accomplish  the  desired  result. 

I  remember  the  President  saying  he  was  glad  to  know  that  the 

Bercentage  in  production  of  the  steel  of  this  country  of  the 
nited  States  Steel  Corporation  was  not  greater  and  was  even 
less  than  it  was  at  the  time  of  the  organization  of  the  company; 
that  he  felt,  as  I  knew,  that  the  question  of  monopolies  in  this 
country  was  a  very  serious  one,  but  he  said: 

"In  view  of  the  fact  that  your  percentage  has  not  increased, 
but  has  decreased,  and  the  further  fact  that  ail  of  us  have  an 
appreciation  of  the  financial  conditions  in  New  York,  I  do  not 
believe  that  anyone  could  justly  criticize  me  for  saying  that 
I  would  not  feel  like  objecting  to  the  purchase  under  the  cir- 
cumstances." 

Ex-President  Roosevelt  made  the  following  statement  before  the 
committee : 

statement    of    HON.    THEODORE    ROOSEVELT. 

Mr.  Roosevelt.  In  the  faU  of  1907  there  were  severe  business 
disturbances  and  financial  stringency,  culminating  in  a  panic 
which  arose  in  New  York  and  spread  over  the  country.  The 
damage  actually  done  was  great,  and  damage  threatened  was 
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incalculable.  Thanks  largely  to  the  action  of  the  Government, 
the  panic  was  stopped  before,  instead  of  being  merely  a  serious 
business  check,  it  became  a  frightful  and  nation-wide  calamity, 
a  disaster  fraught  with  untold  misery  and  woe  to  all  our  people. 
For  several  days  the  Nation  trembled  on  the  brink  of  such  a 
calamity,  of  such  a  disaster,  as  you  gentlemen  doubtless  remem- 
ber. 

During  those  days  both  the  Secretary  of  the  Treasury  and  I 
personally  were  in  hourly  communication  with  New  York, 
following  every  change  in  the  situation,  and  trying  to  anticipate 
every  development.  It  was  the  obvious  duty  of  the  admmis- 
tration  to  take  every  step  possible  to  prevent  appalling  disaster 
by  checking  the  spread  of  the  panic  before  it  grew  so  that 
nothing  coiud  check  it;  and  events  moved  with  such  speed  that 
it  was  necessary  to  decide  and  to  act  on  the  instant,  as  each 
successive  crisis  arose,  if  the  decision  and  action  were  to  accom- 
plish anything.  The  Secretary  of  the  Treasury  took  various 
actions,  some  on  his  own  initiative,  some  by  my  direction.  Late 
one  evening  I  was  informed  that  two  representatives  of^  the 
Steel-  Corporation  wished  to  see  me  early  the  following  morning, 
the  precise  object  not  being  named.  Next  morning,  while  at 
breakfast,  I  was  informed  that  Messrs.  Frick  and  Gary  were 
waiting  at  the  office;  I  at  once  went  over,  and  as  the  Attorney 
GenerS,  Mr.  Bonaparte,  had  not  yet  arrived  from  Baltimore, 
where  he  had  been  passing  the  night,  I  sent  a  message  asking  the 
Secretary  of  State,  Mr.  Root,  who  was  also  a  lawyer,  to  join  us, 
which  he  did.  Before  the  close  of  the  interview  and  in  the 
presence  of  the  three  gentlemen  named,  I  dictated  a  note  to  Mr. 
Bonaparte,  setting  forth  exactly  what  Messrs.  Frick  and  Gary 
had  proposed  and  exactly  what  I  had  answered,  so  that  there 
might  be  no  possibility  of  misunderstanding.  This  note  was 
published  in  a  Senate  document  while  I  was  still  President,  and 
IS  already  spread  on  the  minutes  of  your  committee.  It  runs  as 
f  oUows : 

Shall  I  read  it,  gentlemen  ? 

The  Chairman.  Just  as  you  like,  Col.  Roosevelt. 

Mr.  Roosevelt.  With  your  permission,  I  will  read  it. 

The  White  House, 
Washington,  November  4-,  1907. 
Mt  Dear  Me.  Attornet  General:  Judge  E.  H.  Gary  and 
Mr.  H.  C.  Frick,  on  behalf  of  the  Steel  Corporation,  have  just 
called  upon  me.  They  state  that  there  is  a  certain  business 
firm  (the  name  of  which  I  have  not  been  told)  which  will  un- 
doubtedly fail  this  week  if  help  is  not  given.  Among  its  assets 
are  a  majority  of  the  securities  of  the  Tennessee  Coal  Co.  Appli- 
cation has  been  urgently  made  to  the  Steel  Corporation  to  pur- 
chase this  stock  as  the  only  means  of  avoiding  a  failure.  Judge 
Gary  and  Mx.  Frick  informed  me  that  as  a  mere  business  transac- 
tion they  do  not  care  to  purchase  the  stock;  that  under  ordinary 
circumstances  they  would  not  consider  purchasing  the  stock, 
because  but  little  benefit  will  come  to  the  Steel  Corporation  from 
the  purchase;  that  they  are  aware  that  the  purchase  wiU  be  used 
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as  a  handle  for  attack  upon  them  on  the  ground  that  they  are 
striving  to  secure  a  monopoly  of  the  business  and  prevent  com- 
petition— not  that  this  would  represent  what  could  honestly  be 
said,  but  what  might  recklessly  and  untruthfully  be  said. 

They  further  informed  me  that,  as  a  matter  of  fact,  the  policy 
of  the  company  has  been  to  decline  to  acquire  more  than  60  per 
cent  of  the  steel  properties,  and  that  this  purpose  has  been  perse- 
vered in  for  several  years  past,  with  the  object  of  preventing  these 
accusations,  and,  as  a  matter  of  fact,  their  proportion  of  steel 
properties  has  slightly  decreased,  so  that  it  is  below  this  60  per 
cent,  and  the  acquisition  of  the  property  in  question  wUl  not  raise 
it  above  60  per  cent.  But  they  feel  that  it  is  inmiensely  to  their 
interest,  as  to  the  interest  or  every  responsible  business  man, 
to  try  to  prevent  a  panic  and  general  industrial  smashup  at  this 
time,  and  that  they  are  willing  to  go  into  this  transaction,  which 
they  would  not  otherwise  go  into,  because  it  seems  the  opinion  of 
those  best  fitted  to  express  judgment  in  New  York  that  it  wUl 
be  an  important  factor  in  preventing  a  break  that  might  be 
ruinous;  and  that  this  has  been  urged  upon  them  by  the  combi- 
nation of  the  most  responsible  bankers  in  New  York  who  are  now 
thus  engaged  in  endeavoring  to  save  the  situation.  But  they 
asserted  they  did  not  wish  to  do  this  if  I  stated  that  it  ought  not 
to  be  done.  I  answered  that  while,  of  course,  I  could  not  advise 
them  to  take  the  action  proposed,  I  felt  it  no  public  duty  of  mine 
to  interpose  any  objections. 
Sincerely,  yours, 

Theodoee  Eoosevelt. 

Hon.  Charles  J.  Bonaparte, 

Attorney  General. 

Mr.  Bonaparte  received  this  note  in  about  an  hour  and  that 
same  morning  he  came  over  to  acknowledge  its  receipt,  and  said 
that  my  answer  was  the  only  proper  answer  that  could  have 
been  made,  having  regard  both  to  the  law  and  to  the  needs  of  the 
situation;  he  stated  that  the  legal  situation  had  been  in  no  way 
changed,  and  that  no  sufficient  ground  existed  for  prosecuting 
the  Steel  Corporation.  But  I  wish  it  distinctly  understood  that 
I  acted  purely  on  my  own  initiative  and  that  the  responsibility 
for  the  act  was  solely  mine. 

I  was  intimately  acquainted  with  the  situation  in  New  York. 
The  word  "panic"  means  fear,  unreasoning  fear-  to  stop  a  panic 
it  is  necessary  to  restore  confidence;  and  at  the  moment  the 
so-called  Morgan  interests  were  the  only  interests  which  retained 
a  full  hold  on  the  confidence  of  the  people  of  New  York,  not  only 
the  business  people  but  the  immense  mass  of  men  and  women 
who  owned  small  investments  or  had  small  savijigs  in  the  banks 
and  trust  companies.  Mr.  Morgan  and  his  associates  were,  of 
course,  fighting  hard  to  prevent  the  loss  of  confidence  and  the 
panic  distrust  from  increasing  to  such  a  degree  as  to  bring  any 
other  big  financial  institutions  down,  for  mis  would  probably 
have  been  followed  by  a  general  and  probably  world-wide  crash. 
The  Kjiickerbocker  Trust  Co.  had  already  failed,  and  runs  had 
begun  on  or  were  threatened  as  regards  two  other  big  trust  com- 
panies. These  companies  were  now  on  the  fighting  line,  and  it 
was  to  the  interest  oi  everybody  to  strengthen  them  in  order  that 
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the  situation  miglit  be  saved.  It  was  a  matter  of  general  knowl- 
edge and  belief  that  they  or  the  individuals  prominent  in  them 
held  the  securities  of  the  Tennessee  Coal  &  Iron  Co.,  which 
securities  had  no  market  value  and  were  useless  as  a  source  of 
strength  in  the  emergency.  The  Steel  Corporation  seciirities,  on 
the  contrary,  were  immediately  marketable,  their  great  value 
being  known  and  admitted  all  over  the  world,  as  the  events 
showed.  The  proposal  of  Messrs.  Frick  and  Gary  was  that  the 
Steel  Corporation  should  at  once  acquire  the  Tennessee  Coal  & 
Iron  Co.  and_  thereby  substitute  among  the  assets  of  the  threat- 
ened institutions  (which,  by  the  way,  they  did  not  name  to  me) 
securities  of  great  and  immediate  value  for  securities  which  at  the 
moraent  were  of  no  value.  It  was  necessary  for  me  to  decide  on 
the  instant  before  the  stock  exchange  opened,  for  the  situation 
in  New  York  was  such  that  any  hour  might  be  vital,  and  failure 
to  act  for  even  an  hour  might  make  all  subsequent  effort  to  act 
utterly  useless.  From  the  best  information  at  my  disposal  I 
beheved  (and  believe)  that  the  addition  of  the  Tennessee  Coal  & 
Iron  property  would  only  increase  the  proportion  of  the  Steel 
Co.'s  holdings  by  about  4  per  cent,  making  them  about  62  per 
cent  instead  of  about  58  per  cent  of  the  total  value  in  the  country, 
an  addition  which  by  itself,  in  my  judgment  (concurred  in,  I  may 
add,  not  only  by  the  Attorney  General  but  by  every  competent 
lawyer  with  whom  I  talked) ,  worked  no  change  in  the  legal  status 
of  the  Steel  Corporation. 

Fm-thermore,  I  believed  that  the  action  was  emphatically  for 
the  general  good;  that  it  offered  the  only  chance  for  arresting 
the  panic;  and  that  it  would  probably  arrest  the  panic,  as  it  did. 
I  answered  Messrs.  Frick  and  Gary,  as  set  forth  in  my  published 
letter,  to  the  effect  that  I  did  not  deem  it  my  duty  to  interfere — 
that  is,  to  forbid  the  action  which,  more  than  an^ything  else,  in 
actual  fact,  saved  the  situation.  The  result  justified  my  judg- 
ment. The  panic  was  stopped,  public  confidence  in  the  solvency 
of  the  threatened  institutions  being  at  once  restored. 

Incidentally  I  may  mention  that  when  I  was  in  Birmiagham 
last  spring  every  man  I  met,  without  exception,  who  was  com- 
petent to  testify,  informed  me  voluntarily  that  the  results  of  the 
action  taken  had  been  of  the  utmost  benefit  to  Birmingham,  and 
therefore  to  Alabama,  the  industry  having  profited  to  an  extraor- 
diaary  degree,  not  only  from  the  standpouit  of  the  business  but 
from  the  standpoint  of  the  community  at  large  and  of  the  wage 
workers,  by  the  change  in  ownership.  The  results  of  the  action 
I  took  were  beneficial  from  every  standpoint,  and  the  action 
itself  at  the  tioae  when  it  was  taken  was  vitally  necessary  to  the 
welfare  of  the  people  of  the  United  States. 

In  my  judgment  I  would  have  been  derelict  in  my  duty,  I 
would  have  shown  myself  a  timid  and  unworthy  public  officer 
if  in  that  extraordinary  crisis  I  had  not  acted  as  I  did  act.  In 
every  such  crisis  the  temptation  to  indecision,  to  nonaction,  is 
great,  for  excuses  can  always  be  found  for  nonaction,  and  action 
means  risk  and  the  certainty  of  blame  to  the  man  who  acts. 
But  if  the  man  is  worth  his  salt  he  will  do  his  duty;  he  will  give 
the  people  the  benefit  of  the  doubt  and  act  in  any  way  which 
their  interests  demand  and  which  is  not  affirmatively  prohibited 
by  law,  unheeding  the  likelihood  that  he  himself,  when  the  crisis 
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is  over  and  the  danger  passed,  will  be  assailed  for  what  he  has 
done. 

Every  step  I  took  in  the  matter  was  open  as  the  day,  and  was 
known  in  detail  at  the  moment  to  all  people.  The  press  con- 
tained full  accounts  of  the  visit  to  me  of  Messrs.  Frick  and  Gary, 
and  heralded  widely  and  with  acclamation  the  results  of  that 
visit.  At  the  time  the  reUef  and  rejoicing  over  what  had  been 
done  were  well  nigh  universal.  The  danger  was  too  imminent 
and  too  appalling  for  men  to  be  willing  to  condemn  those  who 
were  successful  in  saving  them  from  it.  But  I  fuUy  understood 
and  expected  that  when  there  was  no  longer  danger,  when  the 
fear  had  been  forgotten,  attack  would  be  made  upon  me. 

If  I  were  on  a  sailboat  I  should  not  ordinarily  meddle  with 
any  of  the  gear;  but  if  a  sudden  squall  struck  us,  and  the  main 
sheet  jammed,  so  that  the  boat  threatened  to  capsize,  I  would 
unhesitatingly  cut  the  main  sheet,  even  though  I  were  sure  that 
the  owner,  no  matter  how  grateful  to  me  at  the  moment  for 
having  saved  his  life,  would  a  few  weeks  later,  when  he  had 
forgotten  his  danger  and  his  fear,  decide  to  sue  me  for  the  value 
of  the  cut  rope. 

The  ex-President  further  said: 

Mr.  Roosevelt.  Now,  Mr.  Littleton,  I  can  answer  you  right 
away  that  I  was  then  thoroughly  satisfied,  and  the  after  events 
made  me  even  more  thoroughly  satisfied,  that  what  was  done 
was  necessary  to  save  the  situation;  that  the  panic  would  have 
spread  and  very  great  disaster  occurred  if  exactly  what  was  done 
had  not  been  done.  A  good  many  of  the  questions,  Mr.  Littleton 
and  Mr.  Stanley,  that  you  are  offering  are  requiring  me  to  search 
the  hidden  domain  of  motive  of  Mr.  Frick  and  Mr.  Gary.  I 
never  supposed  that  they  were  going  to  take  action  that  would 
be  damagmg  to  themselves,  for  I  would  have  been  exceedingly 
sure  they  would  have  gotten  no  gratitude  for  taking  such  action 
if  they  had  taken  it.  My  feehng  toward  them  was — I  can  illus- 
trate it  by  two  similes.  I  have  spoken  of  a  sailboat  already. 
If  it  is  necessary  to  haul  on  a  rope  on  a  boat  in  order  to  prevent 
the  boat  from  going  over,  I  welcome  the  help  of  any  husky  indi- 
vidual that  hauls,  and  I  do  not  care  whether  he  is  hauling  from 
altruistic  motives  about  me  or  to  save  his  own  skin.  I  want  him 
to  pull  hard  on  the  rope.     That  is  all  I  want. 

Again,  if  a  fire  is  coming  down  a  row  of  buildings,  I  expect  the 
man  on  the  end  of  the  row  to  join  in  and  help  put  out  the  fire  far- 
ther up  the  row,  partly,  I  hope,  because  he  feels  kindly  toward 
the  threatened  people,  and  also  because  if  the  fire  spreads  it  will 
bum  his  own  buildmg.  But  I  do  not  ask  him  to  analyze  the  ex- 
tremely mixed  motives  which  made  him  come  forward  and  help 
put  out  that  fire.  I  want  him  to  help  put  out  the  fire.  That 
IS  all. 

Ex-President  Roosevelt  further  said,  speaking  of  this  transaction: 

I  never'  had  any  doubt  as  to  the  wisdom  of  my  action — not  for 
a  moment,  and  if  Mr.  Schley  says  that  he  does  not  know  that  he 
would  have  failed  without  the  action  being  taken,  that  was 
taken,  then  he  is  the  only  man  in  New  York  who  does  not  know  it. 
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Near  the  end  of  his  testimony  occurs  the  following: 

Mr.  EoosEVELT.  Believe  that  I  had  acted  wisely?  I  felt 
that  the  information  I  had  received  on  the  situation  here,  on  all 
the  vital  points  in  which  I  was  concerned,  was  essentially  accu- 
rate. The  only  reason,  Mr.  Young,  I  hesitated  to  answer  your 
question  at  all  was  this:  It  is  not  necessary  for  me  now,  and  it 
was  not  necessary  for  me  at  that  time,  to  form  any  judgment  as 
to  whether  the  representatives  of  the  Steel  Corporation  were 
anxious  to  get  possession  of  that  company,  because  it  would  be 
of  benefit  to  the  Steel  Corporation,  or  whether  they  were  only 
anxious  to  save  the  situation  caused  by  the  panic.  I  never  found 
it  necessary  to  try  in  my  own  mind  to  apportion  the  relative 
weights  of  those  motives  in  their  minds.  But  in  all  essentials  the 
representations  they  made  to  me  I  believed  then  to  be  accurate, 
and  on  all  the  information  I  have  had  since  I  believe  to  be  accu- 
rate. They  were  in  accord  with  what*  I  had  heard  from  New 
York,  in  so  far  as  they  influenced  my  action  and  in  so  far  as  they 
affected  my  judgment.  From  the  public  standpoint  the  events 
exactly  bore  out  and  justified  what  I  had  been  told  and  the 
action  I  took  on  what  I  had  been  told. 

On  the  return  of  Messrs.  Frick  and  Gary  from  Washington  the  deal 
was  closed,  on  the  basis  of  par  for  the  Tennessee  Coal,  Iron  &  Eailroad 
Co.  stock,  which  was  paid  for  iu  second  mortgage  5  per  cent  bonds  of 
the  United  States  Steel  Corporation,  at  their  market  price  at  that 
time,  namely,  10.84  of  their  face  value,  or  figuring  the  bonds  as  worth 
par,  about  $119.75  for  the  stock.  Messrs.  Hanna,  Schley,  and  Gates 
insisted  that  the  minority  stockholders  should  have  the  right  to  turn 
in  their  stock  at  the  same  price.  This  was  acceded  to — -all  of  the 
minority  stockholders  took  advantage  of  this  option. 

Before  agreeing  to  pay  par  for  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  stock  Mr.  Gary  offered  90  for  it.  This  Mr.  Schley  refused,  on  the 
ground  that  it  would  not  be  sufficient  to  help  him  out  and  that  nothing 
less  than  100  would  save  him. 

In  addition  to  the  stock  owned  by  Schley,  or  Moore  &  Schley,  or 
pledged  with  Moore  &  Schley,  Col.  Payne  had  altogether  25,000  shares 
of  the  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.,  with  a  par 
value  of  $2,500,000.  As  soon  as  the  sale  went  through,  this  stock 
was  converted  into  United  States  Steel  Corporation  bonds  and  the 
proceeds  loaned  to  Moore  &  Schley,  so  Moore  &  Schley  obtained  an 
additional  $2,500,000  through  that  deal. 

In  order  to  make  it  certain  that  Moore  &  Schley  would  not  fail,  Mr. 
Payne  and  Mr.  Baker,  president  of  the  First  National  Bank  of  New 
York  City,  and  one  other  gentleman  tendered  $1,000,000  each  of 
first-class  securities,  to  be  placed  in  the  hands  of  Mr.  Morgan  as 
security  for  further  loans  in  aid  of  Moore  &  Schley  should  such  further 
aid  become  necessary.  Mr.  Morgan  did  not  find  it  necessary  to  draw 
upon  this  fund. 
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The  price  paid  by  the  United  States  Steel  Corporation,  according 
to  the  statement  of  all  the  witnesses,  with  the  possible  exception  of 
Mr.  Gates,  was  at  least  the  full  market  value  of  the  stock.  Mr.  Gates 
says  he  regarded  it  as  a  forced  sale,  and  he  also  adds  that  if  the  stock 
had  been  thrown  upon  the  market  he  could  have  bought  it  at  a  very 
low  price  and  made  a  large  amount  of  money.  He  adds  that  the 
market  was  a  purely  nominal  one,  and  if  the  day  before  Messrs.  Gary 
and  Frick  saw  President  Roosevelt  anybody  had  thrown  2,500  shares 
of  the  stock  upon  the  market  it  would  have  probably  brought  the 
price  down  to  110  or  115.  On  the  other  hand,  he  would  have  prob- 
ably found  difficulty  in  buying  that  stock  at  160. 

Mr.  Oglebay  says  that  he  was  not  forced  to  sell  and  was  wiUing  to 
sell  under  the  conditions  that  existed. 

When  it  is  recollected  that  these  gentlemen,  Messrs.  Gates,  Hanna, 
and  Oglebay,  were  among  the  sellers,  their  testimony  has  a  special 
weight,  and  the  conclusion  is  fair  that  the  price  paid  was  a  fair  one 
for  the  stock  and  under  the  conditions  that  existed  a  remarkably 
liberal  one.  It  has  been  intimated,  in  the  public  press  and  in  certain 
other  quarters,  that  there  was  in  the  market  and  among  some  financial 
institutions  an  effort  to  depreciate  Tennessee,  Coal,  Iron  &  Railroad 
Co.  stock  and  to  embarrass  Moore  &  Schley  for  the  purpose  of  aiding 
the  United  States  Steel  Corporation  in  purchasing  the  property  at  a 
low  figure.  The  committee  called  before  it  Messrs.  Gates,  Hanna, 
Topping,  Oglebay,  Thome,  and  Schley,  all  of  whom  were  members  of 
the  syndicate  whose  stock  was  sold.  Not  a  scintilla  of  evidence 
developed  to  justify  the  suspicion  that  there  was  a  drive  at  either 
Moore  &  Schley,  or  the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock 
for  any  purpose.  No  witness  testified  that  he  had,  or  now  has,  any 
suspicion  that  such  was  a  fact,  and  most  of  the  witnesses  deny  the 
existence  of  such  an  attack  in  most  vigorous  language.  (Hearings: 
Schley,  pp.  1065,  1098,  1109,  1071,  1101;  Hanna,  pp.  876,  879; 
Oglebay,  pp.  930,  931;  Topping,  p.  1258;  Ledyard,  p.  956;  Gates, 
p.  13.) 

The  evidence  indicates  that  there  was  no  great  eagerness  on  the 
part  of  the  United  States  Steel  Corporation  to  purchase  the  property. 
Judge  Gary  continually  insisted  that  the  price  was  too  high.  Mr. 
Gayley,  former  vice  president  of  the  United  States  Steel  Corporation, 
said  that  when  the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  could 
hare  been  bought  for  $50  a  share,  he  suggested  that  the  purchase 
might  be  a  good  thing  on  account  of  the  ore  and  coal  reserve,  but 
that  Mr.  Frick  was  opposed  to  it  and  nothing  came  of  the  proposition. 

Mr.  Schley,  whose  position  might  naturally  have  made  him  sus- 
picious of  the  motives  of  the  United  States  Steel  Corporation,  thinks 
that  company  was  not  anxious  to  purchase  the  Tennessee  Coal,  Iron 
&  Railroad  Co.  stock,  and  it  appears  that  Judge  Gary  preferred  to 
loan  Moore  &  Schley  $5,000,000  rather  than  to  purchase  the  stock. 


STATES  STEEL  COBPOEATION.    65 

Mr.  Gates  does  testify  tliat  Mr.  Kessler  told  him  that  Mr.  Morgan  had 
expressed  a  willingness  to  pay  150  for  the  stock,  if  those  interested 
with  him  were  satisfied.  Judge  Gary,  on  the  contrary,  swears  that 
Mr.  Morgan  told  him  that  Mr.  Kessler  had  said  that  he  thought  the 
control  of  the  company  could  be  purchased  at  about  130  and  asked 
for  Judge  Gary's  opinion,  and  that  he,  regarding  the  price  as  unreason- 
able, turned  down  the  proposition  and  nothing  came  of  it.  Messrs. 
Morgan  and  Kessler,  who  could  have  settled  this  question  of  fact, 
unfortunately  were  not  brought  before  the  committee.  Everything 
seems  to  indicate  that  while  the  corporation  was  willing  to  purchase 
the  stock  at  the  price  paid  it  was  not  anxious  to  do  so  and  displayed 
a  considerable  degree  of  reluctance.  (Hearings:  Gary,  pp.  127,  147; 
Gayley,  p.  402;  Schley,  p.  1101;  Ledyard,  p.  962;  Gates,  p.  10.) 

The  effect  of  the  sale  of  the  Tennessee  Coal,  Iron  &  Railroad  Co, 
stock  has  been  stated  by  a  number  of  witnesses.  Their  testimony 
is  uniform  as  to  its  great  effect  in  allaying  the  panic.  Mr.  Hanna 
says  that  that  deal  was  the  turning  point  of  the  panic. 

Mr.  Schley  says  that  his  customers  made  good  immediately  when 
they  got  the  bonds.  That  the  reason  that  the  sale  of  the  Ten- 
nessee Coal,  Iron  &  Railroad  Co.  stock  relieved  the  situation  more 
than  the  sale  of  any  of  his  other  industrial  stock  would  have  done 
was  that  he  had  so  much  of  it.  The  sale  relieved  every  friend  he 
had;  it  relieved  his  office  and  brought  in  immediately  United  States 
Steel  Corporation  bonds,  or  money.  The  bonds  were  practically 
equivalent  to  money;  it  relieved  the  whole  situation  inmiediately. 
It  paid  Kessler's  loan;  it  brought  us  in  $12,000,000;  the  effect  was 
enormous.  When  you  reduce  $35,000,000  of  loans  by  $12,000,000, 
bringing  it  down  to  $23,000,000,  you  are  bringing  into  your  boxes 
30  or  35  per  cent,  of  whatever  the  margin  you  have  up,  of  $12,000,000, 
to  bring  into  your  boxes  and  swell  it.  Thirty  per  cent  of  $12,000,000 
is  $3,600,000;  that  strengthens  you  and  your  loans  are  less.  Moore 
&  Schley  were  $5,000,000  richer  with  $12,000,000  less  loans  and 
within  35  days  impregnable. 

It  was  generally  believed  in  financial  circles  of  New  York  that 
this  was  one  of  the  most  important  steps  taken  in  stopping  the  panic. 
(Hearings:  Pp.  917,  1124,  1125,  918,  917;  Schley,  pp.  1042,  1043, 
1124,  1125,  1045,  1046,  1061,  1059,  1056,  1095,  1051,  1053,  1054, 
1055, 1086, 1087,  1109,  1110,  1067,  1077,  1078,  1085,  1063, 1066,  1067, 
1079,  1081,  1076,  1082,  1098,  1071,  1101,  1072,  1073,  1062;  Hanna, 
pp.  860,  855,  856,  898,  862,  863,  872,  903,  909,  913,  876,  879,  858; 
Ledyard,  pp.  933,  935,  939,  936,  937,  946,  950,  956;  Gates,  pp.  5, 12. 
16,  13;  Topping,  p.  1258;  Gary,  pp.  131,  185,  137,  138,  139,  132, 
133,  139;  Roosevelt,  pp.  1369  to  1372,  inclusive,  1383,  13S4>  1^8, 
1Z92;  Oglebay,  pp.  927,  930,  931.) 
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BATLBOADS. 

The  railroads  owned  by  the  United  States  Steel  Corporation  consist: 

1.  Of  railroads  which  are  common  carriers  in  the  ordinary  sense  of 
that  term,  but  a  majority  of  whose  business  comes  from  the  United 
States  Steel  Corporation  itself. 

2.  Of  railroads  which  are  partly  plant  facilities  but  do  some  work 
for  others  than  the  owners,  and  it  is  claimed  perform  a  part  of  the 
actual  service  of  transportation  for  the  railroads  for  which  they  are 
entitled  to  a  division  of  rates. 

3.  Of  pure  plant  facilities. 

1.  The  railroads  of  the  first  class  are  the  Duluth  &  Iron  Range 
Railroad,  the  Duluth,  Missabe  &  Northern  Railway,  and  the  Pitts- 
burgh, Bessemer  &  Lake  Erie  RaUroad,  which  is  operated  by  the 
Bessemer  &  Lake  Erie  Railroad  Co. 

The  first  two  named  are.  mainly  ore  roads  and  extend  from  the 
iron-ore  mines  of  Minnesota  to  Lake  Superior,  the  former  reaching 
the  lake  at  Two  Harbors  and  the  latter  at  Duluth.  The  third  of 
these  roads  extends  from  Conneaut,  on  Lake  Erie,  to  Bessemer,  near 
Pittsburgh.  It  is  used  mainly  for  transporting  ore  from  Conneaut,  on 
Lake  Erie,  to  Pittsburgh,  and  coal  from  Pittsburgh  northward. 

The  mUeage  of  these  three  roads,  exclusive  of  spurs,  sidings,  second 
tracks,  etc.,  is,  respectively,  200,  224,  and  208  miles. 

The  Duluth  &  Iron  Range  Railroad  was  built  by  the  owners  of  the 
principal  mines  on  the  Vermilhon  iron-ore  range  for  the  purpose  of 
transporting  their  ore  to  Lake  Superior.  This  was  done  at  a  time 
when  the  whole  country,  this  railroad  now  serves,  was  a  wilderness. 

The  Duluth,  Missabe  &  Northern  Railway,  in  like  manner,  was 
built  by  the  owners  of  some  of  the  mines  on  the  Mesabi  iron  range 
for  the  purpose  of  transporting  their  ore  to  Duluth,  on  Lake  Superior. 
The  first  of  these  roads  was  acquired  by  the  United  States  Steel 
Corporation  as  a  part  of  the  assets  of  the  Federal  Steel  Co.,  and  the 
other  was  acquired  as  a  part  of  the  property  of  the  Lake  Superior 
Consolidated  Mines  Co.  The  Great  Northern  Railway  owns  a  line 
which  competes  with  these  roads,  and  has  docks  at  Superior,  Wis. 

The  principal  business  of  the  roads  belonging  to  the  United  States 
Steel  Corporation,  above  mentioned,  is  the  transportation  of  iron 
ore.  This  is  carried  in  large  quantities  for  independent  operators 
as  well  as  for  the  United  States  Steel  Corporation.  These  roads 
also  do  a  general  freight  and  passenger  business.  The  earnings  of 
both  these  roads  during  their  early  years  were  small,  the  first 
mentioned  paying  no  dividends  from  1884  to  1899,  but  latterly  their 
earnings  have  been  phenomenally  large.  The  freight  rates  for  the 
carriage  of  ore  which  the  United  States  Steel  Corporation  found  in 
force  when  it  acquired  the  property  remained  unchanged  until  last 
fall,  when  a  cut  was  announced  of  from  25  to  40^per  cent. 
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The  Pittsburgh,  Bessemer  &  Lake  Erie  Raih-oad  Co.  is  capitalized 
at  $12,000,000  in  stock  and  has  a  bonded  indebtedness  of  115,269,000. 
The  Bessemer  &  Lake  Erie  Raiboad  Co.,  which  is  the  operating 
company  and  owns  about  8  miles  of  track,  is  capitahzed  at  only 
$500,000  and  has  a  funded  debt  of  $4,030,000.  Its  total  annual  ton- 
nage of  freight  is  about  13,000,000  tons,  of  which  7,000,000  tons  is 
iron  ore,  3,500,000  tons  coal,  700,000  tons  iron  and  steel,  and  the 
remainder  miscellaneous  freight.  In  late  years  it  has  received  no 
ore  for  transportation  save  for  the  Umted  States  Steel  Corporation. 
Ore  is  shipped  southward  and  eastward  from  Buffalo,  Cormeaut, 
Ashtabula,  Fairport,  Cleveland,  Lorain,  Huron,  and  Toledo. 

Very  little  ore  is  shipped  south  from  Buffalo.  The  connection 
south  from  Erie  is  over  the  Pennsylvania  Railroad.  The  connection 
south  from  Ashtabula  is  over  the  Lake  Shore  &  Michigan  Southern 
and  the  Pennsylvania  Railroads,  at  Fairport  the  Baltimore  &  Ohio, 
at  Cleveland  the  Pennsylvania,  at  Lorain  the  Baltimore  &  Ohio  and 
the  Lorain  &  West  Virginia,  at  Huron  the  Wheeling  &  Lake  Erie, 
at  Toledo  the  Cincinnati,  Hamilton  &  Dayton  and  the  Hocking 
Valley.  Thus  it  will  be  seen  that  there  are  plenty  of  opportunities 
for  competition,  if  competition  is  not  prevented  by  agreements, 
among  numerous  railroads.  The  independent  iron  and  steel  manu- 
facturers ship  all  of  their  ores  over  roads  not  owned  by  the  United 
States  Steel  Corporation.  About  the  time  the  Pittsburgh,  Bessemer 
&  Lake  Erie  Railroad  was  completed  to  Conneaut  the  freight  rate 
on  iron  ore  from  Lake  Erie  ports  to  Pittsburgh  was  $1.18  a  ton — ^it  is 
now  96  cents  a  ton.  It  is  claimed  that  this  rate  is  excessive,  and  also 
that  the  freight  rates  on  Minnesota  roads  on  ore  are  excessive.  How- 
ever that  may  be,  the  Interstate  Commerce  Commission  has  complete 
jurisdiction  over  shipments  from  all  Lake  Erie  ports  to  the  Pittsburgh 
district,  and  on  all  interstate  shipments  from  the  Minnesota  mines, 
and  over  shipments  from  the  Minnesota  mines  which  end  within  the 
State  of  Minnesota  the  State  Railway  and  Warehouse  Commission 
of  Minnesota  has  jurisdiction  and  authority  to  fix  rates. 

The  principal  railroads  belonging  to  the  second  class  are  the  Elgin, 
Joliet  &  Eastern  Railway,  the  Chicago,  Lake  Erie  &  Eastern  Rail- 
way, the  Birmingham  Southern  Railroad,  and  the  Union  Railroad. 
These  differ  considerably  m  character.  The  Elgin,  JoHet  &  Eastern 
Railway  is  a  belt  line  extending  around  the  city  of  Chicago,  from 
Waukegan  on  the  north  to  Porter,  Ind.,  upon  the  south  and  east. 
Its  capital  stock  is  $6,000  000  and  it  has  a  bonded  indebtedness  of 
$8,500,000.  It  has  196  miles  of  main  track,  33  miles  of  branches,  147 
miles  of  siding,  and  operates  271  miles  in  addition  under  trackage 
rights. 

The  Chicago,  Lake  Erie  &  Eastern  has  about  15  miles  of  main  track 
and  466  miles  of  branches  and  spurs.     Much  of  its  track  is  in  the 


68       nrvESTiGATiON  of  united  states  steel  oobpobation. 

vicinity  of  Gary,  South  Chicago,  Joliet,  and  Bay  View.  It  is  to  a 
large  extent  a  plant  facility. 

The  Union  Railroad  Co.  connects  the  works  of  the  Carnegie  Co.  in 
the  vicinity  of  Pittsburgh  and  has  a  main  line  16  mUes  in  length. 

The  Birmingham  Southern  connects  the  plants  and  coal  mines  of 
the  Tennessee  Coal,  Iron  &  Railroad  Co.,  and  also  connects  with  some 
45  plants  of  independent  manufacturers. 

AU  of  these  four  roads  claim  the  rights  to  a  division  of  rates  or 
switching  charges,  and  all  but  the  Birmiagham  Southern  Railroad 
receive  compensation  from  the  main  lines  with  which  they  connect 
either  by  a  division  of  rates,  a  tonnage  allowance,  or  in  some  other 
way. 

A  very  large  proportion  of  the  business  done  by  all  these  roads 
is  done  for  the  United  States  Steel  Corporation. 

At  Birmingham,  Ala.,  the  situation  is  peculiar.  The  Louisville  & 
Nashville  Railroad  Co.,  the  Southern  Railway  Co.,  and  the  Frisco 
RaUroad  all  have  direct  connections  with  the  plants  and  mines  of  the 
Tennessee  Coal,  Iron  &  Railroad  Co.  Lately  a  new  competing  line, 
the  Atlanta,  Birmingham  &  Atlantic  Railroad  Co.,  has  been  built 
from  Brunswick  on  the  Atlantic  coast  of  Georgia  to  reach  the  traffic- 
producing  industries  of  the  Birmingham  district.  The  situation  is 
such  that  it  is  practically  impossible  for  it  to  connect  physically  with 
the  plants  in  the  Birmingham  district.  The  Louisville  &  Nashville 
Railroad,  the  Southern  RaUroad,  and  the  Frisco  Railroad  are  its 
competitors,  and  so  it  sought  and  made  a  joint  traffic  agreement  with 
the  Birmingham  &  Southern  Railroad.  The  situation  is  such  that 
if  the  Atlanta,  Birmingham  &  Atlantic  Railroad  can  not  make  this 
connection  it  will  be  practically  worthless  and  the  money  expended 
in  its  430  mUes  of  road  will  be  lost.  It  is  naturally  to  the  interest  of 
the  other  competing  roads  to  prevent  this  connection.  They  have 
therefore  brought  proceedings  before  the  Interstate  Commerce  Com- 
mission to  prevent  the  consummation  of  this  contract.  A  vast  amount 
of  testimony  has  been  taken,  and  it  is  expected  that  a  decision  will 
be  reached  before  July. 

The  Interstate  Commerce  Commission  has  laid  down  some  general 
principles  governing  cases  of  this  kind.  It  has  held  that  the  mere 
fact  that  a  railroad  was  owned  by  a  manufacturing  company  did  not 
of  itself  deprive  it  of  a  right  to  share  in  the  through  rate  if  it  actually 
performed  service  in  transportation;  that  it  was  impossible  to  lay 
down  a  general  rule  wHch  should  determine  when  a  railroad  was  a 
mere  plant  facility  and  when  it  was  a  common  carrier  entitled  to  a 
division  of  rates,  but  that  each  case  must  rest  upon  its  own  facts. 
The  division  between  a  facility  for  manufacturing  industry  and  a 
facility  for  transportation  seems  clear  enough,  and  in  any  given  case, 
where  the  facts  are  before  the  commission,  there  ought  to  be  very 
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little  difficulty  ia  arriving  at  a  Just  decision.  In  many  Instances  the 
compensation  received  for  the  service  of  these  roads  from  the  trunk 
lines  is  extremely  Uberal,  in  some  cases  amounting,  in  my  opinion, 
to  an  indirect  rebate.  I  thinlc  this  is  a  matter  which  deserves  the 
early  attention  of  the  Interstate  Commerce  Commission. 

RKSTEAINT  OF  TKADE. 

INTERLOCKING  DIRECTOEATES . 

The  directors  of  the  United  States  Steel  Corporation,  generally 
speaking,  are  men  of  wealth,  having  great  business  abUity  and  large 
interests.  Most  of  them  have  observed  the  old  doctrine  that  it  is  not 
wise  to  put  all  their  eggs  in  one  basket.  Their  experience  and  ability 
has  been  largely  utilized  by  the  companies  with  which  they  are  con- 
nected. They  are  nearly  all  directors  in  other  companies  than  the 
United  States  Steel  Corporation.  These  companies  are  of  various 
kinds  and  include  railroads,  banks,  and  manufacturing  companies. 
No  evidence  was  given  or  offered  tending  to  show  that  the  fact  of  such 
relations,  on  the  part  of  the  directors  of  the  United  States  Steel  Cor- 
poration, had  ever  been  used  or  attempted  to  be  used  to  the  injury  of 
competitors,  to  obtain  any  unfair  advantage  for  the  United  States 
Steel  Corporation,  or  to  the  detriment  of  the  general  public.  In 
every  instance  the  directors  of  the  United  States  Steel  Corporation 
constitute  only  a  very  small  minority  of  the  directors  of  the  other 
companies  with  which  they  are  connected.  Such  relations,  however, 
give  opportimity  for  abuses  and  agreements  in  restraiut  of  trade. 

POOLING   AGREEMENTS. 

After  the  steel  business  became  a  great  industry  and  previous  to  the 
organization  of  the  United  States  Steel  Corporation,  there  was  a  suc- 
cession of  boom  years,  when  prices  rose  to  fabulous  heights,  followed 
by  years  of  corresponding  depression,  when  each  man  was  struggling 
for  business  enough  to  keep  his  works  running.  These  struggles  re- 
sulted in  relentless  and  destructive  competition,  when  the  weaker  was 
frequently  driven  out  of  business  and  was  glad  to  sell  his  plant  to  a 
more  successfiU  rival  at  a  fraction  of  its  cost.  After  these  trade  wars 
had  continued  for  a  time  the  manufacturers,  or  those  of  them  who  had 
survived,  would  generally  get  together  and  enter  into  an  agreement 
fixing  prices,  or  apportioning  the  business  to  be  done  by  each,  or  both. 
These  associations,  or  pools,  did  not  in  any  instance  embrace  the 
whole  industry,  but  only  a  portion  of  it.  The  only  ones  which  were 
investigated  by  the  committee  to  any  extent  were  the  "plate  pool," 
the  "structural-iron  pool,"  and  the  "wire  pool."  The  structural-iron 
pool  was  organized  about  1898  and  the  plate  pool  in  the  fall  of  1900. 
Mr.  William  C.  Temple  was  the  so-called  commissioner,  or  secretary. 
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of  both  these  pools.  The  parties  to  the  plate  pool  were  the  Carnegie 
Co.,  Jones  &  Laughlin,  the  Illinois  Steel  Co.,  the  Crucible  Steal  Co.  of 
America,  Otis  Stee'  Co.,  Tidewater  Steei  Co.,  Lukans  Iron  &  Steei  Co., 
Worth  Bro.  Co.,  Central  Iron  &  Steel  Co.,  and  the  American 
Steel  &  Wire  Co. 

Of  these  corporations,  the  Carnegie  Steel  Co.,  the  Illinois  Steel  Co., 
and  the  American  Steel  &  Wire  Co.  later  became  subsidiaries  of  the 
United  States  Steel  Corporation. 

This  pooling  agreement  provided,  in  substance,  that  each  of  the 
parties  to  it  should  be  entitled  to  a  certain  percentage  of  the  plate 
business  stated  in  the  agreement,  provided  for  the  fixing  of  minimum 
prices,  and  prescribed  a  penalty  to  be  assessed  against  any  member 
who  should  exceed  his  allotted  portion  of  the  business,  which  penalties 
were  to  be  paid  to  those  members  of  the  association  who  received  less 
than  their  share  of  the  business.  The  penalties  were  fixed  upon  a 
tonnage  basis.  Provision  was  made  that  each  of  the  members  of  the 
association  should  make  reports  to  the  commissioner,  and  the  com- 
missioner in  turn  transmitted  the  result  of  these  reports  to  the  various 
members  of  the  association.  Accurate  accounts  were  kept,  and  for  a 
time  the  penalties  were  rigorously  exacted.  The  association  had 
frequent  meetings,  and  the  members  became  well  acquainted  with 
each  other  and  acquired  confidence  each  in  the  other.  This  agree- 
ment continued  in  force  until  the  last  of  December,  1904,  and  the 
Carnegie  Co.,  the  American  Steel  &  Wire  Co.,  and  the  Illinois  Steel 
Co.  remained  parties  to  it  until  that  time.  It  was  brought  to  an  end 
by  Judge  Gary.  Mr.  Temple,  the  commissioner,  states  that  the 
association  was  informed  that  Judge  Gary  had  investigated  the  mat- 
ter and  ordered  the  subsidiaries  of  the  United  States  Steel  Corporation 
to  withdraw  from  it.  He  said  Judge  Gary  stated  that  he  did  not 
believe  in  the  association,  did  not  believe  that  the  association  was 
desirable  or  necessary,  and  he  demanded  the  abrogation  of  the  agree- 
ment and  the  cessation  of  the  association.  So  the  association  was 
dissolved  and  distributed  its  assets.  (Hearings,  p.  555;  Temple,  pp. 
1717,  1718,  1719,  1729.) 

But  the  members  of  the  association  continued  for  some  two  years 
after  to  give  each  other  the  same  information  as  to  the  amount  of 
business  each  was  doing  as  they  had  done  during  the  existence  of  the 
association.     After  that  they  ceased  to  give  such  information. 

Undoubtedly  the  purpose  of  giving  this  information  was  that  each 
might  know  the  extent  of  the  business  done  by  his  competitor. 
These  men  were  well  informed  as  to  the  plant  capacity  of  the  others, 
and  if  each  was  doing  about  that  proportion  of  the  whole  business 
which  its  plant  capacity  bore  to  the  whole  plant  capacity,  the  infer- 
ence would  naturally  be  that  all  were  selling  at  about  the  same  price; 
whUe  if  the  business  of  one  or  more  suddenly  or  largely  increased  the 
reason  for  the  increase  would  naturally  be  a  subject  of  inquiry. 
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The  wire  pool  continued  to  a  later  date  and  resulted  in  the  pros&- 
cution  of  the  members  in  the  court.  The  history  of  that  transaction 
is  too  fresh  in  the  minds  of  all  to  require  further  comment. 

These  associations  were  aU  agreements  to  apportion  output  and  fix 
prices,  and  of  course  plain  violations  of  the  antitrust  law.  Judge 
Gary  denied  before  the  committee  any  knowledge  of  the  existence 
of  these  pools  until  about  the  time  of  their  termination.  There  is 
no  evidence  that  any  of  the  officers  of  the  United  States  Steel  Cot- 
poration  were  ever  present  at  any  of  the  meetings,  but  that  some  of 
them  had  knowledge  of  the  existence  of  the  pools  seems  certain. 

GAET  DINNEES. 

In  November,  1907,  and  at  irregular  intervals  thereafter,  Judge 
Gary  gave  a  series  of  dinners  in  New  York,  to  which  men  who  were 
prominent  in  the  iron  and  steel  industry  were  invited.  The  purpose 
of  these  dinners  is  stated  to  have  been  to  bring  about  a  better  acquaint- 
ance among  the  men  influential  in  the  iron  and  steel  industry  and  to 
discuss  matters  of  common  interest  in  the  industry  and  to  exchange 
information. 

Judge  Gary,  at  a  dinner  given  him  in  London  by  the  governors  of 
the  Iron  and  Steel  Institute  of  Great  Britain,  on  September  11,  1908, 
referring  to  the  first  of  these  meetings,  said  in  part: 

Early  in  November  an  invitation  was  extended  to  the  leading 
men  connected  with  this  industry,  including  about  60  in  number, 
to  meet  in  conference,  and  without  exception  the  invitation  met 
with  an  affirmative  and  cordial  response.  *  *  *  At  the-first 
meeting,  after  each  one  present  had  expressed  his  opinion  what 
the  conditions  and  dangers  were,  as  I  have  previDusly  stated,  the 
doctrine  of  conciliation  and  cooperation  was  suggested.  In 
some  respects  at  least  it  was  novel.  In  times  gone  by,  when 
business  prosperity  was  interrupted  by  a  financial  depression  or 
by  doubt  and  distrust,  however  provoked,  it  had  been  customary 
for  each  one  to  consider  and  to  endeavor  to  protect  his  own 
interests  regardless  of  all  others.  Each  sold  his  own  products 
wherever  and  at  whatever  price  he  could  obtain.  Demoraliza- 
tion, panic,  and  prolonged  failure  followed.  *  *  *  The  sug- 
gestions which  were  made  and  finally  adopted  were  simple.  It 
Was  proposed  to  appoint  a  general  committee  of  seven  with  power 
to  appomt  subcommittees  connected  with  special  lines.  To  the 
subcommittees  any  one  interested  in  a  particular  line  might 
apply  for  information  and  advice.  And  to  the  general  com- 
mittee the  respective  chairmen  of  subcommittees  or  any  indi- 
vidual might  apply  for  information  and  advice.  Without  going 
into  detaus  it  suffices  to  say  that  these  committees  kept  fully 
informed  in  regard  to  the  affairs  of  aU  and  freely  advised  indi- 
viduals with  respect  to  the  conditions  generally  or  in  detail. 
While  they  were  given  no  power,  their  advice  was  usually  fol- 
lowed. No  agreement  to  maintain  prices,  restrict  output,  or 
divide  territory  or  any  other  agreement  was  made.     Without 
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going  further  into  details  it  is  sufficient  to  say  the  effort  has  been 
Successful.  It  was  to  be  expected  there  would  be  some  mistakes 
by  subordinates,  and  that  to  some  extent  there  would  be  trans- 
actions beyond  the  bounds  of  propriety  and  fairness,  but  the 
total  result  has  been  a  great  benefit. 

A  certain  percentage,  however  small,  of  the  people  of  every 
country  is  made  up  of  ordinary  liars.  The  wonder  is  that  such  a 
large  percentage  believe  the  bars.  And,  of  course,  from  time  to 
time  manufacturers  were  imposed  upon  by  proposed  purchasers, 
who  made  the  usual  misrepresentations  that  other  manufac- 
turers were  selling  at  a  reduced  price. 

It  was  not  long  before  the  movement  secured  the  approval 
and  hearty  cooperation  of  all  concerned.  Prices  have  generally 
been  maintained,  demoralization  and  insolvency  prevented,  and 
greater  profits  realized.  The  benefit  to  general  business  condi- 
tions and  the  influence  in  aiding  the  restoration  of  business  pros- 
perity are  testified  to  by  financiers  and  by  the  press  generally. 
Perhaps  the  most  prominent  good  which  has  resulted  is  found  in 
the  feeling  of  friendship  which  exists  among  the  members  of  the 
industry.  This  will  be  of  great  benefit  and  profit  to  all  in  the 
long  run.  Frequent  meetings  are  held  at  which  each  one  present 
expresses  with  great  freedom  and  frankness  liis  views  concerning 
all  questions  involved,  and  all  have  confidence  in  one  another. 
The  business  is  well  in  hand.  The  manufacturers  are  ruiming 
their  own  business  for  their  own  gain,  and  yet  at  the  same  time 
they  have  injured  no  others.  On  the  contrary,  they  have 
advanced  the  interests  of  their  customers,  their  employees,  and 
the  public  generally.     *     *     * 

I  do  not  advocate  anything  that  is  antagonistic  to  the  laws  or 
the  public  welfare,  ^liat  I  propose  is  the  utilization  of  our 
•opportunities  for  the  advancement  of  aU  our  interests — a  closer 
connection,  a  better  understanding  of  ideas  and  information  con- 
veyed by  one  to  another  concemmg  all  the  business  questions, 
and  an  organized  committee  composed  of  men  whose  advice 
should  always  be  followed.  These  thoughts  amplified  and  formu- 
lated should  bring  to  all  of  us  the  largest  measure  of  success. 

At  the  dinner  held  at  the  Waldorf-Astoria  Hotel  January  11,  1911, 
Judge  Gary  was  the  principal  speaker,  and  the  main  question  of  dis- 
cussion during  the  evening  was  the  maintenance  of  prices.  Many  of 
the  speakers  did  not  refer  to  this  subject,  but  quite  a  number  did,  and 
aU  who  did  mention  the  subject  expressed  an  opinion  that  the  re- 
duction of  prices  would  be  a  mistake  and  would  not  bring  increased 
business.     Among  other  things,  Judge  Gary  said: 

At  this  present  time  there  is  not  in  this  country  a  demand  for 
more  than  50  per  cent  of  the  total  producing  capacity  in  our 
lines.  It  is  obvious  from  this  statement  of  fact  that  there  is  not 
enough  business  to  go  around  and  that  there  is  no  possible  way 
of  protecting  one  another  and  thereby  protect  one's  self,  except 
to  submit  ourselves  to  the  conditions  as  they  exist  and  to  take 
and  be  satisfied  with  our  fair  proportion  of  the  business  that  is 
ofTered.  It  is  not  necessary  in  this  presence  to  say  that  if  on© 
individual  or  company  engaged  in  this  business  tries  to  secure  or 
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actually  secures  for  a  day  or  a  week  more  than  a  fair  proportion, 
stUl  it  simply  means  that  in  the  long  run  that  man  or  that  com- 
pany gets  no  more  than  its  share.  He  has  accomplished  nothing 
whatever  except  to  bring  about  demoralization,  reduction  or 
prices,  and  heavier  losses  to  all  concerned,  including  himself. 
This  is  a  logical  proposition.  No  man  is  smart  enough  to  long 
continue  a  practice  which  gives  to  him  more  than  his  fair  share 
of  business.  He  may  get  away  from  his  friend  or  competitor  or 
his  customer  for  a  single  transaction  or  two  transactions,  but  it 
is  just  as  certain  that  the  competitor  whose  business  has  been 
taken  away  will  the  next  day  or  the  next  week  enter  within  the 
domain  of  the  one  who  first  trespassed,  taking  away  his  business 
and  adjusting,  equalizing,  and  brmging  about  at  the  end  of  the  year 
or  at  some  defimte  period  simply  the  natural  division  of  business 
and  at  ^eatly  reduced  prices.  And  there  is  no  exception  to  this 
unless  it  be  on  the  basis  of  the  strong  man  or  the  strong  com- 
pany having  the  advantage  over  his  neighbor,  if  there  is  such  a 
one,  and  he  gets  the  business  only  by  means  which  result  in 
forcing  his  competitor  out  of  business  and  in  that  way  antago- 
nizing the  public  interest  and  earning  the  condemnation  not  only 
of  the  public  but  of  the  very  Government  itself.  Therefore  it  is 
impracticable. 

Now,  in  view;  of  the  fact  that  we  have  no  right  legally  to  enter 
into  any  arrangement  by  direct  or  indirect  means  which  enables 
us  to  maintain  prices,  to  divide  territory,  to  restrict  output,  or 
in  any  way  to  interfere  with  the  laws  of  trade  or  to  stifle  com- 
petition; in  view  of  the  fact  that  we  can  not  legally  directly  or 
mdirectly  do  anything  which  may  be  construed  to  be  in  restraint 
of  trade,  and  are  therefore  relegated  to  the  one  position  of  treat- 
ing each  other  on  the  basis  of  fair,  just,  and  equitable  treatment, 
it  behooves  us  to  use  the  greatest  care  in  the  exercise  of  our 
rights  and  in  the  transaction  of  our  business  so  as  to  make  it 
absolutely  certain  that  day  by  day,  and  with  reference  to  every 
transaction  we  are  certain  to  recognize  the  rights  of  our  com- 
petitors, our  friends,  and  the  obligations  which  we  are  under 
toward  them. 

Again  he  says: 

I  would  not  make  an  agreement  under  any  circumstances  to 
maintain  prices  or  to  do  or  refrain  from  doing  anything  which 
would  prevent  me  from  being  absolutely  independent  from  all 
others  in  every  respect  concerning  every  department  of  our 
corporation,  or  in  regard  to  the  conduct  of  our  business  and  I 
would  not  ask  for  any  different  conclusion  from  others.  As  I 
stated  before  the  very  fact  that  it  is  understood  we  have  this 
right  that  we  are  independent  that  we  can  go  out  of  this  room 
and  do  exactly  as  we  please  without  violating  any  agreement  or 
understanding  and  that  all  must  depend  upon  the  belief  that  as 
honorable  men  we  are  desirous  of  conducting  ourselves  and  our 
business  in  such  a  way  as  not  to  injure  our  neighbors  must  ma_k« 
each  of  us  more  careful  in  regard  to  the  conduct  of  our  affairs 
and  there  will  be  no  secrecy  in  wh^t  w-e  do.  (Gary,  h«aringB, 
pp.  1772,  1778,  1776,  177«4 
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It  is  evident  that  the  question  raised  hj  these  dinners  is  a  som» 
what  difficult  and  delicate  one.  Section  2  of  the  antitrust  act,  so- 
called,  prohibits  monopolies  and  the  attempt  to  monopolizo.  That 
fierce  and  unrestrained  competition  which  is  intended  to  result,  and 
if  carried  far  enough  inevitably  does  result  in  the  destruction  of  one 
or  more  of  the  competitors  and  the  survival  of  the  fittest,  has  always 
been  construed  by  the  courts  as  strong  evidence  of  an  intent  to 
monopolize.  On  the  other  hand,  section  1  prohibits  every  contract, 
combination,  or  conspiracy  in  restraint  of  trade  or  commerce  among 
the  several  States  or  with  foreign  nations.  On  one  hand  the  indi- 
vidual or  corporation  is  prohibited  from  entering  into  combinations 
to  fix  prices,  limit  output,  divide  territory,  etc.,  and  on  the  other 
from  crushing  his  rival  by  iinfair  means  with  a  view  to  obtaining  his 
business.  Between  these  two  extremes  there  are  many  things  the 
corporation  may  do  to  advance  its  business  interests,  and  it  is  only 
when  we  approach  the  border  liae  upon  one  side  or  the  other  that 
difficulty  arises.  No  one  would  contend  that  the  manager  of  a  large 
corporation  in  time  of  business  depression  was  bound  to  run  his 
works  to  their  full  capacity  without  reference  to  the  extent  of  the 
market  or  what  portion  of  that  market  would  be  occupied  by  business 
competitors.  His  duty  to  the  stockholders  requires  him  to  keep 
informed  upon  such  points. 

Would  any  one  contend  that  the  law  prohibited  him  from  ascer- 
taining from  his  competitor  the  extent  of  the  latter's  production  in 
exchange  for  like  information,  given  his  competitor  as  to  the  business 
of  his  own  corporation  ?  If  two  companies  can  do  this  many  can  do  it. 
Take,  for  instance,  the  manufacturer  of  steel  rails.  Each  probably 
now  knows  the  capacity  of  the  plant  of  each  of  his  competitors,  and 
if  he  knows  how  much  business  each  is  doing  it  is  but  a  matter  of 
computation  to  ascertain  the  amount  of  the  entire  demand  in  the 
country  and  what  proportion  that  demand  bears  to  the  entire  capac- 
ity of  all  of  the  plants  ia  the  country.  If  it  be  found  that  the  pro- 
duction of  each  competitor  is  in  the  same  proportion  to  the  entire 
production  that  his  plant  capacity  is  to  the  entire  plant  capacity,  the 
inference  is  very  strong  that  all  are  selling  at  about  the  same  price. 
But  if  it  should  be  found  that  the  production  of  one  is  entirely  out  of 
proportion  to  the  capacity  of  his  plant  the  inference  would  be  very 
strong  that  he  was  underselling  his  competitors  or  giving  some  other 
advantage  to  his  customers  and  the  conduct  of  each  competitor 
would  undoubtedly  be  influenced,  if  not  absolutely  determined,  by 
the  information  ho  obtained  in  this  manner.  Assuming,  aa  I  think 
we  must,  that  the  obtaining  of  such  information  is  entirely  legitimate 
under  the  law,  it  will  be  readily  seen  how  short  a  step  it  is  to  a  con- 
dition of  affairs  where  there  will  be  a  tacit  understanding  between  all 
of  the  competitors  that  each  wiU  keep  his  production  within  the 
limits  which  are  marked  out  for  it  by  the  proportion  its  plant  capacity 
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bears  to  the  total  plant  capacity  of  all  engaged  in  the  business.  But 
this  would  be  a  conspiracy  in  restraint  of  trade.  Can  there  be  any 
legal  objection  to  competitors  in  business  exchanging  views  as  to 
general  business  conditions  and  expressing  opinions  as  to  what  course 
ought  to  be  taken  as  to  prices  ?  Such  a  course  tends  to  stability  in 
business  conditions  and  benefits  not  only  the  producers  but  the 
consumers  and  the  entire  business  public.  But  again,  how  narrow 
is  the  division,  how  almost  intangible  the  barrier,  that  separates  this 
line  of  conduct  from  one  where  there  is  a  tacit  understanding  after 
the  matter  is  discussed,  that  each  is  to  carry  out  the  line  of  conduct 
radicated  as  most  desirable  by  the  opinions  expressed.  But,  on  the 
other  hand,  can  it  be  that  we  have  reached  a  point  where  business 
men  engaged  in  the  same  line  of  industry  can  not  have  the  benefit  of 
each  other's  knowledge,  without  subjecting  themselves  to  the  penalty 
of  fine  and  imprisonment  ?  In  our  judgment  it  would  require  a  far 
more  careful  scrutiny  into  the  facts  and  the  methods  of  the  men  who 
met  at  the  Gary  dinners  than  was  given  to  them  or  could  well  be  given 
to  them  by  the  committee  to  determine  whether  the  conduct  of  the 
persons  engaged  crossed  the  intangible  line  which  separates  what  is 
permissible  and  proper  from  that  which  is  prohibited  by  the  law. 

MONOPOLY  OF  RAW  MATERIALS. 

EBON  ORE. 

It  has  been  claimed  that  the  United  States  Steel  Corporation,  by  ob- 
taining control  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.,  obtained  a 
monopoly  or  monopohstic  control  of  the  iron  and  steel  business  south 
of  the  Ohio  River,  which  monopoly  or  monopolistic  control  was  based 
upon  the  large  ownership  of  that  company  of  the  raw  materials  neces- 
sary for  the  manufacture  of  iron  and  steel,  namely,  iron  ore  and  coal. 
The  question  of  monopoly  can  best  be  considered  in  connection  with 
the  general  ore  situation  throughout  the  entire  United  States.  It  will 
be  remembered  from  the  former  statements  contained  in  this  report 
that  the  red  ores  in  the  Birmingham  district,  which  constituted  the 
great  bulk  of  the  ores  so  far  discovered  in  that  region,  outcrop  on  Red 
Mountain  for  a  distance  of  15  miles  or  more,  and  from  the  outcrop 
extend  to  the  eastward  at  an  incline  of  about  30  degrees  from  the 
horizontal  in  a  continuous  vein  of  nearly  uniform  thickness  and 
quahty  down  the  mountainside  and  across  Shades  Valley  to  the  foot 
of  Shades  Mountain,  and  perhaps  beyond.  The  ore  body  is  so  nearly 
uniform  in  thickness  and  quahty  that  the  portions  of  the  tonnage  of 
different  owners  within  this  minerahzed  region  can  be  determined 
with  a  reasonable  degree  of  accuracy  from  a  comparison  of  their 
acreage. 

Mr.  Perin  states  that,  including  the  holdings  of  the  Tennessee  Coal, 
Iron  &  Railroad  Co.,  the  Schloss-Shefiield  Steel  &  Iron  Co.,  the  Repub- 
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lie  Iron  &  Steel  Co.,  the  Birmingham  Coal  &  Iron  Co.,  the  Birming- 
ham Iron  Co.,  and  the  Woodward  Co.,  the  Tennessee  Coal,  Iron  & 
Eailroad  Co.  possess  about  70  per  cent  of  Red  Ore  Mountain.  It  will 
be  noted  that  this  estimate  is  confined  strictly  to  Red  Ore  Mountain. 
It  specifically  excludes  from  the  calculation  the  ore  owned  by  the  Cen- 
tral Coal  &  Iron  Co.,  the  Williamson  Co.,  the  Southern  Iron  &  Steel 
Co.,  the  Alabama  Consolidated,  and  perhaps  others.  It  is  specifi- 
cally confined  to  the  immediate  Birmingham  district  and  by  its 
terms  excludes  Shades  Valley. 

Mr.  Given  states  that  he  estimates  the  Tennessee  Coal,  Iron  &  Rail- 
road Co.  to  control  60  to  70  per  cent  of  the  ores  now  being  worked. 
This  evidently  is  not  intended  to  embrace  all  of  the  ores  in  the  district. 
Later,  he  says  that  of  the  total  available  ore  in  what  he  describes  as 
the  Birmingham  district  he  estimates  the  holdings  of  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  at  from  50  to  60  per  cent.  He  adds  that 
that  is  nothing  but  an  estimate — there  are  no  figures  back  of  it. 

Mr.  Walter  Moore  estimates  the  entire  holdings  of  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  at  from  60  to  65  per  cent  of  the  district 
tributary  to  Birmingham. 

Prof.  Grasty  estimates  that  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  has  over  50  per  cent  of  the  ore  in  the  district,  and  says  that  in 
these  estimates  he  simply  includes  the  ore  of  Red  Mountain,  con- 
sidering it  as  far  back  as  the  limit  of  Shades  Creek.  Later  he  fixes 
it  more  definitely  at  from  52  to  53  per  cent.  He  adds  that  if  he 
should  take  in  Shades  Mountain  it  would  increase  the  percentage  to 
nearer  75.  But  this  is  evidently  an  error,  as  it  clearly  appears,  from 
the  testimony,  that  the  Tennessee  Coal,  Iron  &  Railroad  Co.  has  no 
holdings  on  Shades  Mountain. 

Again  Mr.  Grasty  makes  the  following  estimate : 

Tom. 

Tennessee  Coal,  Iron  &  Railroad  Co 218,000,000 

Woodward  Steel  Co 81, 000, 000 

Republic  Iron  &  Steel  Co 48,000,000 

Schloss-Sheffield  Steel  Co 54,000,000 

Alabama  ConBolidated  and  Southern  Steel  Co 30,000,000 

431, 000, 000 

Mr.  Ernest  F.  Burchard,  an  expert  of  the  United  States  Geological 
Survey,  has  also  made  an  estimate  as  follows: 

Tons. 

Total  available  ores  in  the  whole  district 358, 400, 000 

Of  which  the  Tennessee  Coal,  Iron  &  Railroad  Co.  owns 131, 000, 000 

Other  furnace  companies 109,000,000 

Private  owners 117, 000, 000 

Percentages!  Per  cent. 

Tennessee  Coal,  Iron  &  Railroad  Co.  (acree^,  36.8) 37. 6 

Independent  furnaces 31. 7 

Private  owners 30. 8 
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Mr.  Bacon,  who  was  president  of  the  company  from  January,  1901, 
to  May,  1906,  says,  that  includmg  Red  Mountam  and  Shades  Valley, 
to  the  foot  of  Shades  Mountam,  which  district  has  been  proven  to 
contain  iron  ore,  by  drill  holes,  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  owned  from  30  to  33  per  cent  of  the  acreage  and  tonnage  of  that 
district.  He  says,  further,  that  since  the  time  he  was  in  charge  of 
the  property,  the  Tennessee  Coal,  Iron  &  Railroad  Co.  has  added  a 
one-half  interest  in  1,100  acres  of  ore  lands.  This  tract  is  esti- 
mated to  contain  70,000,000  tons  of  ore,  of  which  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  would  own  half. 

Mr.  Bacon  says  fxu-ther,  that  there  is  an  outcrop  of  ore  in  the  north- 
east end  of  Shades  Valley,  northeast  of  any  ore  owned  by  the  furnace 
companies,  which  contains  at  least  170,000,000  tons  of  ore  and  that 
the  ore  to  the  south  has  not  been  carefully  explored. 

While  the  above  figures  seem  somewhat  contradictory,  a  part  of 
the  discrepancy  is  accounted  for  when  we  see  that  the  different  wit- 
nesses are  not  deahng  with  exactly  the  same  territory  or  ownership. 
But  if  they  had  been  so  deahng,  admitting  that  aU  of  them  were 
qualified,  honest,  and  equally  well  informed,  discrepancies  are  to  be 
expected,  because  of  the  many  uncertainties  in  estimating  the  amount 
of  ore  in  any  deposit  which  is  not  in  sight. 

In  all  human  probabihty  the  proportion  of  ore  owned  by  the 
various  mining  companies  in  and  about  Birmingham,  is  very  much 
less  then  present  development  would  indicate,  because  it  is  these 
mining  companies  alone  which  have  been  trying  to  develop  their 
property.  The  private  owners  have  been  waiting  for  an  opportunity 
to  sell  and  have  not  been  willing  to  assume  the  expense  of  exploration. 
It  would  be  very  remarkable,  considering  the  experience  in  other 
mining  districts,  if  it  should  finally  be  demonstrated  that  the  Tennessee 
Coal,  Iron  &  Railroad  Co.  owns  nearly  as  much  as  50  per  cent  of  the 
available  ores  in  that  district.  Surely  50  per  cent  is  an  outside  figure 
and  35  per  cent  is  probably  much  nearer  the  truth.  (Hearings:  Perin, 
pp.  972  to  980,  899,  990;  Given,  pp.  1001,  1019;  Moore,  p.  1027; 
Grasty,  pp.  5296,  5297,  5300,  5301,  5302,  5303,  5304;  Bacon,  pp.  5330; 
6329,  5350,  5356,  5357,  5358;  Burchard,  p.  5299;  Topping,  p.  1256.) 

Turning  now  to  the  Lake  Superior  district.  In  1911  the  Minnesota 
tax  commission  estimated  the  total  tonnage  of  ore  on  the  Mesabi 
Range  at  1,368,000,000  tons.     (Hearings,  p.  5364.) 

Their  estimate  for  the  Vermillion  Range  is  about  8,000,000  tons. 

In  the  committee  hearings,  upon  pages  5569  to  5592,  inclusive,  is 
printed  the  detailed  statement  of  the  Minnesota  Tax  Commission  of  the 
tonnage  and  valuation  of  all  the  mining  property  in  Minnesota  for 
tJtie  year  1908.  The  total  tonnage,  as  estimated  at  that  time  by 
the  commission,  is  1,193,728,959  tons.  The  ore  of  the  United  States 
Steel  Corporation  is  all  credited  in  that  table  to  the  Oliver  Iron 
Mining  Co.     At  that  time  the  so-called  Hill  lease  was  in  full  force 
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and  the  ores  contained  in  the  Hill  lease  to  the  United  States  Steal 
Corporation  are  a  part  of  the  ores  credited  to  the  Oliver  Iron  Mining 
Co.  In  other  words,  the  ores  credited  to  the  Oliver  Iron  Mining  Co. 
embrace  aU  the  ores  controlled  by  the  United  States  Steel  Corpora- 
tion at  that  time,  including  the  HiU  lease.  The  total  tonnage  so 
credited  to  the  United  States  Steel  Corporation  by  the  Minnesota 
Tax  Commission,  in  1908,  was  752,352,166  tons,  or  a  trifle  over  63  per 
cent  of  the  total  tonnage  of  the  State. 

Mr.  James  J.  HiU,  who  was  before  the  committee  as  a  witness, 
estimated  that  the  United  States  Steel  Corporation,  including  all  the 
ores  embraced  in  the  Hill  lease,  controlled  from  70  to  75  per  cent  of  aU 
the  ores  of  Minnesota,  and  that  excluding  the  ores  embraced  in  the  Hill 
lease  they  controlled  about  53  per  cent  of  the  ores  in  Minnesota. 

Mr.  HiU  also  testified  that  the  amount  of  ores  on  the  lands  embraced 
in  the  HiU  lease,  added  to  those  leased  by  the  same  company  to 
others,  were  about  400,000,000  tons. 

Mr.  Joseph  Sellwood  testified  that  the  ore  leased  to  others,  referred 
to  by  Mr.  Hill,  which  is  the  Mahoning  mine,  amounted  to  about 
150,000,000  tons,  and  that  the  remaining  ore  embraced  in  the  Hill 
lease  would  be  about  250,000,000  tons,  of  which  150,000,000  tons  were 
on  the  Hill  lands  proper  and  100,000,000  tons  on  the  Longyear  lands. 

In  1909  the  estimate  of  the  Minnesota  tax  commission  of  the  ores 
of  the  United  States  Steel  Corporation,  not  embraced  in  the  Hill 
lease,  is  523,547,253  tons. 

Mr.  SeUwood's  estimate  of  aU  the  ores  upon  the  Mesabi  is  between 
1,300,000,000  and  1,400,000,000,  of  which  the  United  States  Steel 
Corporation,  outside  of  the  HUl  lease,  controls,  according  to  his  esti- 
mate, about  550,000,000  tons.  He,  however,  thinks  the  Minnesota 
Tax  Commission  figures  of  the  Vermillion  Range  are  too  low — that 
those  should  be  estimated  at  about  20,000,000  tons. 

Mr.  SeUwood  made  a  rough  estimate  of  the  ownership  of  the  ores, 
on  the  Mesabi  Range,  outside  of  those  owned  by  the  United  States 
Steel  Corporation.  This  he  said  was  only  relatively  and  approxi- 
mately correct.     It  is  as  follows : 

Tons. 

Hill  ore,  embraced  in  lease  to  the  United  States  Steel  Corporation 150, 000, 000 

Longyear,  embraced  in  lease 100, 000, 000 

Mahoning 150, 000, 000 

Snyder 50, 000, 000 

Pickands,  Mather  &  Co 75, 000, 000 

Jones  &  Laughlin 75, 000, 000 

Corrigan,  McKinney  Co 50, 000, 000 

Ridgway 25, 000, 000 

Wisconsin  Co 20, 000, 000 

International  Harvester  Co 10, 000, 000 

M.  A.  TTuntia.  Co 50, 000,  000 

Sundry  small  operators 50, 000, 000 

iiAning  a  total  of 805, 000, 000 
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Or,  deducting  the  ores  embraced  in  the  Hill  lease,  555,000,000  tons. 

Judge  Gary  also  estimates  the  ores  embraced  in  the  Hill  lease  af 
from  200,000,000  to  250,000,000  tons. 

It  will  be  seen  that  the  estimates  of  the  Minnesota  Tax  Commission, 
of  Mr.  Sellwood,  and  Mr.  James  J.  Hill  are  practically  agreed. 

Mr.  Thomas  F.  Cole,  who  was  president  of  the  OUver  Iron  Mining 
Co.,  until  about  three  years  ago,  placed  a  somewhat  higher  tonnage 
on  the  ores  in  Minnesota  than  either  of  the  gentlemen  named,  but 
does  not  vary  substantially  the  percentages  fixed  by  them,  as  between 
the  United  States  Steel  Corporation  and  other  owners.  He  fixed  the 
tonnage  of  the  United  States  Steel  Corporation,  outside  the  Hill  lease, 
on  the  Mesabi  and  Vermilhon  Ranges,  as  in  excess  of  750,000,000  tons. 
Of  this  amount  he  says  20,000,000  to  25,000,000  tons  are  on  the  Ver- 
milhon Eange.  The  independent  holdings,  on  the  Mesabi  Range, 
including  the  ore  covered  by  the  Hill  lease,  are  nearly  equal  to  the 
United  States  Steel  Corporation's  holdings. 

In  this  connection  it  may  be  remembered  that  Mr.  James  J.  Hill, 
speaking  of  mining  experts  on  the  Minnesota  ranges,  said :  '  'I  would 
take  Joe  Sellwood  and  Tom  Cole's  estimates  in  preference  to  any  10 
men  I  know." 

Turning  now  to  the  Michigan  ranges.  In  1911  a  very  careful  esti- 
mate of  the  ore  on  the  Michigan  ranges  was  made  by  Mr.  James  R. 
Finlay,  of  New  York,  a  very  distinguished  engineer,  for  the  Michigan 
Tax  Commission,  assisted  by  Dr.  C.  K.  Leith,  of  the  United  States 
Geological  Survey. 

A  summary  of  his  estimate  is  printed  in  the  hearings.  According 
to  such  estimate  the  tonnage  of  the  United  States  Steel  Corporation 
in  Michigan  is  54,932,355  tons,  and  of  other  owners  135,020,809  tons. 
According  to  that  estimate  the  United  States  Steel  Corporation  owns 
only  28.9  per  cent  of  the  available  ores  in  Michigan. 

Taking  the  estimate  of  Mr.  Cole  for  the  tonnage  of  the  United 
States  Steel  Corporation  in  Minnesota,  which  is  the  highest  tonnage 
given,  and  the  estimate  of  the  Minnesota  Tax  Commission  for  1911 
for  the  total  tonnage  in  Minnesota,  and  the  estimate  of  Mr.  Finlay 
for  the  Michigan  tonnages  and  we  would  have  the  following  result: 

Tons. 

Total  tonnage  in  Minnesota 1, 368, 000, 000 

Total  tonnage  in  Michigan ]  89, 953, 164 

Total  tonnage 1, 557, 953, 164 

Of  which  amount  the  United  States  Steel  Corporation  owns — 

fn  Minnesota 750, 000, 000 

In  Michigan 54, 932, 355 

Or  a  total  of 804, 932, 355 
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Others  own —  Tons. 

In  Minnesota 618, 000, 000 

In  Michigan 135, 020, 809 

Or  a  total  of 753, 020, 809 

Reduced  to  percentages,  the  United  States  Steel  Corporation 
would  own  51.6  per  cent  and  other  owners  48.4  per  cent  of  the  avail- 
able Lake  Superior  ores. 

But  in  making  the  above  estimate  we  have  taken  the  highest 
estimate  of  the  United  States  Steel  Corporation  ores  in  Minnesota  and 
lower  estimates  for  the  total.  If  we  should  take  Mr.  Sellwood's  esti- 
mates for  the  Minnesota  ores  and  Mr.  Finlay's  estimate  for  the  Michir 
gan  ores  we  would  have  the  following  result: 

Tons. 

Total  tonnage  in  Min  nesota 1,  375, 000, 000 

Total  tonnage  in  Michigan 189,  953, 164 

Total 1,564,953,164 

Of  which  the  United  States  Steel  Corporation  owns — 

In  MinnesoU 570, 000, 000 

In  Michigan 54,  932, 355 

Total 624,  932, 355 

Others  own — 

In  Minnesota 805,  000, 000 

In  Michigan 135, 020,  809 

Total 940, 020, 808 

Or,  in  percentages,  the  United  States  Steel  Corporation  owns  39.94 
per  cent — others  own  60.06  per  cent. 

It  is  impossible  to  entirely  reconcile  these  figures  and  it  must  be 
remembered  that  they  represent  the  conditions  which  will  prevaD  in 
1915  when  the  surrender  of  the  Hill  lease,  by  the  United  States  Steel 
Corporation  becomes  completely  effected.  At  the  present  time  the 
United  States  Steel  Corporation  has  surrendered  aU  of  the  property 
covered  by  the  Hill  lease  upon  which  it  is  not  carrying  on  active 
operations  and  the  lessors  now  have  possession  of  the  same.  The 
committee  has  no  figures  which  will  show  approximately  the  amount 
of  ore  thus  surrendered,  but  it  must  be  considerable. 

To  ascertain  the  situation,  previous  to  the  surrender  of  the  Hill 
lease,  we  can  take  the  Minnesota  Tax  Commission  figures  for  1908  for 
Minnesota  and  the  Finlay  report  for  Michigan;  this  gives  the  follow- 
ing result: 

Tons. 

Total  tonnage  in  Minnesota 1, 193,  728, 959 

Total  tonnage  in  Michigan 189, 953, 164 

Total ^ 1,383,682,123 
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""^"  otaies  Bteel  Corporation:  Tons.  ~ 

In  Minnesota 752,  352, 166 

In  Michigan 54,  932,  356 

Total 807,  284,  521 

tier  owners: 

In  Minnesota 441,  376,  793 

In  Michigan 135, 020,  809 


Total 576,  397,  602 

Or  on  a  percentage  basis: 

Per  cent, 

nited  States  Steel  Corporation 58. 35 

idependentfi 41. 65 

It  is  pretty  clear  that  the  United  States  Steel  Corporation  in  1915 
■ill  control  not  to  exceed  50  per  cent  of  the  available  ore  in  the  Lake 
uperior  and  Birmingham  districts. 

But  this  is  not  all  of  the  ore  situation.  The  ores  from  the  Lake 
uperior  district  can  not  be  profitably  shipped  farther  east  than  Pitts- 
urgh.  All  the  furnaces  east  of  that  point  must  be  supplied  from  the 
hamplain  district,  the  Appalachian  Range,  the  New  Jersey  ore,  or 
■om  abroad. 

The  imports  of  ore  in  1910  were  2,591,000,031  tons.  Of  this  amount 
,417,914  tons  came  from  Cuba. 

The  known  ore  deposits  of  Cuba  contain  at  least  2,000,000,000  tons 
f  ore,  or  more  than  the  estimated  tonnage  of  the  entire  Lake  Superior 
[Strict  in  available  ores.  Some  difficulties  have  been  experienced  in 
le  treatment  of  these  ores,  but  these  are  now  solved,  and  very  large 
>nnages  will  come  into  the  United  States  in  future  years.  Cuba 
[•obably  will  be  the  main  source  of  supply  for  the  Atlantic  seaboard 
id  eastern  portion  of  the  States  of  New  York  and  Pennsylvaiiia  and 
le  State  of  Maryland.  Immense  quantities  of  these  ores  are  owned 
J  the  Bethlehem  Steel  Co.  and  by  the  Spanish-American  Co.,  which 
a  subsidiary  of  the  Pennsylvania  Steel  Co. ;  but  large  quantities  still 
main  in  private  hands.  Mr.  Schwab  states  that  the  Bethlehem 
.eel  Co.  have  enough  ores  in  Cuba  to  supply  them  for  250  years  and 

presses  the  opinion  that  he  might  be  able  to  ship  these  ores  to 

rmingham  and  do  a  profitable  business  there  in  competition  with 
e  Birmingham  ores.  These  ores  can  be  shipped  west  nearly,  if  not 
lite,  to  Pittsburgh  in  competition  with  Lake  Superior  ores.  No 
ew  of  the  ore  situation  in  this  country  which  leaves  out  of  account 
ese  vast  bodies  in  Cuba  is  at  all  adequate. 

Besides  these  deposits  there  are  known  to  exist,  in  the  United 
ates,  of  available  ore,  at  least  100,000,000  tons  in  the  Baraboo 
strict  of  "Wisconsin;  from  500,000,000  to  1,000,000,000  tons  in 
tah;  100,000,000  tons  in  the  Sunrise  district  of  Wyoming; 
54946°— H.  Kept.  1127,  62-2,  pt  3 6 
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250,000,000  tons  in  California;  100,000,000  tons  in  New  Mexico; 
600,000,000  tons  in  Texas;  from  100,000,000  to  200,000,000  tons  in 
the  Champlain  district  of  New  York. 

None  of  these  districts,  with  the  exception  of  the  Champlain 
district  of  New  York,  have  had  anything  like  thorough  exploration 
and  it  is  probable  that  the  amounts  cited  above  are  very  much  less 
than  the  real  quantities  of  ore  in  these  deposits.  The  Utah  ores  have 
a  very  high  metallic  content,  low  phosphorus  and  great  intrinsic 
value.  They  are  within  150  miles  of  coal  and  will  no  doubt  be  ex- 
tensively worked  in  the  future.  It  must  be  remembered,  however, 
that  the  word  "available"  must  be  taken  largely  with  reference  to 
some  particular  district.  The  ore  of  Wyoming  for  instance  is  now 
being  profitably  worked  by  the  Colorado  Fuel  &  Iron  Co.,  but 
is  not  available  for  the  eastern  furnaces;  the  ores  of  California,  of 
New  Mexico,  of  Utah,  and  of  Texas  will  undoubtedly  be  used  in  the 
not  distant  future  to  supply  the  wants  of  the  Pacific  coast  and 
Rocky  Mountain  States  and  to  some  degree  to  the  east  of  that  section. 
They  could  not,  of  course,  be  used  east  of  the  Mississippi  River  any 
more  than  the  Lake  Superior  ores  could  be  used  at  Bethlehem,  or 
Steelton. 

No  one  at  aU  familiar  with  the  developments  of  the  mining  of  iron 
ore  for  the  last  30  years  can  doubt  that  not  only  will  large  addi- 
tional tonnage  be  discovered  in  the  districts  now  known,  but  entirely 
new  districts  will  be  opened  up.  As  an  example  of  the  development 
of  old  districts  the  Marquette  Range,  of  Lake  Superior,  may  be 
cited.  Mining  began  there  about  1854  and  has  been  continued  un- 
interruptedly until  this  time,  and  yet  there  ie  more  ore  known  to 
exist  in  that  district  to-day  than  at  any  former  period  of  its  history 
and  some  of  the  most  promising  deposits  have  been  discovered  within 
the  last  three  or  four  years.  In  addition  to  this,  improvements  in 
methods  of  manufacture  are  rapidly  making  available  vast  tonnages 
now  classed  as  unavailable.  (Hearings,  pp.  5364,  5377,  3101,  3502; 
Hill,  pp.  3235,  3237,  3206,  3190,  3200;  Sellwood,  pp.  6363,  6364, 
6365,  5371,  5379,  5389,  5380,  5381,  5390,  5393;  Gary,  p.  82;  Cole, 
pp.  5446,  5447,  5455,  5456,  5457,  5458,  5459,  5460,  5461,  5480,  6486, 
6486,  5489;  Finlay,  p.  2020;  Gayley,  pp.  403,  404;  Schwab,  pp. 
1293,  1333,  1334;  Perin,  pp.  1028,  1029.) 

COAL. 

The  position  of  the  United  States  Steel  Corporation  is  very  much 
weaker  in  regard  to  its  reserves  of  coal  than  it  is  as  to  its  reserves  of 
iron  ore. 

In  the  Pittsburgh  district,  which  includes  the  ConneUsville  region, 
there  are  about  360',000  acres  of  good  coking  coal,  of  which  the 
United  States  Steel  Corporation  owns  approximately  one-seventh. 
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In  the  Birmingham  district  it  owns  not  to  exceed  one-tenth,  per- 
haps not  one- twentieth  of  the  entire  deposit.  (Hearings:  Boileau, 
pp.  784,  790;  Bacon,  p.  5333.) 

MONOPOLY  OF  BTTSINESS. 

The  organization  of  the  United  States  Steel  Corporation  had  the 
effect  to  eliminate  whatever  competition  formerly  existed  between 
the  companies  that  became  its  subsidiaries,  but  there  stiU  remained 
strong  and  vigorous  competition.  Among  the  competitors  were 
and  are  Jones  &  Laughlia  (Ltd.),  Cambria  Steel  Co.,  Pennsylvania 
Steel  Co.,  Lackawanna  Iron  &  Steel  Co.,  Republic  Iron  &  Steel  Co., 
Bethlehem  Steel  Co.,  Colorado  Fuel  &  Iron  Co.,  and  many  others. 
Since  the  organization  of  the  United  States  Steel  Corporation,  how- 
ever, by  purchase  and  by  new  construction,  it  has  greatly  increased 
its  capacity,  as  is  shown  by  the  following  table: 


Product. 

Capacity. 

Per  cent 

Jan.  1, 1911. 

Apr.  1.  1901. 

increase. 

Blast  furnace 

Steel  ingots 

Finished  steel 

Cement 

tons . . 

!!;;;;;;;;!;;;;;;;;;;";do;;;! 

barrels.. 

16,000,000 
18,000,000 
13,750,000 
8,000,000 

7,440,000 

9,426,000 

7,719,000 

500,000 

115 

91 

78 

1,500 

WhUe  this  increase  seems  large  it  should  be  remembered  that  the 
increase  in  production  of  steel  during  those  years  has  been  very  much 
larger. 

In  1900,  the  year  before  the  United  States  Steel  Corporation  was 
organized,  the  total  production  of  steel  in  this  country  was  10,188,329 
tons,  while  in  1910  it  was  26,094,919  tons. 

In  other  words,  while  the  capacity  of  the  United  States  Steel  Cor- 
poration has  increased  a  little  less  than  100  per  cent,  the  entire  pro- 
duction of  the  country  has  increased  nearly  160  per  cent.  The  fact 
that  the  United  States  Steel  Corporation  is  still  losing  ground,  in  the 
relative  amount  of  its  production,  as  compared  with  the  so-called 
independent  producers,  is  further  emphasized  by  the  following  tabje: 

Annual  Percentage  of  Peoduction  by  the  United  States 
Steel  Coeporation  feom  1901  to  1910. 

(Complied  by  tlie  American  Iron  and  Steel  Association  from  returns  of  production  made  directly  to 
the  oiEoe  of  the  association.] 

The  percentage  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  is 
included  below  for  1907,  1908,  1909,  and  1910  only.  For  prior 
years  the  production  of  this  company  is  included  with  that  of  the 
mdependent  companies.  The  United  States  Steel  Corporation 
was  incorporated  on  February  25,  1901,  and  was  organized  on 
April  1,  1901.     The  percentages  given  for  1901  are  obtained  by 
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using  the  figures  of  production  and  shipments  by  the  constituent 
companies  of  the  corporation  in  the  tnree  months  of  that  year 
prior  to  their  absorption  by  the  corporation  and  by  the  corpora- 
tion for  the  remaining  nine  months. 

Percentage  of  total  production  of  leading  articles  by  the  United  States  Steel  Corporation. 


1910 


Lake  Supreior  shipments  of  iron  ore 

Total  production  of  iron  ore 

Total  production  of  coke 

Production  of  pig  iron 

Production  of  steel  ingots  and  castings  . 

Production  of  steel  rails 

Production  of  structural  shapes 

Production  of  plates  and  sheets 

Production  of  wire  rods 

Production  of  rolled  forms  not  enumer- 
ated above 

Total  production  of  finished  rolled  Iron 
and  steel 

Production  of  wire  nails 

Production  of  tin  plates  and  temeplates 


61.6 
45.1 
41.1 
43.2 
65.7 
59.8 
62.2 
64.6 
77.6 

27.3 

50.1 
05.8 
73.0 


60.4 
45.2 
37.5 
44.8 
65.2 
67.7 
57.9 
59.4 
71.6 

31.2 

51.3 

(14.9 
73.4 


58.8 
43.9 
34.3 
40.4 
63.1 
64.4 
60.3 
59.9 
73.2 

30.1 

51.2 
70.6 
78.3 


53.8 
38.0 
36.6 
44.7 
60.7 
54.3 
55.2 
58.1 
71.3 

29.2 

47.8 
67.1 
71.3 


56.0 
43.5 
38.0 
44.2 
60.0 
51.2 
54.7 
57.4 
70.0 

31.7 

47.4 
66.1 
71.8 


54.2 
43.2 
36.6 
44.5 
57.8 
50.2 
54.6 
56.3 
71.7 

34.7 

48.2 
65.6 
74.5 


54.8 
46.4 
33.2 
44.3 
67.1 
52.2 
55.1 
56.2 
71.6 

36.3 

48.5 
66.4 
73.6 


56.0 
46.3 
31.4 
43.5 
55.9 
65.0 
47.1 
52.0 
67.9 

32.0 

47.1 
6^2 


51.4 
45.8 
34.6 
45.0 
65.8 
67.4 
47.1 
49.8 
69.7 

39.4 

48.9 
60.7 
61.9 


61.1 
44.4 
32.7 
43.3 
54.3 
68.8 
51.3 
48.0 
67.3 

37.6 

48.1 
55.4 
61.0 


It  will  be  seen  from  this  table  that  its  relative  proportion  of  the 
business  of  the  country  instead  of  increasing  has  steadily  decreased. 
Its  shipments  of  Lake  Superior  iron  ore  has  fallen  off  from  60.4  per 
cent  in  1901  to  51.1  per  cent  in  1910.  Its  production  of  coke  has 
decreased  from  37.5  per  cent  in  1901  to  32.7  per  cent  in  1910.  Its 
production  of  ingots,  etc.,  has  fallen  from  65.2  per  cent  in  1901  to 
54.3  per  cent  in  1910.  Even  in  the  production  of  steel  rails  it  has 
not  quite  held  its  own.  Its  production  of  structural  shapes  has 
fallen  from  57.8  per  cent  in  1901  to  51.3  per  cent  in  1910,  and  even  in 
wire  rods  its  production  has  fallen  from  71.6  per  cent  in  1901  to  67.3 
per  cent  in  1910.  (Hearings,  No.  52,  pp.  3524,  3466;  No.  63,  pp. 
5514,  5515.) 

PRICES. 

Undoubtedly  the  question  which  most  deeply  interests  the  Ameri- 
can people,  in  regard  to  the  United  States  Steel  Corporation,  is  what 
effect  it  has  had  upon  the  prices  of  iron  and  steel  products  which  are 
furnished  to  the  people  of  the  United  States.  If  it  has  had  the  effect, 
either  through  inefiiciency  or  otherwise,  to  increase  the  cost  to  the 
public  of  the  land  of  products  it  manufactures,  it  is  to  be  condemned 
upon  economic  grounds.  If  it  has  produced  such  an  effect  through 
illegal  combinations,  it  is  to  be  further  condemned  as  a  violator  of  the 
law. 

Of  course  no  one  can  be  certain  what  the  prices  of  steel  products 
would  have  been  if  the  United  States  Steel  Corporation  had  not  been 
organized,  and  therefore  no  one  can  prove  with  absolute  certainty 
that  the  United  States  Steel  Corporation  has  lowered  prices  beyond 
what  they  would  have  been  if  it  had  not  been  organized;  but,  on  the 
other  hand,  those  who  seek  to  show  that  it  has  a  tendency  to  increase 
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prices  will  find  little  consolation  in  the  facts  ascertained  by  the  com- 
mittee. It  is  undoubtedly  true  that  the  corporation  has  a  steadying 
effect  upon  prices.  While  the  price  of  all  steel  products,  with  the 
single  exception  of  "standard  Bessemer  steel  rails,"  have  fluctuated 
since  its  organization,  those  fluctuations  have  not  been  so  extreme  as 
during  the  years  which  preceded  its  organization. 

Attention  is  called  at  this  point  to  the  following  tables : 

Average  price  of  old  range  Bessemer  ores  at  Lake  Superior  ports,  per  ton. 

1855  to  1860 $6. 95 

1861  to  1870 7. 05 

1871  to  1880 7. 82 

1881  to  1890 6. 20 

1891  to  1900 3. 63 

1901  to  1910 4. 32 

1911 4. 50 

1912 3. 75 

(Hearings,  No.  52,  p.  3463;  No.  6,  p.  806.) 

Average  price  of  pig  iron,  per  ton. 

1855  to  1860 $24. 92 

1861  to  1870 38. 88 

1871  to  1880 29. 12 

1881  to  1890 - 19. 63 

1891  to  1900 12. 65 

1901  to  1910 17.09 

(Hearings,  No.  52,  p.  5464.) 

Average  price  best  refined  bar  iron  rolled,  per  ton. 

1852  to  1860 $70.44 

1861  to  ]  870 90. 66 

1871  to  1880 64.55 

1881  to  1890 48. 09 

1891  to  1900 36.44 

1901  to  1910 42. 56 

(Hearings,  No.  36,  pp.  2627,  2678.) 

Average  price  common  iron  bars,  Pittsburgh,  per  pound. 

1845  to  1850 $0. 035 

1851  to  1860 0344 

1861  to  1870 0423 

1871  to  1880 0285 

1881  to  1890 r 0191 

1891  to  1900 0135 

1901  to  1910 0157 

1911 013 

(Hearings,  No.  63,  p.  5559.) 

Average  price  steel  billets,  per  ton. 

1886  to  1890 $30.57 

1891  to  1900 20. 98 

1901  to  1910 26.08 

(Heatings,  No.  36,  pp.  2627,  2628.) 
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Average  price  of  steel  raila,  per  tan. 

1867  to  1870 $140.86 

1871  to  1880 : 76. 08 

1881  to  1890 36. 92 

1891  to  1900 26. 10 

1901  to  1910 27.  93 

(JEearings,  No.  36,  p.  2629.) 

Average  price  of  wire  nails,  per  heg. 

1887  to  1890 $2. 67 

1891  to  1900 1. 88 

1901  to  1910 2. 09 

(Hearings,  No.  36,  pp.  2627,  2628.) 

Average  price  of  tin  plate,  coke,  per  box. 

1869  to  1870. .: $7. 25 

1871  to  1880 7. 24 

1881  to  1890 4.80 

1891  to  1900 4.50 

1901  to  1910 3. 69 

(Hearings,  No.  36,  pp.  2631,  2632,  2633.) 

The  prices  of  the  principal  other  steel  products  would  show  sub- 
stantially similar  results. 

The  following  tables  covering  the  years  since  the  organization  of 
the  United  States  Steel  Corporation  will  show  the  general  trend  of 
prices: 

Cast-iron  pipe. 

(Average  prices  6-ineh  cast-iron  water  pipe,  30  pounds  per  foot,  f.  o.  b.  New  York  City,  carload  lots,  per 

ton  of  2,000  pounds.] 


1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

24.50 
25.00 
20.25 
26.00 
27.75 
28.00 
28.50 
29.50 
29.50 
29.50 
30.75 
29.25 

29.25 
29.25 
30.76 
31.00 
30.75 
30.75 
30.75 
29.50 
29.00 
26.00 
24.50 
24.25 

24.50 
24.25 
24.25 
24.25 
24.00 
23.50 
23.50 
23.50 
23.00 
23.25 
25.00 
27.00 

28.00 
28.50 
26.75 
27.00 
27.25 
27.25 
27.25 
27.25 
27.25 
28.25 
29.00 
29.25 

29.75 
29.50 
30.50 
29.75 
31.00 
32.50 
30.25 
30.50 
31.00 
33.00 
33.25 
35.50 

34.25 
34.25 
34.00 
33.50 
34.25 
33.50 
34.00 
32.50 
33.00 
33.50 
28.50 
28.00 

27.00 
26.75 
26.25 
26.25 
26.25 
25.75 
25.75 
25.25 
25.75 
25.75 
25.00 
25.60 

24.50 
24.25 
25.25 
25.00 
26.25 
26.00 
26.26 
26.00 
25.75 
25.50 
27.00 
27.26 

25.75 
25.76 
25.75 
25.75 
25.75 
25.60 
24.26 
23.75 
23.75 
23.26 
22.00 
22.00 

22.00 

February 

21.60 

March 

21.00 

April! 

21.00 

May 

21.00 

June 

21.00 

July 

21.00 

21.00 

September 

21.00 

21.00 

November 

21. 7S 

22.00 

Average 

27.88 

28.81 

24.17 

27.75 

31.38 

32.77 

26.94 

26.67 

24.44 

21.27 
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Bessemer  steel  billets. 
[Average  quotations,  Pittsburgh.] 


87 


1891         1892         1893         1894         1895         1896         1897         1898        1899 


1900 


January 

February 

M^arcb 

April 

May 

June 

July 

August 

September 

October 

November 

December 

Average. 


25.60 
26.00 
26.25 
25.35 
25.50 
25.25 
25.50 
25.31 
25.00 
24.90 
24.16 
24.20 


25.00 
24.36 
23.00 
22.81 
22.41 
22.97 
23.50 
23.81 
23.65 
23.53 
24.94 
22.40 


21.56 
21.62 
22.60 
22. 44 
21.69 
21.70 
21.06 
20.45 
19.31 
18.06 
17.37 
16.69 


16.12 
15.75 
16.55 
15.69 
18.00 
18.12 
18.00 
17.15 
17.19 
16.00 
15.57 
15.12 


14.90 
14.95 
14.84 
15.44 
16.30 
18.63 
20.75 
21.75 
2-1.00 
21.90 
19.13 
16.97 


16.80 
17.38 
17.09 
19.53 
19.50 
19.12 
18.85 
18.75 
19.75 
19.75 
20.00 
17.50 


15.42 
15.25 
15.44 
14.60 
13.82 
14.06 
14.00 
14.00 
15.60 
16.44 
15. 57 
15.00 


14.93 
15.06 
15.25 
15.06 
14.85 
14.65 
14.50 
15.85 
16.00 
15.56 
15.06 
15.80 


16.62 
18.00 
24.30 
25.37 
26.75 
30.10 
33.12 
35.40 
38.37 
38.76 
36.50 
33.75 


25.08 


23.53 


20.38 


16.52 


18.30 


18.67 


14.93 


16.21       29.75 


34.50 
34.87 
33.00 
32.00 
28.90 
27.25 
21.00 
18.20 
16.03 
16.50 
18.95 
19.75 


25.15 


January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 

Average 


19.75 
20.31 
22.88 
24.00 
24.00 
24.38 
24.00 
24.20 
24.88 
26.  70 
27.00 
27.50 


24.13 


1902 


27.50 
29.37 
31.25 
31.60 
32.20 
32.37 
31.75 
31.06 
29.50 
29.70 
28.50 
29.12 


30.32 


1903 


29.60 
29.87 
30.62 
30.25 
30.37 
28.87 
27.60 
27.00 
27.00 
27.00 
24.00 
23.00 


27.93 


1904 


1905 


23.00 
23.00 
23.00 
23.00 
23.00 
23.00 
23.00 
23.00 
20.00 
19.50 
20.25 
21.20 


22.76 
23.50 
24.00 
24.00 
23.50 
22.00 
22.00 
24.00 
25.00 
25.62 
26.00 
26.00 


22.08 


24.03 


26.25 
26.60 
26.70 
27.00 
26.40 
26.  63 
27.25 
27.80 
28.00 
28.00 
28.88 
29.50 


27.41 


1907       1908 


29.  40 
29.50 
29.00 
30. 12 
30.10 
29.62 
30.00 
29.25 
29.37 
28.20 
28.00 
28.00 


28.00 
28.00 
28.00 
28.00 
28.00 
25.92 
25.00 
25.00 
25.00 
25.00 
25.00 
25  00 


29.23  I  26.33 


1909 


25.00 
25.00 
23.00 
23.00 
23.00 
23.00 
23.50 
24.16 
25.00 
26.00 
27.15 
27.20 


24.58 


27.00 
27.00 
27.00 
26.75 
26. 85 
25.00 
25.00 
24.60 
24.25 
23.65 
23.25 
23.00 


25.20 


19U 


'-^4 


23.00 
23.00 
23.00 
23.00 
22.92 
21.00 
21.00 
21.00 
20.60 
20.00 
19.00 
19.25 


21.40 


Steel  plates. 

[Tank  plate,  Pittsburgh.] 

AVERAGED  QUARTERLY  FROM  OPEN  QUOTATIONS. 


Year. 

First. 

Second. 

Third. 

Fourth. 

Year 

1892 

1.92 
1.09 
1.23 
1.12 
1.35 
1.10 
1.00 
1.40 
2.17 
1.42 
1.60 
1.60 
1.60 
1.55 
1.60 
1.70 
1.70 
1.47 
1.55 
1.40 

1.85 
1.58 
1.18 
1.21 
1.32 
1.00 
1.07 
2.16 
1.65 
1.50 
1.00 
1.60 
1.60 
1.60 
1.60 
1.70 
1.67 
1.26 
1.49 
1.38 

1.80 
1.54 
1.21 
1.73 
1.19 
1.00 
1.11 
2.62 
1.13 
1.60 
1.00 
1.60 
1.65 
1.60 
l.CO 
1.70 
1.00 
1.39 
1.39 
1.31 

1.74 
1.41 
1.17 
1.63 
1.12 
1.04 
1.13 
2.54 
1.27 
1.60 
1.00 
1.60 
1.42 
1.60 
1.64 
1.70 
1.60 
1.53 
1.38 
1.14 

1.83 

1893 

1.56 

1894 

1.20 

1895 

1.42 

1896     ...                   

1.24 

1897 

1.06 

1898  

l.OS 

1399 

2.20 

1900 

1.55 

1901         .              

1.66 

1902" 

1.60 

1903 

1.60 

1904 

1.54 

1905 

1.59 

1906       ..                                          

1.61 

1907 

1.70 

1908     ...  .               

1.64 

1909 

1.41 

1910  

1.45 

1911 

1.31 

I  Fremiuuis  for  prompt  delivery. 
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Structural  sfmpes. 
QUAETERLY  AVERAGES  OF  QUOTATIONS. 


Year. 


1894 
1895 
189n 
1897 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907, 
1908, 
1909 
1910, 
,4911 


First. 

Second. 

Third. 

Fourth. 

Yfai. 

1.21 

1.20 

1.27 

1.25 

1.23 

1.21 

1.25 

i.m 

1.58 

1.40 

1.44 

1.49 

1.65 

1.50 

1.49 

1. 6.') 

1.33 

.98 

1.09 

1.24 

1.15 

1.15 

1.19 

1.20 

1.17 

1.35 

1.60 

2.12 

2.25 

1.83 

2.25 

2.21 

1.68 

1.60 

1.91 

1.51 

1.60 

1.60 

1.60 

l.CO 

1.60 

1.60 

1.60 

1.60 

1.60 

1.60 

1.60 

1.60 

1.60 

1.60 

1.6S 

1.41 

1.54 

1.66 

1.60 

1.63 

1.70 

1.82 

1.70 

1.70 

1.70 

1.70 

1.70 

1.70 

1.70 

1.70 

1.70 

1.70 

1.70 

1.C8 

1.60 

1.60 

1.64 

1.43 

1.25 

1.40 

1.63 

1.40 

1.55 

1.49 

1.41 

1.40 

1.46 

1.40 

1.38 

1.34 

1.17 

1.32 

The  following  table  gives  the  average  quarterly  prices  of  steel 
beams  and  channels  at  Pittsburgh  from  1894  to  1911. 

Average  quarterly  prices  of  beams  and  diannels. 
[Average  price  per  100  pounds.] 


Year. 

First 
quai  ter. 

Second 
quarter. 

Tliird 
quarter. 

Fourth 
quarter. 

Average. 

1894 

J1.21 
1.21 
1.44 
1.55 
1.16 
1.35 
2.25 
1.51 
1.60 
1.60 
1.00 
1.65 
1.70 
1.70 
1.70 
1.45 
1.66 
1.40 

SI.  20 
1.25 
1.49 
1.33 
1.15 
1.60 
2.21 
1.60 
1.60 
1.60 
1.60 
1.60 
1.70 
1.70 
1.68 
1.25 
1.53 

J1.27 
1.66 
1.66 
.98 
1.19 
2.12 
1.68 
1.60 
1.60 
1.60 
1.65 
1.63 
1.70 
1.70 
1.60 
1.40 
1.41 

SI.  25 
1.58 
1.60 
1.09 
1.20 
2.25 
1.60 
1.60 
1.60 
l.BO 
1.41 
1.70 
1.70 
1.70 
1.60 
1.53 
1.40 

SI.  23 
1  49 

1895 

1S96 

1897 

1.49 

1888 

1.17 
1.83 

1899 

1900 

ISOl 

1902 

1  60 

1903 

1.60 

1904 

1905 

1  62 

1906.  .. 

1  70 

1907 

1.70 

1908 

1909.... 

1  41 

1910 

1.47 

1811 

During  the  above  period  the  lowest  average  quarterly  price  was 
in  the  third  quarter  of  1897,  98  cents  per  100  pounds.  The  highest 
average  quarterly  price  was  in  the  last  quarter  of  1899  and  the  first 
quarter  of  1900.  The  average  price  for  April  and  May,  1911,  was 
$1.40.  On  June  1,  the  price  was  $1.35.  (Annual  Statistical  Kept, 
of  the  American  Iron  and  Steel  Association,  July  25,  1911,  p.  46.) 
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Average  monthly  prices  of  viire  nails,  Chicago. 

[Per  keg  ol  100  pounds.] 

[Aniraal  Statistical  Report  of  the  American  Iron  and  Steel  Association,  July  25, 1911,  p.  50.] 


Uonths. 


1901         1902         1903         1904        1905         1906        1907        1908        1909        1910 


January 

February 

March 

April 

May 

June 

July 

August 

September 

Octc'^r 

November 

December 

Average, 


$2.35 
2.45 
2.45 
2.45 
2.45 
2.45 
2.45 
2.45 
2.45 
2.42 
2.35 
2.25 


$2.16 
2.20 
2.20 
2.20 
2.20 
2.20 
2.20 
2.20 
2.15 
2.05 
2.00 
2.00 


$2.08 
2.12 
2.20 
2.15 
2.15 
2.15 
2.15 
2.15 
2.15 
2.15 
2.16 
2.00 


$2.04 
2.05 
2.09 
2.10 
2.10 
2.07 
2.  OS 
1.90 
1.75 
1.75 
1.77 
1.88 


$1.90 
1.95 
1.95 
1.95 
1.96 
1.95 
1.95 
1.87 
1.87 
1.95 
1.95 
1.95 


$1.94 
1.95 
1.96 
1.95 
1.95 
1.95 
1.95 
1.95 
1.96 
2.00 
2.04 
2.15 


$2.15 
2.15 
2.15 
2.15 
2.16 
2.18 
2.18 
2.18 
2.23 
2.23 
2.23 
2.23 


$2.23 
2.23 
2.23 
2.23 
2.23 
2.13 
2.13 
2.13 
2.13 
2.13 
2.13 
2.13 


$2.13 
2.13 
2.13 
2.13 

1.83 
1.88 
1.90 
1.98 
1.98 
1.98 
1.98 
2.00 


$2.03 
2.03 
2.03 
2.03 
2.03 
2.03 
1.94 


2.41 


2.15 


2.13 


1.96 


1.9 


1.9 


2.18 


2.17 


2.00 


The  following  table,  published  by  the  Wall  Street  Journal,  gives 
the  average  yearly  prices  per  gross  ton  of  eight  leading  steel  products 
from  1901  to  1910,  inclusive,  together  with  the  so-called  official 
prices  as  of  May,  1911,  ia  dollars: 


Year. 

Steel 
rails. 

Ship 

plates, 
Pitts- 

Wire 
rails, 
Pitts- 

Steel 
bars, 
Pitts- 

Beams, 
Pitta- 
burgh. 

Tin- 
plate 
mill. 

Bessemer 

iron, 
Pitts- 

Steel 
billets, 
Pitts- 

Average. 

burgh. 

burgh. 

burgh. 

burgh. 

burgh. 

1911 

28.00 

31.36 

40.32 

31.36 

31.36 

82.88 

15.75 

23.00 

35.60 

1910 

28.00 

32.60 

40.09 

32.03 

32.92 

80.64 

17.19 

28.39 

36.11 

1909 

28.00 

31.70 

40.70 

29.66 

31.68 

78.40 

17.41 

24.58 

35.24 

1908 

28.00 

36.84 

44.35 

33.16 

36.73 

82.88 

17.07 

26.31 

38.17 

1907 

28.00 

38.08 

45.02 

35.84 

38.08 

87.96 

22.84 

29.23 

40.63 

1906 

28.00 

35.84 

41.56 

36.39 

38.08 

88.56 

19.64 

27.41 

39.29 

1905 

28.00 

35.61 

39.42 

35.39 

36.28 

78.40 

16.36 

24.69 

36.64 

1904 

28.00 

34.52 

40.32 

29.56 

34.49 

76.38 

13.76 

22.08 

34.89 

1903 

28.00 

35.84 

44.12 

34.94 

36.84 

89.76 

18.88 

27.93 

39.64 

1902 

28.00 

35.84 

44.57 

37.40 

35.38 

88.03 

20.16 

30.32 

39.96 

1901 

27.40 

34.87 

60.40 

32.92 

35.39 

89.60 

15.72 

24.13 

38.80 

Note. — 1911  prices  represent  present  prices. 

It  will  thus  be  seen  that  the  average  price  of  iron  ore,  pig  iron,  and 
steel  products  during  the  10  years  since  the  organization  of  the  United 
States  Steel  Corporation  has  been  the  lowest  of  any  decade  in  our 
history,  except  the  one  from  1890  to  1900,  when  the  conditions  for  a 
considerable  period  were  abnormal.  If  a  comparison  should  be  made 
between  the  year  1900,  just  previous  to  the  organization  of  the  United 
States  Steel  Corporation,  and  1911,  the  decrease  in  prices  would  be 
still  more  striking. 

That  the  price  of  iron  and  steel  should  have  a  considerable  de- 
crease since  the  organization  of  the  United  States  Steel  Corporation 
is  a  little  remarkable  when  it  is  considered  that  the  course  of  prices 
generally  has  been  in  the  other  direction  and  the  wages  of  labor  have 
considerably  advanced.  The  wages  paid  to  labor  in  1902  amounted 
to  $14.70  per  ton  of  production  and  in  1910  to  $16.30  per  ton.    In 
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other  words,  based  upon  the  production  of  1910  the  increase  of  wages 
for  that  year,  above  the  wages  prevailing  in  1902,  amount  to  over 
$17,000,000.  To  this  amount  should  be  added  the  sums  paid  in 
bonuses  and  for  old-age  pensions  and  for  accident  relief,  which  would 
add  from  82,000,000  to  $3,000,000  a  year.  (Hearings,  No.  52,  pp. 
3530,  3531.) 

It  appeared,  from  the  undisputed  testimony,  that  the  wages  paid 
by  the  United  States  Steel  Corporation  in  the  Pittsburgh  district 
were  a  little  higher  than  those  paid  by  its  competitors  in  the  same 
district,  the  lowest  wages  paid  being  17i  cents  per  hour  to  common 
labor. 

Complaint  has  been  made  in  the  past  as  to  the  hours  of  labor,  which 
have  been  excessive.  These  are  the  same  as  those  of  other  companies 
in  the  business  and  the  same  as  existed  when  the  United  States  Steel 
Corporation  was  organized.  The  long  hours  have  arisen  from  the 
necessity  of  continuous  operation  in  the  making  of  steel,  but  the 
corporation  has  taken  steps  which  have  already  resulted  in  the  elimi- 
nation of  the  24-hour  day,  or  the  long  turn  at  the  time  when  the 
shifts  were  changed  from  night  to  day  or  from  day  to  night.  The 
practical  elimination  of  the  seven-day  week  and  the  general  better- 
ment of  local  conditions  are  shown  by  extensive  tables  and  are 
printed  in  the  hearings,  beginning  with  page  3310  and  continuing  to 
page  3388,  showing  the  actual  number  of  hours  worked  and  nvmiber 
of  days  worked  in  a  month  and  the  nationahty  of  the  laborers. 
While  the  condition  of  labor  is  not  ideal,  it  is  at  least  as  good  as 
among  the  competitors  of  the  United  States  Steel  Corporation. 

CONCLUSIONS  OF  H.  O.  YOUNG  ON  THE  FACTS. 
ORGANIZATION. 

1.  The  United  States  Steel  Corporation  when  organized  was  greatly 
overcapitalized,  but  to  a  great  extent  this  has  been  remedied  by 
extensive  investment  of  earnings  since  its  organization. 

2.  The  objects  aimed  at  in  the  organization  of  the  United  States 
Steel  Corporation  were: 

(a)  Greater  integration  and  the  consequent  increased  economy  and 
efficiency  in  operation  and  the  avoidance  of  paying  profits  to  out- 
siders. 

(&)  Promotion  and  stock  market  profits. 

(c)  Lessening  of  severe  competition. 

RAILEOADS. 

3.  The  Interstate  Commerce  Commission  with  the  aid  of  the  sev- 
eral State  railroad  commissions  has  ample  power  to  correct  all  prac- 
tices incident  to  the  ownership  of  railroads  by  the  corporation  which 
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are  unfair  to  competitors  or  inimical  to  the  general  welfare.  To 
claim  that  it  has  not  such  power  is  to  say  that  it  has  utterly  failed 
in  the  purpose  for  which  it  was  created  and  given  its  present  exten- 
sive powers  and  to  leave  little  excuse  for  its  further  continuance. 

4.  In  some  instances  the  share  of  the  through  rate  received  by  the 
railroads  owned  by  the  United  States  Steel  Corporation  is  so  exces- 
sive as  to  call  for  early  action  by  the  Interstate  Commerce  Commis- 
sion. It  is  but  just  to  state,  however,  thaf  these  rates  were  all 
inherited  by  the  United  States  Steel  Corporation.  That  in  no 
instance  have  they  been  increased  by  the  United  States  Steel  Corpo- 
ration, although  in  some  instances  they  have  been  lowered  by  that 
corporation,  and  that  the  practice  denounced  is  shared  by  many 
other  manufacturers  in  many  lines  of  business. 

KESTEAINT   OF   TRADE. 

5.  Previous  to  the  organization  of  the  United  States  Steel  Corpora- 
tion several  corporations,  engaged  in  the  manufacture  of  plates, 
structural  iron,  and  wire,  some  of  which  subsequently  became  sub- 
sidiaries of  the  United  States  Steel  Corporation,  entered  into  illegal 
pooling  contracts,  fixing  prices,  and  dividing  production  on  a  per- 
centage basis.  Under  these  contracts  they  continued  to  act  after 
the  organization  of  the  United  States  Steel  Corporation,  in  the  case 
of  plate  and  structural  iron  agreements,  until  January  1,  1905,  and  in 
the  case  of  the  wire  agreements  until  a  later  date.  The  plate  and 
structural  steel  agreements  were  brought  to  an  end  by  the  direct 
intervention  of  Judge  Gary.  Judge  Gary  denied  any  knowledge  of 
the  existence  of  the  wire  pools,  and  there  is  no  evidence  to  the  con- 
trary. The  circumstances  are  such,  however,  as  to  indicate  that 
some  of  the  officials  of  the  United  States  Steel  Corporation  must  have 
been  cognizant  of  these  acts. 

6.  One  of  the  main  purposes  of  the  Gary  dinners,  so  called,  was,  by 
creating  confidence  and  friendly  relations  among  the  manufacturers 
of  steel,  to  maintain  prices  and  prevent  destructive  trade  wars. 

MONOPOLY. 

7.  The  United  States  Steel  Corporation,  outside  of  the  so-called 
Hill  lease,  which  it  has  exercised  its  option  to  cancel,  controls  about 
one-half  of  the  now  available  iron  ore  in  the  Lake  Superior  district, 
and  not  to  exceed  one-half  of  the  now  available  iron  ore  in  the  Bir- 
mingham district.  Its  ownership  or  control  of  iron  ore  in  other 
portions  of  this  country,  or  in  Cuba,  is  inconsiderable.  It  owns  a 
very  much  smaller  proportion  of  the  coking  coal  of  the  country  than 
it  does  of  the  iron  ore,  while  it  produces  a  little  more  than  half  of  the 
steel  products  of  the  country.     In  other  words,  its  acquisition  of  raw 
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materials  has  not  kept  pace  with  its  manufacturing  capacity  or 
achievements.  Its  ownership  of  now  available  Lake  Superior  ores 
does  not  exceed  40  years'  supply  at  the  present  rate  of  consumption, 
and  considering  its  vast  investment  in  plants  is  no  more  than  common 
prudence  would  dictate  it  should  acquire,  and  lacks  very  much  of 
being  a  monopoly. 

8.  The  entire  production  of  the  United  States  Steel  Corporation, 
relative  to  the  entire' iron  and  steel  production  of  the  country,  has 
steadily  decreased  since  its  organization  and  is  lower  now  than  at 
any  former  period  of  its  history,  while  the  relative  proportion  of 
the  production  of  the  other  manufacturers  of  iron  and  steel,  in  this 
country,  has  steadily  increased  and  is  higher  now  than  at  any  period 
since  the  organization  of  the  United  States  Steel  Corporation.  The 
United  States  Steel  Corporation,  since  its  organization,  has  by 
purchase  and  new  construction  about  doubled  its  capacity,  but  in 
the  same  time  the  production  of  the  country  has  increased  about 
160  per  cent,  so  that  neither  in  production  or  capacity  has  the  United 
States  Steel  Corporation  kept  pace  with  the  growth  of  the  iron  and 
steel  industry. 

PRICES. 

9.  The  general  tendency  of  iron  and  steel  products  since  the 
organization  of  the  United  States  Steel  Corporation,  though  they 
had  many  fluctuations,  has  been  downward.  The  average  price  of 
steel  products  since  its  organization  have  been  lower  than  during 
any  other  like  period  in  our  history,  except  the  decade  from  1890 
to  1900,  during  which  conditions  in  all  industries  were  abnormally 
depressed  and  labor  was  unemployed.  I  am  of  the  opinion  that 
the  United  States  Steel  Corporation  has  to  some  extent  steadied 
prices  and  prevented  wide  fluctuations,  but  that  on  the  other  hand 
prices  are  as  low,  and  probably  lower,  than  they  would  have  been 
if  this  company  had  never  existed. 

TENNESSEE    COAL,  IRON    &    RAILROAD   CO. 

10.  During  the  height  of  the  panic  of  1907,  Moore  &  Schley, 
bankers  and  brokers  of  importance  in  the  city  of  New  York,  had 
among  their  assets,  mainly  as  collateral  for  loans,  about  150,000 
shares  of  the  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co., 
about  100,000  shares  of  which  they  had  rehypothecated  with  various 
bankers  as  a  part  of  the  collateral  for  their  own  indebtedness,  which 
amounted  to  about  $38,000,000,  nearly  aU  of  which  had  come  due. 
The  stock  was  uncurrent  and  not  deemed  good  collateral,  especially 
in  times  of  panic.  Moore  &  Schley  caused  the  United  States  Steel 
Corporation  to  be  approached  with  a  view  to  a  sale  of  the  stock  of 
the  Tennessee  Coal,  Iron  &  Railroad  Co.,  in  order  to  relieve  their  own 
situation. 
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11.  There  is  not  the  slightest  evidence  that  there  was  any  attempt 
by  the  United  States  Steel  Coiporation,  or  J.  P.  Morgan  &  Co.,  or  any- 
one else  to  depress  Tennessee  Coal,  Iron  &  Railroad  Co.  stock  in  the 
market  or  to  embarrass  its  ovmers,  or  Moore  &  Schley,  so  as  to  buy 
the  stock  cheap.  On  the  contrary,  the  evidence  shows  conclusively 
that  all  of  the  business  interests  in  New  York  City  were  working  un- 
selfishly and  patriotically  to  stem  the  tide  of  the  panic  and  financial 
disaster  that  was  sweeping  over  the  country. 

12.  The  failure  of  Moore  &  Schley  at  the  time  would  probably 
have  resulted  in  many  other  failures  and  in  greatly  aggravating  the 
panic  and  spreading  loss  and  sufifering  among  millions  of  our  people. 

13.  Moore  &  Schley  would  probably  have  failed  but  for  the  relief 
offered  by  the  sale  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  stock. 
No  other  practicable  means  of  saving  them  was  proposed  by  them- 
selves or  anyone  else.  Judge  Gary,  on  the  part  of  the  United  States 
Steel  Corporation,  offered  a  loan  of  $5,000,000,  and  this  was  rejected 
by  Mr.  Schley  as  wholly  inadequate. 

14.  Messrs.  Frick  and  Gary  made  frank  and  truthful  statements 
to  President  Roosevelt  of  the  material  facts  of  the  case. 

15.  The  steps  taken  by  President  Roosevelt  in  the  matter  were 
inspired  by  patriotic  motives.  They  gave  the  United  States  Steel 
Corporation  no  additional  rights  and  granted  it  no  immunity  from 
civil  or  criminal  prosecution  should  it  later  appear  that  it  had  in 
any  way  violated  the  law. 

16.  The  effect  of  the  sale  of  the  Tennessee  Coal,  Iron  &  Railroad 
Co.  stock  was  to  place  over  $12,000,000  in  Moore  &  Schley's  hands  to 
enable  them  to  reduce  their  loans  with  the  banks  from  $35,000,000 
to  $23,000,000,  to  turn  their  assets  into  cash,  to  add  $3,600,000  to 
their  reserves,  and  to  render  them  impregnable.  It  was  one  of  the 
most  important  steps  in  allaying  the  panic. 

17.  The  United  States  Steel  Corporation  was  not  overanxious  to 
buy  the  stock  of  the  Tennessee  Coal,  Iron  &  Railroad  Co.  Those  who 
engineered  the  sale  on  the  part  of  the  Tennessee  Coal,  Iron  &  Rail- 
road Co.  demanded  and  obtained  the  agreement  that  all  the  stock- 
holders should  have  the  option  to  sell  at  the  same  price.  All  the 
stockholders  availed  themselves  of  the  option,  showing  that  they 
thought  the  price  reasonable.  Full  value  was  paid  for  the  stock, 
and  it  has  not  so  far  proven  a  very  profitable  purchase. 

18.  Its  purchase  did  not  give  the  United  States  Steel  Corporation, 
through  the  ownership  of  raw  materials  or  otherwise,  a  monopoly  of 
the  iron  and  steel  business  of  the  whole  or  any  portion  of  the  South. 


SEPAEATE  VIEWS   OF   MR.   STERIING  ON  INVESTIGATION  OF 
UNITED  STATES  STEEI  CORPORATION. 


I  do  not  concur  in  all  the  recommendations  of  the  minority  nor  in 
all  the  views  therein  expressed. 

I  heartily  favor  governmental  regulation  of  corporations  engaged 
in  interstate  commerce.  The  first  step  in  this  direction  is  legislation 
providing  for  Federal  incorporation.  Such  legislation  should  limit 
the  capitalization  to  the  actual  value  of  the  corporate  property  and 
thus  eliminate  from  the  commerce  of  the  country  that  abominable 
fiction  of  values  commonly  termed  "watered  stock." 

The  extent  to  which  fictitious  values  have  been  created  by  over- 
capitalization of  corporate  property  has  shaken  public  confidence 
in  corporate  securities  and  made  the  public  mind  distrustful  of  large 
business  enterprises.  This  policy  has  cheated  both  the  investor  and 
the  consumer.  The  investor  has  purchased  stock  under  the  mistaken 
belief  that  the  face  had  some  relation  to  the  value.  The  consumer 
of  corporate  products  has  come  to  feel,  and  with  much  justification, 
that  he  has  been  made  to  pay  exorbitant  profits  to  overcapitalized 
corporations  that  they  might  pay  dividends  on  fictitious  stock  values. 

Such  legislation  should  provide  for  a  system  of  reports,  to  a  com- 
mission or  other  Government  agency,  giving  fuU  publicity  to  the 
manner  and  purpose  of  the  organization,  its  methods  of  doing  busi- 
ness, and  it  profits.  It  should  provide  for  rigid  supervision  of  all 
issues  of  securities  and  prohibit  one  corporation  from  holding  stock 
in  another,  and  limit  the  extent  to  which  two  or  more  corporations 
may  have  comnaon  directorates. 

I  do  not  concur  in  the  view  of  the  minority  that  the  true  remedy 
for  industrial  evils  does  not  lie  in  the  dissolution  of  industrial  trusts. 
I  am  of  the  opinion  that  the  dissolution  of  the  great  industrial  com- 
binations into  their  integral  parts  would  do  much  to  restore  trad.e 
to  a  natural  and  healthy  condition  and  inspire  confidence  of  the 
people  in  the  business  situation  and  revive  commercial  prosperity. 

The  proposition  that  the  Government  shall  recognize  and  permit 
to  exist  trusts,  monopolies,  and  combinations  in  restraint  of  trade  and 
then  regulate  them  by  legislative  control,  is  one  calculated  to  sup- 
press individual  enterprise  and  destroy  competition.  From  such  a 
recommendation  I  unhesitatingly  dissent.  It  is  conceded  that  such 
a  policy  would  result  necessarily  in  the  fixing  of  prices  of  the  products 
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of  such  combinations  by  law.  If  Government  undertakes  to  do  that, 
where  will  be  the  end  ?  If  Government  fixes  the  price  of  the  finished 
product,  must  it  not  also  fix  the  price  of  the  raw  material  and  of  the 
labor  that  converts  it  ? 

If  Government  undertakes  to  fix  the  price  of  labor,  mast  it  not  also, 
in  the  ultimate  analysis,  fix  the  price  of  those  things  which  sustain 
the  laborer,  such  as  food,  clothing,  and  shelter  ?  Such  a  condition  to 
my  mind  would  be  subversive  of  the  principles  of  free  institutions 
and  free  men. 

It  is  urged  that  large  industrial  combinations  can  produce  more 
cheaply  than  small  ones.  This  is  a  fundamental  fallacy  from  which 
proceeds  the  paternahstic  doctrine  that  Government  shall  recognize 
and  permit  monopolistic  combinations  and  fix  the  price  of  their 
product.  Competition  is  certainly  more  conducive  to  progress  than 
is  monopoly.  Its  very  essence  is  improved  methods,  better  machin- 
ery, greater  slcill,  and  hence  more  economic  production.  Its  benef- 
icence does  not  stop  at  cheaper  production  and  cheaper  distribution. 

In  its  very  nature  it  prevents  exorbitant  profits  and  compels  capital 
to  be  satisfied  with  a  fair  return. 

The  Federal  Government  by  proper  legislation  can  resolve  great 
combinations  into  their  integral  parts,  and  then  by  wise  and  just 
regulation  of  corporate  powers  maintain  a  natural  and  healthy  con- 
dition of  trade.     It  is  plainly  its  duty  to  do  so. 


^fi=?Jr£-rirM^ 


n^^J'Lrrli^ 


4.  j^ri.'ll  J-L4-J-. 


